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Mr. LoNG, from the Committee on Finance,
submitted the following

REPORT
[To accompany H.R. 934]

The Committee on Finance, to which was referred the bill (H.R.
984) for the relief of Brian and Vera W. Hall, having considered the
same, reports favorably thereon with an amendment and an amend-
ment to the title and recommends that the bill as amended do pass.

I. Su xARY oF =E BHL
As reported, the provisions of S. 505, the Medicare-Medicaid Ad-

ministrative and Reimbursement Reform Act of 1979 (as well as pro-
visions of S. 507 and S. 508) as amended by the committee and added
as an amendment to H.R. 934, can be divided into four major parts:
provisions relating to hospitals; provisions relating to skilled nursing
facilities, intermediate care facilities and home health care; provisions
relating to medical and other health services; and miscellaneous pro-
visions. The summary presented below briefly outlines the bill as
reported.

PRIVATE RELIEF PROVISIONS

The proposed legislation would extend the 18-month statutory time
period allowable under section 1034 of the Internal Revenue Code,
to permit Mr. Brian Hall and Mrs. Vera W. Hall of Laguna Beach,
C lif., an adjusted sales price (that is, reduced basis) on their new
residence for Federal income tax purposes. Essentially, the biil ex-
tends the advantages of section 1034 treatment so that claimants will
not have to pay on capital gains tax on the sale of their old residence.
Under the provisions of this legislation, the claimants would retro-
actively receive the benefit of an additional 51 days' grace period.
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PROVISIONS LAT G To HOSPrTALS

1. The. bill establishes a new method of reimbursement for routine
operatiC_ costs for hospitals under the medicare and medicaid pro-
grams. The new mechanism, to be effective July 1, 1980 would pro-
vide for incentive reimbursement-rewarding hospitals whose routine
operating costs are below average, and penalizing hospitals whose
routine operating costs are substantially above average.

Comparisons among institutions would be facilitated by:
Classifying hospitals in groups, by bed size, location, type

of hospital, or other categories found to be appropriate; and
Applying the reimbursement system initially to routine op-

erating casts (for example, routine nursing1 administrative,
maintenance, supply and food costs), and excluding elements
of routine costs which are not yet susceptible to equitable
comparison, such as costs at capital, costs of education and
training programs, malpractice insurance, energy, etc. Such
excluded costs would continue to be reimbursed as under cur-
rent law until such time as those costs can be compared.

A target rate for routine operating costs would be determined for
each hospital by:

Calculating the average per diem routine operating cost
for the hospitals in each classification group; and

Adjusting the personnel cost component of the group aver-
age to reflect the difference in wages in effect in each hospital's
area.

Hospitals whose actual routine operating costs fell below their
target rate would receive their costs plus one-half of the difference
between their costs and their target rate, with the bonus payment
limited to 5 percent of the target rate. In the first year, hospitals whose
actual costs exceeded their target rate, but were no more than 115
percent of that rate, would be paid their actual costs. Those with costs
above 115 percent of their payment rate would have their reimburse-
ment limited to 115 percent of the target rate. Beginning with the
second year,' the reimbursement limit would be reduced below the 115
percent level. To ease transition of the program, only one-half of the
bonuses and penalties would be applied during the first two years of
the program.

Provision is made for a hospital to demonstrate that its unusually
high routine costs are caused by (1) underutilization of beds or fail-
ities, but only where such beds or facilities are necessary to meet the
needs of an underserved area, (2) an unusual patient mix which results
in a greater intensity of routine care, (3) changes in services due to
approved consolidations or sharing of services with another hospital,
and (4), startup costs associated with a new hospital. Provisions hre
also included to assure that hospitals whose higher costs per day are
more than offset by reduced lenrhs of stay would not be disadvan-
taged. To the extent that such additional costs could be justified, they
would be excluded from the reimbursement criteria provided for in
the bill.

If the Secretary is satisfied that a State hospital reimbursement con-
trol system would result in aggregate medicare and medicaid payments



to the hospitals located in that State for routine and nonroutine costs
which are no greater than would otherwise be payable by medicare
and medicaid under the system established by the bill, then payments
to hospitals in that State could, at the State's request, be ,based on
the State system. A State with an approved reimbursement control
program would be reimbursed for the medicare program's propor-
tionate share of the cost to the State of operating the State program.
The State's medicaid program would pay its proportionate share of
costs which would be matchable with Federal funds as an administra-
tive expense. In addition, medicare and medicaid would pay their pro-
portionate share 61 startup costs incurred following approval of aState reiffbuilsement control program,.

To the extent not specifically otherwise provided for under the bill,hospital reimbursement would be made by medicare and medicaid
subject to and under the provisions of present law.

The bill requires the Secretary to appoint a 15-member Health
Facilities Costs Commission. The Commission would monitor and
study all aspects of the cost reimbursement program and propose
such changes and refinements on a continuing basis as it found ap-
propriate. The Commission would be directed to develop admin-
istrative, and legislative recommendations to refine the method of re-
imbursing hospitals for routine costs and for the application of simi-
lar limitationsto 'other hospital costs and to the costs of other pro-
viders-of services; such as skilled nursing facilities, intermediate care
facilities, home health agencies, and renal dialysis facilities.

2. The bill provides for including in payments to short-term hos-
pitals, reimbursement for increased operating costs and, in the case of
nonprofit institutions, for increased capital costs associated with the
closing down or conversion to approved use of underutilized bed
capacity or services. This would include costs which might not be
otherwise reimbursable because of payment "ceilings", severance pay,
"mothballing" and related expenses. In addition, nonprofit hospitals
could continue to receive capital allowances -in the form of depreciation
or interest on debt-in connection with the terminated beds. In the case
of complete closing down of a hospital, payments would continue to-
ward repayment of any debt, to the extent previously recognized by
the program and actually outstanding. Appropriate safeguards are in-
cluded to forestall abuse or speculation.

3. The bill includes several Chanes in the current law limitations
on medicare and medicaid payments related to certain capital expendi-
tures by health care facilities and home health agencies. These changes
also link reimbursement to the health planning law by retiring that
the designated planning agency approve capital expenditures in ex-
cess of $150,000 (rather t an $100,000, as under present law) as a
condition of medicare and medicaid reimbursements for capital and
direct operating costs associated with those expenditures. A special
procedure is established for' proposed capital expenditures in metro-
politan areas which includee more than one State or jurisdiction. All
States or jurisdictions in the area must approve the expenditure, or it
would be.considered disapproved for purposes of reimbursement sub-
ject to review by the Secretary. Section 1129 (g) of the Social Security
Act is amended to clarify that notice, approval and reimbursement



penalty requirements contained in that section with respect to ap-
proval of health care facility capitalsimpe cangs ofownrshp ei.ier by purchase, or under lease 'or
comparable arrangement) of exitig and operational faclties 'whchcreate no new beds or services. .

4. The bill changes the allowed rate of return on for-profit hospitals'
net equity, which under present law is equal to 11/2 times thp current
rate of return on Social Security trust funds. The new rate of return
multiplier would be: 2% times for hospitals entitled to an incentive
payment under the incentive reimbursement system in sec. 202 of the
bill; 2 times for hospitals that are reimbursed only L' ir reasonable
costs; and 1 times for hospitals with costs in excess of their routine
cost limits.

5. The bill provides for medicare, medicaid and thematernal and
child. health programs to share findings from a single audit where
these programs reimburse the same entity on the basis of its reasonable
costs.
6. The bill would exclude certain charitable donations for the pur-

pose of determining the reasonable costs that are reinbursable under
medicare and medicaid.

7. The bill authorizes the Secretary to apply medicare standards to
rural hospitals more flexibly to take into account the, availability
of qualified personnel, the scope of services furnished, and the econo-
mic impact of structural standards which, if rigidly avplied, wou d
result in unreasonable financial hardship for a rural' hosptal; but only
to the extent that such differential application of the standards, does
not adversely affect the health and Safety of patients.

8. The bill would recognize podiatris-, acting 'within the scope of
their practice, for purposes of physician certification and participa-
tion as physicians in utilization review under medicare.,

9. The bill provides that medicare would not reimburse any institu-
tion for a disproportionate share of costs until evidence is produced
which justifies a specific adjustment under givpn circumstances for
given facilities.

10. The bill provides that hi certain casesmedicare and medicaidpay-
ments to hospitals be made at the average skilled nursing facility,
intermediate care-facilltv or detoxification facility payment rate (as
appropriate), rather than the higher hospital rate, for patients medi-
cally determined by PSRO reviewers to need the lower level of care
rather than acute hospital care. The bill also authorizes that benefits be
provided and payment be made under medicare to qualified nonhospitalinpatient detoxification facilities. .

11. The bill authorizes a program of grants and loans to facilitate the
conversion of surplus acute care hospital beds to long-term care bedsin public and nonprofit hospitals. " i .12. The bill Xirects PSRO's to reiew areas~ of frequent onerutiliza-
tion (such as diagnostic tests routinely provided on admission with-
out a physicians' order and weekend elective admissions and preopera-
tive stays for elective procedures in excess of one day) to assure, that
payment is made under medicare and,:ne4 id only when such services
are medically appropriate.



PROVISIONS, RELATING TO SKiLrz IIsiNG FrAcUITZ INTERMEDIATE
CARE FACILITIES, AND HOME HEALT CAM,

1. The bill permits a simplified cost reimbursement formula for
medicare and medicaid reimbursement for small rural hospitals that
wish to use acute care beds for long-term care services during periods
of excess bed capacity.

2. The bill authorizes the Secretary (a) to validate, where he deems
it necessary, State determinations on the eligibility of SNFs and
ICFs under medicaid and to make independent and binding determina-
tions on their participation and (b) to impose intermediate sanctions
less severe than decertification when such facilities have been found to
be out of compliance.

3. The bill prohibits the Secretary from imposing numerical limits
on the number of home visits which might be made by skilled nursing
home or intermediate care patients under medicaid.

4. The bill directs the Secretary of HEW to conduct, a study of the
availability and need for skilled nursing facility services under the
medicare and medicaid programs and of the desirability and feasi-
bility of requiring such facilities that wish to participate in one pro-
gram to participate in both.

5. The bill directs the Secretary to review the present criteria for
renewing benefits for skilled nursing care to assure that they are not
too restrictive. -

6. The bill would repeal existing medicare provisions authorizing,
by type of diagnosis presumed periods of coverage for skilled nurs-
ing facilities and home health services,

7. The bill repeals section 249 of the Social Security Amendments of
1972 so as to allow States, subject to certain requirements, to develop
their own payment systems for skilled nursing facilities and inter-
mediate care facilities.

8. The bill removes the requirement in existing law that limits medi-
care home health benefits to 100 visits under part A and 100 visits
under part B and the requirement that a beneficiary has to be an
inpatient in a hospital for at least three days before he can qualify
for part A, home health benefits. Other provisions related to home
health services under medicare and medicaid would: (a) change the
plan of care requirements to allow physician assistants and nurse
practitioners in rural areas to establish plans of care and to require
that plans of care include programs for patient education; (b) estab-
lish guidelines for determining the direct and indirect incurred costs
of home health services,; (0) establish demonstration projects for utili-
zation review of home health services; (d) permit payment for home
health services provided in adult day care centers; ard (e) redesignate
"home health aides" as "homemaker-home health aides".

PROVISIONS RELATING TO MEDICAL: AND 0THER HEALTH SERVICES

1. The bill includes incentives for physicians to accept assignment
Wyexpediting payment of claims from participating" physicians-i.e.,
physicians who accept assignment for all their medlcam service It



als authorizes five to ten pilot projects to experiment with ways of
encouraging physicians to accept assignment.

2. The bill authorizes the Secretary to initiate the development and
approve the use of terminology systems and relative A'aue schedjges
by physicians in billing medicare,.medicaid, anfpr otheru ~rposes.

8. The bill extends Ear an additional year (until October 1, 1979)
the date for implementation of Section 227 of Pt. 92-BOB telating to
reimbursement of teaching physicians. It also provides an alternate
reimbursement method for, teaching teams in hospitals which do not
qualify for fee-fdr-servicereimbursement for medical services under
medicare.

4. The bill permits medicare reimbursement to be made to free-stand-
ing ambulatory surgical centers and physicians performing sb rgery in
their offices for the u- of surgical fa-ilities needed to perform a listed
group of surgical'procedures. Such procedures include those which are
often provided on an inpatient basis but can, consistent with sound
medical practice, be performed on an ambulatory hasis. In the physi-
cian's office, the rate would encompass reimbursement for the facilities
and physician, and for related services including pre- and post-opera-
tive vsits and routine laboratory and other diagnostic tests usually
associated with the procedure. In th e of an ambulatorysurgical
center, the overhead allowance may be paid directly to the center and
the professional fe directly to the physician (s).

The physician performing surgery in his office would be fully com-
pensated for his overhead costs through this rate if he accepts an
assigrnment; there would be no deductible and coinsurance.

Similarly, deductible and coinsurance amounts would be waived for
the physician's fee when the physician accepts assignment for hospital
outpatient surgery.

The 'bill would also eliminate the financial incentives to unneces-
sarily utilize hospital care in cases where needed diagnostic services
are provided n :thexospital's outpatient department 7 or fewer days
prior to the patient's admission. A physician performing specified pre-
opentive services (as defined by the Tational Profesion~a1 Standards
Review iCouncil> during this period would receive reimbursement
equal to 190 percent of medicare's reasonable charge if he agreed toaccept assignment. ,

5. The bill modifies existing medicare crteria for determining rea-
sonable charges for physician'aservices. It requires calculation (f state-
wide median charges (in any State with more than one locality), in
addition to the local prevailing charges. To the extent, that any
prevailing charge in a locality was more than one-third higher than
the statewide median charge for a given service, it would not be auto-
matically increased each year. This provision would not reduce any
prevailing charges currently in effect-it would operate, to the extent
given charges exceed the statewide median by more than one-third-
to preclude raising them.

The bill would also permit new physicians in under-served localities
to be reimbursed at the 75th percentile -(rather than the 50th) as a
means of encouraging doctors to move into low-fee, physician shortage
areas. It would also permit physicians presently practicing in shortage
areas to have the fees they generally are charging recognized as reason-
able, up to the 75th percentile.



6. The bill prohibits the Secretary from routinely releasing medicare
information, and provides that State agencies shall not be required to
release medicaid, information, relating amounts paid to physicians
under the respective programs, except as otherwise specifically re-
quired by Federal law.

7. The bill amends present law to provide for direct payment under
medicare to allergists for preparation of a reasonable supply of anti-
gens which would be dispensed or administered by or under the super-
vision of another physician.

8. The bill includes a technical change that would permit payment
by medicare for care directly to the spouse or other legal representative
of a deceased medicare beneficiary on the basis of a nonreceipted bill.
Under present law, medicare can only pay where the physician accepts
an assignment or where the family has actually paid the bill. Thus,
in some cases where a physician refuses an assignment, families have
encountered difficulty in raising sufficient cash to pay the bill in order
to be eligible for payment by medicare.

9. The bill would repeal the existing medicare requirement that a
physician establish a detailed plan of treatment for speech pathology
services.

10. The bill requires the Department of HEW to conduct a study
of the present methods of reimbursement for durable medical equip-
ment ana to recommend changes that are appropriate. The Secretary
would be required to submit a report on this study within 12 months
of enactment.

11. The bill waives the $60 medicare deductible in applying special
laboratory billing procedures under medicare.

12. The bill waives the medicare Part B $60 deductible with respect
to services provided in rural health clinics.

18. The bill recognizes comprehensive outpatient rehabilitation fa-
cilities as "providers of services" under the medicare program if they
meet specific conditions of participation. Such rehabilitation centers
could be public or private institutions primarily engaged in providing
under medical direction, diagnostic, therapeutic, and restorative serv-
ices to outpatients. Reimbursement to such facilities would be author-
ized under part B of the program, based on the costs they incur in fur-
nishing covered services, including: physicians' services, nursing care,
physical therapy, occupational therapy, speech pathology, respiratory
therapm , socia and psychological services, prosthetic and orthotic de-
vices, d rur and bio ogicals (which cannot be self-administered), sup-
plies, app iances, equipment (including the purchase of rental eqip-
ment), and certain other items and services necessary for the rehabil-
tation of the patient. The bill thus permits reimbursement for
rehabilitation services provided in a certified outpatient rehabilitation
facility to be made on the same basis as these services are presently
reimbursed if they are provided in a hospital.

14. The bill permits payment for ambulance services to a more dis-
tant hospital when the nearest hospital does not have staff qualified to
undertake the required care. Ambulance transportation to receive radi-
ation therapy and other specialized services could also be covered
under certain circumstances.

15. The bill extends.the coverage of dental services under medicare
to include any services performed by a doctor of dental medicine or



dental surgery which he is legally authorized to perform. in cases where
the services would be covered if performed by a ,p.ysician. The bill
also would provide that payments would be made under Medicare for
inpatient hospital stays that are justified because of the severity of
the dental procedure.

16. The bill authorizes medicare part B reimbursement to optome-
trists for services related to aphakia which are within the scope of li-
censed optometric practice, and which are covered under present law
when provided by a physician.

17. The bill would delete the requirement for chiropractic -cover-
age that a subluxation be demonstrated to exist through an X-ray.
Under the bill, other clinical findings would suffice in lieu of an X-ray.

18. The bill eliminates the present exclusion under medicare of
services related to the treatment of plantar warts.

19. The bill requires the newly established Health Facilities Cost
Commission to give priority to the development of limitations on
reimbursement for hospital outpatient service costs. Further, the Sec-
retary is required to issue regulations providing for the establishment
of such limitations.

MISCELLANEOUS PROVISIONS

1. The bill protects the confidentiality of certain kinds of PSRO
information that identify an individual patient, provider, practitioner,
supplier, or renewer except in specified cases.

2. The bill provides, except under certain specified circumstances,
that compensation paid to contractors, employees or related organiza-
tions, consultants, or subcontractors at any tier would not be recognized
for medicare-medicaid reimbursement purposes where the payments
(in whole or part, in cash or kind) are based upon percentage arrange-
ments. Percentage arrangements involving payment to hospital based
physicians would nevertheless be recognized if the amount of reim-
bursement does not exceed an amount that would reasonably have
been paid under an approved relative value schedule which takes into
consideration the physician's time and effort.

3. The bill terminates the Health Insurance Benefits Advisory
Council.

4. The bill requires HEW to adopt, to the extent feasible, standarized
claims forms for medicare and medicaid within 2 years of enactment.

5. The bill provides that Medicare would not be the payor of first
resort in cases where the patient is involved in an accident and his care
can be paid for under liability coverage of the individual who was
at fault.

6. The bill provides that adverse decisions of the Provider Reim-
bursement Review Board involving actions brought jointly by several
providers may be appealed to the Federal district court for the groups
headquarters office (or for the appellant having the most money at
issue, if the group is not under common ownership) is located.

7. The bill permits States to deny medicaid eligibility for up to one
year in cases where an aged, blind, or disabled person qualifies by dis-
posing of significant assets by either giving them away :or selling
them for less than fair market value in order to establish medicaid
eligibility.

8. Thebill allows a State to purchase laboratory services and medical
devices for its medicaid population through competitive bidding or
other arrangements for a 8-year experimental period.



9. The bill gives States which do not currently have a "buy-in" agree-
ment with medicare for all medicaid eligibles an additional 12 months
to enter into such arrangements.

10. The bill extends for two years (until October 1, 1982) the period
when increased Federal matching is available for funding of State
medicaid fraud control units.

11. The bill provides that Federal medicaid funds may not be drawn
upon until they are actually needed by the State to pay providers and
practitioners.

12. The bill provides that if the Secretary notifies a State of any
audits, quality control performance reports, deficiencies, or changes in
Federal matching payments under the Social Security Act, snnul-
taneous notification would also be made to the Governor of the State
and the respective chairmen of the legislative and appropriation com-
mittees of that State's legislature having jurisdiction over the program
affected.

18. The bill waives requirements of the human experimentation stat-
ute which may otherwise be held applicable with respect to coverage,
copayments, deductibles or other limitations on payment for services
for -purposes of medicare and medicaid. The bill further provides that
the Secretary, in reviewing any application for any experimental, pilot
or demonstration project pursuant to the Social Security Act, would
take into consideration the human experimentation law and regula-
tions in-making his decision on whether to approve the application.

14. The bill authorizes the disclosure of medicaid information to
governmental agencies that have legal authority to conduct medicaid
audits.

15. The bill provides for demonstration programs in up to 12 States
to formally train AFDC recipients as homemaker home health
aides. These individuals would then be employed by public and non-
profit private agencies to provide supportive services to people, pri-
marily the aged and disabled, who. would reasonably be expected to
require institutional care in the absence of these services. The home-
maker and home health services would be available at no cost to in-
dividuals whose income does not exceed 200 percent of the State's
need standards. The program, authorized over a 5-year period, would
be administered by a State health services agency designated by the
Governor. Approved programs would receive 90 percent Federal
funding.

16. The bill authorizes up to $5 million annually for grants to pub-
lic or nonprofit private regional pediatric pulmonary centers which
are part of (or affiliated with) an institution of higher learning.

17. The bill provides that the Administrator of the Health Care Fi-
nancing Administration would be appointed by the President with the
advice and consent of the Senate. The provision would apply to indi-
viduals appointed to the position after the date of enactment.

18. The bill requires local Professional Standards Review Orga-
nizations (PSRO's) to formally involve health care practitioners who
hold independent hospital admitting privileges in the review of care
ordered or rendered by these practitioners.

19. The bill expands the membership of the National Professional
Standards Review Council to include a doctor of dental surgery or
dental medicine and a registered nurse.



II. GENERAL EXPL,ANATO Or THE BuL,

Part A-Private Relief Provisions
SECTION 101-RELIEF OF BRIAN AND VERA HALL

On October 24, 1975, Mr. and Mrs. Hall purchased a new residence,
located at 472 Los Robles, Lagna Beach, Calif. However, they were
unable to sell their prior residence, located in Glendale, Calif., until
June 15, 1977. This delay was due in large part to construction of, and
controversy surrounding, the nearby Glendale Freeway. By the time
the claimants had finally sold their Glendale property, the statutory
18 months period, allowing for the nonrecognition of a capital- gain
with respect to the sale of an old residence, had passed Sp ecifically,
the claimants' 18-month "rollover" period expired on Apri 24, 1977.
See: 26 U.S.C. 134.

Prior to the actual expiration of the statutory eligibility period, the
claimants sought to request an administrative waiver of the 18-month
period from the Internal Revenue Service. However, they were dis-
couraged from formally filing for such a waiver by personnel in the
local Hollywood, Calif., IRS office. The indication was that such a
procedure would only be futile. The claimants argue that a marked
inconsistency exists in the IRS treatment of residential property, as
opposed to commercial property, in similar fact circumstances. They
cite the fact that the Internal Revenue Code and certain revenue
rulings permit the administrative waiver of the capital gains holding
period on certain types of commercial properties and inquire why
the parallel, provision dealing with residential property can't also be
administratively extended under compellig circumstances. See: 26U.S.C. 103 (a) (B) (n); Treas. Reg. 1.1033(a)-(2) (c) (3). They arguethat section 1033 of the Internal Revenue Code allows a 2-year period(which can also be extended for "reasonable" periods of time) where

property is sold under the threat of condemnation or is otherwise in-voluntarily converted. Claimants feel that the nearby freeway con-
strucion placed them in a near-condemnation situation.

The committee was satisfied that the ability of the claimants to sell
their Glendale property was directly and negatively affected by the
construction of, and controversy surrounding, the nearby Glendale
Freeway. The lack of marketability was clearly affected by the free-
way, located less than 200 yards away from the Halls' property. The
source of long and bitter controversies, plans for the Glendale Freeway
date back over 18 years, and while some construction on the project be-
gan in 1967-78, the planned completion date of 1972,has long, since
passed, In fact, the highway y is still not completed. The delays, in part,
were caused by the lack of availability of Federal funds and the nu-
merous changes in Federal guidelines during the planning and con-
struction periods while the committee recognizes that the delays in

(10).



such a federally funded highway project are not unusual, it was felt
whenr coupled with the inflexibility of the IRS on the administrative
waiver question, the circumstances did give rise to a case for private
relief.

Part B-Provisions Relating to Hospitals

SECTION 202-CRrITRmA 1OR DBTERm NG iSONABLE COST or HosrrAL
SERVICES

Expenditures for hospital care have been increasing at double-digit
rates for many years. Preliminary estimates for calendar year 1978
indicate thathospital expenditures for that year were 12 percent higher
than 1977. Expenditures for hospital care, $76 billion in 1978, repre-
sent 40 percentof all national health expenditures. Hospital expendi-
tures in fiscal year 1978 represent 3.6 percent of the GNP and $341 per
capita. Historically, hospital costs per patient-day have risen much
more rapidly than consumer prices in the economy as a whole. For
example, while the general level of consumer prices rose by about
170 percent from 1950 to 1978, the average cost of a day of hospital care
increased by more than 1,800 percent.

This rapid growth in the costs of hospital care has focused increasing
attention on hospitals and the present methods currently used to reim-
burse hospitals. Cost-based reimbursement in particular has been
the subject of widespread criticism. There is little in the way of
pressure on, hospitals so paid to contain their costs, since any increases
are skmplyA passed along to the third parties that reimburse on a cost
basis. The present "reasonable costs" procedures under the medicare
program are not only inherently inflatiotiary-because there are no
effective limits on what costs will be recognized as reasonable-but
also contain neither "incentives for efficient performance nor true
disincentives to inefficient operation.

In a nongovernmental attempt to moderate the rate of increase in
overall hospital expenditures, the American Hospital Association, the
American Medical Association, and the Federation of American Hos-
pitals and other health care associations are leading a cost containment
activity at the State level. This so-called "Voluntary Effort" should
not be discouraged or impaired by Federal agencies through legal or
other means before it has had reasonable opportunity to demonstrate
success or failure.

The 'bill does not seek to replace the Voluntary Effort but rather
to -reform the method of reimbursement for hospitals under the
medicare and medicaid programs. Under the new method, to be
effective with hospital reporting periods that begin after June 30,
1980, reimbursement for most of a hospital's inpatient routine costs
(essentially costs other than ancillary expenses such as laboratory,

-oray, pharmacy, etc.) would be related to a target rate based on
similar -costs incurred -by comparable hospitals. Those hospitals whose
routine operating costs were below the average for comparable hospi-
tals would be rewarded with incentive payments, and payments to
those hospitals with routine operating costs which are substantially
above the average would be reduced.

This initial system, described more fully below, would be studied
and extended on an as-ready basis. The comrilittee expects that the



new system will be extended to hospitals' ancillary costs and other
costs that are excluded initially as soon as adjustments for patient-
population differences another methodological prerequisites are de-
veloped. Based on recommendations of a proposed Health Facilities
Cost Commission, a pernianent system wouldcoe developed over time
which would establish payment rates and provide,incntive payments
with respect to all hospital costs and to costs of other institutions and
organizations which are reimbursed on a cost basis. Continuing efforts
would be made by the Comrmission to refine and improve the system
of clafication and comparison so as to achieve the greatest equity
possible. The. Secretary would appoint the members of the new Health
Facilities Cost Commission on or before January 1, 1980. The Com-
missiqn would consist of 15 persons Who are expert in the health fa-
cilities reimbursement area. At least five of the members would be
representatives of hospitals (and other providers which are subject to
the new reimbursementmethod I; at least five would be representatives
of public (Federal, State, and local) health benefits programs; and
the remainder would be persons whothrough training, experience orattainments, are particularly and excetionally well qualifid to serve
in carrying out the Commission's faunetions.
, The method of reimbursement established by the bill for routine

hospital costs would be as follows. Comparisons among hospitals
would be made by:

1. Clasifying hospitals in groups by bed size, type of, hospital
rural or urban location, or other criteria establishedtiby the Secre-
tary; and

2. Comparing the routine costar (as defined for purposes of
applying the medicare routine cost limits under present law) of
the hospitals i each group, except for the following routine vari-able costs.: capital and related costs; co.est of approved education
and ,traiig programs for health care personnei;eost of interns,
reside ts and npnpginistrative pkysicitns; energy. eots; and
malpractice insurance costs.

When classifying hospitals by type, hospitals which are primary
affiliates of accredited medical schools would be s separate category.
The Health Facilities Cost Commission should give priority to the
development and evaluation of alternative definitions and classifica-
tions for this category of medical schools. The Commission should
ensure that the treatment of these,medihal center/tertiary care/tewh-
fog hospitals accuratelyreflects the hospital's role as a referral center
for tertiary care patient series, as a source for the de*elopment and
introduction of new diagnostic and treatment technollgies,- and/or
as the source of care for a high concentration of patients needing
unusually extensive or intensive patient care services pr- ided in
routine service cost centers. In addition, -these hospaspt , generally
provide a broad,raiage of graduate medical education-,programS and
undergraduate media oa clerkships. Thecommtt receg zes that some
medical schools, because of their organization haveobjectives,havemore than one primary affiliate, and the primay afilate Jiasifictiw
should provide for the possibility of including more -ehan one hospital
in unusual situations.,The primary affiliates category should not in-
clude affiliated hospital which are not primary sl tes withi thu
meaning of the concept described above.



A per, diem target rate for routine operating costs would be deter-mined 4r each hospital by.:
1. Calculating the averg@ per diem routine operating cost for

each group of hospitals unue. the classification system (excluded
would be newly-opened hospitals ,and hospitals which have sig-
nificaat cost differentials because they do not fully meet the stand-
ards and conditions of participation as providers of services) ; and

2. Determining the per diem rate for each hospital in the group
,1y adjusting the ]Lbor cost component of the group's average per
diem routine costs for area wage differentials. In the first year
vi the program only, an adjustment would be- allowed where
the hospital can demonstrate that the wages paid to its employees
are i cantly higher than the wages other employees in the
area ar0aid for reasonably comparable work (as compared to
the ratio for other hospitals in the same group and their areas).

The Secretary would adjust the per diem target rates-by adding an
annual estimated percentage increase in the cost of routine goads and
services, hospital purchase, with- n adjustment for actual changes at
the sad of a hospital's aecounting year.

The. committee, recognizes that all the data for precise determination
of routine operating costs and the labor and nonlabor components of
such Losts may not be-availablb from cost reportsifor accounting years
that begin, prior to July 1i 1980. To the extent necessary, the Secretary
will be expected to make reasonable estimates on the basis of the data
available to him. ThAt it is reasonably related to actual hospital cost
experience., (

HT hospitals whose actual routine operating costs fall below their target
rate would receive their actual costs' plus one-half of the difference
between their costs and their target rate with the bonus- payments lim-
ited to 5 percent of their target rate. In the first year, hospitals whose
actual costs exceed their target rate, but are no more than 15 percent
of' that rite, would be paid their actftkl'costs. Those with costs above
115 petceiit of their target rate would have their reimbursement limited
to 115 percent of theta rate. .

In the second and su equent yards of the program, the hospital's
maximum payment rate wouIl be indrttsed by the actual dollar in-
crease in the average target rate for'its group during the preceding
year. In calculating the group averagksd ne 'hal f of costs found ex-
cessive would be excluded from the calculation.

To ease transition of the program, only one-half of the bonuses and
penalties would be applied duiiig the first two'years.

Adjustments to a hospital's target rate wpvqt1 be made for changes
in the hospital's classification. Hospitals whi dh manipulate their pa-
tient mix or patient flow, reduce services, or have a large proportion
of routine nursing services provided by private-duty nurses would also
be subject to an adjustment. Also, a hospital would qualify for any
higher target rate that is applicable to the hspitals placed in the bed-
size o~ry whidh contains hospitals close# in bdsize 'o its actual
bed si ze. '1e target mt for hospitals wli h have average lengths-of-
stay which are less than other hospitals in- the same category could be
cacUlat~ed by multiplying the average reimbursement ppr patient stay
for te hospital's category by the number of patient stays for that
hospital. not to exceed its actual routine costs.
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Adjustments would be made to the target rates of hospitals which
demonstrate that their costs exceed their target rates because of (1)
unusually high standby costs justified by low utilization in underserved
areas; (2) atypical cost patterns of newly opened hospitals; (3) serv-
ices changed for such reasons a& consolidation, sharing, and approved
addition of services (e.g. costs associated -with low utilization of a new
wing); and (4) greater intensity of patient care than other hospitals
in the same category. Some hospitals have consistently shorter lengths
of stay in treating patients than their group average for a reasonably
similar mix of patients with comparable diagnoses. To the extent that a
hospital can demonstrate that the shorter stays result from an "inten-
sity of service which makes it necessary for the hospital to incur addi-
tional costs,: such additional costs per day would be recognized under
the "intensity" exception provision, except where a hospital has had its
target rate calculated on the cost-per-stay basis (to take into account
shorter lengths of stay).

Hospitals .would be exempted from the proposed cost limits if: (a)
the hospital is located in a State which has established a hospital reim-bursement control system which applies at least to the same hospitals
and kinds of costs as are subject to the proposed Federal reimburse-
ment reform system and (b) the State requests use of its own system
and demonstrates to tha satisfaction of the Secretary that, using the
State's system, total medicare and medicaid reimbursement costs for
hospitals in the State will be no greater than if the Federal system had
been applicable. If the reimbursement system were not established by
the State but in all other respects it meets the criteria for an exemp-
tion under the provisions of the bill, the reimbursement system
would be considered to be established by the State if the State elects
to have it so treated. ,

A State which exceeds, in the aggregate, the costs which would other-
wise have been paid under theFederal program for any two-year pe-
riod would be covered under the Federal limits beginning with the
subsequent year. The amount of the excessive payments would be re-
couped over subsequent periods through appropriate reduction (not in
excess of one percent annua y) in the cost limits otherwise applicable.

States which obtain a waiver would be reimbursed for the medicare
program's proportionate share of the cost the State incurs in operating
the State reimbursement control system. The State's medicaid program
would pay its proportionate share of costs, which would be matchable
with Federal funds as an administrative expense.

Medicare and medicaid would also pay a proportionate share of
startup costs incurred by a State following approval of State reim-
bursement control systems, The Federal share of the startup costs
would be the same proportion as the Federal payment for inpatient
hospital costs in the State bears to the total inpatient hospital costs
which are subject to the State system. For example, if the Federal
Government pays, through, medicare and medicaid, 40 percent of the
total. hospital costs in the State that are subject to the State. system, it
would be liable for 40 percent of the State program's startup costs.-

The committee expressed concern over the possibility that the new
limits on reimbursement might lead to increased costs for other payors.
The new Health Facilities Cost Commission should review t e op-



ration of the new medicare-medicaid hospital reimbursement sys-
tem and report on the extent, if any, to which hospitals bill other
pavors to cover costs disallowed by medicare and medicaid.

The Commission is expected to also report to the Congress when, in
its opinion, a State has, under its approved ratemaking system, estab-
lished reimbursement under medicare and medicaid at levels so much
below what would otherwise -be payable in the absence of the State
system, as to actually impair the ability of the hospitals to provide
necessary care at reasonable cost.

If the HEW Secretary proposes to modify the method of reim-
bursement for reasonable costs under titles V, XVIII, and XIX of
the Social Security Act, he must submit such proposals to the Health
Facilities Costs Commission. If the Commission disagrees with the
proposals, regulations implementing such proposals must be submitted
to the Congress and may not become effective for 60 days. In addi-
tion, section 249 of this bill requires the Commission to give priority
to studying and recommending to the Secretary limits on reasonable
costs and charges for outpatient services.

SECTION 203-PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF
UNDERUTILIZED FACILITIES

Studies have pointed to a national surplus of short-term general
hospital beds ranging as high as 100,000 beds. Excess capacity contrib-
utes significantly to hospital costs since the initial construction and
financing expenses have to be recovered iby the hospital. In addition
there are the continuing expenses associated with maintenance, and
nonpatient services involved in keeping an empty bed ready for use.
Surplus beds contribute to cost escalation in other less obvious ways.
Unnecessary or underutilized hospital facilities can drain scarce man-
power and generate scarcities of trained personnel, which in turn drive
up salaries and may even threaten the quality of care. Coupled with
the a-vailability of hospitalization insurance, bed surpluses tend to gen-
erate pressures to use high cost hospital beds rather than less expensive
alternative forms of care. The development of alternatives to inpatient
facilities, such as' primary care and community home care programs,
suffers when investment is needlessly diverted to underutilized hospital
bed capacity. Estimates of the savings that would accrue from closure
or conversion of unused or underutilized facilities range from $2 bilb
lion to $4 billion annually, depending on whether the change involves
closure or conversion of a particular service department as opposed to
a whole hospital.

The bill provides for including in hospital reasonable cost payments,
reimbursement for capital and increased operating costs associated
with the closing down or conversion to approved use of underutilized
bed capacity or services in nonprofit short-term hospitals. A hospital
could appy for such payments before or aftr the conversion or closingtakes place. In the case of for-.prbfit shert-term hospitals, reirburse-
mont Would be limited to increased operating costs. This would include
costs which might not be ithetwise reimbursable because of payment

ceilings", severance pay, "mothballing and related expenses. Ih addi-
tiont, payments could be continued for reasonable capital costs in the



form of depreciation allowances, or reimbursement for interest pay-
ments which would ordinarily be applied toward payment of out-
standing debt which had been incurred in connection with the termi-
nated beds. In the case of complete closing down of a hospital, pay-
ments would continue toward repayment of any debt, to the extent pre-viously recognized by the program, and actually outstanding.

The Secretary would establish a Hospital Transitional Allowance
Board which would consider requests for such payments. Appropriate
safeguards would be developed to forestall any abuse or speculation.
Prior to January 1, 1988, not more than 50 hospitals could be paid a
transitional allowance in .order to permit full development of proce-
dures and safeguards. This limited application will also provide Con-
gress with an opportunity to assess the effectiveness and economic effect
of this approach in encouraging hospitals to close or modify excess
and costly capacity without suffering severe financial penalty. The
Secretary of HEW is required to- report to the Congress, on or before
January 1, 1982, an evaluation of the effectiveness of the program and
any recommendations.

The committee recognizes that facility which is generally under-
utilized, and which would therefore be potentially eligible for a transi-
tional allowance to finance a facility conversion, may be the sole or pri-
mary source of care for needed health services in the community. Itis
the intent of this committee that the availability of a transitional 'al-
lowance not encourage the conversion of a facility that is needed in the
community. Therefore, it will be necessary for the Hospital Transi-
tional Allowance Board to determine that the facility conversion will
not have an adverse impact on access to needed health care services be-
fore the Board may recommend that the Secretary establish a transi-
tional allowance for the hospital. Only in those cases in which reason-
able access to needed health care services will not be jeopardized may-a
transitional allowance be recommended.

SEOMION 204-FEDERAL PARTICIPATION IN CAPITAL EXPENDITURFS

The bill authorizes certain changes in the current law limitation" on
medicare and medicaid payments related to capital expenditures by
health care facilities and home health agencies in order to require ap-
proval of such expenditures as a condition of reimbursement for both
capital and direct operating costs. The bill also establishes a special
procedure for review and approval of capital expenditures in metro-
politan areas involving more than one State or jurisdiction.

Concern over the cost consequences of unnecessary capital iv.est-
ment in health care facilities has been translated into a variety of legis-
lative and administrative actions at the Federal, State, and local levels.
Starting in the mid-sixties, States began enacting legislation requiring
the issuance of a certificate of need prior to construction, expansion,
modernization, or acquisition of ho pital plant or equipment. With the
enactment of the Social Security Mendments of 1972, the Federal
Government formally adopted the certificate of need concept. Under
section 1122 of the Social Security Act, the Secretary is required to
seek contract agreements with the States for their review of 'capital
investments in hospital and other health care facilities which exceed
$100,000, change the bed capacity, or substantially change the services



in the facility. Under such contracts, the Secretary may deny medicare
and medicaid reimbursements for depreciation or interest costs if they
were incurred without prior State approval.

The bill provides for changes to be made in the current law limita-
tions on medicare and medicaid payments related to capital expendi-
tures by health care facilities and home health agencies. These changes
link the procedure directly to the Federal health planning law (PublicLaw 93-641) and require that the designated planning agency (the
State Health Planning and Development Agency as designated under
section 1521 of the Public Health Service At) approve capital ex-
penditures in excess of $150,000 as a condition of medicare and medic-
aid reimbursement for both capital and (estimated) direct operating
costs associated with those expenditures. The committee believes that
regulations developed by the Department to implement this section
should allow for speedy replacement of capital plant and equipment
in certain emergency situations.

A special procedure is established for approval of proposed capital
expenditures in metropolitan areas which include more than one State
or jurisdiction. In such cases the designated planning agencies of all
the States or jurisdictions in the area must approve the expenditure,
or it would be considered disapproved for purposes of reimbursement
subject to review and reversal by the Secretary.

The bill amends Section 1122,(g)- of the Social Security Act to
clarify that notice, approval and reimbursement penalty requirements
contained in that section with respect to approval of health care. fa-
cility capital expenditures do not apply to simple changes of owner-
ship (either by purchase, or under lease or comparable arrangement)
of existing and operational facilities which create no new beds or
services.

The bill clarifies that these provisions also apply to health mainte-
nance organization hospitals and home health agencies. Home health
agencies that seek to participate in medicare or medicaid on or after
October 1, 1979, would be required to have section 1122 ap-
proval as a condition of reimbursement. The concern has been ex-
pressed that some State Health Planning and Development Agencies
(SHPDAs) or other agencies designated to make determinations
under Section 1122 of the Social Security Act or certificate of need
laws might deny approval of projects if Health Maintenance Or-
ganizations and other types of health facilities not on the basis of
lack of need for the services, but because of bias against such systems
of providing care. This provision would allow the Secretary to reim-
burse capital costs and estimated related operating costs to health
facilities despite SHPDA disapproval in instances where he found
discrimination had occurred and where he found such expenditures to
be reasonable.

SECTION 205-ATE OF ET!R ON ET EQUITY FOR FOR-PROFIT HOSPITALS

Under present law, the medicare program allows for-profit hospitals
a return on net equity capital invested and used in'providing patient
care. The amount allowable is determined by applying to the proprie-
tary hospitals equity capital one and one-half times-the rate of return
earned on Social Secuiity trust funds. This formula produced a rate of



return of 18.5 percent in March, 1979. Profitmaking hospitals argue
that this return compares unfavorably to that of comparable businesses.

The bill changes the allowed rate of return on for-profit hospitals'
net equity. The new rate of return multiplier would be: 2 times for
hospitals entitled to an incentive payment under the incentive reim-
bursement system in section 202 of the bill; 2 times for hospitals that
are reimbursed only their reasonable costs; and 1% times for hospitals
with costs.in excess of their routine cost limits. The new rates of return,
payable at the time of the hospital's final cost settlement, would be-
come effective at the same time as the new incentive reimbursement
system-i.e., hospital accounting periods beginning on or after July 1,
1980.

The committee also anticipates that at such time as skilled nursing
facilities are reimbursed under an appropriate system of classification
and comparison and made subject to incentives and penalties, legisla-
tion will be enacted to provide these facilities returns on equity sinmi-
lar to those established by this section for hospitals.

SECTION 206-P OOORDINATfD AUDITS UNDER THE SOCIAL SECURITY ACT

The bill provides for the coordinated use of audit findings in the ad-
ministration of medicare, medicaid and the maternal and child health
program.

The committee has been concerned that the duplication of identical
or similar auditing procedures used for the purpose of determining
reimbursement under various Federal health benefit programs is costly
to both the programs and the entity (such as a hospital, skilled nurs-
ing facility, or home health agency) participating in the program.

The committee bill therefore requires that, if an entity provides serv-
ices reimbursable on a cost-related basis under title XVIII and titles
XIX or V, audits of books, accounts, and records of that entity for
purposes of the State Federal programs are to be coordinated through
common audit procedures. Ordinarily, it is expected that the common
audit would be performed for the purposes of reimbursement under
title XVIII. However, in those cases where the Secretary finds, in the
interest of efficiency and economy, that a State audit would be more
appropriate, the State could, if it agrees to do so, perform the common
audit for the three programs.

When a State declines to participate in a common audit, the Secre-
tary is to reduce payments that would have been made to the State
under title V or XIX by the amount attributable to the duplicative
State audit activity. A State participating in the common au dit proce-
dure would continue to receive Federal matching for administrative
costs associated with any additional or supplemenal audit data or
audits that may be necessary under their medicaid and maternal and
child health programs. The committee expects that the common audits
will be carried out in timely fashion in order to expedite the inter-
program coordination.

SECTION 207-EN COURAGEMENT OF PHILANTHROPIC SUPPORT FOR HEALTH
CARE

Under -present medicare policy, in determining the reasonable cq.ts
of services furnished by a hospital, skilled nursing facility, outpatient



rehabilitation facility or other provider of health services, unrestricted
grants, gifts and income from endowments are not deducted from
reimbursable costs of the provider. The bill provides a statutory base
for this policy. e Sae

In addition, the obmmiitee encourages Statesi when developing their
hospital ratemaking program, to treat unrestricted fits, grants and
income from endowments in the same fashion as under medicare and
medicaid.

SE=CON 20os-FLExr]BIr nr APPLICATION OF STANDARDS TO RURAL
-HOSPrALS

Under present medicare law, a hospital must satisfy certain statu-
tory conditions of participation relating to health and safety stand-
ards, physical plant, organizational arrangements, and qualified med-
ical, nursing, and technical staff. The Secretary is authorized to pre-
scribe additional requirements he finds necessary in the interest of the
health and safety of patients. Current law also provides authority for
the Secretary to waive the statutory 24-hour registered professional
nursing service requirement in the case of a rural hospital which he
determines is needed to serve the individuals in the area and is making
a good faith effort to comply with the 24-hour requirement, but where
such compliance is impeded by a lack of qualified nursing personnel
in the area. This waived authority expired on December 31, 1978.

Many professional people contend that medicare's health and'safety
standards are designed primarily for large urban hospitals -and that,
consequently, the rigid application of these standards to rural hospi-
tals, many of which provide a lesser range of services and have limited
access to the services of technical personnel, creates unnecessary finan-
cial and management burdens.

The bill provides the' Secretary with permanent authority to apply
medicare standards to rural hospitals more flexibly to take into account
the availability of qualified technical personnel, the scope of services
furnished, and the economic impact of structural standards which, if
rigidly applied, would result in unreasonable financial hardship for a
rural, hospital; but only to the extent that such differential application
of the standards does-anit jeopardize or adversely affect the health and
safety of patients.

Under this provision, it would still be necessary for the Secretary to
assure that there is compliance with" approprate health and safety
requirements. -For example,, with respect to the requirements for nurs-
ing services applicable after December 31, 1978, the Secretary may
provide for a temporary waiver, on a case-by-case basis, of the require-
ments if he determines that the facility's failure to fully comply with
the requirements is attributable to a temporary shortage of qualified
nursing personnel in the area; if a registered nurse is present on the
premises to render or supervise the nursing service during at least the
regular daytime shift; and if the employment of such nursing porson-
neT as ke available to the -acility during such temporary shortage
period will not adversely affect the health and safety of patients.

The bill requires that health and safety requirements-be applied by
the &e tqry to ,ruralhospitals in such a way that personnel require-



ments take into wcount the availability of technical personnel and the
educational opportunities for technical personnel in the hospital's
area, and the scope of services furnished by the hospital. By regulation,
the Secretary must permit the continued participation in the medi-
care program of a rural hospital even if personnel requirements aie
not fully met, if the facility is making good faith efforts to comply with
the personnel requirements and the health and safety of patients ar
not adversely affected. The underlying premise, however, is that the
Secretary will exercise the authority to apply standards with soiAe
flexibility only when he is satisfied that the health and Safety
of patients will not be jeopardized and that those services rendered
by the affected facilities are delivered in a manner that is consisteht
with reasonable standards for such facilities. If the Secretary is not
satisfied that the application of flexible standards will not adversdly
affect the health and safety of patients, he may exercise authority to
limit the scope of services provided by the facility.

SECTION 209--CERTIFICATION AND UTILIZATION REVIEW BY PODIATRISTS

Under the bill, podiatrists, acting within the scope of their practice,
would be recognized by medicare for purposes of physician certifica-
tion and participation as physicians in utilization review. This recog-
nition would _b extended where consistent with State law and the
policies of the health care institutions involved.

As a condition of payment for hospital and. other services covered
under medicare, x istimg law requires that a physician certify as to the
medical necessity .for the service. Also, medicare requires that the
utilization review committee of a hospital or skilled nursing facility
include at least two physicians. For neither purpose does a podiatrist
qualify as a "physician." t s

Since medicare covers as "physicians' services" the services per-
formed by podiatrists within. the scope of their practice, the comf .t-
tee concluded that medicare should also recognize podiatrists asphysi-
cians for purposes of physician certification and participation in
utilization review of podiatric, services.

The bill extends this recognition to certification and utilization re-
view activities that are consistent with the functions the podiatrist is
legally authorized to perform in the State where he practices, and
where this recognition is consistent with the policies oL any health
care institution that is involved. With respect to utilization review, a
podiatrist acting as a physician member of a utilization review com-
mittee would not take the place of an M.D. or osteopath as one of the
two required physician members of the committee.

SECTION 210-APPORTIONMENT OF PROVIDER COSTS

Under a policy that medicare adopted in July 1969, hospitals are

reimbursed for a disproportionately large share of the costs of routine
nursing care on the theory that 'older hospital patients require an

above-average amount of routine nursing services per day. 'This in-
patient routine nursing salary cost differential is 8/2 percent of the
inpatient routine nursing salary cost. However, there was no objective,
convincing evidence that this "plus factor" was warranted at that time,



either in the case of individual hospitals or in the aggregate. Since
July 1969, when the inpatient routine nursing salary cost differential
became effective, there have been changes in medicare law, changes in
the way services are furnished, and changes in the way medicare re-
imburses for routine services that make the cost differential even less
tenable today. One argument against the cost differential is that the
increase in the number of below-age-65 population beneficiaries has
made an averae routine per diem amount for all beneficiaries (ex-
cluding recognition of any differential) more appropriate. Also, with
the growth of special-care beds (intensive care, coronary care, etc.),
there has been a shift of the intensely ill from general routine-care
areas to these special-care units. There has been greater utilization of
these. special-care units than of routine care areas by medicare bene-
ficiaries. More intensive nursing care is now being given in these
special-care units, making the nursing cost differential for routine
services unnecessary.

The bill provides that no medicare payments may be made if the
payment exceeds the -proportional share of the cost, as measured by
days of utilization or provider charge, tintil such time as evidence can
be produced which, in1thjudgment of the Comptroller General, andconcurred in by thee Secretary of HEW, justifies a specific plus factor aswarranted under particular circumstances for certain facilities. It is

the committee's intent that the Comptroller General will initiate therequired studies without delay and report his findings promptly.

SE 0T10N 211-REI METR SEMlNT FOR INAPPROPRIATE "INPATIENT' fOSPITrAL

Professional Standards Review Organizations (PSRO's) have
found thousands of medicare and medicaid patients being orp
costly acute-care hospital beds instead of being appropriately p e
in nursing facilities or detoxification units. The situation occurs most

frequently in those areas where there is a surplus of hospital beds and
a shortage of long-term care beds.

To prevent this wasteful expenditure of public funds and encourage
a more rational use of health resources, the bill provides that, effective

not later than April 1, 1980, medicare and medicaid payments to hospi-
tals would be made at the average Skilled nursig fdiity (SNF), in-
termediate care facility or detoxification facility payment rate (as may
be appropriate) in the'State, rather than the much higher hospital rate,
for; patients meically determined by PSRO reviewers to need care
in such a lower-cost facility. (In no case however, could a facility
that has a unit that can provide the appropriate level of care be paid
more under this provision than it could be paid if it had placed the

patient in the appropriate unit.) For example, if the PSRO determined
that a hospitazed modiare patient could more appropriately be cared

for in a SNF, and that he would be eligible for medicare benefits if
he were an irptient in such a facility, medicare payments for his hoa-
pital care would be paid at the SNF rate. Days of care paid by wud-
c are at then reduced, SMF rate would be counted against the patient's
eligibility fbr skilled nursing facility benefits, and the skied mr s-

ig. facility benefit coinsurane rates would also be applicable. To
prevent undue hardship, the limitation would not apply in those gae-



graphic areas where the appropriate State or local planning agencies
certify that there is no general excess of hospital beds and there is a
shortage of long-term care beds. I

In addition, the bill provides for payment to be made under medi
care for inpatient detoxification services in a freestanding facility tliat
is not a hospital. The "detoxification facility services" to be covered
would be the same as those that are reimbursable when provided in a
hospital. The term "detoxification facility" means a public or nonprofit
facility other than a hospital which (a)is engaged in furnishing
the above services to inpatients; (b) is either accredited by the Joint
Commission on Accreditation of Hospitals as meeting its Accredita-
tion Program for Psychiatrc Facilties standards (1979 edition) or
found bythe Secretary to meet such standards; (c) as arrangements
with one or more hospitals, having agreements in effect under section
1866, for the referral and admission of patients requiring services not
available at the.facility; and (d) meets such other requirements as
the Secretary may find necessary -in the -interest of the health and
safety of individuals -who are furnished services by the facility.

A physician (qualified to make such determinations) who has ex-
amined the patient prior to initiation of detoxification must certify
that he needs to be detoxified on an inpatient basi&

Reimbursement for detoxification services would be made under
medicare-Part A, on a reasonable cost basis., with no deductible or
coinsurance.

The Secretary shall study and make recommenllat ions, within 18
months of, enactment, concerning the appropriateness o extending cov-
erage t3 postdetoxification rehabilitation and to outpatient detoxifi-
cation. The- Health Facilities Cost Commission would review and rec-
ommend amethod of classifying and comparing detoxification facili-
ties in time to permit application of the reimbursement methodology
within two years of enactment.
.PSRO's would be directed to review the appropriateness of the serv-

ices finished by. detoxification facilities for which Medicare reim'-
bursement is claimed. The committee understands that 3-5 days will
ordinarily, be sufficient for ,patients to complete the detoxification
process.

SECTION 21 2-CONVERSION TO LONG-TBR CARE FACILITY

To deal further with the deficiencies in the allocation of health re-
sources, the bill authorizes a program of grants and loans to facilitate
the ,conversion of surplus acute -canr-hospital beds to long-term care
beds in public and nonprofit hospitals. An acute care bed for these
purposes would be one which was actually maintained and available
or patient use during the preceding year. Priority would be given

is not a hospital. The "detoxification facility services" to be covered
to hospitals located in high cost urban areas and to complete con-
version of public hospitals to extended care as opposed to partial
changeover.

To carry. out this program, a total of- $100 ulflionm in grant funds
and loans are authorized for the 2-year -eriod consisting of fiscal
years 1980 and 1981; not more than -$0 million of the total may be



used for making grants. Grants may be made for amounts up to that
portion of the conversion costs which equals the average proportion of
the hospital's patients in the two full accounting years preceding the
conversion which were medicare-medicaid beneficiaries. Loans may be
committed in fiscal 1980 up to the balance of a hospital's conversion
costs to the extent they are not covered by a grant or loan made under
any other Federal program.

The Secretary must assure that such grants and loans are coordi-
nated with any similar aid provided under Federal law and with the
actions of the Hospital Transitional Allowance Board taken under
section 1118. It is expected that the Secretary would also assure that
such grants and loans are consistent with State and local planning
activities.

Where a hospital converts acute care beds to long-term care usage
under this provision, it could be permitted to reconvert those beds
back to acute care usage within a period of 2 years without being sub-
ject to the section 1122 approval process.

The committee expects the Secretary to develop regulations and
exceptions with respect to provider standards and conditions of partici-
pation which will allow, to the maximum extent feasible, and on an
exceptions basis, for ease and simplicity in converting from acute care
hospital beds to long-term care beds where the health and safety of
patients is not jeopardized.

SECTION 213-PSRO REVIEW OF HOSPITAL ADMISSIONS, ROUTINE TESTING
Am) PREOPERATIVE STAYS

Present policies direct PSRO's to review the appropriateness of hos-
pital services received by medicare and medicaid patients. This review
has been limited largely to a review of the need for the patient to be
admitted to the hospital and on the appropriateness of the length of
the stay. Because of inadequate appropriations, PSRO's have gen-
erally been unable to undertake the review of the ancillary and out-
patient services that hospitals provide, as required by existing law.
PSRO studies and testimony before the committee have amply demon-
strated the extent to which unnecessary or avoidable utilization occurs
with respect to certain hospital practices that have not been subject to
general across-the-board review, including: diagnostic tests routinely
provided on admission without a physician's order; weekend elective
admissions (i.e., Friday and Saturday admissions) to hospitals which
are not equipped or staffed to provide needed diagnostic services on
weekends; and preoperative stays for elective procedures of more than
one day without justification for the additional days.

The bill directs PSRO's that are able to do so to give priority to
reviewing these areas of relatively frequent overutilization to assure
that payment is made under the public programs only when the routine
tests and unusually long preoperative stays and weekend admissions
for elective conditions are medically appropriate.

For example, as is now the case some PSRO's, elective admissions
for surgery that involve preoperative stays of more than one day
would require specific PSRO approval in order to be reimbursable.
Similarly, weekend admisions for elective conditions would be reim-



bursable only where the PSRO finds that the hospital is equipped and
staffed to provide necessary services over the weekend.

The committee recognizes the need for additional funds for the
PSRO program to engage in these reviews and expects that such funds
will be made available.
Part C-Provisions Relating to Skilled Nursing Facilities, Inter-

mediate Care Facilities and Home Health Care
SECTION 221-HOSPITAL PROVIDERS OF LONG-TEEM CARE SERVICES

The bill would permit medicare and medicaid reimbursement to be
made for long-term care in small rural hospitals that use their beds
interchangeably as either acute or long-term care beds, depending On
need. Many rural hospitals are the only source of acute care in their
communities and, as such, are a necessary and vital resource to the peo-
ple they serve. Although many of these hospitals have recognized that
the use of their acute care beds for needed long-term care services dur-
ing periods of excess bed capacity would 'be desirable, current program
participation and reimbursement requirements have discouraged these
hospitals from doing so.

Under present law, a hospital-based skilled nursing facility (SNF)
can participate in medicare and medicaid only if the facility is an
identifiable, separate unit within the institution.

This requirement was developed to establish a separate cost center
for purposes of program reimbursement and to facilitate the applica-
tion of the different sets of program health and safety standards that
are applicable to the two levels of care. However, it has proven to be
administratively burdensome to many small hospitals. In addition, the
identification of specific beds, staffing and other program requirements
have not allowed sufficient flexibility in meeting episodic demand for
acute beds-an important consideration when working with the small
total bed complement characteristic of many rural hospitals.

The bill establishes a simplified cost reimbursement formula which
would permit small rural hospitals to avoid the requirement for sepa-
rate patient placement within the facility and separate cost finding.

Reimbursement for routine SNFL services under medicare would
be at the average rate per patient day paid or routine services during
the previous-calendar year under -mediesid to hospital-based and free-
standing-SNTs located in the State in which the hospital is located.
Reimbursement under medicaid would be at-the rate paid to such SNFs
and intermediate care facilities (lCFs) in the previous year. In the
case of a State which does not participate in medWicaidreinbursement
would be at the average rate per patient day paid to SNFs in that State
by the medicare program. Reimbursement for ancillary services to
swing-bed patients would be determined in the same manner as for
hospital patients under present law.

Reimbursement under the new formula would be allowed in a hos-
pital which (1) has less than 50 beds; (2) is located in a ruralarea;
and (3) has been granted a certificate-of-need for the provision of

long-er ce services. The Seea is also authorized to applyhe
newf ftorla on a demonsrationbis to hospitals of up to 100 beds
provided they are otherwise qualified.



Since the general staffing pattern in small rural hospitals is rela-
tively fixed due to minimum staffing requirements, there should be op-
portunities for providing needed long-term care services at little addi-
tional cost.

The committee emphasizes that the reimbursement method author-
ized by this section of the bill is optional, and hospitals may continue
to elect to establish distinct part SNFs as provided for under existing
law. Also, small rural hospitals that now maintain distinct-part SNFS
as separate cost centers may switch to the simplified reimbursement
procedure provided by the bill. It is not the intention of the committee
that this provision prohibit States from continuing to use other ap-
proved reimbursement methods under State medicaid plans.

The bill provides that within 3 years after enactment the Secre-
tary shall report to Congress concerning (1) the effect of this pro-
gram on long-term care services; (2) whether the program should be
continued; and (3) whether a similar provision should be applied to
other hospitals where there is a shortage of long-term care beds, re-
gardless of number of beds or geographic location.

SECTION 222-MEDICAMh CERTIFICATION AND APPROVAL OF SKILLED NURSING
FACILITIES (SNF'S), AND INTERMEDIATE CARE FACILITIES (ICF'S) INTER-
MEDIATE SANCTIONS

Under pisent law the State medicaid agency makes the decision
as to whether a SNF oi IF applying to participate in the medicaid
program only is qualified to participate in the program.However,' for a SNF participating m medicare only, or both medi-
care and medicaid, the Secretary makes the decision as to whether the
facility is qualified to participate in the programs.

The bill would authorize the Secretary.to validate State determine-
tions on the eligibility 'of SNFs and TCFs under medicaid and, on
that basis, make independent and binding determinations concerning
the extent to which individual institutions and agencies meet the re-
quirements for participation. The bill provides for the Secretary to
exercise this authority where he has cause to question the adequacy of
the State's determinations.

Under current law, the sanction used to enforce requirements for
participation in the medicare and medicaid programs is limited to de-
certification of a provider or supplier of services. In some instances
this sanction has proven too'severe and unwieldy to apply.

The bill provides the Secretary with the authority to impose inter-
medite sanctions, less severe than decertification, in those cases where
a skilled nursing facility or intermediate care facility has been found
to be out of cqmpliance, but with the stipulation that they may only be
used f the failure to comply does not jeopardize the health and safety
of thepatients. The intermediate sanctions could be applied before the
provider has initiated any appeal. However, the facility could be af-
ford a reasonable period i which to correct the deficiencies. The

intermediate sanctions could entail restriction the number and/orkinds of patients for whom reimbursement may be made to the facility,
until ta failue i

Faeiitis dissatisfied with the findings of the Secretary would be
entitld to a hearing by the Secretary and to jiiaicial review of the



Secretary's final decision following the hearing. Any intermediate
sanctions would remain in effect during the period in which a hearing
or judicial review is pending, unless otherwise ordered by the Secre-
tary or by Court order.

Regulations implementing this provision are required to be issued
by the Secretary not later than the first day of the sixth month follow-
ing the month of enactment; this provision becomes effective on that
same date.
SECTION 223-VISITS AWAY FROM INSTITUTION BY PATIENTS OF SKIIJlS

NURSING OR INTERMEDIATE CARE FACILITIES

The bill prohibits the Secretary of HEW from imposing numerical
limits on the number of home visits which might be made by SNF or
ICF patients under the medicaid pro

Until recently, an HEW policy, whic h has since been revoked, lin-
ited Federal payments for the cost of reserving beds in skilled nursing
facilities (SNFs) and intermediate care facilities (ICFs) for medic-
aid patients temporarily away from the institution. The regulations
permitted Federal funds to be used to reserve a bed for 15 days each
time a patient was in a hospital for acute care. They also permitted
Federal contributions for a total of 18 days during a 12-month period
when patients were visiting their homes or other places for therapeutic
reasons.

The Health Care Financing Administration has amended the regula-
tions to remove all limitations on Federal funding of therapeutic
absences. Currently, however, there are no requirements in existing law
setting forth policies with respect to reserving beds in SNFs and ICFs.

The bill provides that visits outside of the SNF or ICF would not
necessarily constitute conclusive proof that the individual is no longer
in need of the services of the SNF or ICF. However, the length and
frequency of visits must be considered, together with other evidence,
when determining whether the individual is in need of the facility's
services. The provision thus prohibits the Secretary from imposing
numerical limits on the number of home visits which might be made by
SNF or ICF patients. The committee believes that such matters should
be left to professional medical judgment.

This provision would become effective on October 1, 1979.

SE CTION 224--STUDY OF AVAILABIIrrY AND NEED FOR SKILLED NURSING
FACILITY SERVICES UNDER MEDICARE AND MEDICAID

Under current law, skilled nursing facilities (SNFs) participating
in either the medicare or the medicaid program are not required to
participate in the other. In some States, there are a larger niunber of
medicaid-only participating SNFs, and in other States the reverse is
true. If a greater number of SNFs could be prompted to participate
in both programs, a more adequate number of skilled nursing facilities
would be available for medicare and medicaid beneficiaries.

The bill directs the Secretary of HEW to conduct a study of the
availability and need for skilled nursing facility services under the
medicare and medicaid programs. The study would investigate the
desirability and feasibility of requiring facilities that wish to partici-



pate in one program to participate in both. The study would evaluate
the impact of existing laws and regulations on SNFs and the extent to
which'these lawsiand regulations, encourage SNFs to accept only medi-
care beneficiaries or only medi6caid recipients.! The study would also
investipte possible changes in regulations and legislation which would
result in encouraging a greater availability of skilled nursing services.

In developing the study, the Secretary would consult with profes-
sional organizations, health experts, private insurers, nursing home
providers and consumers of skilled nursing facility services. A report
on the Secrtary's findings and recommendations would be due 6
months after the date of enactment.

SECTION 225-STUDY oF cRTNEiEA EMPLOYED FOR CLASSIC MNG A FACIrLY
AS A SKILLED NURSING FACILITY

Under present law, a beneficiary must remain, for 60 consecutive
days, out of an institution which is determined to be primarily
engaged in providing skilled nursing care and related services in order
to renew his medicare eligibility for additional days of hospital and
skilled nursing facility benefits. The intent of these provisions was to
permit beneficiaries to renew their benefit eligibility once they have
ended a spell of illness (and, thus, for at least 60 days, no longer needed
skilled nursing). However, beneficiaries in institutions that have been
classified as being "primarily engaged t providing ... skilled nurs-
ing care" and certain other skilled services, who have exhausted their
benefits, are sometimes prevented from renewing their eligibility even
though they actually receive little or no skilled care.

The bill direct the Secretary to review current procedures for apply-
ing the benefit-renewal criteria to make sure that they are not too re-
strletive. The Secretary would report his findings and conclusions to
the:Congress not later than Deember 81, 1980; together with any legis-
lative redbmmenditions he may wish to propose.

SECTION 226-PRESUMED COvERAGE PROVISIONS

The bill would repeal existing medicare provisions authorizing, by
type of diagnosis, presumed periods of coverage for skilled nursing
facility and home health services. Protection against retroactive de-
nials would continue to be afforded by general waiver of liability pro-
vision.

The 1972 social security amendments directed the Secretary to es-
tablish a minimum number of days of care in a skilled nursing facility
or visits by a home health uqency which would be "presumed" to be
covered by type of patient diagnosis. This provision was enacted be-
cause skilled nursing facilities and home health agencies were experi-
encing a high rate of retroactive denials for services they provided
on the assumption they would be covered by medicare.

A number of skilled nursing facilities and home health agencies have
found the presumed coverage regulations confusing, often mistaking
what are -minimum days or visits covered as the maximum allowed.
The regulations imnplementing this provision also have created com-
pler aministrative procedures to be followed by both the providers
and the program. In addition, as a result of other, more effective,



waiver of liability provisions included in the same 1972 legislation, the
presumed coverage provisions are rarely used. The committee notes
that, according to HEW statistics, claims filed by skilled nursing fa-
cilities and -home health agencies under the presumed coverage pro-
vision now represent far less than one-half of one percent of all claims
for payment ified by these providers.

It is the committee's belief that the more general waiver of liability
provision contained in section 1879 of the Social Security Act provides
a more appropriate mechanism for addressing the type of situation
intended to be covered under the presumed coverage provisions. As a
result, the committee's bill repeals the presumed coverage provisions.

It is the committee's intention that since the general waiver of
liability provision is to be used in all cases in this area, its rules are
to be app exibly so as not to work undue hardship in cases which
had b covered under the presumed coverage approach. In particu-
lar, it is intended that care be used in the application of rigid per-
centage limitations with respect to acceptable denial rates. This is
particularly true in the case of those providers of service that have very
small numbers of medicare beneficiaries where a denial in dne or two
cases might have the effect-through strict application of a percentage
formula--of making them ineligible under the waiver of liability pr9 -
vision.

SECTION 22B7-REIMBURSEMENT RATES UNDER MEDICAID FOR SKILD
NURSING AND IN-rEEDIATE CARE FACILLTHS

Present law requires States participating in medicaid to pay skilled
nursing facilities (SNFs) and intermediate care facilities (IOFs)
on a reasonable cost-related basis. This requirement, added by Section
249 (a) of the Social Security' Amendments of 1972, was designed to
assure that payment rates would more closely reflect the reasonable
costs necessary to provide nursing home services of adequate quality.
Section 249 (a) gives States the option of using medicaire's reasonable
cost reimbursement formula for purposes of reimbursing SNFs and
ICFs or developing other reasonable cost-related methods of reim-
bursement acceptable to the Secretary.

States have argued that the complex and long-delayed Federal regu-
lations implementing the statutory requirement of section 249 (a) have
unduly restrained their administrative and fiscal discretion and that
the Federal approval process has forced States to rely heavily on medi-
care principles of reimbursement. Neither of these consequences was
intended when section 249 (a) was enacted.

The committee continues to believe that States should have flexi-
bility in developing methods of payment for their medicaid programs
and that application of the reasonable cost reimbursement principles
of the medicare program for long-term care facility servces is not
entirely satisfactory. These rinciples are inherently inflationary andcontain no incentives for efficient performanee,

The committee bill deletes the :present language of action 1902
(a). (18) (E) of the act (which was added by section 24 (a)of the1972
legislation) and substitutes language which gives the States flexibility
and discretion, subject to the statutory requirements of this section



and the existing requirements of section 1902 (a) (30) and section 1121
of the Act, to formulate their own methods and standards of -payment.

Under the bill, States would be free to establish rates on a statewide
or other geographic basis, a class basis' or an institution-by-institution
basis, without riference to medicare principles of reimbursement. The
gexibiiity given the States ,s aot intended to encourage arbitrary
rednciions n payment that would adversely affect the quality of care.
Under the bill, the State would be required to,dfi,4 and make as-
surances satisfactory to the Secretary that the payment rates, taking
into account projected economic conditions during the period for
which the rates are set are reasonable and adequate to meet the costs
which must be incurred by efficiently and economically operated facil-
ities in order to provide care and- sIrvices in conformity with ap-
plicable State and federall laws, regulations and standards. T he State
would also be required to assure the Secretary that it has provided for
the filing by the facilities of uniform cost reports-and for their periodic
audit by the State,

The Congress expects that the Secretary will keep regulatory and
other, requirements to that minimum necessary to assure proper ac-
countability, and not to overburden the States and facilities with mar-
ginal but massive paperwork requirements. It is expected that the
assurances made by the States will be considered satisfactory in the
absence of a formal finding to the contrary by the Secretary.

In establishing rates, a State, at its option, could include incentive
allowances designed to encourage cost containment through efficient
performance, as well as incentives to attract investment where such
investments would serve tQ alleviate demonstrated shortages of long-
term care services. In addition, States would continue to have the option
provided in current Federal Regulations to adjust rates downward for
facilities withservice deficiencies where facilities are classed by quality
o service or level of care.

The Secretary would be expected to continue to apply current reg-
ulations which require that payments made under State plans do not
exceed amounts which would be determined under .the. medicare prin-
ciples of reimbursement. Since States would be free under the bill to
establish payment rates without reference to medicare principles of
reimbursement, the Secretary would only be expected to compare the
average rates paid to SNFs participating in medicare with the average
rates paid to SNFs participating in medicaid in applying this limita-
tion.

SECTION 228-HOME HEALTH BENEFIT PROVISIONS

The bill includes several provisions related to home health services
under medicare and medicaid, as described below.
.Erinination of imitation.The bill removes the provisions in exist-

iig law that limit medicare home health,bnefits to 100 Visits per spell
ot i]nsS'under part A and 100 visits per year tinder part B. In adi-
tion. the bill removes the requirement flat a beneficiarv has to be an
inpatieit in a hospital for at least 3 days before he can qualify for
part A hMe health benefits.

Unfi present law, a beneficiary is eligible for 100 home he lth
visits per spell of illness under part A of medicare following an in-
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patient stay in a hospital of at least 3 days. Beneficiaries are also
eligible for 100 home 'health visits per calendar year under part B of
medicare whether or not they have been hospitalized previously. By
removing the numerical limit on home health visits and the&'ty prior
hospitalization requirement, th3 committee believes that the -home
health benefit will become more widely available to eligible petsbis
in need of such care. The provision would be effective with re4.et
to services provided on or afte'rJuly 1i 1980.

Plan of eare.-Under current law, a plan of care must be estab-
lished by a physicianin order or a person to receive home health bene-
fits under medicare and medicaid.

The bill requires that in establishing the plan of care, the plan
must include a program for patient education" aimed at achieving,
to the eXtent possible, maximum jidrpendence' from the need for care
provided by other persons. The amendment would also allow physicianassistants and nurse practitioners providing services in rural :areas
who are under the general supervision of a physician to establishplans of care for home health patients.-

Reaonable ots .- The bill requires the Secretary of HEW, withinsix months after enactment, to establish guidelines for determining
direct and direct incurred costs of home altht providers to serve as
a basis for determining the reasonable cost of home health services. The
guidelines would apply to specific line item costs of home health
servIceA.

Services in adult deay'care enters.-Sonie Medicare patients, though
essentially homebound, are taken to an adult day care center as a
means of enriching their lives. The Committee agreed to an amendment
that would cover home health services provided in such centers onthe
same basis as when provided in the patient's home where the center:
(1) is a nonprofit center which is eligible for funds under title X
of the Social Security Act, and (2) meets standards prescribed, by th
Secretary and applicable State and local health and safety require-
ments.

Home aker-howm health aide.--The Committee bill amends the
reference to "home health aide" in the Medicare home health benefit
coverage provisions. The proposed new reference, to "homemiaker-home
health aide", is more descriptive of the services performed by these
personnel.

Reports on cogt and utization.-The bill requires the Secretary
of HEW to monitor the costs of home health services and to report
to the Congress within thirty days if such costs are increasing faster
than the medical care services component of the Consumer Price
Index. The report would include any recommendations for action,
including legislative changes. In addition, the bill requires the Sec-
retary to monitor and study the utilization of home Iealth services
sad to issue an interim report to the Congress eighteen months after
enactment and a final report to Congress three years after enactment.

De watrationprojects for nti'twza ar ioview.--.nder medicare
and medicaid, utilization review is required for hospitals and skilled
nui facilities but not, for home health agencies. The bill requires
the Secretary to establish demonstration projects to test, over a 2-year
period, the effectiveness of utili nation review committees i ensuring



the medical necessity, cost efficacy and appropriate use of home health
services. The bill requires the Secretary to report to the Congress the
findings concerning the effectiveness of these projects and any pro-
posals for legislative action within six months after completion of the
projects.

Part D-Provisions Relating to Medical and Other Health Services

SECTION 23 1-INCENTIVES FOR PHYSICIANS TO ACCEPT ASSIGNMENTS

The bill includes incentives for physicians to accept assignments by
expediting payment of claims from "participating physicians"-i.e.,
physicians who accept assignment for all their medicare claims. It
also authorizes five to ten pilot projects to experiment with ways of
encouraging nonparticipating physicians to accept assignments.

Under current law, payments for physicians' services under medicare
may be made directly to the beneficiary or to the physician furnishing
the service depending upon whether the itemized bill method or assign-
ment method is used when requesting payment from the carrier. An
assignment is an agreement between the physician and the medicare
beneficiary under which the beneficiary "assigns" to the physician his
rights to benefits for covered services included in the claim. In return
the physician must agree to accept the reasonable charge determined
b the carrier as his full charge for the items or services rendered. Apnyc nmay accept or refuse requests for assignments on a patient-b-patient, bi11-by-bill basis.

The committee is concerned that assignment rates have been declin-
ing steadily. In calendar year 1978, the assignment rate for physicians
other than those who normally bill through a hospital was 50.6 per-
cent. In the case of claims for which assignment is not made, the
elderly beneficiary becomes liable for that portion of the physician's
charge which is in excess of the reasonable charge determined under
the program. In 1978 medicare beneficiaries were responsible for
an average charge of $16.94 for each unassigned claim; this was in
addition to the required deductible and coinsurance amounts for which
they were also liable.

The "participating" physician concept is employed by many Blue
Shield plans. Under the bill, a "participating" physician is an M.D. or
D.O. Who voluntarily agrees to accept assignment and to accept the
medicare reasonable charge, as payment in full for all services to all
his medicare patients. Agreements would be cancellable or concluded
on the basis of 30 days' notice. "Sonparticipating" physicians could
continue to elect to use the assignment method of billing on a claim-by-
claim basis, as under present law.

To expedite payment of claims from participating physicians, the
bill provides that the Secretary would establish appropriate pro-
cedures and forms whereby: (i) such physicians may submit claims
on one of various simplified bases and these claims would be given pri-
oity~handling by the part B carrier; and (2 such physicans would

obt signed forms from their patients, effective for a perid of time
which the Secretary finds appropriate, making assignment for all
services furnished to them and authorizing release of medical informa-
tion needed to review the claim.



The committee is concerned that the increasing reluctance of physi-
cians to accept assignment has resulted in a severe financial burden
for many of the Nation's elderly. It also notes that a number of these
individuals are unable to budget for these additional expenses be-
cause of uncertainty whether a physician will or will not accept as-
signment on a particular claim. The committee recognizes that the
declining assignment rates are associated with a number of factors in-
cluding administrative problems, payment delays, increases in the"reasonable charge" reductions, and general attitudes toward the
program.

The bill therefore authorizes five to ten pilot projects to experiment
with ways of encouraging physicians to accept assignment for all their
medicare claims. Priority would be given to projects in States experi-
encing low assignment rates. Demonstrations may include but are not
limited to: (1) payment of cost savings allowances to physicians who
submit claims in a multiple listing format; (2) provision of incentive
payments to physicians who agree to accept medicare's reasonable
charge determination as payment in full; (3) payments at a rate of 100
percent of such charge where services are provided by a physician who
has accepted assignment; and (4) use of prospective reimbursement to
physicians on a periodic basis based on prior reimbursement rates. The
results of the projects would be reported to Congress together with
recommendations for increasing assignment rates. The committee an-
ticipates that the Secretary will proceed expeditiously in carrying out
these studies.

CTrIONM 232-USE Or APPROVED RELATIVE VALUE SCHEDULE

The bill authorizes the Secretary to approve the use of terminology
systems and relative value schedules by physicians in billing medicare,
medicaid, and for other purposes. .,

Third-party payors have frequently, in the past, employed relative
value schedules (RVS) to determine payment rates for the many dif-
ferent services and procedures which physicians perform. These are
lists of medical procedures and services which set forth their compara-
tive numerical values. These relative numerical values take into ac-
count the relative time and effort which the physician expends in per-
forming the specified procedures, consistent with their inherent diifi-
culty. The experience, professional attainments and other character-
istics which tend to reflect a physician's professional capacity and
input will vary from physician to physician. The physician who sets
his fees in accordance with a relative value schedule is expected to take
these personal factors into account when a "conversion factor", the
multiplier by which the relative values are translated into the dollar
amounts he wishes to charge, is selected.

The resulting professional fees would be subject to the same tests
of reasonableness as the charges of other physicians. While relative
value schedules are useful mechanisms for assessing reasonableness of
physicians' fees, they have also been cited by the FTC and the Depart-
ment of Justice as being conducive to prce fixing by therphysidan
groups that have traditionally been responsible for their development.



The bill requires the-Secretary to establish a system of procedural
terminology, including a defmition of terms, to provide a common
langnage, aesq bing the various kinds of medical services wlich
may be reimbursed under; medicare, medicaid, and the maternal and
child health program.:' The system would be developed, by the Health
Care Financing Administration with the advice of other large health
care purchasers, representatives of professional groups and other
interested parties. In, developing the system, consideration would be
given to the experience of third parties in using existing terminology
systems in terms of implications for administrative and program costs,
simplicity and lack of ambiguity, and the degree of acceptance and
use. Interested parties would-be given at least-six months to comment
on the proposed system and to recommend relative values for the
designated procedures and services. A submission of such an RVS by
an association of health practitioners to the Secretary in response to
his request would not in itself constitute a violation of any consent
decree by which such association had waived its right to make recom-
mendations concerning fees. The proposed RVS could not be disclosed
to any other party until it was made public by the Secretary.

The Health Care Financing Administration would review the sub-
missions and recommend specific, terminology and relative values
for use under medicare. Such system could not be employed until:
(1) interested parties had been given an opportunity to comment and
such, comments- had been considered; (2) statistical analyses had
been conducted assessing the economic impact of relative values on
physicians in various specialties, geographic areas and types of prac-
tice and on, the potential liability of the part B program; (3) it had
been determined that the terms were clear and easy to evaluate in
actual clinical,situ tions and the assigned values generally reflected
the relative time and effort required to perform various procedures
and services, and (4) , it had been tdelenined that the system's use
would enhance the -administration of Federal health care financing
programs. The approved system would be periodically reviewed by
the Secretary and modified where appropriate. The system (as
amended by any modification) could subsequently be used by other
organizations or persons.

The committee intends that under this provision a common lan-
guage will be established to describe the kinds of services that are
covered under public and private health benefit plans and to provide
for a more rational basis for evaluating the reasonableness of fees.
Safeguards have been included to assure that the terminology and
relative values clearly and accurately reflect the various kinds and
levels-,omedical services provided.. W.-hle physician groups may play
an important role in their development, other factors must be consid-
ered prior to their approval and use.

SECTION 23 -- TRAOMNING PHYSICIANS

The.,bill extends the implementation date for section 227 of Public
Law 92-6O lor an additional year. It also provides an alternative reim-
hursement method, for teaching hospitals which do not qualify for
fee-f, ro-srvice reimbursements for medical services under medicare.



Section 227 of Public Law 92-603, is intended to make it clear that,
under medicare and medicaid, fees-for-service should be paid for
medical care in teaching hospitals only where a bona fide private
doctor-patient relationship exists. A further delay in implementa-
tion of this provision is needed, to afford the Secretary of HEW ad-
ditional time to consult with members of the medical education com-
munity and publish the necessary regulations. The bill therefore
extends from October 1, 1978 to October 1, 1979, the implementation
date of this section.,

The committee notes that some teaching hospitals do not qualify
for fee-for-service reimbursement -or medical services under medicare
because most or all of their nonmedicare patients generAlly do not pay
fees for physicians' services. Such institutions can, under present
law, elect to receive 100 percent cost reimbursement for physicians'
services and house-staff coats.

The bill permits such hospitals to elect instead to have medicare pay
reasonable charges, equal to 100% of the prevailing charge for similar
services rendered in non-teaching hospitals for medical and surgical
services furnished to the private patients (as defined by regulation) of
teaching teams composed, of a supervising physician, serving as the
patients attending physician and physicians in training. To qualify
under this provision, the hospitals and the physicians who practice
in the hospitals must enter into agreements, that assure that reimburse-
ment for l ysicians' services and for the stipends and graduate medical
costs that the hospital incurs on, behalf of the residents in-training
and interns will be claimed only through reimbursement for the newly
covered teaching-term services. The alternative payment method may
be used under circumstances that assure that fees will be billed only
where bona fide private patient-physician relationships exist.

The new benefit is designed to cover the services furnished by the
team and its supervising physician in his capacity as the patient's
attending physician. Reimbursement for the services of anesthesi-
ologists, radiologists, pathologists and other physicians who provide
ancillary or consultative services would not be affected.

SECTION 234--CERTAIN SURGICAL PROCEDURES PERFORXtE ON AN
A B ATORY BASIS

Currently, medicare can reimburse the physician for his. professional
services in any setting. Also, the institutional costs of ambulatory
surgery in a hospital outpatient department can be reimbursed. How-
ever, a charge for the use of special surgical- facilities in a physician's
private office or a free-standing surgical facility that is not hospital
affiliated is not reimbursable.

Under the bill the physician performing certain listed surgical pro-
cedures in his office would be compensated for his special, surgical
overhead through an all-inclusive rate if he accepts an assignment;
there would. be no deductible and coinsurance applied in such cases.
Such procedures would include those which are often provided on an
inpatient hospital basis but can, consistent with sound medical prac-
tice, be performed on an ambulatory basis. The rate would encompass
reimbursement for the facility, physician related services, including



normal pre- and post-operative visits and routine laboratory and otherdiagnostic tests usually associated with the procedure.
The list of procedures eligible for such reimbursement would be

specified by the Secretary fo7owing consultation with the National
Professional Standards Review Council and appropriate medical
organizations including specialty groups. Subsequently, procedures
could be added or deleted as experience dictated.

Normal review of such claims by Professional Standards Review
Orga n s, carriers and other present review mechanisms should
work to safeguard against inappropriate or indiscriminate perform-ance of.procedures on an ambulatory basis..

Simil-arly, reinbursement would be provided for the use of thefacilities in an ambulatory surgical center, without deductible or
coinsurance, where the center accepts assignment In the case of an
ambulatory surgicaJ center the payment could take the form of an all-
inclusive rate, coveringthe facility overhead and physicians' fees or,
alternatively, the overhead allowance could be paid directly to the
center and the professional fee could be paid directly to the surgeon
and to other physicians who provide services in connection with the
procedure. The deductible and coinsurance would also be waived for
the physician fees for services performed in connection with listed
surgical procedures in hospital outpatient departments and other am-
bulatory surgical centers where the physicians accept assignment.

The overhead, factor is expected to be calculated on a prospective
basis (and periodically updated) utilizing sample survey and similar
techniques. to develop reasonable estimated overhead allowances for
eaohof the listed procedures which take account of volume (within rea-
sonable limits). The committee does not intend that individual finan-
cial records be audited in order to determine a physician's or a center's
specific overhead allowance. What is intended is a reasonable estimate
,of such costs of performing such procedures generally.

.The committee expects that this provision will encourage perform-
ance oftsurgery in generally lower cost ambulatory settings, where
appropriate, instead of the more expensive hospital inpatient setting.
It anticipates that States will want to monitor the effectiveness of
the new benefit with a view toward making similar modifications in
their medicaid programs.

The committee is concerned that in some cases, a patient's stay in a
hospital is unnecessarily protracted because it is less expensive to the
medicare patient to receive diagnostic tests while in the hospital than
prior to. heingadmitted. The bill eliminates the financial incentives to
unnecessarily -utilize hospital care in -ases. where needed diagnostic
services are provided in the hospital's. outpatient department within
the 7-day period prior to the patient's admission. The Secretary, in
consultation with the National Professional Standards Review Coun-
cil, would be required to specify those preoperative medical and other
health services which could safely be performed on an outpatient as
well ,as inpatient basis. A physician performing a listed service on an
outpatient basis within the 7-day period prior to the patient's admis-
sion for -suvgery (to which the service relates) would receive reim-
bursement equal to 100. percent of medicare's reasonable charge if he
agreed to- accept such payment as payment in full.



SECTION 235-01'rRA FOR DETERMINING REA OWABLE CHARGE FOR
PHYBICIANS, SF VICES

Medicare currently utilizes more than 200 different "localities"
throughout the country for purposes of determining partB -"reason-
able?' charges. For example, one State has 28 different localities. The
committee notes that this has led in many instances to marked and
unjustified disparities in areas of the same State in the prevailing
charges, for the same service. Additionally, under, present, law, in-
creases in prevailing charges are limited to levels justified by changes
in the costs of practice and wage levels. The committee is concerned
that the effect of present law is to further widen the dollar gap between
prevailing charges in different localities.

The bill provides for the calculation of statewide median charges
(in any State with more than one locality) in addition to prevailing
charges in the locality. To the extent that any prevailing charge in a
locality was more than one-third higher than the statewide median
charge for a given service, it would not be automatically increased
each year. This provision would not reduce any prevailing charges
currently in effect. However, it would operate, to the extent given
charges exceed the statewide average by more than one- third, to
preclude automatically increasing those charges.

Under existing law, medicare allows a new doctor to establish his
custom ry charges at not greeter than the-50th percentile of prevailing
charges in the locality.

The bill would permit new physicians in localities which are desig-
nated by the Secretary as physician shortage areas, to establish their
customary charges at the 75th percentile of prevailing charges (rather
than the 50th) as a means of encouraging doctors to move into these
communities. It would also permit doctors presently practicing in
shortage areas to move up to the 75th percentile on the basis of their
actual fee levels.

SECTION 236-DISCLOSURE OF AGGREGATE PATIENTS TO PHYSICIANS

The bill prohibits the Secretary from routinely releasing medicare
information, and provides that State agencies shall not be required to
release medicaid information, relating to amounts paid to physicians
under the respective programs, except as otherwise specifically required
by Federal law.

Disclosure of physicians receiving large payments under medicare
have served unjustifiably to embarrass physicians who serve a large
number of elderly patients. The disclosures have, heretofore, also been
characterized by a high degree of inaccuracy.

SECTION 237-?PAYENT FOR CERTAIN ATIGENS UE 'ART B Or
MEDICAfl

The bill amends current law to permit payment under medicare for
the preparation by an allergist of a reasonablesu.pply of antigens dis-
pensed or administered under the supervision, of another physician.

Current medicare law does not permit reinbmrsement for an antigen
prepared by a physician unless he also administers it. However, it



is a common practice, especially in rural areas, for other dispensary
practices to be followed--e.g., for a local doctor to refer a patient
to an alergist who prepares a supply of antigens for the referring
doctor's usei - I I

The -bill therefore permits payments under medicare for the prep-
aration by an allergist of' a reasonable supply of antigens dispensed or
administered under the supervision of another physician. This would
also include antigens dispensed in a rural health clinic, by a nurse
practitioner or physician assistant, which is under the general super-
vision of a physician under an arrangement with such clinic.

SECTION 238-PAY ENT UNDER MEDICARE OF CERTAIN PHYSICIANS' FEES
ON ACCOUNT OF SERVICES FURNISHED TO A DECEASED INDIVIDUAL

The bill would permit payment by medicare to be made to the spouse
or other legal representative of a deceased medicare beneficiary on
the basis of-a nonreceipted bill for care.

Under present law, medicare can pay a claim on behalf of a deceased
beneficiary only where the physician accepts an assignment or where
the. bill has been paid. The committee notes that in cases where a
physician refuses an assignment, families have encountered difficulty
in raising sufficient cash to pay the bill in order to be eligible for
payment by medicare.

SECTION 239-PHYSICIAN TREATMENT PLAN FOR SPEECH PATHOLOGY

The bill would repeal the existing medicare requirement that a
physician establish a detailed plan of treatment for speech pathology
services.

The Social Security Amendments of 1972 provided for coverage
of speech pathology services furnished on an outpatient basis in an
organized setting such as a clinic, a rehabilitation agency, or a public
health agency. Prior to 1972, outpatient speech pathology services
were covered only when furnished by an approved hospital, skilled
nursing facility, or home health agency. Present law requires that
the patient be referred to the speech pathologist by a physician and
that the physician establish and periodically review a plan of treat-
ment which specifies the amount, duration and scope of services to
be furnished.

Since speech pathology involves highly specialized knowledge and
training, physicians generally do not specify in detail the services
needed when referring a patient for such services. As a result, the
committee believes that the requirement that the physician establish
a plan of treatment should be eliminated so as to conform medicare
law and related program policy to actual practice among the profes-
sions. The requirement for physician referral and periodic physician
review of the plan of treatment would be retained.

SECTION 240-STUDY OF PAYMENTr PROCEDURE FOR DURABLE XMICAL
EQUIPMENT

The bill requires the Secretary to conduct a study of present
methods for determining payments for durable medical equipment



under medicare and to review and make recommendations on possible
alternative reimbursement methods.
Underthe medicgpe law, reimbursement for the ietal or ptckane

61 durable medical equipment is based largely on the supplier's cus,
tomary charge for the item and on the prevailing charge for t1Ae4ui)-
mentIn the locality. Medicare has experienced problems with this
method of reimbursement because of the lack of uniformity in sup-
pliers' billing and charging practices; the different approaches medi-
care carriers follow in calculating allowances for medical equipment;
and because eqjtpment charges, are not set in a -broadly competitive
marketplace. (REW representatives have agreed to deal expeditiously
with a further problem-differences in. the level of services offered
by different dealers--by providing for higher payments to be made to
suppliers for delivery and other appropriate services.)

An additional problem has arisen as a result of the provision of
present law which authorizes lump-sum payments by medicare for
durable medical equipment where purchase would be more economi-
cal than rental. In these cases the patient is responsible for payig
(in addition to any deductible and coinsurance amounts) any dif-
ference between the supplier's charge for the item and the medicare
allowable charge. This'difference can be substantial since the medi-
care allowable charge is based on -charge levels as they existed from
12 to 24 months in the past.

The bill requires a study of the present methods of reimbursement
for durable medical equipment and the problems associated with such
methods. The study wruld also include an analysis of the feasibility
of calculating (at least annually) allowable charges on a prospective
basis which would take into account acquisition costs, appropriate
overhead, and a reasonable margin of profit. The committee expects
the Secretary to, consult with representatives of the medical equipment
suppliers in the course of this study. The Secretary would be required
to submit a report on this study to the Congress within 12 months of
enactment.

SECTION 241-DEDUCTIBLE NOT APPLICABLE TO EXPENSES FOR CERTAIN
rENE NDENT LAD ORATORY TESTS

The bill waives the $60 deductible in applying special laboratory
billing procedures under medicare.

Legislation developed by the committee and enacted in 1972 (section
279 of Public Law 92-603) was designed to avoid the unreasonably
high administrative costs that independent laboratories and the medi-
care program incur in the billing and processing of typically inexp en-
sive diagnostic tests. That provision was intended to reduce thesebill-
ing and processing costs by authorizing the Secretary of FIEW to
negotiate payment rates with individual laboratories Which medicare
would pay m full, without any need for the laboratory to bill the
patient for the $60 deductible and 20 percent copayment amounts. The
negotiated rates could be no higher than medicare would have paid
(taking account of the billing and collection costs that the laboratory
would have passed on to the program and redvces medicare admin-
istrative costs) in the absence of the new provision.



The new billing procedure was never utilized because, as a result of
a drafting error,, the $60 deductible was retained. Thus, since labora-
tories still have to bill patients for deductible amounts, and since med-
icare must still determine each patient's deductible status, the savings
to laboratories and medicare cannot now be achieved.

The bill waives the $60 deductible in applying the special laboratory
billing procedure, as was intended by section 279 of Public Law
92-603.

SECTION 242-DEDUCTBLE NOT APPLICABLE TO EXPENSES FOR RURAL
HEALTH CLINIC SERVICES

The bill waives the applicability of the medicare Part B $60 de-
ductible with respect to services provided in rural health clinics.

Under present law, rural health clinics certified as providers under
medicare must ascertain whether their medicare patients have satisfied
the program's $60 deductible before they can determine what part of
its charges are to be paid by the patient. This requirement is compli-
cated, and it has disproportionately increased the billing and book-
keeping costs of these small facilities.

SECTION 243--COMPREHENSIVE OUTPATIENT REHABILrTATION SERVICES

The bill recognizes caomprehensive outpatient rehabilitation facili-
ties as 41providers of services" under the medicare program if they are
certifie& as meeting specific conditions of participation. Such reha-
bilitation centers could be public or private-institutions primarily en-
gaged in providing under medical direction, diagnostic, therapeutic,
and restorative services to outpatients.

Under present law, medicare covers certain rehabilitation services
in a variety of settings under various coverage provisions. Such serv-
ices are included among the services that may be reimbursed on a
cliarge basisas "incident to" the services of a physician. Outpatientphysical theaiary and outpatient speech pathology services are covered
on a cost-related basis when hrnished by a linie, rehabilitation agency
or public health agency; however, this coverage provision does not
include occupational therapy and other rehabilitation services. Serv-ices furnished by an independently practicing physical therapist in
the office setting are also covered, but there is an $80 annual limit on
the amount n"dicare will pay for Such services.

The bill authorizes coverage for a broad array of rehabilitation
services when these are furnished on an outpatient basis in a co-
ordinated fashion by a comprehensive outpatient rehabilitation
facility.

Reimbursement to such facilities would be authorized under Part
B of the program, based n the costs they -incur in furnishing covered
sefvie#, including: physiciauis' services ,-:iursing care, physical
therapy, ocup national therapy, speech pathbiofl, respiratory therapy,
socialtand psychological services, proseti and orthotic devices, drugs
and biotgfr~s (which cannot besesdnistered), sup'fhes, ap-
pliaIc, e4 ti rpment (including the purchase or rentalof equipment),
and certain other items and services necessary for the reailitation



of the patient. The bill thus permits reimbursement for rehabilitation
services provided in a certified outpatient rehabilitation facility to be
made on the same basis as these services are presently reimbursed if
they are provided on an outpatient basis by a hospital.

SECTION 244-AMBULNCE SERVICE

The bill provides for medicare reimbursement for ambulance serv-
ices to a more distant hospital when the nearest hospital does not have
staff quali ied to undertake the required care.

Medicare will now pay for ambulance services to the nearest par-
ticipating institution with appropriate facilities where the use of
other means of transportation is contraindicated hy the individual's
condition. The, term "appropriate facilities" means that the insti-
tution is generally equipped to provide the needed hospital or skilled
nurs i care for the illness or injury involved. The individual physi-
cian who practices in a hospital is not a consideration.

Occasionally, the nearest hospital with appropriate faicil ities does
not have a physician available to undertake the required specialized
care. The present alternatives are to bring the physician tothe pa-
tient-a possible misuse of physician time--or to transport the patient
to the more distant facility at. his own expense.

The committee also notes that in some areas of the country, partic-
ularly rural areas, radiation therapy and other specialized procedures
are proded W & radiation facility that is not p art of a 'hospital In
these areas patients who require transportation by arnbuance -where
other forms of transportation a .medically contrandicated--to sucha iaoility cannot .qualify ,for medicare reimbursement. ,!'. .

The committee intends that the ambulance benefit also be extendedto cover patients who require ambulance transportation to receive radi-
ation therapy and other specialized procedurs in areas where
the treatment is not avaiable in-a hospital. Reimbursement for ambu-
lance services to, the outpatient facility should ordinIril " be l lowed
only if it is the nearest available facility where the proeure is avail-
able, and only where the service in the facility is consistent with the
State's health facilities planning efforts.

SECTION 24 5-COVERAGE UNDER f1EDICAI OF CERTAIN DENTISTS' SERVICES

The bill extends the coverage of dental services under medicare to
include those services performed by a doctor of dental medicine or
dental surgery which he is legally authorized to perform in cases
where the services would be covered if performed by a physi ian. The
bill also would provide that payments would be made under m9dita:e
for inpatient hospital, stays that are justified because of the seety
of-the.paitient's dental procedure or con i0M4 n.

Under present law, medicare covers the services of dentits only
with respect to (1) surgery related to the jaw or any structure con-tigous to the jaw, or (2) the nduotiou o1any fraoture of the jaw or
any facial bone. The lew, therefore, ezeludes from corer certain
nonsurgioal procures wioh doctors o+ deta mdic iani dent
surgery previouslyy known as doctors of detiery or dental or



surgery) are professionally trained and licensed to perform even
though the same services are covered when performed by a physician.
The bill would correct this discrepancy.

The committee also concluded that present coverage for inpatient
hospital services related to certain noncovered dental procedures is
inadequate. The test for medicare coverage of the inpatient services is
the patient's underlying medical condition (e.g., history of heart fail-
ure). The effect of existing law is to preclude hospitalization coverage
where, in the judgment of the patient's dentist, the severity of the
dental procedure, alone requires hospitalization. Accordingly, the bill
would provide for coverage of hospital stays where hospitalization
is warranted either by the severity of the patient's condition or the
dental procedure.

SECTION 246--COVERAGE UNDER MEDICARE OF OPTOMETRISTS' SERVICES
WITH RESPECT TO APHAKIA

The bill authorizes medicare part B reimbursement to optometrists
for covered services related to aphakia which are within the scope of
licensed optometric practice. Certain diseases of the eye result in
surgical removal of the lens. The resulting condition, i.e., absence of
the lens of the eye, is known as aphakia. Eyeglasses (or contact lenses)
serve as the prosthetic lens for the aphakic patient.

Current medicare law provides reimbursement for diagnosis and
treatment of the diseases of the eye when such services are provided by
physicians. Optometrists are reimbursed under the program only for
dispensing services in connection with the actual fitting and provision
of prosthetic lenses. Section 109 of Public Law 94-182 required HEW
to conduct a study concerning the appropriateness of broadening the
coverage of services that -optometrists furnish to aphakic patients.
In a report transmitted to the Congress on January 12, 1977, HEW
recommended that those covered services related to aphakia and within
the scope of optometric practice be reimbursable under part B of medi-
care when provided by optometrists. The bill incorporates this recom-
mendation.

The committee noted that the HEW report recommended further
study prior to any additional extension of part B coverage of opto-
metric services. The committee expects that HEW will complete such
study and report to the Congress within 12 months after enactment
of the bill.

SECOND 247--CHU OPRACfTC SERVICES

The bill would modify the requirement for chiropractic coverage
so that a "subluxation" could be demonstrated to exist through chiro-
practic clinical procedures other than an X-ray. Neither the X-ray,
where utilized, nor any other clinical procedures used by the chiroprac-
tor would be reimbursed by medicare.

Under present law, medicare covers only those services of chiro-
practors which involve treatment of a subluxation of the spine (partial

dislocation) by means of manual manipulation of the spine. The
existence of a subluxation must be demonstrated by X-ray; however,
the cost of the X-ray is not covered when performed by a chiropractor.



The X-ray requirement was intended to control costs by excluding
from coverage cases in which a subluxation was inot evident on an
X-ray. The General Accounting Office has indicated that the extent
to which X-rays play a part in claims denial is not kaown. Although
chiropractors must have X-rays available upon request, the X-ray is
actually reviewed by medicare carriers in only a small number 16f
cases.

The committee believes that the requirement for an X-ray to dem-
onstrate the subluxation of the spine is not an effective requirement,
is possibly hazardous, and--since it is not paid for by the program-
represents a significant cost to beneficiaries. Since chiropractors would
not ordinarily take X-rays in every case to diagnose subluxation of
the spine, the committee has concluded that it is inappropriate to
require X-rays, with their accompanying radiation risks, for adminis-
trative purposes. The committee is also concerned that although the
X-ray is currently required in all cases, the beneficiary must bear the
cost of the X-ray.

For these reasons, the bill provides that the presence of subluxa-
tion could be demonstrated by procedures other than X-ray.

SECTION 248---TREATMENT OF PLANTAR WARTS

The bill eliminates the present medicare exclusion of services related
to treatment of plantar warts.

Under present law, coverage for services related to rountine foot
care--which is defined as "including the cutting and removal of corns,
warts, or calluses, trimming of nails, and other routine hygienic care"-
is specifically excluded.

Warts on the feet (often called plantar warts because they may
appear on the plantar surface of the foot), are tumors caused by in-
fectious viral agents. However, because of the routine foot care exclu-
sion in present law, treatment for plantar warts is not a covered
service, while the treatment of warts located elsewhere on the body is
a covered service. The bill therefore eliminates the present medicare
exclusion from coverage of services related to the treatment of plantar
warts.

SECTION 249-I CITATION ON REASONABLE COST AND REASONABLE CHARGE
FOR OUTPATIENT SERVICES

The bill requires the newly establishedfHealth Facilities Cost Com-
mission to give priority to the development of limitations on hospital
outpatient and clinic costs. Further, the Secretary is required to isue
regulations providing for the establishment of such limitations.

As a result of various limits placed by public Tgncies and others on
inpatient hospital expenditures, some hospitals have sought to have
a disproportionately large share of their total costs financed by the
revenues from their outpatient departments, In addition, reimburse-
ment to community health centers and similar freestanding clinics
which are presently paid on a cost-related basis, have, according to the
General Accounting Office, sometimes proved to be excessive.

The bill therefore requires the Health Facilities Cost Commission
(established under Section 202 of this bill) to give immediate priority



to making a study and submitting recommendations to the Secretary
with respect to setting limitations on costs or charges for outpatient
services. Further, the Secretary is required to issue regulations estab-
lishing such limitations with respect to services provided on an out-
patient basis by hospitals, community health centers, or clinics (other
than rural health clinics) and by physicians using such facilities.

Part E-Miscellaneous Provisions

SECTION 251---CONFIDENTIALITn OF PSRO DATA

The bill provides for the confidentiality of certain PSRO informa-
tion that identifies an individual patient, practitioner, provider (other
than aggregated statistical information with respect to a given pro-
vider or providers), supplier, or reviewer.

In authorizing the Professional Standards Review Organization
(PSRO) program in 1972, the Congress set forth principles, in section
1166 of the Social Seourity Act, that were to serve as the basis for
regulations governing both the disclosure and the confidentiality of
information acquired by PSRO's in the exercise of their duiies.

Confidentiality is critical to the success of PSRO's because they rely
on voluntary service by local physicians. Should all data acquired by
PSRO's be disseminated without safeguards, recruitment of physi-
cians to perform PSRO functions would become increasingly diffi-
cult. Moreover, the intent of peer review, as opposed to Government
regulation, is to allow the profession to attempt to regulate itself with
some degree of privacy and candor. I

However, on April 25, 1978, the U.S. District Court for the District
of Columbia held that a PSRO is an "agency17 of the Federal Gov-
ernment for purposes of the Freedom of Information Act and is thus
subject to the disclosure requirements of this later legislation. This
decision, which is currently being appealed, would require that the
data and information in control of the PSRO must be disclosed, on
request, unless the particular information to be protected is specifically
exempted from disclosure under the Freedom of Information Act. On
September 25, 1979, the U.S. District Court for the District of Colum-
bia ruled that none of the exemptions to the FOIA apply to PSRO's.
Both decisions are being appealed. However, they are currently having
an adverse impact on the PSRO program. The purpose of the bill
is to limit the discretion of the Secretary in determining to whom
disclosure may be made and to identify particular types of material
to be withheld from the public (e.g., information which is not in the
form of agegate statistical data). In this manner the bill would
establish th at, assuming PSRO's are ultimately determined to be
agencies under the Freedom of Information Act, PSRO data would
be disclosed only under section 1166 of Title XI of the Social Security
Act and would be protected under section, 552(b) (3) of the Freedom
of Information Act.

The bill therefore, provides for the confidentiality of PSRO infor-
mation, which was not publically available at the time acquired, that
identifies (by name or inference) an individual patient, practitioner,
provider (other than aggregated statistical information with respect
to providers), supplier, or reviewer. As under section 1166, as presently



worded, information may be disclosed to the extent necessary to carry
out program purposes, to assist with the identification of fraudulent
and abusive activities, and to assist in the conduct of health planning
activities. The bill further requires the Secretary to issue regulations
(which assure adequate protection of the rights and interests of I*-
tiente, health care practitioners, and providers) which specify the cases
and circumstances under which information may be disclosed to: theSecretary, General Accounting Office, claims payment agencies, public
agencies responsible for monitoring or auditing claims, medical review
boards for renal disease network areas, State and local public health
officials, researchers and statistical agencies, courts, organizations pro-
viding specified services to the PSRO, other PSRO's, the' statewide
council, institutions or practitioners within the PSRO, agencies rec-
ognized by the Secretary as having licensing, accreditation, or certifi-
cation functions, entities recognized by the Secretary as having
monitoring functions with respect to the PSRO. No disclosure may
be made under this subsection unless it is necessary to carry out the
purposes of the PSRO program. The Committee intends, thereb.% to
significantly inform the discretion of the Secretary of HEW by
establishing a list of agencies and persons to whom permissible dis-
closure may be made. In addition the regulations shall specify cir-
cumstances under which disclosure may be made to, or with the
consent of, the individual identified in the records.

The bill would not limit disclosure of aggregate statistical informa-
tion which identifies a provider, such as data which describe patient
populations, the care and services given to patients, the objectively
determined outcomes of such care and services, and determinations
regarding the medical necessity of such care and services. To encour-
age effective peer review, some protection must be given to provider,
such as specific information gathered in conducting sensitive and sub-
jective one-time assessments of performance (e.g., medical care evalua-
tion studies).

It should be noted that the Secretary of HEW in his regular review
of PSRO performance can, and should under present law, evaluate the
review activities-including practitioner profiles of practice-and thus
safeguard against any general indiscriminate or willful action or in-
action by a given PS1O with respect to practitioners.

SUCTION 252-ROCEDURES FOR DETERMINING REASONABLE COST AND
REASONABLE CHARGE

The bill provides, except under certain specified circumstances, that
reimbursement to contractors, employees or related organizations.
consultants, or subcontractors at any tier would not be recognized
where compensation or payments (in whole or part, in cash or kind)
are based upon percentage arrangements.

Percentage arrangements can take several forms. For example, some
involve business contracts for support services, such as computer and
data processing, financial and management consulting, or the furnish-
ing of equipment and supplies to providers of health services, such as
hospitals. Charges for such services are subsequently incorporated
'into the cost base against which medicare and medicare make their
payment determinations.



The contracts for these support services specify that the remunera-
tion to the suppliers of the services shall be based on a percentage. of
the gross or net billings of the health care facilities or of individual
departments. Other examples involve landlords receiving a percentage
of provider gross (or net) income i return for office space, equipment,
shared waiting rooms, laboratoryservies, custody and. office help
an d administrative services. Such arrangements can be hi ly infla-

and add costs to the programs which may not raiect actual
efforts expended or costs incurred.

The prohibiting against percent arrangements contained in thissection of the bill would include-payment of commissions and/orfinders' fees and lease or rental arrangements on a percentage basis.
It would also apply to management or other service contracts or
provision of services by collateral suppliers such as pharmacies, lab-
ratories, etc. The percentage prohibition would flow both ways eitherfrom the supplier or service agency back to the provider or organiza-
tion, or from the original provider or organization to the supplier or
serwce agency.The committee does not, however, intend this provision to interfere
with certain types of percentage arrangements which are customarily
considered normal commercial business practices such as the commrns-sion paid to a salesman. Further, the bill does not prohibit reim-
bursement for certain percentage arrangements such as a facility
management contract where the Secretary finds that the arrangement
contributes to efficient and economical operation.For example, under some existing management contracts the con-
tractor receives both a percentage of operating expense as a base
management fee, and a share of the net revenues of the institution
after all costs 'have been met. Where the contractor s percentage shareof net revenues exceeds the percentage on which the base management
ferice accontrator would have a strong incentive to con-
tah operating expenses. Of course, under such circumstances, the
rcasonablenes of the percentages applicable to the operating expenses
would have to be considered in terms of comparison with the costs
incurred in the management and/or operation of reasonably compa-
rable facilities which do not utilize such contracts.In the case of hospital-based physicians, on the other hand, the bill
would permit recognition of percentage arrangements if the amount of
reimbursement does not exceed an amount which would reasonably
have been paid to the physician wnder relative value schedules (see
explanation of sec. 232 for description) approved for this purpose by
the Secretary. Under such an approved relative value schedule, the
chane of a given physician would be subject to a test of reasonable-
ness a terms of that physicin s usual contribution of time and effort
ifnthe provision of the services for which he bills.

Percenag arrangement ntetered iot by hospitals and hospital-
based physicians before January 1,1979 could be recognized subject to
the same tests of reasonableness as were prescribed by regulations in
effect on such dat e unsuchtim as the hospital is able to unilaterally
terminate such arrangement, or January 1, 1982, whichever is earlier.

The bill directs the Secretary to conduct & study of hospital-based
physician reimbursement and the impact of alternative reimbursement
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methods on providers, patients, physicians, and third-party payers. He
must submit his findings, together with legislative recommendations
within two years of enactment.

The committee recommends that HEW adopt as its policy under
existing law those provisions relating to the reimbursement of anes-
thesiologists' services which were included in S. 505, which contained
the predecessor of this provision. That provision would provide that
full fees could be paid to an anesthesiologist only where he personally
performed all the professionally appropriate pre- and post-anesthetic
services and carried out the most demanding procedures in connection
with administration of the anesthesia for no more than two patients.
Payments equal to one-half of the full fee for each patient could be
made where the anesthesiologist personally directed other individuals
in carrying out the most demanding procedures, provided the anesthesi-
ologist personally performed the other pre- and -post-anesthetic serv-
ices and was responsible for no more than four patients during the
course of anesthesia administration.

SECTION 253-REPEAL OF SECTION 1867

The bill terminates the Health Insurance Benefits Advisory Council.
The original 1965 medicare legislation provided for the establish-

ment of the Health Insurance Benefits Advisory Council (HIBAC)
under the new section 1867 of the act. This Council was to provide
advice to the Secretary on matters of general policy with respect to
the aAministration of medicare. The Social Security Amendments of
1972 modified the role of the Advisory Council so that its function
would be that of offering suggestions for the consideration of the Sec-
retary on matters of general policy in both the medicare and medicaid
programs.

In view of the establishment of other advisory groups, and the Sec-
retary's authority to establish ad hoc advisory bodies, the bill would
terminate HIBAC.

SECTION 254-DEVELOPMNT OF UNIFORM CLAIMS FRMS FOR USE UNDER
HEALTH CARE PROGRAMS

The committee bill requires HEW to adopt, to the extent feasible,
standardized claims forms for medicare and medicaid within 2 years
of enactment.

The committee notes with concern that the medicare and medicaid
programs have added to the paperwork required of physicians, hos-
pitals, skilled nursing facilities, and other health care organizations as
A. result of the proliferation of, forms. For several years, HEW has
been working to develop standardized claims forms that might be used
by physicians and institutions in billing both medicare and medicaid.
This effort has been carried out in con].unotion with pro ider groups,
including the American Medical Association, the American Hospital
Association, and the American Dental Association. The National Asso-
ciation of Blue Cross-Blue Shield Plans and the Health Insurance
Association of America also participated. Standardized physician ben-
efits forms now have been developed and are being used by medicare,



medicaid and Blue Shield in several States. A promising uniform
hospital benefit form has also been developed.

The committee bill requires the Secretary, within 2 years of enact-
ment, to develop and require to be employed to the extent feasible, uni-
form claims that would be utilized in making payment for health serv-
ices under medicare and medicaid. The committee intends that pre-
testing of such forms be conducted where necessary prior to their wide-
spread application. ,

The uniform claims forms may vary in form and content but only to
the extent clearly required. The committee recognizes that variances
would occur in cases where simplified claims forms, such as multiple
listing claims forms, are utilized in accordance with the provision of
this bill which provides incentives for physicians to accept assignment.

The bill requires the Secretary to use the claims forms developed for
purposes of medicare and medicaid for other programs over which he
has administrative responsibility if he determines that such use is in
the interest of effective administration of such programs.The committee bill requires the Secretary, in carrying out the re-
quirements of this section, to consult with those charged with the ad-
ministration of other Federal health care programs, with other organi-
zations that pay for health care, and with providers of health services
to facilitate and encourage maximum use by other programs of the
uniform claims forms. The bill further requires the Secretary to report
to the Congress within 24 months of enactment on: (1) what actions
he will take pursuant to this section; (2) the degree of success in en-
couraging third parties generally to adopt uniform claims forms, and
(3) his recommendations for legislative and other changes needed to
maximize the use of such forms.

SECTION 255--MEDICARE LIABILITY WHERE PAYMENTS CAN BE MADE
UNDER LIABILITY INSURANCE

The bill provides that medicare would not be the payor of first resort
in cases where the patient is involved in an accident and his care can
be paid for under liability insurance of the individual who was at fault
or under a no-fault insurance plan.

Under present law, medicare is ordinarily the payor of first resort
except in certain cases, e.g., where the patient has no legal obligation
to pay, or where workmen's compensation is responsible for payment
for the patient's care.

The bill provides that where the medicare patient is involved in an
accident and his care can be paid for under the insurance, of the indi-
vidual who was at 'fault (or under a no-fault plan), mediare would
have residual and not primary liability. Under this provision, medicare
would pay for the patient's care in the usual manner and then seek to
be reimbursed by private insurance attar, and to the extent that, lia-
bility has been determined. The bill leaves to the discretion of the Sec-
retary an evaluation of the probability of recovery and the minimum
amounts estimated as recoverable, so as to avoid the administrative cost
and effj4 of pursuing minor recoveries or situations where there is
little likelihood of ultimate recovery.



SECTION 256-JDICIAL DISTRICT IN WHICH fROVIDXS MAY OBTAIN
JUDICIAL REVIEW :

The bill permits Federal judicial review of adverse decisions of the
Provider Reimbursement Review Board involving actions brought
jointly by several providers of medicare part A services to be taken i1
the district where the "principal party" for the group is located.

Under existing law an individual provider of medicare part A serv-
ices may have an adverse decision of the Provider Reimbursement Re-
view Board reviewed by the U.S. district court for the district in which
the provider is located, or alternatively in the U.S. district court for
the District of Columbia. However, because of the language of the
current statute, judicial review of these decisions brought jointly by
several providers may be taken only in the U.S. district court for the
District of Columbia. The bill would permit actions brought jointly
by several providers to be taken in the district where the "principal
party" is located. The committee expects that in defining "principal
party," the Secretary's regulations would establish objective criteria
that would prevent "forum shopping." The committee expects that,
ordinarily, the principal party to a suit would he the providers' head-
quarters office, if the parties are commonly owned or, in the case of
independent providers, the party with the most money at stake.

SECTION 25 7-RESOURCES OF MEDICAID APPLICANT

The bill permits States to deny medical assistance to any aged,
blind, or disabled person (including indiiduals who are not "cate-
gorically neligible'), who ha given away assets in order to meet
the medicaid eligibility requirements (or has "sold" such assets forless than their fair market value).

Under present law, States must provide medical assistance eligi-
bility to recipients of aid to families with dependent children (AFDC)
and to recipients qf supplemental security income (S1). In the case
of SSI recipients, States have the option of making all SSI recipients
eligible for medicaid or of limiting eligibility to those who. met the
State standards under the former State programs of aid to the aged,
blind, and disabled as in effect in 1972. States may deny eligibility
for AFDC to persons who give away assets in order to ineet the re-
sources limits of that program and States which had such restrictions
in their former programs for the aged, blind, and disabled in 1972
may continue to apply them in determining medicaid eligibility ,(but
only if they are among the States that have elected to continue using
those 1972 standards). However, States which have elected to make
All SSI recipients eligible for medicaid do not have this Option. In
such States an individual who is on the SSI rolls ixist be included
in the medicaid program even if he became an SSI recipient only by
giving away property (or by selling it for far less than its true value).

Where an individual with significant assets is faced with the pros-
pect of substantial medical expenses -particularly in cases where a
prolonged period of institutionalization may be needed-present lawmay provide a strong incentive for him to give thdse assets -away to a
friend or relative so as to qualfy for medicaid immediately. To the
extent that this happens, the costs of the program are increased since



medical e senses which could be met from the individual's assets are
instead being paid forby publc funds.

The bill woid allow States the option of denying or limiting eligi-
bility in this type of situMation. If a State chooses to make use of this
provisignf, an aged, find, or disabled person would be considered (for
purposes of medicaid eligibility) to still possess a disposed-of asset
for a period of 12 months if he gave it away in order to become eligi-
ble for medicaid. (In the case of an individual who sells an asset far
less, than its value, he will be considered for 12 months to have an
asset worth the difference. between the sale price and the fair market
value.)

The gift or sale for less than value of an asset will, under the pro-
visions of the bill, be presumed to have been for purposes of es-
tablishing medicaid eligibility unless the individual submits adequate
evidence to rebut that presumption.

The committee intends that this authority would be administered
by the States even though other elements of medicaid eligibility may
ba determined by the Social Security Administration under the agree-
mentsentered into pursuant to section 1634 of the Social Security Act.
It is expectedhowever, that the Social Security Administration would
agree. tb reasonable State, requests for referral of SSI applicants to
appropriate,.State or county agencies for determination of this addi-tional eligibility factor.

The comrnitteeemphosizes that the provision is aimed at abusive
situntions where assets aO sold for substantially less than their fair
market value. It is not intended, for example, that the provision would
be used to call into question the sale of a piece of land for $1,000 or
$2,000 in which the saIe pricnay fall short of the agency's estimate of
fair market value by $100 or $200.

/StonO* 258-PAlENT FOR LABORATORY SERVICES AND CERTAIN
3MICAL DEVICES UNDER MEDICAID

The bill allows a7 State to purchase laboratory services (for a 3-year
experimental period) and medical devices for its medicaid populationthrough competitive ,bidding or other arrangem~eni, .

The committee notes tbhit the Comptroller General, in a July 1,
1q78, report to the Gongres, recommended that States be given
greater titude in. paying~for independent laboratory services under
medicaid. States have beeni'etrained in adopting cost-saving contract
bidding and negotiated rates with laboratories by an interpretation
o the parent "f-reedom o. choice" provision. That provision, a Finace
Committee amendment in 1967, was intended to permit medicaid
recipients, to choose from among any qualified doctors, pharmacies,
etc It was not intended to apply to the types of services, such
as laboratory.4rvies which the patient erdinnily does not choose.
, Simigarl k udieial intrpm stion of the "freedom of ohoidce pro-

vision has hampered cost-saving arrangements by States for the pur-
chase under medicaid of medical devices (such as eyeglasses, hearing
aids and wheeihairs) even thoughh these items of tsn do not vary
in quality from supphpr to supplier.The:b3 therefore als a State to purchase lpborstory services for
a 8-yet erperimenttl period, and medical devices for its medicaid



population through competitive bidding or other arrangementa such
as negotiated rates. Under this provision, services maybe purchased
only: (1) from laboratories meeting appropriate health and safety
standards; (2) where no more than 75 percent of the charges for su6Z
services are for services provided to medicare and medicaid patients;
and (3) if the laboratories charge the medicaid program at rates thpt
do not exceed the lowest amount charged to others for similar tets.

SECTION 25)-AUTHORITY FOR CERTAIN STATES TO BUY-IN COVERAGE UN-
DER PART B OF NMDIOARE FOR CERTAIN MEDICAID RECIPITS

The bill gives States which do not currently have a "buy-in" agree-
ment with medicare an additional 12 months to enter into such
arrangements.

The medicare law gave States until January 1, 1970, to request
enrollment of their medicaid eligible beneficiaries in part B of the
medicare program. States that entered into these so-called "buy-in"
agreements pay the part B premiums for the public assistance en-
roles. The "buy-in" provision was designed to encourage the highest
possible participation of the elderly in the part B program. Alaska.
Louisiana, Michigan, Oregon, Puerto Rico, and Wyoming did not
make timely arrangements to enroll their medicaid eligible beneficiaries
in the part B progam.

The bill gives the States that wish to do so an additional period'of
12 months in which they could elect 'to make the necessary coverage
arrangements.

SECTION 280-EXTENSION OF PERIOD FOR FUNDING OF STATE 3MIrCAID
FRAUD CONTROL UNITS

The bill extends for 2 years (until October 1, 1982) the period when
increased Federal matching is available for funding of State medicaid
fraud control units.

Section 17 of Public Law 95-142 provided 90 percent Federal match-
ing in fiscal years 1978-1980 for the costs incurred in the establishment
and operation (including the training of personnel): of State fraud
control units. The increased matching is subject to a quarterly limits-
tion of the higher of $1251000 or one-quarter of 1 percent of total
medicaid expenditures in such State inthe previous quarter. This sec-
tion is intended to encourage States to establish effeciive investigative
units on the State level I

Some States have experienced delays in establishing State fraud
control units and havel therefore 'been unable to fully avail themselves
of the increased Federal matching authorized under the law.

The bill extends for two years (until October 1, 1982) the period
when 90 percent Federal matching is available for the funding of
State medicaid fraud control units. No State may receive such match-
ing for longer than 3 years.

SM0fON 26 X-MEDICAIN PAYMENTS TO STATES

The bill provides that Federal medicaid funds may not be drawn
upon until they are actually "neded by the State to pay providers and
practitioners.



Present Federal policies permit States to draw on Federal medicaid
funds before they are actually needed to pay bills. During the period
betw;ear the time when the Federal funds are drawn by the State and
the time when they are disbursed, about 12 days on the average, the
funds can draw interest which accrues to the State. IEW has pro-
posed that the gap should be eliminated in fiscal year 1980 in 10 States,
producing aon-time saving of $240 million for medicaid,.

The Committee agreed to extend the new "cheeks paid" policy to
all States before the end of fiscal year 1980. In States where a modifi-
cation of State law is needed to implement. this change, the effective
date would be deferred until the beginning of the first calendar quarter
that begins after the close of the next regular -session of the State
legislature.

SECTION 282-NOThIOATION TO STATh OiCIALS

The bill provides, under certain circumstances, for notification of
the Governor and appropriate committee chairmen in a State legis-
lature of any audits, quality control performance reports, deficiencies,
or changes in Federal matching payments affecting programs author-
ized under the Social.Security Act.

The committee has become aware of instances where the Governors
and chairmen of the appropriate legislative and appropriation com-
mittees in State legislatures have not been informed on a timely basis
of deficiencies or potential compliance issues involving Federal-State
programs authorized under the Social SecurityAct.

The committee bill provides that if the Secretar notifies a State of
any audits, quality control performance reports, defciencies, or changes
in Federal matching, payments under programs authorized under the
act, simultaneous notification would aIso be made to -the Governor of
the State and the respective chairmen of the legislative and appropri-
ation committees of that State's legislature having jurisdiction over
the affected program.

SECTION 268-WAVER OF HUMAN EXPERIMENTATION PROVISION
FOR MEDICARE AND MEDICAID

The bill waives requirements of the human experimentation statute
which may otherwise be held applicable for purposes of medicare and
medicaid.

Under current law, State medicaid programs may impose nominal
cost-sharing requirements on medicaid eigibles. One State's cost-
sharing experiment was challenged as a violation of regulations im-
plementing the human experimentation statute. The challenge would
effectively prevent any qost-sharing experiments under the medicaid
program, and could seriously hinder other medicaid and medicare
cost control efforts.

The bill waives the requirements of the human experimentation
statute which may otherwise be held applicable for purposes of medi-
care and medicaid. For example, the bill waives such requirements
with respect to experimentation involving coverage, copayments, de-
ductibles or 'other limitations on payments for services. The bill
further provides that the Secretary, in reviewing any application for



any experimental, pilot or demonstration project pursuant to te S-
cial Secu ity Act, would take into consideration the human e:xpri-
mentatibn law and regulations in making his decision on whethrItoappipe the atp~ication.

Th committee intends that the provision would apply owytomedi-
care and medicaid reimbursement and'administr ;i ' Y tivities not
designed to directly experiment with the actual diagnosisor treatment
of patients.

SECTION 264-D$ICLOSUtE Or MtDICAID- INFORMATION

Present law provides in part that State medicaid plans include safe-
guards which prevent disclosure of the name or address of applicants
or recipients to any committee or a legislative body. HEW regulations
include FederalfSbt±t, or local-comkitte~ -s r legislative bodies under
this provision. Under their guidelines, HEW exempts audit commit-
tees fKom this exclusion &S'eral'States, howe'ier, do not honor the
HEW exemption.

The Committee amendment would modify this section of the act to
clarify that any Governmental agency (including any legislative body
or component or instrumentality thereof) authorized by law to cof-
dudt'an-audit or similar activity in connection with the aditliiistratiOn
of the medicaid program is not included in the prohibition.

An arndment making similar changes with respect to the AFDG
program and title XX were approved by the conmittee-as part of
H.R. 3236, the proposed Social Security Disability Amendments of
1979.

SECTION Z6 5-DEMOSTRATION PROJECTS FOR TRAINING AND EMPLOYMENT
OF APOC RECIPIENTS AS HOMEMAKERS AND HOME HEALTH AMES

The bill provides for demonstration programs in up to 12 States to
formally train AFDC recipients as homemaker-home health aides.
These individuals could then be employed by public and nonprofit
private agencies to provide supportive- services to people, primarily
the aged and disabled, who would reasonably be expected to reouire
institutional care in the absence of, these service

The bill is designed to deal with three major problems in the Nation's
health and welfare programs, namely the n4ed 'h provide alternative
support services for individuals who would otherwise require institu-
tionalization, to assist AFDC recipients to develop a marketable, Skill
which will enable them to get off the welfare rolls, and to Stem the
inieS in -Federal and State c6sts for medicaid and 'welfare
program .

The bill estalikes a means whereby many thousands of older and
diih people will bel assist in remnamin at home rather than
being moved-into high-est nursing ormes and intermediate tare facili-

tie Itis~stzijtetat asmiany as44O percenitor rot of tho in iti-
tutions do not nhvpssehily have to be there-and woul4 not be there& if
proper alter"i-ie supp6t tive o'vice$ wore avilhble,. ost *ould
prefer to liven familiar surrIo4ilj inl which theyca, t]r their
senate nalj and dignityj. ThM lenorges the x4iit



of support services by taking persons now on the welfare rolls, for-
mally training them as homemakers and home health aides, and using
them to provide supportive services.

The committee expects that the large majority of these trained people
will ultimately be removed from the welfare rolls because they will
have become gainfully and usefully employed members of the health
professions. Properly implemented, enormous savings in medicaid and
welfare costs should result as people leave the welfare rolls and others
are kept out of high-cost nursing homes and other long-term care
facilities.

The bill authorizes the Secretary of HEW to enter into agreements
with up to 12 States, selected at his discretion, for the purpose of con-
ducting demonstration projects for the training and employment of
AFDC recipients as homemakers or home health aides. The committee
intends that priority be given to those States which have demonstrated
active interest and effort in supporting the concept and in developing
and encouraging this proposal. Full responsibility for the program
would begiven to the State health services agency (which may be the
State medicaid agency) designated by the Governor. This agency
would have to coordinate its activities, to the maximum extent feasible,
with other State agencies having related responsibilities.

The committee expects that the Secretary will assign responsibility
for nplementation of this program to the Health Care Financing
AdmlnistrAtion as -the agency responsible for the medicaid program.

The committee emphasizes that the program is completely volun-
tary; an AFDC recipient is under no obligation to enroll and does not
risk loss of AFDC funds by refusing to participate. Persons eligible for
training and employment would be only those who were continuously
on the AFDO rolls for the 90-day period preceding application. Those
who enter a training program would be considered to be participating
in a work incentive program authorized under part C of title IV of the
Social Security Act. During the first year such individual is employed
under this program, he or she shall continue to retain medicaid eligi-
bility and any eigibility he had prior to entering the training program
for social and supportive services provided under part A of title IV.
The individual will be paid at a level comparable to the prevailing
wage level in the area for similar work. Federal funding will not be
available for -the employment of any eligible 'participant under the
project after such participant has been employed for a 8-year period.
After -that period, the committee expects the individual to be able to
obtain employment as an allied health worker.

The bill requires a State participating in a demonstration project to
establish a formal training program, which is expected to be 10 to 12
weeks in duration. It is anticipated that the Secretary will assist States
i developing the program where requested. The Secretary must ap-
prove the program as adequate to prepare eligible participants to pro-
vide part time and intermittent homemaker-home health aide serv-
ices ,to individuals, primarily the aged and disabled, who would,
in their absence, be reasonably anticipated to require institutional
care. The State shall provide for the full-time employment of those
who kate successfully completed the training program with one



or more public ageaces or by contract with nonprofit private agencies
The numbers of people in a Stat. eligible for training and employment
would be limited only by their ability to be trainedand employed as
well as by the number of those in needof home health'and homemaker
services. Thus, to the extent that a State can demonstrate increase
capacity to train and utilize people, the numbers authorized in that
State may be modified. The Secretary is expected to establish safe-
guards to assure that the program, as well as those trained and em-
ployed, are not exploited, uch safeguards should include assurances
that a nonprofit agency seeking to employ those trained under the
program is a recognized bona fide nonprofit entity and not a pro fornap ta mechanim.

T committee bill provides that persons eligible to receive home-,
maker-home health aide services are the aged, disabled, or others, such
as the retarded, who are in need of such services. They must be those for
whom such services are not reasonably and actually available and who
would otherwise reasonably be anticipated to require institutional care
within six months. Participating States would be required to provide
for independent professional review to assure that services are pro-
vided to individuals actually needing them. I

The committee bill extends eligibility for services to individuals
whose income is less than 200 percent of the State's need standard
under the AFDC program for households of the same size. It is ex-
pected that the large majority ofmedicare beneficiaries-would, because
of this incomestandard, be potentially eligible for these homemaker
and home health aide services. However while medicare program costs
should be moderated as a result, these services, unless otherwise quali-
fied for reimbursement, would not be a regular medicare benefit. The
eligibility level has been established above the State's need standard
because of the high probability that an individual, even with -income
somewhat above this standard, would become a medicaid recipient
when he required skilled nursing home or intermediate care. States
may also make the services of those home health aides and homemakers
available to individuals with incomes above these limits; in such
cases fees would be charged on a sliding scale basis.

The committee bill specifies that the type of services included as
homemaker-home health aide services includes part time or inter-
mittent personal care, such is bathing, grooming, and toilet care;
assisting patients having limited mobility; feeding and diet assist-
ance; home management, housekeeping, and shopping; family plan-
ning services; and simple procedures for identifying potential health
problems. The committee emphasizes that authorized services do not
include any service performed in an institution or any services pro-
vided under circumstances where institutionalization would be sub-
stantially more efficient as a means of providing such services. It
further notes that those trained under this program are not intended
to be a reservoir of subsidized labor for hospitals. However, public
and nonprofit hospitals might employ these people as outreach workers
to facilitate timely discharge of hospitalized patients. Further, after
they leave this program these individuals may subsequently be
employed on a nonsubsidized regular basis, as occurred in New Mexico
which pioneered this type of program.



The committee bill provides 90-percent- Federal matching for the
reasonable costs (less any related fees collected) of conducting the
demonstration projects. Such amounts would be paid under the State's
medicaid program. The, committee anticipates no net cost since the
redaction in medicaidcosts resulting from the prevention or postpone-
ment of expensive care in institutions should more than offset the costs
of training and provision of home health aide-homemaker serv-
ices. It is anticipated that hospital stays may also be shortened-or
even avoided-because of the availability of these services. The welfare
burden should be eased to the extent that those trained ultimately
find regular employment in the health care field-outside of thisprogrm

The bll limits demonstration projects to a maximum of 4 years
plus an additional period up to 6 months for planning and develop-
ment and a similar period for final evaluation and reporting. The
Secretary is required to submit annual evaluation reports to the Con-
gress and a final report not more than 6 months after he has received
the final reports from all the participating States.

Consistent with responsible administration, the committee expects
that the Secretary will act expeditiously in implementing this program
with a minimum of regulatory delay and a maximum of formal and
informal cooperative-effort with the States which have demonstrated
interest. In the interest of expeditious and effective implementation
of e rogram, the Secretary is authorized to waive formal solicita-
tion approval requirements.

sErION 2fl-GAM&f" TO REGIONAL PEDIATRIC PULMONARY CENTERS

This section of the bill is identical (except for effective dates) to an
amendment approved by the Senate in 1972 and 1978.

The bill anthori up to $5 million mmusily for grats to public
priva regions! pediatric pulmonary centers which are

(ortaffl(ntnd with) institutions of higher learning. These
~are to asit mntitonsB in the training of health care penonnol

and p ii needed services or children and young Sdults suffering
rocm ar dhiea

8RCDHW 267-A3MD UM OF AX E CASf rLINXAiXG
ADmRNTA&'ON

The bill provides that the Adminitrator of the Health Cue Fi-
naming Amitratio would be appointed by the President
with the advice and consent of the Seate. The provision would apply
ho aiuisu appointed to the position after the dafte of enctmnt.

The h CamFinancingAdministratium (HCFA) is the ay
Ith eatu of HealtW Eductia, and Welfare epni.fo

eeordfnitio and poliqmakina for the med iare and
medicid pmgrs=L It was establid by the Administtioc in erly
M2 in order to Provide t mea for the ordery eousl.dstio. ad
ardimtim on e m two major health Consistent wth

tiwe objsdiva dhe activities sad "-'trbt fteehat
progam won mwpgd is eim. h..k
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The Administrator of this agency should be an individual expen-
enced and knowledgeable in health care and health care financing with
full awareness of the complexity of the issues involved. The Adminis-
trator of the Social and Rehabilitation Service (an office now termi-
nated) required appointment by the President and confirmation by tie
Senate primarily because of his responsibility for medicaid. The com-
parable position of the Commissioner of Social Security requires Presi-
dential appointment and Senate confirmation.

SECTION 268-PRO FAcIPATION BY CERTAIN PRACTITIONERS

The bill requires local Professional Standards Review Organiza-
tions (PSRO's) to involve health care practitioners who hold inde-
pendent hospital admitting privileges in the review of care ordered
or rendered by these practitioners.

Under present, law, membership in a professional standards review
organization is limited to licensed doctors of medicine or osteopathy
engaged .in the practice of medicine or surgery in the organization's
area.-This membership requirement is based on the ,premise that only
physicians are qualified to judge whether services ordered by other
physicians, particularly in a hospital setting,.are medically necessary.
Moreover, to assure the effective review of hospital services, the law
requires that PSRO physicians engaged in the review of the medical
necessity for hospital care must be active hospital staff members. How-
ever, the committee notes that the provision of health care services fur-
nished in a hospital setting may involve orders by independent health
professionals other than physicians; for example, dentists, and po-
diatrists. Since such health professionals hold hospital admitting priv-
ileges in many jurisdictions and are ordering services for which pay-
ment may be made under medicare and medicaid, the committee be-
lieves it is appropriate to provide the opportunity for such profession-
als to participate in the evaluation of these services.

The bill therefore requires local PSRO's to formally involve health
care practitionerswho hold independent hospital admitting privileges
in the review of institutional services prodod by such peons.The
committee notes however that these practitioners would not be mem-
bers of the PSR. Further, the bill retains the requirnnnt of exist-
ing law that only doctors of medicine or osteopathy may make final

determinations with respect to the services performed by other M.D.'s
and D.O.'s.

SECTION 269-N O?4FYSICIAK MEBBEkSHW ON NATIONAL PROFESSIONAL
STANDARDS REVIEW COUNCIL

The bill expands the membership of the National Professional
Standards Review Council to include a doctor of dental surgery or
dental medicine and a registered nurse.

Under present law, membership on the, National Council, which
advises the Secretary on policy and administrative matters relating
to the PSRO program, is limited to doctors of medicine and osteop-
4thy. The committee believes, however, that since the National Coun-
oil Is responsible for providing policy and administrative -advice on



all services covered under medicare and medicaid including services
furnished by dentists and nurses, such a limitation on membership
moderates, to a certain extent, the effective performance of the Coun-
cil's function. The delivery of high-quality health care is dependent
upon. the coordination of a multiplicity of services. While the physi-
cian's part in this process is crucial, it is recognized that he must often
consult with and rely upon the professional judgments of nurses and
dentists. In light of the important role played by these health pro-
fessionals, particularly nurses in the review process, the committee be-
lieves there is a need to strengthen their participation in the PSRO
program.

Recognition of registered nurses is warranted because they rep-
resent the largest health care discipline in the Nation. The potential
for nurses to affect the overall quality and use of health services is
probably greater than that of any single health professional group
other than physicians.



III. BUDGETARY IrPACT OF THE BnL

In compliance with paragraph 6(a)- of Rule XXVII of the Stand-
ing Rules of the Senate and sections 308 and 403 of the Congressional
Budget Act, the following statements are made relative to the coqtsand budgetary impact of the bill.

The committee proposes to meet the requirements of the second con-
current resolution on the budget for fiscal 1980 in the manner outlined
in the budget allocation report submitted by the committee to the
Senate on November 29, 1979 (Senate Rept. No. 96-432). In the Health
fictionn of the budget, the committee has indicated in that report that
it will recommend legislation reducing Federal spending for 1980 by a
net $0.7 billion. The committee has previously reported legislation
(S. 1204) related, to the establishment of a Child Health Assessment
Program (CHAP) and to medicaid matching for the territories. That
legislation, as reported and with a modification which has been agreed
to by the Committee, will increase Federal outlays by $28 million in
fiscal year 1980. H.R. 934 as indicated below will reduce Federal spend-
ing in fiscal 1980 by $699 million. The impact of these two bills is,
therefore, consistent with the health category savings of $0.7 billion ili
the allocation report.

COMMITTEE ESTIMATES
ESTIMATES BY THE COMMITTEE OF THE COSTS AND SAVINGS OF THE BILL FOR FISCAL YEARS 1980-84

COMMITTEE ESTIMATES OF THE COST IMPACT OF THE BILL

[In millions of dollars

Cost Impact in fiscal year)

Pmvision 1980 1981 1982 1983 1984 5-yr total

See. 101: Tax relief for Brian and Vera W. Hall-
Se. 202: Criteria for determining reasonable

cost of hospital services ------------------
Sec. 203: Payments to promote closing and

conversion of underutilized facilities --------
See. 204: Federal participation in capital

expenditures ---------------------------
Sec. 205: Rate of return on net equityfor for-

profit hospitals .........................
Sc. 206: Coordinated audits under the Social

Security Act
Se. 2GB: Flexibility in application of stand-

ards to rural hospitals -------------------
Sac. 209: Certification and utilization review

bymdriatrists .. -----------------
Sec. 210: Apportionment of provider coss ...
Sac. 211: 'Reimbursement of inappropriate

Inpatient hospital services ...............
Se. 212: Conversion to long-term care

foclity ------------------------
Sec. 213: PSRO review of hospital admissions,

routine testing and preoperative stays ....
Sec. 221: Hospital providers of long-term care

services -----------------------------
Sec. 222: Medicaid certification and proval

of skilled nursing and Intermediae care
facilItie intermediate sanctions ---......

Sa. 223: Visits away from institution by
patients of skilled nursing or intermediate
care facility --------------.--------

Sec. 224: Study of availability and need for
skilled nurslmjfacility services under medl-
care and medaad --------------------

Sec. 225: Study of criteria employed for clas-
sifying a facility as a skilled nursing facility.

-950.0 -1,400.0
-8.9 -23.6

-37.0 -40.1

-2, 050. 0
-43.7

0

78. 8

-43.2 -46.7

0 0 0 0 0 0
-183.0 -209. 7 -241.8 -278.8 -321.2 -1,234.5

-100.0 -150.0 -200.0 -250.0 -300.0 -1,000.0

6.0 30.0 24.0 0 0 60.0

-125. 0 -150.0 -200.0 -250.0 -300.0 -1,025.0

0 0 0 0 0 0

0 0 0 0 0 0

-4,600.0

-78.0
0

260. 1
-184.0

0



COMMITTEE ESTIMATES
ESTIMATES BY THE COMMITTEE OF THE COSTS AND SAVINGS OF THE BILL FOR FISCAL YEARS 1980-84

COMMITTEE ESTIMATES OF THE COST IMPACT OF THE BILL

[in millions of dollars]
Cost impact in fiscal year)

Provision " 1980 1981 1982 1983 1984 5-yr total

Sec. 226: Presumedcaverage provisions,.---
Sec. 2l2:Reimbursement rates. under medi-

caid for skilled nursing and Intermediate
care facilities ---------------------------

Sec. 228: Home health benefit provisions -----
Sec. 231: Agreements with physicians to

acceptassignments --------............
Sec. 232: Use of approved relative valup

schedule-- ..-.........----------------
Sec. 233c Teaching physicians --------------
Sec. 234: Certain surgicJ procedures per-

formed on anamnbulatory gasis- .
Sec. 235: CrIteria for determing reasonable

charge ot, ihysjcians' services ........
Se. 236: Disdlosurwdf egirngta payment tophyician------------..............
Sec. h37: Panitent for certlain antigens under

pt. Bqfimedicar ------- --- ........---.
Sc. 238: Payment under medicare of certain

physicians' ftok on account of services
provided to a deceased Individual --------

Sec. 239- Physiciai's? treatment plan for
speech pathology --------------------

Sec. 240: Study of payment procedure for
durable medicalaquipment -------

Sec. 241: Deduptible not.applicable to ex-
penss for certan Inddpendent laboratory
tests -----

Sec. 242: Deductible not ap p ic feto expenses
for rural health clinic services ------------

Sec. 243: Com rohensive outpatient reba-
hilitation ios -............. __.-.....

Sec. 244. Ambulance services--------- -..
Sec. 245: Coverage under medicare of certain

denths' services ------- --------------
Sec. 246: Coverage under medicae of otto.

metrist'sonices with respect to aphak a._
Sec. 247. Chiropractic services ----------....
Sec. 248: Treatient of planter warts --------
Sec. 249: Limitation on reasonable cost and

reasonable charge for outpatient services...
Sec. 251: Confidentiality of 'PSRO data -------
Sec. 252: Procdures for determining reason-

ablie cost slid charge .............
Sec. 253: Repeal of sec. 1867- ..... .---_
Sec. 254: Development of uniform claims

formrfor useunder health care prorimt-'_
Sec. 255: Medicare liability where payment

can be made under liability insurancesPal : --V --- - -
Sec. 25f:udicial district in which providers
m a y o b t a in j u d ic ia l r e v ie w ........I

Sec. Z57; Resouasoof medicaid applicant ....
Sec. 258: Payment for laboratory services and

certain medical devices under medicaid--.
Sec. 25g:Authorlty for certain States to-buy-

in coVrages iderplt. B of modibare for
certain m.Iicaid ewpiet... r..------

Sec. 260: Extensinof period for funding of
State nmidtcid laud control, udt..... ....

Sec. 261 MNlca mnts to Stoe;
Sec. 22 -Nttictang6 State office .i -----
Sec 263: ver, o WVlan ei t ntion

Sec. 26 f; Dteloaur eiolcid nformaiop..
S 265: Damonstratl projects for training

Pnd 4-mpbymentA'of AFOG recipients asno pa'era and boe health a"ldes. -----
Sec. 266t Grant to'aglonal" peiatrlc pul-

Sec. 7 diinlsjtr ofIHCFASe&I@26BPSRo.pbtidhftlon by certain prt-
SeeAi jan iycian m... ------- --ns-tldneLslBIO qounci -... . ........

Grand ttaL---------------.-, ...

-57. 9 -101.3

0 0

-26.0 -61.7
0 0

-25.7
0

-145.3

0
-8.1

-- 38.0

.6
14.8
0
a

0

-6.1
5.0
0

0

0

.2 .3 .3

0 0 0

0 0 0
o o o

0 0 0

0 0 0

12.8 14.7 16.9
1.3 1.5 1.7

19.1 21.9 25.2
1.4 1.6 1.8

27.3 31.3 26.1
2.7 3.1 3.6

-71.3 -81.5 --93.1
0 0 0

-63. -77.9 -95.7
0 0 0
o D 0

-209.8 -241.9 -278.5

o 0 0
-11.7 -16.1 -17.7

-- 42.3 -33. 4 -21.9

-32.0 -43.6

-WS& 9 -881.6 -1,803.8 -2,490.0 -3,378.'9

85. 7

0

0
0

-201.4
0
0
1A

7.0
122.6

13.2

-- 333.6
0

-62.4
0
a

-970.5
0-58.6

-152.4

"9, 2%3 2



The above table represents the Committee's best estimate of the net
impact of the bill on Federal expenditures. During the course of con-
sidering the bill and preparing the report, the Committee received esti-
mates of the cost of provisions prepared by the Congressional Budget
Office. A formal estimate was received from the Congressional Budget
Office on October 25, 1979. This CBO estimate is included in this report
following this segment. The OBO estimate differs in some respects
from the Committee estimates shown in the table. A discussion of the
reasons fdr the Committee estimates and areas of difference with the
CBO estimate is given below.

Section AO-Criteria for determining reasonable cost of hospital
services.-The Committee estimate of savings for section 202 is con-
siderably higher than that of CBO. The reason for the difference is
because CBO assumes that the provisions of the section will apply only
to adjusted hospital routine costs and not extend to hospital ancillary
services or other types of facilities during the five-year period. In view
of statements by the Administration that it expects to go to a "case
mix" basis of reimbursement in FY 1981, which by definition would
include ancillary hospital costs, the Committee believes the CBO esti-
mate is unrealistic. In earlier work prepared for the Committee, CBO
had estimated the savings which would accrue to Medicare and Medic-
aid if increases in reimbursement for hospital ancillary costs were lim-
ited to increases in the cost of a "market basket" of goods and'services
used in producing the ancillary services. The Committee estimate of
costs under the bill are based in part on estimates of savings due to
the ancillary cost limit equal to one-half of the savings estimated by
CBO to reflect expectations of additional costs due to allowance to
hospitals for appropriate increases in the intensity of services as well
as payment of incentive allowances. No savings are included in the
Committee estimate for fiscal year 1980 and, despite the Administra-
tion's anticipation of inclusion of ancillary services through the case
mix approach in 1981, a total of only $200 million in savings is shown
in that year under the Committee estimate for both routine and an-
cillary costs. The Committee believes it is reasonable to assume that
ancillary costs will be encompassed under section 202 authority during
fiscal year 1982 and subsequent years.

Section 211-Reianbusement of inappropriate inpatient hospital
uervice.-The Committee has received extensive information and tes-
tifnony regarding the magnitude of inappropriate use of high-cost
hospital beds by Medicare and Medicaid patients who are in need of
long-term skilled nursing facility and intermediate facility care. More
recently, extensive testimony was received at hearingS held by the
Committee on September 18 and 19 of this year. The information is
such as to clearly indicate that reductions in cost as a result of the
Committee amendment can reasonably be anticipated to be of sub-
stantially greater magnitude than that included in the OBO estimate..Section 213-PSRO review of hospital ad4misaions, routine testing
and preoperative stays'--For reasons similar to those outlined in th-?
disussion of the Comittee's estimate of savings under section 211,
the CBO estimate of savings for this section has been k'creased.
PSRO's have testified and provided information to the Committee
concerning widespread inappropriate admission of patients on week-
ends for elective procedures and services where the hospital was mnot



equipped or staffed to provide the necessary care. Similarly, they have
highlighted extensive routine overtesting of patients and excessive
preoperative stays for elective procedures.

Seo"tin 28, 45 and 247.-With respect to these sections, the Com-
mittee's estimate differs with that of CBO only for fiscal year 1980.
The difference results from the Committee's decision to postpone effec-
tive dates of these sections-decisions made subsequent to preparation
of the OBO estimate.

The estimate prepared by the Congressional Budget Office is printed
below:

CONGRESSIONAL BUDGET Orricm CosT ESTIMATE
October 25, 1979.

1. Bill number: H.R. 934.
2. Bill title: Medicare-Medicaid Administrative and Reimburse-

ment Reform Act of 1979.
3. Bill status: As ordered reported by the Senate Committee on

Finance on June 28, 1979.
4. Bill purpose: The bill contains sixty provisions, almost all of

which amend Title XVIII (Medicare) and/or Title XIX (Medicaid)
of the Social Security Act. The overall thrust of the bill is to generate
savings to these programs, although there are a number of benefit
expansion provisions which offset a portion of the savings. Further-
more, 31 provisions have little or no cost impact because they provide
either for administrative and technical changes or for studies of
various aspects of program reimbursement procedures. What follows
is a brief description of the major provisions in the bill which have a
cost or savings impact.

Section 202 of the bill would establish a new method of reimbursing
hospitals for routine operating costs under the medicare and medi-
cai d programs. Routine costs greater than 115 percent of the average
for similar hospitals would not be reimbursed. The upper limit would
be lowered relative to the average each year as a result of the method
that would be used to calculate limits for groups of similar hospitals.
Hospitals with costs below the average would receive bonus payments.
The section also would establish a Health Facilities Cost Commis-
sion which would study the problem of rising costs and make recom-
mendations as to further measures to contain them.

The bill contains several other provisions that would affect hospital
reimbursement. Section 203 would provide for payments to hospitals
that close, or convert to alternative uses, facilities that are under-
utilized. Section 204 would change the current law limitations on
medicare and medicaid payments related to capital expenditures by
health care facilities and home health agencies. Section 205 would
increase the rate of return on net equity allowed for purposes of medi-
care reimbursement to properietary hospitals. The amount of in-
crease allowed a particular hospital would be tied to its performance
under the limits on routine costs established by Section 202. Section
210 would eliminate special differentials paid by medicare for some
cost items of hospitals, nursing costs in particular. Section 211 would
require that medicare and medicaid reimbursement be made for the
level of care appropriate to a medicare or medicaid patient's needs re-
gardless of the setting in which the care was rendered. This provision
is designed to prevent payment at hospital rates for care rendered pa-

49-261 0 79 6



tients who would be more appropriately treated in nursing homes 'or
detoxification facilities. Section 212 would establish a program of
grants and loans to encourage the conversion of underutilized hos-
pital space to long-term care facilities. Section 213K would direct Pro-
fessional Standards Review Organzations (PSRO's) to review theappropriateness of early hospital admissions, routine laboratory- tests,
and preoperative stays.t

The bill contains several provisions relating to skilled nursing facili-
ties, intermediate care facilities, and home health care. Section 221
would make it possible for small hospitals to use underutilized beds'for
skilled nursing care without having to establish formally a skilled
nursing facility. Section 227 would modify the medicare reasonable cost
criterion as it relates to reimbursement of nursing homes 'by state
medicaid programs. Section 228 Would expand the medicare home
health benefit by removing the three-day prior hospitalization require-
ments under Part A and by removing the one hundred visit limitation
under both Parts A and B. The provision would establish new admm-
istrative procedures to aid in moderating the rise in the cost of home
health care.

The bill includes a number of provisions which would affect-the scope
and reimbursement of services rendered by a variety of health care
practitioners. Section 231 would provide for faster processing of claims
for physicians who agree to accept assignment. Under Section 234,
physicians performing surgery in their offices would be compensated
for their services through all-inclusive, prospectively established rates,
provided that they accept assignment. Section 235 would change the
criteria for determining reasonable charges for physicians' fees by lim-
iting the difference: between the highest local fee and the statewide
median fee for a procedure to one-third of the statewide median. Sec-
tion 243 would establish comprehensive outpatient rehabilitation cen-
ters as a new class of provider under medicare. Section 245 would pro-
vide that dentists be reimbursed for dentally-related procedures for
which reimbursement is currently made only if they are performed by
a physician. The section also would provide for coverage of dentally-
related hospital stays where hospitalization is warranted by either the
severity of the patient's condition or the dental condition. Section 249
would place limits on reasonable cost and reasonable charge for out-
patient services by relating them to the costs of the same services per-
formed in a physician's office.

Finally, the bill contains a variety of other provisions whiQh would
affect the medicare and medicaid programs. Section 255 would provide
that the liability of the medicare program be secondary to that of an
accident or automobile insurance program for care rendered an acci-
dent victim eligible for medicare. Section 257 'would prohibit medicaid
applicants from disposing of assets at less than fair market value in
order to obtain program eligibility. Section 258 would provide for com-
petitive bidding arrangements under medicaid for purchase of labora-
tory services and medical devices such as eyeglasses and hearing aides.
Section 259 would allow states that have not done so already to make
arrangements to buy medicare Part B coverage for their medicaid re-
cipients who are also eligible for medicare. The section also would al-
low states to buy Part B coverage for their medically needy (non-cash
assistance) recipients if they have not done so already. Section 261
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would extend to all states a change in the method by which they are
reimbursed by the federal government for their medicaid costs. Section
265 would provide for demonstration projects for the training and em-
ployment of AFDC recipients as homemakers and home health aides.

[By fiscal years, in millions of dollars]

1980 1981 1982 1983 1984

(a) Direct spending provisions:
Medicare (function 550):

Estimated budget authority:
Sec. 259: Authority for State medicaid plans to buy

medicare pt. B coverage-.
Estimated outlays:

Sec. 2Q2: Criteria for determining reasonable cost of
hospital services:

Routine cost limits ..............
Payments to States for hospital cost control

commissions .............
Sec. 203: Closure and conversion of underutilized

hospital facilities ..............
Sec. 205: Rate of return on net equity for proprietary

hospitals -------------------------
Sec. 206: Coordinated audits ----------------------
Sec. 210: Apportionment of provider costs ----------
Sec. 211: Reimbursement for inappropriate hospital

services ------------------------
Sec. 212: Conversion to LTC facility .........---..
Sec. 213: PSRO review of routine testing and pre-

operative stays ....................
Sec. 228: Home health benefits..-
Sec. 234: Ambulatory surgery --
Sac. 235: Criteria for determining reasonable charge

of physicians' services ....
Sec. 237: Payment for antigens.._............
Sec. 243: Outpatient rehabilitation services -------------
Sec. 244: Ambulance services .......................
Sec. 245: Coverage of certain dentists' services ---------
Sec. 246: Coverage of aphakia treatment..
Sec. 247: Chiropractic services--
Sec. 248: Treatment of plantar warts ------------------
Sec. 249: Limiton reasonable cost of outpatient services.
Set. 252: Procedures for determining reasonable cost----
Sec. 255: Medicare liability secondary to accident policy

liability_ -------------------------------------
Sec; 259: Authority forState medicaid plans to buy medi-

care pt. B coverage --------------------------------

10. 0 130. 0 160. 0 175. 0

.3 3.3
0 -1.5

3.2
-3.0

-183.0
-11.0

1.0

-22.0
7.6

-6.2

0 -5.0
.1 .21.5 11.o0
.5 1.1

14.0 16.4
1.0 1.2

15.0 23.4
1.5 2.3

?2.0 -52.7
0 -21.4

-7.3 -19.4 -36.0

59.1
-7.1

-241.8

-29.7
4.0

-60. 2
21.2

-24.7

-10.0
.2

12.8
1.3

19.1
1.4

27. 3
2.7

-61.3
-52.6

- 34.5 -40.0
0 0

-95.0 -145.3 -209.8 -241.9 -278.5

Total, medicare outlays --------------------- ___.-296.2

(b) Amounts subject to appropriation action:
Medicaid (function 550):

Required budget authority ...........................
Estimated outlays:

Sec. 202: Criteria for determining reasonable cost of
hospital services:

Routine cost limits ----..------..................
Payments to States for hospital cost control com-

missions.
Sec. 203: Closure and conversion of underutilized

• hospital facilities -----------------------
Sec. 206: Coordinated audits ......................
Sec. 211: Reimbursement for Inappropriate hospital

services ----------..----------.......
Sec. 213: PSRO review of routine testing and pre-

operative stays -----------------------
Se. 228: Home health benefits ............. ...
Sec. 249: Limit on resonable cost of outpatient serv-

ices ------------ -I -------------------
Sec. 252: Procedures for determining reasonable

cost and charge ......................
Sec. 257: Resourcesof medicaid applicant..-------..

'Sec. 258: Payment fdr laboratory services and medi-
cal devices .....................

Sec. 259: Authority for State medicaid plans to buy
pt. B medicare coverage ..............

Sec. 260: Extension of funding for State fraud con-
. trol units ---------------------------

Sot. 261: Medicaid payments to States ...........
Sec. 265: Demonstration projects for training AFDC

recipients-----------..................

-387.3 -420.7 -528.2 -675.8

-51.5 -110.0 -176.3 -204.9 -219.1

0 -10.0 -15.0 -20.0

.1 .6 .8
-. 3 -LB4. 0 -3. -33. 0 -4.2 -7.7

-35.6 -38.5

-9.7 -22.2 -25.4 -29.0 -33.1

-2.2 -4.9
-1.0 -2.2

-4.0 -9.0
0 -4.3

-5.0 -8.1

-16.8 -38.0
.1 ,1

0 14.8
-158.0 0

1.0
Total, medicaid outlays ---------------------- -209. 5

-6. 0
-110.0

-5.5 -6.0
-2.5 -2.7

-10.0 -11.0

-10.5
-11.7
-42. 3

.1

4.3
0

-13.0 -16.0
-16.1 -17.7

-33.4 -21.9

-29.0 -40.0 -44.0
-176.3 -204.9 -219. 1
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[By fiscal years, in millions of dollars)

1980 1981 1982 1983 1984

(b) Amounts subject to apiopriation action-Continued
Medicaid (function 5D)-Continued

AFDC (function G00):Required budget authority:
Sec. 265: Demonstration projects for training AFDC

recipients ---------------------------- 0 -. 6 -3.0 -3.6 -4.2
Estimated outlays:

Sec. 265: Demonstration projects for training AFDC
recipients --------------------------- 0 -. 6 -3.0 -3.6 -4.2

Other provisions (function 550):
Authorization level:

Se.. 202: Health facilities cost commission (esti-
mated)-------------------- .-. 2 .2 .2 .3 .3

Sec. 212: Conversion to LTC facility-------------50.0 0 a 0 a
Sec. 259: Authority for State medicaid plans to buy

pt medicare cover e(estimated)..- .2 .2 .2 .3 .3
Sec. 266: Grants to regional pediatric pulmonary

centers ----------------------------. 5.0L 5.0 5.0 5.0

Total --------------------------------------- 55,4 5.4 5.4 5.6 5.6

Estimated outlays:-
Sec. 202: Health facilities cost commission (esti-

mated) ----------------------------- .2 .2 .2 .3 - .3
Sec. 212: Conversion to LTC facility ---- ----------- 5.0 25.0 20.0 0 0
Soc. 259: Authority for State medicaid plans to buy

pt B medicare coverage -------------- .2 .2 .2 .3 .3
Sec. 266: Grants to regional pediatric 'pulmonary

centers -------------------------- 2.5 5.0 5.0 5.0 5.0

Total -------------------------------------- 7.9 30.4 25.4 5.6 5.6

Summary of outlay impact:
Direct spending -------------------------------- 296.2 -387.3 -420.7 -528.2 -675.8
Amounts subject to appropriation action ------------------ 201.6 -80.2 -153.9 -202.9 -217.7

Total ------------------- ------------------------------ 497.8 -467.5 -5748 C -731.1 -893.5

Portions of the bill would reduce future federal liabilities through a
change to an existing entitlement and therefore could permit subse-
quent appropriations action to reduce the budget authority for the
medicaid program. The figures shown as "Required Budget Author-
ity" represent that amount by which budget authority for the medic-
aid program could be reduced, as a result of this bill, below the level
needed under current law.

6. Basis of estimate: This cost estimate assumes enactment.by No-
vember 30, 1979. Effective dates of individual provisions are discussed
below.

SECTION 202---CRITERIA FOR DETERMINING COST OF ROUTINE HOSPITAL,
SERVICES

The costs of the routine cost reimbursement reforms are determined
using estimates provided by the Office of the Medicare Actuary, HEW,
and by adjusting HEW simulations of individual hospitals' costs to
reflect CBO's current policy projections for medicare and medicaid
hospital expenditures for 1980-84 and to account for specific provi-
sions of H.R. 934. The HEW simulations use 1974 and 1975 data from
a sample of hospitals. These sample data are adjusted to represent all
hospitals.

Per diem routine hospital costs are as umed to rise at approximately
12 percent per year during the 1980-1984 period. The upper limit on
reimbursable costs (115 percent of each hospital group average in



1980) will increase each year by a dollar amount equal to about 12
percent of each hospital group's average.

This. bill excludes from routine costs all capital costs, education and
training costs, energy costs, malpractice insurance ,costs, and intern,
resident, and nonadministrative physician costs. These, excluded costs
amount to about 80 percent of total routine costs in all hospitals.

The bill provides much less stringent limits for hospitals with
lengths-of-stay below the average for their groups than for hospitals
with lengths of stay at or above the average. The limit for a hospital
with an average length-of-stay per patient shorter than the average
of its group would equal the greater of : (1) the limits described above;
or (2) the average reimbursement for routine operating costs per ad-
mission for hospitals ni its group times the rospital's number of ad-
missions. The reimbursements could not exceed the actual routine
operating costs of the hospital.

States which have cost containment programs covering medicare
and medicaid would be exempted from the provisions of Section 202.
Since only three state cost containment programs now cover medi-
care, it is assumed that the accrued savings would not be significantly
affected by such exemptions.

The new reimbursement system would take the place of the routine
cost limits already established under Section 223 of the Social Se-
curity Amendments of 11972. The current limits are similar to the pro-
posed limits in many respects. The proposed system would differ from
the current limits in that it would provide that bonuses be paid to
hospitals that experience rates of increase in routine costs that are
below the average for their group. As a result, although the proposed
system would generate gross savings that would exceed those currently
being achieved under the Section 223 regulations, these savings would
be more than offset by the bonuses that would be paid. Therefore, the
provision results in a net additional cost to the Hospital Insurance
(HI) program. Small savings accrue to the medicaid program be-
cause the bonuses would be paid out of the HI trust fund.

In view of the fact that during the last several years both the Con-
gress and the Administration have viewed rising hospital costs as an
important national problem, it is conceivable that the Health Facili-
ties Cost Commission established by Section 202 would move quickly
to recommend implementation of a system of ancillary cost limits
Such lmits would result in additional federal savings, but they can-
not at this time be included in the savings for Section 202 because the
section 4n its current wording does not mandate their establishment.
Moreover, HEW currently has the authority under Section 223 of
P.L. 92-603 to establish a system of ancillary cost limits but has not to
date because of the technical problems involved, Therefore, since such
a system could take a variety of different forms, it is not possible for
CBO to predict or specify the future actions of either HEW or the
Commission with respect to its development and implementation.

The costs of the Health Facilities Cost Commission would be those
of holding the monthly Commission meetings, since the bill states that
HEW would provide the staff and technical support. Salary and travel
expenses of the commission members are estimated to be about $200,000
in fiscal year 1980.



Finally, Section 202 provides funds for the administrative costs of
state hospital cost commissions. The commissions would be reimbursed
by the federal government for a portion of their administrative costs
equal to the proportion that medicare and medicaid hospital expendi
tures represent of all hospital expenditures covered 'by the state cow-
missions. The estimated participation and costs of this provision are:

[By fiscal years, in millions~of dollars)

1980 1981 1982 1983 1984

Number of States 310 12 14 16
Medicare__ .-. .......... $3.3 $4.4 5.6
Medicaid ----------------....... .. . $0.1 $0.6 $0,8 $1.0 $1.3

Net savings for conversions are obtained by multiplying the net sav-
ins for all 15 converted beds per hospital times the number of hospi-
tas adergoing conversions in each fiscal year. Outyear savings grow
in conformance with CBO's latest projections of the rate of growth in
total hospital expense per day, skilled nursing care expenseper day,
hospital construction costs, and the Consumer Price Index (CPI)

Partial closures are assumed to involve 15 beds per hospital for the
same reasons cited in the case of conversion. It is assumed that thespace
made available by a partial closure would be put to some other use, such
as administrative offices or educational facilities. Therefore, conversion
costs per bed are assumed to be one-half those involved in conversion
to a lesser level of care. As in the case of conversion above, it is as-
sumed that these costs would be paid in the form of depreciation and
interest payments over a 20-year period. Interest costs are higher in
the first year due to construction loan financing. Severance pay and
miscellaneous costs are assumed to be the same as in the case of conver-
sion to a lesser level of care. Savings are assumed to be only one-quarter
of total acute care operating costs per bed since the majority of the
fixed costs of the space converted to non-care uses would remain. Net
savings are calculated by multiplying the net savings per bed times the
number of beds closed per hospital (15) times the number of hospitals
undertaking partial closures in each year. Savings in the outyears grow
in the same manner as those for conversion to a lesser level of care.

Inthe case of hospitals undergoing total closure, it is assumed that
only hospitals with less than 200 1.ds would take this action. The aver-
afe number of beds for these hospitals is 80. The annualgrowth rate in
pnt assets per bed for 1974 to 1977 was 11 percent. It is estimated
from this growth rate and American Hospital Association (AHA)
data for 197 that the value of plant assets per bed will be about $69,-
000 and long-term debt per -bed will be about $24,000 in fiscal year 1982.
It is assumed that payment will be made for the long-term debt per bed
less salvage value, which is assumed to be 10 percent of the value of
plant assets per bed. Severance pay and miscellaneous expenses are esti-
mated to be $5400 per bed in fiscal year 1982. The closure payment for
capital debt is assumed to continue to grow at 11 percent per year in
subsequent years. Severance pay costs are assumed to grow at the same
rate as CBO's projections of the CPI. Hospitals with less than 200 beds
have operating expenses per day that are 24 percent below the national
average. It is thus assumed that 76 percent of CBO's latest projection



of the national average annual cost per bed, $116,000, will be saved for
each bed taken out of service. Savings are assumed to grow at the same
rate as CBO's latest projections of total hospital expense per day.

SECTION 205-RATE OF RETURN ON EQUITY FOR FOR-PROFIT HOSPITALS

From American Hospital Association data it is estimated that the
net equity per proprietary hospital in 1977 was $3.0 million. The his-
torical annual growth rate of total assets per proprietary hospital is
approximately 17 percent. This rate is used to project net equity for
fiscal year 1980 and subsequent years. The simulation of the routine
cost limits described in the explanation of the estimates for Section
202 provides the percentage of proprietary hospitals that would be
entitled to a higher rate of return than currently allowed. These per-
centages are applied to the number of proprietary hospitals listed by
the AHAin 7 to yield 376 hospitals that would receive an addi-
tional 7 percent rate of return and 90 hospitals that would receive an
additional 3.5 percent rate of return. The growth rate of 17 percent, the
number of hospitals, the equity figure, and the incremental rate of
return are multiplied to yield a total cost figure. Delays in imple-
mentation and lags due to the phasing of hospital accounting years are
assumed to substantially reduce the cost of this provision in fiscal year
1980.

SECTION 203-PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF
TUNDERUTILIZED FACILITIES

There are three types of activities that could occur as a result of this
provision: conversion of acute care beds to a lesser level of care (con-
version), closure of a portion of a hospital's acute care beds (partial
closure), and complete closure of an entire acute care hospital. CBO
assumes that conversion will be the predominant activity and that only
a few total closures will occur. The provision limits to 50 the number
of hospitals which may receive transitional allowances prior to Jan-
uary 1, 1983. Given the delays that would be incurred in establishing
the Hospital Transitional Allowance Board and in processing apph-
cations, it is assumed that no allowances will be granted nor any sav-
ings realized until fiscal year 1981. It is further assumed that 49 hos-
pitals will receive payments during fiscal years 1981 and 1982 and that
50 hospitals will receive payments in each fiscal year thereafter. The
allocation of approved applications by type of activity is assumed to be
as follows:

[Number of hospitals, by fiscal year]

1980 1981 1982 1983 1984

Conversi on------------------ -------- 0 12 24 36 38
Partial closure ----------------------- 0 4 8 12 12
Total closure ------- -------- -------- 0 0 1 2 2

For hospitals undergoing conversion, it is assumed that only hos-
pitals with less than 400 beds will undertake such projects since hos-
pitals with over 400 beds have occupancy rates close to 80 percent.
Fifteen beds out of an average of 120 beds per hospital are assumed



to be converted since this would raise the acute care occupancy rate
from an average of 65 percent to 74 percent. The conversion cost per
bed in fiscal year 1981 is assumed to be $30,000, of which $25,000 is for
renovation and $5,000 is for severance pay and other miscellaneous ex-
penses. 'Tne renovation costs are assumed to be reimbursed over a 80
year period (the maximum permitted by the provision) in the form of
reimbursement allowances for interest and depreciation. Interest costs
in the first year are assumed to be higher than in subsequent years since
it is likely that a construction loan would be the financing instrument
during the actual renovation process. This loan would be rolled over
into a 20 year mortgage after completion of the conversion. Severance
pay and miscellaneous costs are assumed to be a once-only payment
during the first year.

Savings from conversion are assumed to be generated by a transition
from acute care to skilled nursing care. It is assumed that the Transi-
tional Allowance Board will approve projects only for areas where
shortages of nursing home beds exist. The converted beds are assumed,
therefore, to be utilized to full capacity and thus to be filled at a 95
percent occupancy rate. All 15 converted beds per hospital are as-
sumed to save one-half of the yearly operating cost of an acute care
bed. Seven of the beds are assumed to be filled with skilled nursing care
patients occupying acute care beds and awaiting placement into a
nursing home. Based on CBO's projections of hospital expenses per day
and medicare skilled nursing care expenses per day, a savings of $90
per day in fiscal year 1981 is assumed for these patients. These savings
are assumed to be offset by a 40 percent refining of the vacated
acute care beds at $283 per day. Another seven beds are assumed to be
filled by previously uninstitutionalized skilled nursing care patients at
a cost of $55 per day in fiscal year 1981. One bed is assumed to remain
unoccupied and to generate fixed costs of 80 percent of the skilled
nursing care daily rate.

SECTION 206---COORDINATED AUDITS

Sixteen states presently do not have coordinated audit programs.
HEW estimates the savings for fiscal year 1980 to be $28.0 million for
medicaid and $6.0 million for medicare. CBO assumes that delays in
implementation will cut the savings in half in the first year. Outyear
savings are inflated by CBO's current~projections of the annual rate of
increase in the Consumer Price Index.

SECTION 210-APPORTIONMENT OF PROVIDFR COSTS

The savings of this provision are estimated to result from the elimin-
ation of the 8.5 percent differential for routine nursing costs cur-
rently allowed under medicare reimbursement. HEW estimates that
this differential adds a one percent increment to medicare outlays for
inpatient benefits. Data on hospitals' revenue and cost centers show
that about 35 percent of revenues come from the general medicine and
surgery cost centers and that 55 percent of all costs are nonphyiscian
wages and fringe benefits. CBO assumes that 60 percent of these
costs are attributable to routine nursing. First-year savings are de-



rived, by applying these factors to projected medicare hospital ex-
penditures in fiscal year 1980. Outyear savings are projected to grow
at the same rate as total Hospital Insurance (HI) outlays. Fiscal year
1980 savings are reduced by 25 percent to account for delays in imple-
mentation.

SECTION 21 1-REIMBURSEMENT FOR INAPPROPRIATE INPATIENT
HOSPITAL SERIES

A statewide one-day census of all hospitals conducted recently by
the PSROs in New York state revealed that 5 percent of all patients
occupying acute care beds actually required long-term or other less
intensive forms of care. Most of these patients receiving inappropriate
acute care were medicare or medicaid beneficiaries, 60 and 25 per-
cent respectively. A study by a New York PSRO provided data on
the average length-of-stay of such patients. CBO assumes that 80
percent of the days in excess of national norms would be affected by the
provision. It is calculated from this assumption and the New York
PSRO data that the number of hospital days reimbursed at a lower
rate would be 16 per medicare patient and 33 per medicaid patient.

The provision exempts geographic areas that do not have excess
hospital beds. It is estimated on the basis of data provided by the
Health Resources Administration that 10 percent of all beds, and
thus 10 percent of the national average daily census, would be ex-
empted. It is further assumed, on the basis of data contained in the
New York PSRO study, that 90 percent of the affected patients would
not be placed immediately into alternative care settings. Based on
CBO's latest projections of national hospital expenditures, an aver-
age daily census of 731 thousand is estimated for fiscal year 1980 and
is projected to grow to 766 thousand by the end of fiscal year 1984.

A savings of $80 is assumed in fiscal year 1980 for each day reim-
bursed at a lower rate. This grows to $130 per day in fiscal year 1984
as a consequence of the difference in the projected growth rates of hos-
pital expenses per day and nursing home expenses per day. A first-
year savings of $22.1 million in medicare and $19.5 million in medicaid
is calculated for fiscal year 1980 and is assumed to be reduced in half
to account for an April 1, 1980 effective date. Outyear savings grow
consistent with the increase in the national average daily census and
the projected savings per day.

SECTION 212--CONVERSION OF LONG-TERM CARE FACILITY

It is assumed that the $50 million authorized for fiscal year 1980 will
be fully appropriated and that 10 percent will be spent in the first
year, 50 percent in the second year, and the remainder in the third
year. It is further assumed that loans out of the HI trust fund will
be 20 peAtent of the grants made in each year.

SECTION 213-PSRO REVIEW OF HOSPITAL ADMISSIONS, ROUTINE TESTING,
AND PREOPERATIVE STAYS

Savings from eliminating unnecessary routine tests are estimated
on the assumption that six tests costing about $65 would be involved.



It is estimated that in fiscal year 1980 there will be 10.4 million short-
stay admissions under the medicare program. Of these it is estimated
on the basis of HI discharge data that 65 percent will be for non-
surgical procedures. Based on a study by Blue Cross it is assumed that
in 75 percent of these admissions the affected tests are done routinely.
It is further assumed that 10 percent of these tests would be reduced
by the increased priority placed by the provision on the review by
PSROs of their necessity. The foregoing-assumptions yield, through
a multiplicative relationship, first year savings in HI outlays of $33
million in fiscal year 1980. These are assumed to be reduced in half in
fiscal year 1980 due to delays in implementation. Outyear savings are
projected to increase by both the rate of growth in medicare hospital
admissions, 5 percent per year, and by OBO's latest projections in the
rate of growth in the medical care services component of the Consumer
Price Index. These tests are calculated to cost about $280 million infiscal year 1980, of which 15 percent is assumed to be saved.

It is estimated for fiscal year 1980 that there will be about 6.8 million
preoperative days of care tfor elective surgical procedures financed
by HI. On the basis of recent findings by a OBO study of PRSOs,

is assumed that 2 percent of these days would be elminaated. At
an assumed $132 in routine costs per day first year savings would be
$17.9 million. The savings are partially offset by $5.1 million for
administrative costs. Due to delays in implementation, first-year say-
ugs ar assumed to be halved. Outyear savings are.projected to in-

crease by both the rate of growth in H surgical admissions, 7 percent
per year, and by CBO's latest projections of the rate of increase in
hospital expense per day.

Medicaid savings are assumed to be 20 percent of total medicare
savings, based on the relative shares of total hospital expenditures
financed by these two programs. Outyear savings are projected to
grow at the same rate as total medicaid outlays.

SECTION 2 2 8-HOME HEALTH BENEFIT PROVISIONS

Medicare data for calendar year 1977 show that about 15 thousand
people reached the hundred visit limit under Part A or B. CBO as-
sumes that one-third of these people would use about 40 extra visits
each per year at a cost of $30 per visit in fiscal year 1980. It is further
assumed that one million people covered by HI do not have SMI
coverage. These people would be eligible to receive extra visits under
the provision. On the basis of. medicare data on home health utiliza-
tion rates it is calculated that six thousand people would incur 30
extra visits each at a cost of $80 per visit.The resulting cost figures are aged to 1980 to account for a 10 per-
cent per year growth in the home health patient population since 1977.First year costs are reduced in half to account for an effective date of
April 1, 1980. Outyear costs are projected to grow at the substantial
rates of program growth experienced in the past several years with
some tapering off in the growth rate expected by fiscal year 1984.

Medicaid savings are estimated to be generated by the transfer of
about four thousand people back to medicare financing. Each person
is issumed to incur 50 visits at a cost of $30, of which 27.5 percent



would be incremental federal costs. First-year savings are reduced in
half to account for the provision's effective date. Outyear savings are
projected to grow at the same rate as the medicaid program.

The section also provides for administrative changes in the home
health reimbursement mechanism. It is assumed that these changes
would generate modest savings in the outyears.

SECTION 243---CERTAIN SURGICAL PROOEDURFS PERFORM ED ON AN AMBULA-
TORY BASIS

The parts of this section which provide for reimbursement for sur-
gery done on an ambulatory basis will result in both savings and costs
to the medicare program. Savings are generated by the lower cost
of minor surgery done in an ambulatory rather than an inpatient set-
ting. Costs are generated by the likely increase in the number of
minor operations done because of the greater convenience to patients
of an ambulatory setting.

Medicare hospital discharge data for 1977 show that 43 percent of
HI expenditures for short-stay hospital services is spent for surgical
procedures. A three-year study of the costs and quality of surgery
performed in different settings which was done by the Orkand Corpo-
ration for HEW showed that the total costs of minor surgery done in an
ambulatory setting is about 25 percent less than what it is in an in-
patient setting. The study also showed that in the Phoenix area about
six percent of all surgical procedures financed by medicare were per-
formed in an ambulatory setting. CBO assumes that minor operations
cost 60 percent of the average cost for all surgical procedures financed
by medicare. It is further assumed that .5 percent of all medicare-fi-
nanced operations will be done in an ambulatory setting in fiscal year
1980 and that this figure will increase to 6 percent in fiscal year 1984.
These assumptions, combined with a 25 percent savings rate per opera-
tion and CBO's projections of the growth in HI outlays, produce sav-
ings to the medicare program of $7.2 million in fiscal year 1980. The
savings rise to $152.4 million in fiscal year 1984. CB0 expects these
savings to be reduced slightly by HI's share in the costs produced by an
assumed 40 percent refilling of the empty hospital beds created by the
shift of minor operations out of hospitals. Each refilled bed is assumed
to generate 1.5 days of ultilization costing $251 per day in fiscal year
1980. The resulting offset is $0.7 million in fiscal year 1980 which grows
by an average of 20 percent in each succeeding year in conformance
with increases projected by CBO in the average cost per hospital day
and the number of operations financed by HI.

The costs of the additional demand for minor operations are esti-
mated under the assumption that the number of medicare-financed
operations that can be performed on an ambulatory basis will increase
by one percent in fiscal year 1980. This percentage increase is assumed
to grow to 10 percent in fiscal year 1984. All other assumptions and
factors are the same as those used above to estimate the savings. The
costs are calculated to be $1.3 million in fiscal year 1980 and are pro-
jected to rise to $45.7 million in fiscal year 1984.

The section also provides incentives for presurgical diagnostic tests
to be done on an outpatient basis seven days prior to admission for a
surgical procedure. This provision would generate savings through a



reduction in the number of preoperative days financed by medicare.
Section 213 of the bill directs PSROs to give priority to review of the
appropriateness of preoperative stays. Since a separate estimate is
shown for the impact of Section 218 in reducing the umber of medicare-
financed preoperative days, it is assumed that only minor incremental
savings would be generated by the similar effect of this section. These
are estimated as follows : It is assumed that half of a projted 6.4 mil-
lion medicare financed operations in fiscal year 1980 could possibly be
effected by this provision. It is further assumed that 0.5 percent of these
operations will actually be affected in fiscal year t980. Performing
tests on an outpatient basis is assumed to save $182 in routine per diem
costs per operation in fiscal year 1980. The resulting first-year savings
are $2.1 million. Outyear savings grow to $22.3 million in fiscal year
1984 as a result of: (1) an assumed 7 percent per year growth in the
number of medicare-financed operations; (2) growth in the percentage
of affected operations from 0.5 percent in fiscal year 1980 to 2.5 per-
cent in fiscal year 1984; and (3) increases in routine per diem costs
averaging 12.5 percent per year through fiscal year 1984. Finally, the
savings in each year are assumed to be reduced by 10 percent to account
for H's share in the costs generated by an assumed 40 percent refillinw
of the empty hospital beds created by the increased number of pre-
operative tests done on an outpatient basis.

SECTION 2 3 5--CRITERIA FOR DErERMINING REASONABLE CHARGE FOR
PHYSICIANS SERVICES

The cost estimates included here were developed by the Office of the
Actuary/Medicare of HEW. The provision affects physicians' lfees in
two ways. First, it limits the difference between local prevailing fees
and the statewide median fee for a procedure to one-third of the latter.
The savings estimate is generated by a computer simulation of the
effect of the limitation using data on 1976 medicare prevailing charges
for the 50 most commonly performed physician services. The second
effect of the provision is to raise the allowable prevailing charge from
the 50th to the 75th percentile for new and established physicians
practicing in designated physician-shortage areas. The estimate is de-
rived from data on prevailing charges and the number of physicians
practicing in physician-shortage areas.

SECTION 237-PAYMENT FOR CERTAIN ANTIGENS FOR MEDICARE

this provision is estimated to have an almost negligible cost impact.
The figures shown are included only in order to indicate the small
amounts that are likely to be involved.

SECTION 24 3--COMPREHEWNSIVE OUTPATIENT REHABILITATION CENTERS

The estimates included here were developed by the Office o fthe Ac-
tuary/Medicare of HEW. First year costs are assumed to be small be-
cause of the July 1, 1980 effective date. Outyear costs are projected to
grow at the same rate as total Supplementary Medical Insurance
(SMl) expenditures.



SECTION 244-AMUULANCE SERVICES

An estimate of $1.0 million for fiscal year 1980 was provided by the
Office of the Actuary/Medicare of HEW. This was assumed to be
halved dhe to the effective date of the provision. Outyear costs were
derived:'by infating the first year cost-by the rate of growth in the
medicare program.

SECTION 24 5--COVERAGE UNDER MEDICARE OF CERTAIN DENTISTS' SERVICES-

The first-year costs shown above were supplied by the Office of the
Atuary/M-edicare of HEW. For the first subsection, data on the num-
ber of affected procedures that are currently done by oral surgeons and
paid for by medicare were used to yield a $5.0 million first-year cost.
For the second subsection, data were obtained on the number of medi-
care recipients that see a dentist annually and the percentage of proce-
dures likely to be serious. A series of assumptions were then made
about the number of cases that would already be covered, the number
that would be serious enough to warrant hospitalization, and the num-
ber of people that would actually enter the hospital for such proce-
dures. A full first-year cost is assumed because of an effective date of
October 1, 1979. CBO has projected the first year costs to grow in the
outyears at the same rate as overall SMI expenditures.

S1iCTI0 24 6-COVERAGE UNDER MEDICARE OF OPTOMETRISTS' SERVICES
WITH RESPECT TO APHAKIA

An estimate of $1.0 million for the first year costs of this provision
was provided by the Office of the Actuary/Medicare of HEW. The
estimate is based on program data on the amount of chiropractic serv-
ices presently paid for by medicare and the number of additional serv-
ices likely to be eligible for coverage if the X-ray requirement is lib-
eralized. First year costs were assumed by CBO to be reduced by one-
quarter to account for delays in implementation. Outypar costs are
projected to grow at the same rate as overall SMI expenditures.

SECTION 247--CHIROPRACTIC SERVICES

An estimate of $20.0 million for the first year costs of this provision
was provided by the Office of the Actuary/Medicare of HEW. The
estimate is based on program data on the amount of chiropractic serv-
ices presently paid for by medicare and the number of additional serv-
ices likely to be eligible for coverage if medical findings other than an
X-ray are permitted for establishingtheir necessity. First-year costs
were assumed by CBO to be reduced by one-quarter to account for de-
lays in implementation. Outyear costs are projected to grow at the
same rate as overall SMI expenditures.

It is estimated that the medicaid program outlays for "other care"
in fiscal year 1980 will be $262 million. Of this amount 50 percent is
assumed to be payments for medical devices. The federal share of this
amount is 56 percent. A savings rate of 20 percent is assumed. First-
year savings are expected to be halved by delays in implenentation.
Outyear savings are expected to grow at the same rate as total medi-
caid expenditures.



SCTIO0X 25 9--ALUTHORITY FOR CERTAIN STATES TO BUY-IN COVERAGE
UTDER PART B OF MEDICARE FOR CERTAIN MEDICAID RECIPIENTS

This section would amend Section 1843 of the Social Security Act.
Under Section 1843, Until January 1, 1970, each state had the option
of formalizing permanent agreements -with .EW, topurehse aIedi-
care Supplementary Medical Insurance (ParltB) onbhalt of medic-
aid beneficiaries also eligible for medicare. The state 'culd select
to cover all medicaxre-Oigible medicaid recipients (MEMRs) or just
those receiving I asl payments. Today, all but four states (Alaska,
Louisiana, Oregon, and Wyoming) and all jurisdictions hut, Puerto
Rico have "buy-in I agreements with HEW,. Twenty-one states, how-
ever, cover cash recipients only. - ,,

Section 259 would allow those states which do not now buy-in to
medicare Part B to make buy-in agreements with HEW. It would
also allow those states which cover cash recipients only to make buy-in
arrangements for all MEMRs. The bill would limit to one year the
period for making and altering buy-in agreements.

For this estimate, based on computations of state expenditures with
and without buy-in agreements, it is assumed that only Alaska will
commence buying-in to medicare Part B. Three considerations lead
to this assumption. First, Alaska's high .general medical price level
should make very attractive any insurance with a premium determined
nationally-like medicare Part B. Second, only about 45 percent of
MEMRs in Alaska now enroll themselves in Part B. Generally, buy-
ing-in to Part B for persons who self-enroll would shift some premium
expenses onto the state, thus increasing the state's medicaid costs. On
the other hand, buying-in to Part B for unenrolled persons should
lower state medicaid costs by transferring a large proportion of expen-
ditures for medical Services from the state to the federal government.
It follows that the lower the proportion of Part B self-enrolled indi-
viduals in the population of MEMts, the more likely it would be
financially advantageous for the state to arrange a buy-in agreement.
Third, Alaska's higher-than-average proportion of disabled among
its MEMRs should also help make buying-in to Part B an attractive
option. Medicare Part B premiums for the aged and disabled are iden-
tical, whereas medicaid ex penditures per disabled reipient far exceed
those per aged recipient. In the remaining states without hy-in agree-ments today, none of these factors appear to apply strongly enough
to warrant initiation of such an agreement.

Federal costs reflecting a buy-in agreement go AlQska were com-
outed as follows: 1) costs of federal medicaid matching for state P.r
B premium expenditures are the product of MEMis times annual
premiums times the 50 percent federal medicaid matching, rate for
Alaska; 2) Part B trust fund revenues from premiums are the product
of MEMIs not self-enrolled times annual premiums (premium pay-
ments into the, Part B trust fund on behalf of individuals currently
self-enrolled do not change) ; 3) disbursements from the Part B trust
fund for medical services are thd sum of twice the adequate actuarial
rate for the aged (twice $160.80) times aged MEMRA plus twice the
adequate actuarial rate for the disabled (twice $800.00) times disabled



MEMRs; 4) contributions from general revenues to the Part B trust
fund are the difference between estimates 3 and 2. For future years
amounts are inflated consistent with current CBO inflation assump-
tions.

SECTION 248--TRAMEN r OF PLANTAR WARTS

An estimate of $2.0 million for the first year costs was supplied by
the Office of the Actuary/Medicare of HEW. CBO assumes that
delays in implementation will reduce the cost by one-quarter in fiscal
year 1980 and that outyear costs will grow at the same rate as overall
SMI expenditures.

SECTION 249-LIMITATION ON REASONABLE COST AND CHARGE FOR
OUTPATIENT SERVICES

The estimate is based on the assumption that all charges for out-
patient visits that exceed by 80 percent charges for similar procedures
performed in a physicians office would be reduced to the average
charge per physician visit. About five percent of SMI outpatient
charges are estimated to be reduced by one-half. The first-year sav-
ings to SMI are about 2.5 percent of total SMI outpatient. expendi-
tures. Federal medicaid savings are estimated to bear the same rela-
tionship to SMI savings as total federal medicaid outpatient expendi-
tures do to SMI outpatient expenditures. First year costs are esti-
mated to be reduced by one-half due to delays in implementation.
Outyear savings ar expected to increase at the same rate as total
SMI and medicaid expenditures.

SECTION 252-PROCEDURES FOR DETERMINING REASONABLE COST AND
REASONABLE CHARGE

This section provides that payments to contractors, subcontractors,
employees, or consultants that are based upon percentage arrange-
ments not be recognized for purposes of reimbursement by medicare.
Due to a lack of data on the amount of medicare outlays that may be
involved in all forms of percentage reimbursement arrangements, the
estimate for this provision is limited to its impact on hospital-based
physicians (HBPs). ,In their case, such arrangements would be per-
mitted if the amount of reimbursement does not exceed the amount
which would have been paid under an approved relative value sched-
ule which takes into account the physician's time and effort.

Savings were estimated by assuming that payments would be re-
duced by the difference between what HBPs are paid on a percentage
basis and what they would be paid as salaried employees. It is esti-
mated on the basis of data available from the American Medical As-
sociation, Health Care Financing Administration (HCFA), and a
recent study of HBPs done by the Arthur Anderson Com p any for
HCFA, that approximately 1,000 radiologists and 1,600 pathologists
would be affected by this provision. The Anderson study also provided
data for 1975 on the difference in income between percentage-basis and
salaried physicians in hospitals. This difference was adjusted for the
overhead expenses assumed to be generated by the salaried physicians



and inflated to account for the growth in total hospital expenditures
and physicians' incomes from 1975 to 1980. It was further assumed
that only half of the apparent savings would be realized because of
various adjustments likely to occur in the arrangements between the
affected physicians and their hospitals. Since the relative value sched-
ules on which an alternative reimbursement methodology would be
based are currently in an early stage of development, it is assumed
that implementation would occur at its earliest in the middle of fiscal
year 1981; Half-year savings are thus assumed for that fiscal year and
full-year savings thereafter.

SECTION 255-MEDICARE LIABILITY WHERE PAYMENT CAN BE MADE UNDER
A LIABILITY INSURANCE POLICY

Medicare hospital discharge data show that 10 percent of all HI
discharges are for diagnoses involving accidents of all types. Similar
data from the National Ambulatory Medical Care Survey show that
about 5 percent of all physican office visits by persons aged 65 or older
are for accident-related conditions. It is assumed, therefore, that 10
percent of HI outlays and 5 percent of SMI outlays are for injuries
resulting from accidents. Data from the Health Interview Survey
show that about 50 percent of all accidents occurring in the 65 and
older population at home, about 10 percent are related to automobile
accidents, and 30 percent are due all other causes. Accidents ocouring
at home are unlikely to involve situations where liability insurance
claims can be made. Similarly, accidents occurring in the workplace
are likely to be covered by workers' compensation. It is assumed; there-
fore, that recoveries from liability insurance. policies would be possible
for all accidents except those occurring in the home or at work. The
proportion of total medicare outlays spent for medical services related
to each type of accident is assumed to be the same as the proportion
each -represents of all accidents.

For automobile accidents it is assumed for koth HI and SMI that
95 percent of the accidents involving medicare beneficiaries occur
where insurance coverage is present and that 80 percent of these have
the potential for recovery of medical insurance payments. For all
other accidents it is similarly assumed that 60 percent occur -in circum-
stances in whidh liability insurance is present and that 80 percent of
these have the potential for recoveries. For both types of accidents it
is further assumed that the actual volume of recoveries will be 15 per-
cent of the potential level in fiscal year 1980, 20 percent in fiscal:year
1981, and 25 percent in fiscal year 1984 and thereafter.

SECTION 25 7-RESOURCES OF MDICAM APPLICANT

An estimate of $5.0 million in savings in fiscal year 1980 was pro-
vided by HEW. This figure is based on the assumption that .4 percent
of aged medicaid recipients would be affected by the provision in the
first year, rising to 1. percent over the next three years Full first year
savings are anticipated because of an October 1, 1979 effective date.
Outyear savings are projected by CBO to increase at xates consistent
with the increase in the number of people affected by the provision
and in the medical care services component of the CPI.



SECTION 258-AYMENT FOR LABORATORY SERVICES AND CERTAIN MEDICAL
DEVICES -UNDER MEDICAID

CBO estimates that medicaid expenditures for laboratory and radi-
ological services in fiscal year 1980 will be $230 million. The percent-
age laboratory services represents of the total is assumed to be 75 per-
cent. The federal share of this amount is 56 percent. On the basis of
the eXperi.'e of studies done in New York, New Jersey, and Cali-
udr a is estimated that a savings rate of 20 percent couldhe achieved

competitive bidding arrangement. First-year savings are as-
sumed tobe halved due to delays in implementation. The competitive
bidding provision is only effective for three years, so ful-year savingsare assumed for fiscal years 1981 and 1982, and half-year savings 
fiscal year 1983.

The state of Michigan which currently covers only cash recipients
has indicated that, under Section 259, it would extend Part B coverage
to all MEMRs. Financial considerations suggest that no other state
will do so. Because nearly all of the people that Michigan proposes
to cover currently self-enroll in Part B, Michigan's expected action
will not significantly alter federal revenues, budget authoriy, or
oulays.

SECTION 260-EXTENSION OF PERIOD OF FUNDING FOR STATE MEDICAID
FRAUD CONTROL UNITS

The estimates shown were provided by HEW. They are based on
the number of additional states expected to establish fraud control
units and on the number of states with established units eligible for
extra quarters of funding. Under the authority of Section 17 of the
Medicare-Medicaid Anti-Fraud and Abuse Amendments (Public Law
95-142), the start-up costs of these units are eligible for 90 percent
federal matching.

SECTION 261-MEDICAID PAYMENTS TO STATES

The estimate shown was provided by HEW. In fiscal year 1980, the
Department will initiate a changeover from the current advance letter
Qf credit, system used by HEW to fund grantees to one where the
federal outlay occurs only at the time a cashed check issued by the
state to a provider is presented for payment at the state's -bank.
Implementation of this system would produce a one-time change in
the federally outlay pattern. This cash management change would
have no impact on budget authority. In fiscal year 1980, the Depart-
ment is anticipating $248 million in savings from implementation
of this system in the ten states that account for 60 percent of medicaid
outlays. The provision mandates that HEW extend the system to all
fifty states during fiscal year 1980, which would result in an addi-
tional $158 million in savings.

,SECTION 262--GRANTS TO REGIONAL PEDIATRIC PULMONARY CENTERS

The authorization stated in the provision is assumed to be fully
appropriated in each of the forthcoming fiscal years. Fifty percent
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of each year's appropriation is expected to 'be spent in the current
fiscal year and with the remainder being spent during the next fiscal
year.

SECTION 2 5-DEMONSTRATION PROJECTS FOR TRAINING AFDC REIPIENTs
AS HOMEMAKERS AND HOME HEALTH AIDES

This provision would allow twelve states to have demonstration pro-
grams for training AFDC recipients to provide supportive servicesto people who might otherwise be expected to require institutional
care in the absence of such services. The individuals to whom the serv-
ices would be available include aged, disabled, and mentally retarded
persons whose income does not exceed 200 percent of their state's stand-
ard of need. The provision would have both costs and savings. Costs
would be incurred for the training of these AFDC recipients and later
for federal payments to cover the wages and expenses of both the
AFDC recipients and others employed in providing supportive serv-
ices. Savings would result from not institutionalizing the individuals
receiving the supportive services and from reduced benefit payments
to those AFDC recipients employed in providing such services. Some
savings would occur in the food stamps and medicaid programs es well
as in the AFDC program.

ADDITIONAL PROVISIONS WiTH LITTLE OR NO BUDGETARY IMPACT

The cost estimate shows only those provisions that have a cost or
savings impact of $100,000 or more on the federal budget. There are
twenty-nine other provisions which are estimated to have very little
or no cost impact. Three of them mandate studies which are assumed
to be financed out of HEW's general budget. Most of the provisions,
however, involve a variety of changes in administrative or reimburse-
ment procedures. Six of these 29 provisions are discussed below.

SECTION 204-FEDERAL PARTICIPATION IN CAPITAL EXPENDITURES

This provision strengthens the certificate-of-need process by requir-
ing that planning agencies approve capital expenditures in excess of
$150,000 as a condition of medicare and medicaid reimbursement of
both capital and direct operating costs resulting from such expendi-
tures. It is estimated that the provision will help the planning process
achieve further savings, but the exact impact is difficult to separate
out from the general impact of the planning program and other de-
velopments in the area of capital spending trends. Therefore, an esti-
mate of the budgetary impact of this provision is not available at this
time.

SECTION 221-HOSPITAL PROVIDERS OF LONG-TERM-CARE SERVICES

On the basis of discussions with the Office of the Actuary/Medicare
of HEW, it is estimated that this provision will have a negligible
impact on program costs. It is assumed that the cost savings generated
on the inpatient side of an institution affected by the provision will be
offset by the costs of the nursing care provided. This is based on the



assumption that hospitals are unlikely to take advantage of the provi-
sion unless they are able to maintain their current level of revenues or
increase them.

SECTION 22 7-REIMBURSEMENT RATES UNDER MEDICAID FOR SKILLED
NURSING FACILITIES AND INTERMEDIATE CARE FACILITIES

This section substitutes new language for the existing language of
Section 1902(a) (13) (E) of the Social Security Act, more popularly
known as Section 249 of Public Law 92-603, the Social Security
Amendments of 1972. The current wording of Section 1902 (a) (1S) (E)
requires that payment for SNF and ICF services be on a "reasonable
cost related basis, as determined in accordance with methods which
shall be developed by the state on the basis of cost-finding methods
approved and verified by the Secretary"- The proposed substitute lan-
guage requires payment at rates "which are reasonable and adequate
to meet the costs which are required to be incurred by a facility which
is efficiently and economically operated in order to furnish such serv-
ices" and "which assure the reasonable availability of long-term serv-
ices to recipients of medical assistance under the plan to the same
extent as such long-term care services are available to the general popu-
lation." The report language expands upon this language by indicating
that the revised section is intended to give states greater flexibility
in setting rates without reference to medicare principles of reimburse-
ment.
CBO has tried to assess the possible impact of the proposed new

wording of Section 1902 (a) (13) (E) through discussions with officials
in eleven states who are involved in setting rates of payment for long-
term care. These states (New York California, Pennsylvania, Ilhinois,
Michigan, Massachusetts, Texas, Ohio, New Jersey, Wisconsin, andGeorgia) account for well over two-thirds of the medicaid program's
outlays for nursing home care. The reactions to the section were varied:
Some states may be able to achieve modest savings because the new
wording would enable them to more successfully defend rate-setting
procedures and rate levels in court actions. Other states indicate that
there would be very little impact, if any, on their rates or rate-setting
methodology. Still other states, however, have indicated that the new
wording might result in their having to raise rates above what they
might have been as a result of strict interpretation by courts of some of
the new wording. It appears that the elimination of the Secretary's
authority to approve rate-setting methodologies might give some states
the flexibility to restrain the rate of increase in allowable mimsing
home reimbursements. Some of the state officials, however, felt that the
stipulation concerning "reasonable availability" of services would have
the opposite effect of increasing costs. Therefore, since the proposed
substitute wording contains two clauses whose effects seem to cancel
each other, OBO estimates that the provision will generate no net
savings or costs in medicaid nursing home expenditures.

SECTION 231-AGREEM ENTS WITH PHYSICIANS TO ACCEPT ASSIGNMENTS

This provision provides incentives for physicians to accept assign-
ment by providing for expedited reimbursement procedures for bills



submitted on an assignment basis. There is a possibility that some
physicians' overall charges might be lowered as a consequence of the
provision, but these savings would accrue to patients, not medicare.
Savings could occur to the program only if a substantial number of
beneficiaries shifted over to physicians who both accept assignment
and have lower usual or customary charges than other physicians. Since
there is little basis for believing that this would happen, no savings are
anticipated.

SECTION 232-USE OF APPROVED RELATIVE VALUE SCHEDULE

CBO believes that the use of relative value schedules has the poten-
tial for generating significant savings to the Supplementary Medical
program. However, since research on such schedules is now only in its
early stages, it is not known which physicians and types of procedures
will be affected and to what degree. Therefore, it is not currently
possible to estimate when savings would start to occur or what their
magnitude would be.

SECTION 241-DEDUCTIBLE NOT APPLICABLE TO EXPENSES FOR CERTAIN
INDEPENDENT LABORATORY TESTS

On the basis of discussions with the Office of the Actuary/Medicare
of HEW, it is assumed that this provision will have a negligible cost
impact. The provision corrects a drafting error made in the 1972
Amendments and waives the deductible requirement for certain labo-
ratory services. It is likely, however, that most beneficiaries would have
met the deductible already. Laboratories now probably forego collect-
ing the copayment because of the administrative cost involved. If the
copayment is waived, however, laboratories would have to accept as-
signed billing. The resulting change in financial incentives to labora-
tories therefore would be small.

7. Estimate comparison: Although several HEW estimates are
quoted herein, there is currently no Administration estimate for the
entire bill. Therefore, no estimate comparison is shown.

8. Previous CBO estimate: None.
9. Estimate prepared by: Eric Wedum, Malcolm Curtis, and Larry

Wilson.
10. Estimate approved by:

JAMES L. BLUM
Assistant Director for Budget Anysis.



IV. VOTE OF THE COMMnTEE II REPORTING TH BHL
In compliance with paragraph 7(c) of Rule XXVI of the Stand-

ing Ruples of the Senate, the following statement is made relative to
the vote by the committee to report the bill.

The bill was ordered repored by a voice vote.

V. RmuwTony IMPACT or Tm BIL

In compliance with paragraph 6 (b) of Rule XXVII of the Stand-
ing rules of the Senate the following evaluation is made of the regu-
latory impact which would be incurred in carrying out the bill.

In implementing the various provisions of the bill there will be
some increase in Federal regulatory activity. It is not anticipated,
however, that the legislation would Impose an unusual or burdensome
regulatory effect. Several provisions wll, mn fact, decrease regulatoryactivity and associated paperwork.

Section 202 of the bll would generate the most significant new regu-
latory activity since a new method of reimbursement under medicare
and medicaid is required. Revised regulations will be necessary to
implement a procedure for determining hospital "target" rates, as
well as implement a procedure for determining exceptions to those
rates. In addition, the Secretary would be required to implement pro-
cedures to evaluate State ratemaking programs for the purpose of de-
termining exemptions from the Federal program.

The authorization for payments under the legislation to promote
closing and conversion of underutilized facilities establishes a new
procedure that would also require implementing regulations.

A provision that directs PSRO's to review certain questionable uti-
lization practices would increase PSRO's review activities.

Provisions that will decrease regulations and paperwork include the
simplified reimbursement procedure for long-term-care services pro-
vided by small rural hospitals; simplified claims procedure for "par-
icipating" physicians; coordinated audits under titles V, XVIII, and

XIX; uniform claims forms under titles XVIII and XIX; prohibi-tion against routine disclosure of aggregate payments to physicians;
waiver of deductible under medicare for laboratory and rural health
clinic services; authority for Sttes to contract for clinical laboratory
series and certain medical devices under medicaid; and clarification
of present law regarding approval requirements for the changes of
ownership of existing facilities which create no new beds or services.



V1. CHANGES ix EXISTInG LAW

In compliance with paragraph 7 of Rule XXVII of the Standing
Rules of the Senate, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman):

SOCIAL SECuIITrY ACT

TITLE I-FEDERAL OLD-AGE, SURVIVORS, AND DIS-
ABILITY INSURANCE BENEFITS

Entitlement to Hospital Insurance Benefits

See. 226.
(a) Eyery individual who-

(1) has attained age 65, and
(2) is entitled to monthly insurance benefits under section 202

or is a qualified railroad retirement beneficiary,
shall be entitled to hospital insurance benefits under part A of title
XVIII for each month for which he meets the condition specified in
paragraph (1), beginning with the first month after June 1966 for
which he meets the conditions specified in paragraphs (1) and (2).

(b) Every individual who-
(1) has not attained age 65, and
(2) (A) is entitled to, and has for 24 consecutive calendar

months been entitled to, (i) disability insurance benefits under
section 223 or (ii) child's insurance benefits under section 202 (d)
by reason of a disability (as defined in section 223(d)) or _(iii)
widow's insurance benefits under section 202(e) or widower's
insurance benefits under section 202(f) by reason of a disability
(as defined in section 223 (d)), or (B) is, and has been for not less
than 24 consecutive months a, disabled, qualified railroad retire-
ment beneficiary, within the meaning of section 7(d) of the Rail-
road Retirement Act of 1974,

shall be entitled to hospital insurance benefits under part A of title
XVIII for each month beginning with the later of (I) July 1973 or
(II) for twenty-fifth consecutive month of his entitlement or status
as a qualified railroad retirement beneficiary described in paragraph
(2), and ending with the month following the month in which notice
of termination of such entitlement to benefits or status as a qualified
railroad retirement beneficiary described in paragraph (2) is mailed
to him, or if earlier, with the month before the month in which he
attains age 65.



(c) For purposes of subspetion (a)-
'(1) entitlement of an individual to hospital insurance benefits

for a month shall consist of entitlement to have payment made
under, and subject to the limitations in, part A of title XVIII on
his behalf for inpatient hospital services, post-hospital extended
care services, and '[post-hospital home health services (as such
terms are defined in part C of title XVIII) furnished him in the
United States (or outside the United. States in the case of inpa-
tient hospital services furnished under the conditions described in
section 1814 (f)) during such month; except that (A) no such pay-
ment may be made for post-hospital extended care services fur-
nished before January -1967, and (B) no such payment may be
made for post-hospilal extended care services or [post-hospital]
home: hearth services unless the discharge from the hospital re-
quired to qua-lif such services for payment under part A of title
XVIII occurred (i) after June 30, 1966, or on or after the first day
of the month in which he attains age 65, whichever is later, or (ii)
if he was entitled to hospital insurance benefits pursuant to sub-
section (b), at a time when he was so entitled; and

(2) an individual shall be deemed entitled to monthly insurance
benefits under section 20"2 or section 223, or to be a qualified rail-
road retirement beneficiary, for the month in which he died if he
would have been entitled to such benefits, or would have been a
qualified railroad retirement beneficiary, for such month had he
died in the next month.

TITLE V-MATERNAL AND CHILD HEALTH AND
CRIPPLED CHILDREN'S SERVICES

Purposes for Which Funds Are Available

See. 502. Appropriations pursuant to section 501 shall be available
for the following purposes in the following proportions:

(1) In the case of the fiscal year ending June 30, 1969, and each
of the next 5 fiscal years, (A) 50 percent of the appropriation
for such year shall be for allotments pursuant to sections 503 and
504; (B) 40 percent thereof shall be for grants pursuant to sec-
tions '508, 509,and 510; and (C) 10 percent thereof shall be for
grants, contracts, or other arrangements pursuant to sections 511
and 512.

(2) In the case of the fiscal year ending June 30, 1975, and
each fiscal year thereafter, (A) 90 percent of the appropriation
for such years shall be for allotments pursuant to sections 503
and 504; and (B) 10 percent thereof shall be for grants, con-
tracts, or other arrangements pursuant to sections 511(a) and
512. -(

Not to exceed 5 percent, of the appropriation for any fiscal year under
this section shall be transferred, at the request of the Secretary, from
one of the purposes specified in paragraph (1) or (2) to another
purpose or purposes so specified. For each Escal year, the Secretary



shall determine the portion of the appropriation, withinthe iercent-
age determined above to be available for sections 503 and 504, which
shall be' available for allotment pursuant to section 503 and the por-
tion thereof which shall be available for allotment pursuant to sec-
tion 504. Notwithstanding the preceding provisions of this section.
of the amount appropriated for any fiscal year pursuant to section 501.
not less than 6 percent of the amount appropriated shall be available
for family planning services from allotments under section 503 and
for family planning services under projects under sections 508 and 512.

* *' * * * * * '

Approval of State Plans

See. 505. (a) Is order to be entitled to payments from allotments
under section 502, a State must have a State plan for maternal and
child health services and services for crippled children which-

(14) provides that acceptance of family planning services pro-
vided under the plan shall be voluntary on the part of the indi-
vidual to whom such services are offered and shall not be a pre-
requisite to eligibility for or the receipt of any service under the
plan; [and]

(15) provides-
CA) that the State health agency, or other appropriate

State medical agency, shall be responsible for establishing a
plan, consistent with regulations prescribed by the Secretary,
for the review by appropriate professional health personnel
of the appropriateness and quality of care and services fur-
nished to recipients of services under the plan and, where
applicable, for providing guidance with respect thereto to the
other State agency referred to in paragraph (2); and

(B) that the State or local agency utilized by the Secretary
for the purpose specified in the first sentence of section 1864
(a), or, if such agency is not the State agency which is re-
sponsible for licensing health institutions, the State agency
responsible for such licensing, will perform the function of
determining whether institutions and agencies meet the re-
quirements for participation in the program under the plan
under this title[.] ; and

(16) provides (A) that the records oj any entity partiaiding
in the plan and providing services reimbursable on a cost-related
bais will be audited as the Secretary determines to be necessary.
to insure that proper payments are made under the plan, (B)
that such audits, for such entities also providing series. under
part A of title XVIII, will be coordinated and conducted jointly
(to suh extent and in such manner as the Secretary shall pre-
scribe) with audits conducted for purposes of such part, and (C)
for payment of the portion of costa of each such comwon audit of
such an entity equal to the portion of the cost of the common audit
which iv attributable to the program established under this title
and which would not have otherwise beeln, incurred in an audit of
the program established under title XVIII.



(b) The Secretary shall approve any plan which meets the require-
ments of subsection (a).

Payments
See 506. (a) * * *
(f) Notwithstanding the preceding provisions of this section, no

payment shall be made to any State thereunder-
(1) with respect to any amount paid for items or services fur-

nished under the plan after December 31, 1972, to the extent that
such amount exceeds the charge which would be determined to
be reasonable for such items or services under [the fourth and
fifth sentences of section 1842(b) (3)] subparagraphs (B) (i),
(B) (iii), (C), and (F) of section 1842 (9) (4) ; or

(2) with respect to any amount paid for services furnished
under the plan after December 31, 1972, by a provider or other
person during -any period of time, if payment may not be made
under title XVIII with respect to services furnished by such pro-
vider or person during such period of time solely by reason of a
determination by the Secretary under section 1862(d) (1) or
under clause (D), (E) , or (F) of section 1866 (b) (2) ; or

(3) with respect to any amount expended for inpatient hos-
pital services furnished under the plan to the extent that such
amount exceeds the hospital's customary charges with respect to
such services or (if such services are furnished under the plan
by a public institution free of charge or at nominal charges to the
public) exceeds an amount determined on the basis of those items
(specified in regulations prescribed by the Secretary) included
in the determination of such payment which the Secretary finds
will provide fair compensation to such institution for such serv-
ices; or

(4) with respect to any amount expended for services furnished
under the plan by a hospital unless such hospital has in effect a
utilization review plan which meets the requirement imposed by
section 1861 (k) for purposes of title XVIII; and if such hospital
has in effect such a utilization review plan, for purposes of title
XVIII, such plan shall serve as the plan required by this subsec-
tion (with the same standards and procedures and the same review
committee or group) as a condition of payment under this title;
the Secretary isauthorized to waive the requirements of this para-
graph in any State if the State agency demonstrates to his sat-
isfaction that it 'has in operation utilization review procedures
which are superior in their effectiveness to the procedures required
under section 1861(k).

(g)For limitation on Federal participation for capital expenditures
which are out of conformity with a comprehensive plan of a State or
areawide planning agency, see section 1122. -

I(A) For additional excluioou from reasonable cost and reasonable
charge see section 1134.;

Training of Personnel
Sec. 511. (ay From the sums available under clause (C) of para-

graph (1) or clause (B) of paragraph (2) of section 502, the Secre-
tary is authorized to make grants to public or nonprofit private
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institutions of higher learning for trainer g personnel for health care
and related services for mothers and children,, particularly mentally
retarded children and children with multiple handicaps. In making
such grants the Secretary shall give special attention to programs pro-
viding training at the undergraduate level. -

(b) (1) From the sums available under paragraph (2) the Secretary
is authorized to make grants to public or nonprofit private regional
pediatric pulmonary centers, which are part of (or affliated with) an
institution of higher learning, to assist them in carrying out a program
for the training and instruction (through demonstrations and other-
wtze) of health care personnel in the prevention, diagnosis, and treat-
ment of respiratory diseases in children and young adults, and in pro-
viding (through such program) needed health care rVioes to children
and young adults suffering from suoh diseases.

(j) For the purpose of making grants under this subsection, there
are authorized to be appropriated, for the fical year ending Septem-
ber 30,1980, and each of the next four'succeedinq fiscal years, such sums
(not in eMcess of $5,000,000 for any flscal year) as may be necessary.
Sums authorized to be appropriated for any fiscal year under this sub-
section for making grants for the purposes referred to in paragraph
(1) shall be in addition to any sums authorized to be appropriated for
such fiscal year for similar purposes under other provisions of this title.

* * * * * *

TITLE XI-GENERAL PROVISIONS AND PROFESSIONAL
STANDARDS REVIEW

PART A-GENERAL PRowsimos

Disclosure of Information in Possession of Department

Sec. 1106. (a) * * *
(f) The Secretary shall not make available, nor shall the State title

XIX agency be required to make available to the public, information
relating to the amounts that have been paid to individual doctors of
medicine or osteopathy by or on behalf of beeflciaries of the health
programs established by title XVIII or XIX, as the case may be, ex-
cept as may be necessary to carry out the Purposes of those titles or
as may be specifically required by the provisions of other Federal law.

o,* * * * * * *

Limitation on Federal Participation for Capital Expenditures

Sec. 1122. [(a) The purpose of this section is to assure that Federal
funds appropriated under title V, XVIII, and XIX are not used to
support unnecessary capital expenditures made by or on behalf of
health care facilities or health maintenance organizations which are re-
imbursed under any of such titles and that, to the extent possible, reim-
bursement under such titles shall support planning activities with
respect to health services and facilities in the various States.] (a) The
purpose of this section is to assure that Federal funds appropiriated
under titles V, XVIII, and XIX are not used to *spport unneestry



capital expenditures made by or on behalf 'of health care facilities (in-
clud those of he a~t A 'mintenance organization*), and home health
agencies which are reimbursed under any of such titles and that, to
the etent possible, reimbursement under such titles shall support
planning activities with respect to health services and facilities in the
various States.

(b) The Secretary, after consultation with the Governor (or other
chief executive officer) and with appropriate local public officials, shall
make an agreement with any State which is able and willing to do
so under which a designated planning agency [(which shall be an
agency described in clause (ii) of subsection (d) (1) (B) that has a
governing body or advisory board at least half of whose members
represent consumer interests)] (which shall be the agency designated
under section 1521 of the Public Health SeOice Act) will-

[(1) make, and submit to the Secretary together with such sup-
porting materials as he may find necessary, findings and recom-
mendations with respect to capital expenditures proposed by or
on behalf of any health care facility or health maintenance or-
ganization in such State within the field of its responsibilities.

(2) receive from other agencies described in clause (ii) of sub-
section (d) (1) (B), and submit to the Secretary together with
such supporting material as he may find necessary, the findings
and recommendations of such other agencies with respect to capi-
tal expenditures proposed by or on behalf of health care facilities
or health maintenance organizations in such State within the
fields of their respective responsibilities, and]

(1). make, a.nd submit to the Secretary together with such sup-
portng- materials as he may find necessary, findings and recom-
mendations with respect to capital expenditures proposed by or on
behalf of any health care facility (including those of a health
maintenance organization) or home health agency in such State
within the field of its responsibilities,

(2) receive from the Health Systems Agencies deMgnated
under title XV of the Public Health Service Act, and submit to
the Secretary together with such supporting material as he may
find necessary, the findings and recommendations of such agencies
with respect to capital expenditures proposed by or on behalf of
health care facilities (including those of health maintenance or-
ganizations) or home health agencies in such State within the
fields of their respecive esponibilites, and
(3) establish and maintain procedures pursuant to which a per-

son proposing any such capital expenditure may appeal a recom-
mendation by the designated agency and will be granted an
opportunity for a fair hearing by such agency or person other
than the designated agency as the Governor (or other chief exeo t.
tive officer) may designate to hold such hear' T 7

whenever and to the extent that the findings of such designated agency
or any such other agency indicate that any such expenditure is not
consistent with the standards, criteria, or plans developed pursuant
to the Public Health Service Act (or the Mental Retardation Facili-
ties and Community Mental Health Centers Construction Act of 1963)
to meet the need for adequate health care facilities in the area covered
by the plan or plans so developed.



[(c) The Secretary shall pay,any such State from the Federal
Hospital Insurance Trust Fund, in. advance.or by way of reimburse-
ment as may be provided in the agreement with it, (and may make
adjustments in such payments on account of overpayments or under-
payments previously made), for the reasonable cost of performing the
functions specified in subsection (b).

[(d) (1) Except as provided in paragraph (2), if the Secretary de-
termines that-

[.(A) neither the planning agency designated in the agreement
described in subsection (b) nor an agency described in clause (ii)
of subparagraph (B) of this paragraph had been given notice
of any proposed capital expenditure (in accordance with such
procedure or in such detail as may be required by such agency)
at least 60 days prior to obligation for such expenditure; or

[(B) (i) the planning agency so designated or an agency so
described had received such timely notice of the intention to make
such capital expenditure and had, within a reasonable period
after receiving such notice and prior to obligation for such ex-
penditure, notified the person proposing such expenditure that
the expenditure would not be in conformity with the standards,
criteria, or plans developed by such agency or any other agency
described in clause (ii) for adequate health care facilities in such
State or in the area for which such other agency has responsibility,
and

[(ii) the planning agency so designated had, prior to submit-
ting to the Secretary the findings referred to in subsection (b)-[(i) consulted with, and taken into consideration the find-

mngs and recommendations of, the State planning agencies
established pursuant to sections 314(a) and 604(a) of the
Public Health Service Act (to the extent that either such
agency is not the agency so designated) as well as the public
or nonprofit private agency or organization responsible for
the comprehensive regional, metropolitan area, or other local
area plan or plans referred to in section 314(b) of the Public
Health Service Act and covering the area in which the health
care facility or health maintenance organization proposing
such capital expenditure is located (where such agency is not
the agency designated in the agreement), or, if there is no
such agency, such other public or nonprofit private agency
or organization (if any) as performs, as determined in accord-
ance with criteria included in regulations, similar functions,
and
S[(II) ranted to the person proposing such capital expend-

iture an opportunity for a fair hearing with respect to such
findings;.

[then, for such period as he finds necessary in any case to effectuate the
purpose of this section, he shall, in determining the Federal payments
to be made under titles, V, XVIII, and XIX with respect to services
furnished in the health care facility for which such capital expendi-
ture is made, not include any amount which is attributable to deprecia
tion, interest on borrowed funds, a return on eq~ty capital (in the case
of proprietary facilities), or other expenses related t such capital ex-



penditure. With respect to any organization which is reimbursed on
a per capita or a fixed fee or negotiated rate basis, in determining the
Federal payments to be made under titles V, XVIII, and XIX, the
Secretary shall exclude an amount which in his judgment is a reason-
able equivalent to the amount which would otherwise be excluded
under this subsection if payment were to be made on other than a per
capita or a fixed fee or negotiated rate basis.

[(2) If the Secretary, after submitting the matters involved to the
advisory council established or designated under subsection (i), de-
termines that an exclusion of expenses related to any capital expendi-
ture of any health care facility or health maintenance organization
would discourage the operation or expansion of such facility or orga-
nization, or of any facility of such organization, which has demon-
strated to his satisfaction proof of capability to provide comprehen-
sive health care services (including institutional services) efficiently,
effectively, and economially, or would otherwise be inconsistent with
the effective organization and delivery' of health services or the effec-
tive administration of title V, XVIII, or XIX, he shall not exclude
such expenses pursuant to paragraph (1).]

(c) The reasonable expenses incurred in ca?y ing out the activitiesreferred to in subsecetion (b ) by the designated ptadnin agencies ( dis-
regarding' any expenses for which the ageny is authorized to be reim-btursed from other so'wrces) shall be payable from--

(1) funds 'the Federal Hospital Innrance Trust Fund,
(2) funds in the Federal Spplementary Medical InsuranceTrust Fund, and(8) funds appropriated to ca-ry out the healt care provisons

of the several titles of this Act,
in such'amounts as the Secretary finds result in a proper allocation.
The Secretary shall transfer money between the funds as may be ap-
pro p iate to settle accounts between them. The Secretary shall pay the
designated plaotng agelwie8 without requiring contribution of fwt
by any State or political subdivision thereof.

(d) (1) Exaept as provided in paragraph (2), if the Secretary de-
termines that-

(A) the -designated planning agency had not approved the pro-
posed expenditure; and

(B) the designated planning agency had granted to the person
proposing the capital expenditure an opportunity for a fair hear-
ing with respect to the fjnding8;

then, in determining Federal payments under titles V, XVIII, and
XIX for services furnished in the health care facility for which the
capital expenditure is made, the Secretary shall not include any amount
attributable to depreciation, 'interest on borrowed funds, a return on
equity capital (in the case of proprietary facilities), other expenses re-
lated to the capital expenditure, or for estimated direct operating costs,
to the extent that they can be directly associated with the capital ex-
penditures, unless the designated planning agency for the State deter-
mines, in accordance with an agreement entered into under subsection
(b) or under a certificate of need program which is applicable to such
expenditure and which meets the requirements of title XV of the Pub-
lie Health Service Act, that such capital expenditures are needed and



meet criteria adopted by such agency. In the case of a proposed capital
expenditure in a standard metropolitan statistical area which encom-
passes more than one jurisdiction, that expenditure shall require ap-
proval of the designated planning agency of each jurisdiction, which
shall jointly review the proposal. Where the designated planniwaql eV-
cies do not unanimously- agree, the Proposed expenditures sl be
deemed disapproved. Where the designated planning agencies do not
act to approve or disapprove the proposed expenditure within one
hundred and ighty days after the submissio of the request for ap-
proval the proposed expenditure shall be deemed approved. Any
deemed approval or disapproval shall be subject to review and reversal
by the Secretary following a rweuest, submitted to him within sixth.
days. of the deemed approval or disapproval, for areview and reconid-
eration based upon the record. With respect to any organization which
is reimbursed on a per capita, fied fee, or negotiated rate basis, in
determining the Federal payments to be made under titles V, XVIII,
and XIX, the Seceta shall exclude an amount reasonably equivalent
to the amount which would otherwise be excluded under this subsection
if payment were made on other than a per capita, fixed fee, or negoti-
ated rate basis.

(2) If the Secretary, after submitting the matters involved to the
advisory Council established under subsection (i), determines that an
exclusion of expenses related to any capital expenditure would dis-
courage the operation or expansion of any health care facility or health
maintenance organization which has demonstrated to his satisfaction
proof of its capability to provide comprehensive health care services
(including institutional services) effectively and economically, or
would be inconsistent with effective organization and delivery of health
services, or the effective administration of title V, XVIII, or XIX, or
would discriminate against the facilities of a health maintenance orga-
nization, he shall not exclude the expenses pursuant to paragraph (1),
provided such expenditure is determined to be reasonable.

(e) Where a person obtains under lease or comparable arrangement
any facility or part thereof, or equipment for a facility, which would
have been subject to an exclusion under subsection (d) if the person
had acquired it by purchase, the Secretary shall (1) in computing
such person's rental expense in determining the Federal payments to
be made under titles V, XVIII, and XIX with respect to services fur-
nished in such facility, deduct the amount which in his judgment is
a reasonable equivalent of the amount that would have been excluded
if the person had acquired such facility or such equipment by purchase,
and (2) in computing such person's return on equity capital deduct
any amount deposited under the terms of the lease or comparable
arrangement

(f) Any person dissatisfied with a determination by the Secretary
under this section may within six months following notification of
such determination request the Secretary to reconsider such deter-
mination. A determination by the Secretary under this section shall
not be subject to administrative or judicial review.

[ (g) For the purposes of this section, a "capital -expenditure" is an
expenditure which, under generally accepted accounting principles,
is not properly chargeable as an expense of operation and mainte-



nance and which (1) exceeds $100,000, (2) changes the 'bed capacity
of the facility with respect to which such expenditure is made, or (3)
substantially changes the services of the facility with respect to which
such expenditure is made. For purposes of clause (1) of the preceding
sentence, the cost of the studies, surveys, designs, plans, working
drawings, specifications, and other activities essential to the acquisi-
tion, improvement, expansion, or replacement of the plant and equip-
ment with respect to which such expenditure is made shall be included
in determining whether such expenditure exceeds $100,000.]

(g) (1) For purposes of thi8 seo ton, a capitall expenditure" 8
an expenditure which, under generally accepted accounting princi-
ples, is not properly chargeable as an expense of operation and mainte-
nance and which (1) exceeds $150,00, (2) changes the bed capacity
of the facility, or (3) st~bs~a~vtaially changes the services of the facility,
including conversion of existing beds to higher coat usage. The costof stuie~is, surveys, designs, plans, working, drawing, ape csiati one,
and other activities essential to the acquistion, improvement, ew-
pansion or replacement of the plant and equipment shall be inc uded
in determining whether the expenditure exceeds $150,000. For pur-poses of this" section, "capital expenditure" does not include an eat-
penditute for the purpose of acquiring (either by purchase or under
ease or comparable arrangement) an existing health care facility,the utilized services and bed capaity of which are not increased as

a result of the acquisition..(B) For purposes of thjj section, the establishment of a home health
agency shail be consider to be a capital expenditure by such agency,
without regard to the amount of the expenditure involved in e8tab-
liehing suSh agency.

(h) The provisions of this section shall not apply to Christian
Science sanatoriums operated, or listed and certified, by the First
Church of Christ, Scientist, Boston, Massachusetts.

(i) (1) The Secretary shall establish a national advisory council,
or designate an appropriate existing national advisory council, to
advise and assist him in the preparation of general regulations to carry
out the purposes of this section and on policy matters arising in the
administration of this section, including the coordination of activities
under this section with those under other parts of this Act or under
other Federal or federally assisted health programs.

(2) The Secretary shall make appropriate provision for consulta-
tion between and coordination of the work of the advisory council
established or designated under paragraph (1) and the Federal Hos.
pital Council, the National Advisory Health Council, [the Health
Insurance Benefits Advisory Council,3 and other appropriate national
advisory councils with respect to matters bearing on the purposes and
administration of this section and the coordination of activities under
this section with related Federal health programs.

(3) If an advisory council is established by the Secretary under
paragraph (1), it shall be composed of members who are not otherwise
in the regular full-time employ of the United States, and who shall
be appointed by the Secretary without regard to the civil service laws
from among leaders in the fields of the fundamental sciences, the med-
ical sciences, andthe organization, delivery, and financing of health



care, and persons who are State or local officials or are active in corn-
munity affairs or public or civie affairs or who are representative of
minority groups. Members of such advisory council, while attending
meetings of the council or otherwise serving on business of the council.
shall be entitled to receive compensation at rates fixed by the Secretary,
but not exceeding the maximum rate specified at the time of such serv-
ice for grade GS-18 in section 5332 of title 5, United States Code,
includin traveltime, and while away from their homes or regular
places business they may also be allowed travel expenses, including
per diem in lieu of subsistence, as authorized by section 5703 (b). of such
title 5 for persons in the Government service employed intermittently.

* * * * * * *

HEALTH FACILITIES OSTS COMMISSION

Sec. 1127. (a) There is establisd a comission to be known as the
Health Facilities Costs Commission (hereinafter in this section re-
ferred to as the "Commission").

(b) (1 The Comrission shall be composed of fifteen members ap-
pointed y the Secretary-

(A) at least five of whom shall be individuals who are repre-
sentatives of providers;

(B) at least five of whom shall be individuals who represent
public (including Federal, State, and local) health benefit pro-
aram; and

(C) the remainder of whom shall be, a a result of training, ex-
perience, or attainments, particularly and exceptionally well ual-
ified to assist in selling and carrying out the functions of the
Commission.

One of the members of the Commission, at the time of appointment,
shall be designated as Chairman of the Commission. The Secretary
shall first appoint members to the Commission not later than Janu-
ary 1,1980.

(2) The Chairman of the ComMission shall designate a member of
the Commission to act as Vice Chairman of the Commision.

(3) A majority of the members of the Commission shall constitute a
quorum, but a lesser number may conduct hearings.

(4) A vacancy in the Commissim shall not affect its powers, but shall
be filled in the same manner as that herein provided for the appoint-
ment of the member first appointed to the vacant position.

(5) Members of the Commission shall be appointed for a term of
four years, except that the Secretary shall provide for such shorter
term for some of the members first appoine so as to stagger the date
of expiration of members' terms of ce.

(6) No individual may be appointed to serve more than two terms
as a member of the Commission.

(7) Each member of the Comaission shall be entitled to per diem
compensation at rates fixed by the Secretary, but not more .than the
current per diem equioatent of the annual rate of basic pay in effect for
grade IS-18 of the General Schedule for each day includingg trovel-
time) during which the member is engaged in the actual 014anee
of duties rested in the Commigsion, and all members of the Commission
shall be allowed, while away from their homes or reguzar places of



business in the performance of service for the Comisasion, travel ex-
penses (including per diem in lieu of subsistence) in the same manner
as persons employed intermittently in the Government service are al-
lowed expenses Under section 5703 of title 5, United States Code.

(8) The ComriMSion shall meet at the call of the Chairman, or at
the call of a majority of the members of the Commission; but meetings
oj the Commission shall be held not less requently than once in each
calendar month which begins after a maorty of the authorized mem-
bership of the Comanasion has first been appointed.

(ae) (1) It shall be the duty and junction of the Commission to con-duct a ontinUing study, investigation, and review of the reimburse-
nt of. hospitalsfor care provided by them toindividuals covered

under title XVIII or under Sqtate iflan approved under title XIX,
with particular attention.to the..citra established by section 1861
(bb) 'with a view to deing additional methods for reimbursing hos-
pitals for all other costs, and for reimbursiktg all other entities which
are reimbursed an the basis of reasonable cost. These methods shall
provide for appropriate classification and reimbursement systems
designed to ord'n ar permit companion of (A) the Coast centers of
one entity, either individually or 'i the aggregate, with Cost Centers
similar in terrn of size and scale of operation, (B) prevailing wage
levels, (C) the nature, extent; and appropriate volume of the services
furnished, and' (D) other factors which have a substantial impact on
hospital Costs. The Commission shall also develop procedures for ap-
propriate eceptions. The Commission shall submit to the Congress
reports on its progress in addressing these issues at least once every
six months during the three-year period following the date of the
enactment of this section. -,() The Commission shall study appopi te methods for classify-
mg and comparing hospitals which, with respect to any accounting
year, derive 75 percent or more (as estimated by the Secretary) of
their ihpatie t care revenues from one or more health maintenance or-
gaizsations. The o m missionn shall consider recommending the classi-
fwation and oompar8on'of such hospitals as a separate category in
recognition of the'differenees in the nature of their operations as oom-
pared with other hospitals.

(o) (A) The Secretary, taking account of the proposals and advice
of the Commission, shall by regulation make appropriate modifca-
tions in the method of reimbursement under titles V, XVIII, and
XIX for routine hospital costs, other hospital costs, and costs of other
entities which are reimbursed on the basis of reasonable costs.

(B) In any case in which the Secretary proposes to make such mod-
ification., he shall first submit such proposal to the Commission. If
the Commission disagrees with such proposal, final regulations imple-
menting such proposal shall be submitted to Congress by the Secretary,
and such regulations may not become effective until at least 60 days
after they were submitted to Congress.

(d) The Secretary shall provide such technical, secretarial, clerical,
and other assistance as the Commission may need.

(e) The Comm'sion may secure directly from any department or
agency of the United States such data and information as may be neces-
sary to enable it to carry out its duties under this section. Upon re-
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quest Of the C041nt of the Com~msf, ajmc e~~sto
agency shIzl furni8sh any a h data or inf .n7 iN to a Com0mwwn.

(f) There are autho4red to be a oprprited suoh pson as , -4e
necessary t o carry out this secti, .n.(p) Se'tion 14 of the _Fede*2 Advisory donimittee Act Aaaz not
appty to th-e foMuniq~sio'n., mite o8a t

(4) The Coonmaison shalljreview and make reoommed4tiota ,viA
respect to4 method of classifying and comparing detoxfledtion faili-
ties so as to provide tt such method may be wed for rekMbursement
Purposes for wA facilities tihin tWo years after the dae o the en-
actm ent of this- section.

%I5)T4 (7txnmission,,shall g"Je immediate priority, to making a
stud) and submitting reco r endations to the-earetary with respectto the setting of ,intatidns on reaso"table costs and reasonable charges
for ogpatient services as proiided in section 1134(c).

PAYMENTS TO PROMOTE CLOSING AND cON 6VNV ION 6, UND RUTILIZED
PA OILYTIRS

Sec. I2. (a) (1) (4) Before the end of *he thirdfull moth follow-
ing the maoth in 'which t.is section is enacted, the Secretary sal
establish a Hospital Transitional A llowance Board (hereinafter in tis
sect n referred to as the "Board"), The Boardshall hwoe flvq main-
bern, appointed by the Secretary without regard to Me provisions of
title 6. UVted Statea, Code. governidn apointn# t n cormeA ie
aervtce, Who are knoWledgeable about. Avpix pInigadA sa
operations.

(B) Members of the Board shall be appointed for t~ree-ztear terms,
except some "iu'd vaemera shall be appointed, for s8{rter terms to
permit staggered term of o/fke.
1 (0) Members of the Board shall be entitled to per dwm compensa-

tian at rates ,fwed by the Seeretary, but not more than the current perdie qvaen at the time the. sertio mo?)vcd is renw~red fn ' pod
08-18I une sectiona S33l of title 5, United Sqtates ode , .

(D). The Secretary shall provide s/uch technical, pe~naie4, clerial,
and other assistance as the Board may need.

(.) Th. Board se reeve and act opr application br Aospl,ertifled for partioivadon (other than as : emer.geowy ho. pita?.'") unrai
title XVII) and IX, fr, *awei-al aleunzes.

(b) For purpoaeo tohis seotim --
(1) The term, traditionall allkwamw' means an amount

which-
(A) ,hal,solely by reason of this section, be iw 4;ed a

hospital's reaaenab~e coat fqr rsrposes of calculating pay-
ments tnazr the prgnmw aut;Araed by Utle.s V, XVJIIand
XIX of this Aat;and

(B) in accordance witA, tAr sections is esabMehed by the
Secretary for a Aop* in raognitan- of a xemburemest
detriment (as de-fld in paragraph (3)),expernenced because
of a qualified facility conlerawn4 (as defl w4 n npagraph
(2)).

(2) The term "qual4od c on ion'. means ot" "" Q.
modifying, or changmg the usage of an tnderuiirned Aospltal



facility which is expected to benefit the programs authorized un-der title V, title XVIII, and title XIX by ( A) elibmdnating exces

bed capacity di8ontinuing an underutilzed service for which
their e a e alternative sources, or (C) substituting for the

Mde tiliae service some other service which is needed in the
area and which is consistent with the findings of an appropriate
healthplanning agency.

(3) Ahospital which has carried out a qualified facility conver-
sion and which continues in operation will be regarded as having
experienced a "reimbursement detriment"-

(A) to the extent that, solely because of the conversion,
there is a reduction in that portion of the hospital's costs at-
tributable to capital assets which are taken into account in
determining reasonable cost for purposes of determining
amount of payment to the hopsital under title V, tite XVIII,
or a State plan approved under title XIX;

(B) if the conversion results, on an interim basis, in in-
creased operating costs, to the extent that operating Costs em-
ceed amounts ordinarily reimbursable under title V, title
XVIII, and the State plan approved under title XIX; or

(C) in the ease of complete closure of a private nonprofit
hospital, or local governmental hospital, other than for re-
placment of the hospital, to the extent of actual debt obli-
gations previously recognized as reasonable for reimburse-
ment, where the debt remains outstanding, less any salvage
value.

(c) (1) Any hospital may file an. application with the Board (in
such form and including such data and information as the Board, with
the approval of the Secretary, may require) for a transitional allow-
ance with respect to any qualified conversion which is formally initi-
ated after December 31, 1979. The Board, with the approval of the
Secretary, may also establish procedures, consistent with this section,
by means of which a finding of a reimburment detriment may be
made Prior to the actual conversion.

(2) T Board hall consider any application filed by a hospital,
and if the Board finds that-

(A) the facility ionversion is a qualified facility conversion,
and

(B) the hospital is experiencing or will experience a reim-
bursement detriment because it carried out the qualified facility
conversion,

the Board shall transmit to the Secretary its recommendation that
the Secretary establish a transitional allowance for the hospital in
amounts reasonably related to prior or prospeo(tive use of the facility
under titles and XVIII and the State plan approved under title
XIX, for a period, not to exceed twenty years as specfled by the
BoardI, and, if the Board finds that the criteria in s8ubpaagraph (A)
and (B) are not met, it shall advise the Secretary not to establish a
transitional allowance for that hospital. For an approved closure
under subsection (b) (3) (0) the Board may recommend or the See-
tary may approve, a ump-srUM payment in lieu of periodic allowances,
where such payment would constitute a more efficient and economic
alternative.



(3) (A) The Board shall notify a hospital of its findings and
recommendations.

(B) A, hospital dissatisfied with a recommendation may obtain an
informal or formal hearing, at the discretion of the Secretary by
filing (in the form and within a time period established -by the Secre-
tary) a request for a hearing.

(4 (A) Within thirty days after receiving a recommendation from
the board respecting a transitiond allowance or, if later, within
thirty days after a hearing, the Secretary shall mcck a final determina-
tion whether, and if so in what amount and for what period of time,
a transitional allowance wilt be granted to a hospital. A final deter-
mination of the Searetary shall not be subject to judicial review.

(B) The Secretary shall notify a hospital and any other appro-prate parties of the d4terninatwn.
(C) Any transitional allowance shall take effect on a date pre-

soribed by the Seretary, but not earlier than the date of comple-tion oJ the quaified facility conversion. A .transitiona aloac
shall be included as an allowable coat item itt determining the reason-
able cost in ned .by the oap.ital in providing aervces for which
payment is authored Under this Act, except tat the transitional
allowance shall not be considered in applying limits to Costs recog-
niged as reasonable pursuant to the third sentence of section 1861
(v) (1) and section 1861(bb) of this Act, or in determining the
amount to be paid to a provider pursuant to section, 1814(b), section
1833(a) (2), section 1903(i) (3), and section 506(f) (3) of this Act.

(d) In determining the reasonable cost incurred by a hospital with
respect to which payment is azthoized under a $tate piano moved
under title V or title XI2, any transitional allowance s0 e in-
eluded as an'allowable cost item.

(e) (1) The Secretary is authorized to establish transitional allow-
ances only as provided in paragraphs (fO) and (3).

(2) Prior to January 1, 1983, the Secretary is authorized to estab-
lish a transitional allowance for not more than fifty hospitals.'

(3) On and after Jantuary 1, 1983, the Secretary is authorized to
establish a transitiona allowarwe for anj67hopital which qualifies for
such an allowance tnder the provisions of this section.

(4) On r before January 1, 1982, the Secretary shall report to the
Congress evaluating the effectiveness of the program established under
this section including appropriate recommendations.

Coordinated Audits

Sec. 1129. If an entity provide& services reimZursable on a cost-
related basis under title V or XIX, as well as services reimbuirsable on
such a basis under title XVIII, the Secretay shall require, as a con-
dition.for paypneAt to any State under title V or XIX wit h respect to
adoiitrcitte Costs incurred in the Pelior"Mae Of wditg Of the booksa,
accounts, and records of that entity, that thete-audits be coordinated
through common audit procedures with a dits performed with rgpeotc
to the entity for purposes of title XVIIL. The Se retary shall appor
tion to the program established under title V or XIX tiat part of the
cost of coordinated audits which is attributable to each such program
and which would not have otherwise been incurred in an audit of the



program established under title XVIII. Where the Secretary ftnk that
a State has declined to participate in such a common audit with respect
to title V or XIX, he shall reduce the payments otherwise due such
State under such title by an amount which he estimates to be the
amount that repreent8 the duplication of costs resulting from such
State's failure to participate in the common audit.

Encouragement of Philanthropic Support for Health Care

Sec. 1130. (a) It is the policy, of the Congress that philanthropic
support for health care be encouraged and expanded, especially in 8up-
port of experimental and innovative efforts to improve the health care
delivery system and aCess to health care services.

(b) (1) For purposes of determining, uder title XVIII or XIX,
the reasonable costs of any service furnished by a provider of health
services-

I (A) except as provided in paragraph (2), unrestricted grants,
gifts, and endowments and income therefrom, shall not be de-
ducted from the operating costs of such provider, and

(B) grants, gifts, and endowment income designated by a donor
for paying specific operating Costs of such provider shall be de-
ducted from the particular operating costs or group of costs
involved.

(2) Income from endowments and investments may be used to reduce
interest expense, if such irwome is from an unrestricted gift or grant
and i om'ningleied with other funds, except that in no event shall any
'such interest expense be reduced below zero by any such income.

Grants and Loans for Conversion to Long-Term Care Facility

Sec. 1132. (a) The Secretary is authorized to carry out a program
of grants and loans to facilitate the conversion of surplus acute care
hospital beds to long-term care beds in public and nonprofit hospitals.
The purpose of such program is to alleviate the problem of patients
being provided inpatient hospital services in circumstances under
which medivally appropriate care could be provided in a less oo8tly
facility. e

-(b) In carrying out the proviions of this section the Secretary shal
give priority to hospitals located in high cost urban area, and to
total conversions of public J0spitals to extended care facilities.

(c)(l) There are authorized to be appropriated, over the S-year
period consisting of fscac years 1980 tznd 1981, $100, 0 ,000 for the
purpose of,.ralng grant wd loans under this section, not more than
$6000,000 of whikmay be used for making grants.

(B) The Secretary may make grants under this section for con-
versions in amounts up to that portion of the conversion cost which
equals the average portion of the hospital's patients in the last two full
accounting years preceding the convenion who were beneficiaries under
title XVIJI or a State plan approved under title XIX of this Act.

(3). The Secretary may make loans under this section for com'ver-
sioM in amounts up to the remainder of the conversion cost not covered
by a'grant mada under this section or a grant or loan made under any
other Federal program Such loans shall be made from the Federal



Hospital Insurance Trust Fund at a rate of interest equal to the inter-
est rate at the time of such loan on obligations issued for purchase by
suck trust fund, plus 1 percent.

(d) In carrying out this section the Secretary shall insure that--
(1) grants and loans under this set-ion, are coordinated with

siriiar aid ided under Federal law, and with the actions of
the Hospia Transitional A1otwan" Board taken under station
1128; and

(2) regulations and exceptions with respect to conditions of par-
ticipation shall be promulgated which allow, to the maimum
extent feasible, for ease and simplicity in converting from acute
rare hospital beds to long-term care beds where the heaZth and
safety of patients i8 not jeopardized.

(e) Long-term care beds created by a cooersioq parried out under
this section may be reconterted to acute care hospital beds within the
two-year period following such conversion without being subject to
the provisions of section 112 of this Act.

Use of Approved Relative Value Schedule

Sec. 1133. (a) To provide common language describing te various
kinds and levels of medical services which may be reimbursed under
titles V, XVIII and XIX of this Act, the Secretary shall establish a
system of procedural terminology, including definitions of terms. The
.system shall be developed by the Health Care, Financing Administra-
tion with the advice of other large health care purchasers, representa-
tives of professional groups and other interested parties. In develop-
i the system, the Health Care Financing A4ministration shall con-
si er among other things, tne experience of third part sin using ex-
isting terminology systems in terms of implications for administrative
and progrMr Costs, simplicity and lack of ambiguity, and the degree
of acceptance and use.

(b) Upon development of a proposed system of procedural termi-
nology ad its approval by the Secretary the system shall be published
in the Federal Regiter. Interested parties shall have not less than six
months in which to comment on the proposed system and to recommend
relative vauea to the Secretary for the procedures and services deg-
nated by the terms. Comments and proposals shall be supported byin-
formation and documentation specified by the Secretary.

(c) The good faith preparation of a relative value schedule ,or its
sub sion to the Secretary by an association of health practitioners
soly in response to a request of the, Secretary as authorized under
this section shall not in itself be considered a violation of any co nt
decree by which an association has waived its right to make recom-
mendations concerning fees. The proposed relative value schedule s hal
,not be disclosed to anyone other than those persons actually preparing
it. or their counsel until it is made public by the Secretary.

(d) The Health Care Financing Administration sh41 review mate-
rials submitted under this section and shall reeom'm nd that the Sec-
retary adopt a specific terminology system and its relative Values ]qr
use by carriers in 'calculating reasonable charges under title XVIII
of this Aot, but only after-



(1) interested parties have been gien an opportunity to com-
ment and any comments have been considered

(2) statistical analyses have been conducted as8essinq the eco-
nomic impact of the relative values on the physicians in various
specialties, geographic areas and types of practice, and on the
potential liability of the program established by part B of title
XVIII of this Act;

(3) it has been determined that the proposed terminology and
,related definitions are unambiguous, practical, and easy to eva-
luate in actual clinical situations and that the unit values alignedgenerally reflect the relative time and effort consistent 'with the
inherent complexity of the procedures and services, required to
perform various procedures and serves, ad

(4) it has been determned that the use of the proposed system
will enhance the administration of the Federal health care finan-
eng programs.

(e) A system of terminology, definition., and their relative values,
as approved by the .Secretaay, shall be periodically reviewed by Aim
and may be modified. An approved system (as amended by any modi-
fication of the Secretary) may subsequentlybe used by any organza-
tion or person for purposes other than those of this Act.

(f) Nothing in this section shall be considered to bar the Secretary
from adopting a uniform systems of procedural tenrnology in 8situa-
tions where a relative value schedule hs not been approved.

Exclusion of Certain Items in Determining Reasonable Cost and
Reasonable Charge

Sec. 1134. (a) Except as otherwise provided in subsection (b), in
determining the amount of any payment uwder title XVIII, under a
program established under title V, or under a State plan approved
under title XIX of this Act, when the payment is based upon the rea-
sonable cost or reasonable charge, no element comprising any part of
the cost or charge -shall be considered to be reasonable if, and to the
extent that, such element is-

(1) a commission, finder's fee, or for a.itnilar arrangement, or
(2) an amount payable for any facility (or part or activity

thereof) under any rental or lease arrangement,
which is, directly or indirectly, determined, wholly or in part as a
percentage, fraction, or portion of the charge or cost attributed to
any health service (other than the element) or any health service
innl g but not limited to the element.

(b)df' The Secretary shall by regulations, establish exeptions to
the provisions of subsection (a) with respect to any element of cost or
charge which consists of payments based on a percentage arrangement,
if such element is otherWise reasonable and the percentage
arrangement-

(A) is a customary commercial business practice, or
,((B) provides incentives for the efficient and economical opera-

tion of the health service.
(2) The provisions of subsection (a) .shall.not be applicable to com-

pensation payable to a physician under a percentage arrangement (in-



oludinV an arrangement that relates to ooanpmneation for etpenviory
exective edwctional or research activity) between a phiiian and
a hospital if the physicians eow (to the eaia action of the Secretary)
that cmemation under euch anryemet does not exceed, on a/n an-
nbuasis, an amount which would reasonably have been paid to
the physcian under a relative value schedule approved by the Score-
tarp under section 1133 and which takes into consideration eu phy-
sunanY time and effort consistent with the inherent complexity of the
proeeduns and eenkicea.

(c)?. Sent etan shall issue negtdations that provide for the eatab-
liintltatone on the a of y ros or charges that shall
be cosdered reasonable with respect to series provided on an out-
patient baui by koseitl, omvnit health centers, or clinic (otherthan rural helth chi), toioh are reimbursed on a oat bed or on
the bauis of ot slated 0a.es, and by physicians utilizing such out-
patient facilities. Such limitations shah be based upon the reasonable-
ness of such cost or charges in relation to the reasonable charges of
pky i ,i e n the same area for asii a1 services provided in their

Development of Uniform Claims Forms

See. 1135. (a) Within the two-year period commencing on the date
of the enactment of thi seetion, the Semtary shall, to the maximum
etent feasible, develop and require to be empry d, in the administra-
tion of the health instance for the aged and disabled program estab-
ied bytitle XVIII and the medical assistance pro r ap roved

under title XIX, uniform claims form which sharl be utiwed inmaking payment for health services under such programs. Such claimsfom may vary in form and content, but only to the extent clearly

(b) The Bemtar shali require form. developed pursuant to sub-
secion (a) to be vtkeed in the administration of health care programs
(other than those referred to in subsection (a)) over which he has
admnisative reponsiility, if he determine, that such use is in the
interest of effective administration of such ogram:

(c) The Secretary, in carnyng out the provsin of. bsecti
(a), shall consult oith those charged vith the administration of Fed-
eral programs (other than those referred to in subsections (a) and
(b)) and with other or iw. and persons that pay fr heath
care, and with the providers of health care series, with
the objective of having a broad representation of such programs and
plans to facilitate and encoorage maximum use by other programs of
such uniform claims forms.

Notification to State Officials

Sec. 1136. If the Secretary notifies a State of any audit, quality co-n-
trol performwne report, defleienoy, or any reduction, termination, or
increase in Federal matching, under the State plan for any program
for which Federal payments are made uder tMs Act, simultaneous
sotifwation shall also be made to the Governor of the State and the
rsective chairmen of the e lve and approptiatibn committees
of that State?, legislatue having juridiction over the program
afected-
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Appointment of the Admiistrator of the Health Care Financing
Administration

Sec. 1137. The Administrator of the Health Care Financing Ad-
ministration shall be appointed 6y the President, by and with the
advice and consent of the Senate.

* * it- * * it *

PAw B-P oRFssioNAL STANDARDs REvIEw

Duties and Functions of Professional Standards Review
Organizations

See. 1155. (a) (1) Notwithstanding any other provision of law, but
consistent with the provisions of this part, it shall be the duty and
function of each Professional Standards Review Organization for
any area to assume, at the earliest date practicable, responsibility for
the review of the professional activities in such area of physicians and
other health care practitioners and institutional and noninstitutional
providers of health care services exceptt as provided in paragraph
(7)) in the provision of health care services and items for which pay-
ment may be made (in whole or in part) under this Act for the purpose
of determining whether-

(A) such services and items are or were medically necessary;
(B) the quality of such services meets professionally recogMzed

standards of health care; and
(C) in case such services and items are proposed to be provided

in a hospital or other health care facility on an inpatient basis
such services and items could, consistent with the provision of
appropriate medical care, be effectively provided on an outpatient
basis or more economically in an inpatient health care facility of
a different

I g out e provisions of this paragraph such orgaeagitio.
shal give pd nit to making suck determinations wth respect to rou-
tine heiiadmission testing preoperatit' hospital stag. in excess of
one day and elective admissws on weekends or other times ohen
services am not avaisblle.

(2) Each professional Standards Review Organization shall have
the autority to determine, in advance, in the case of-

(A) any elective admission to a hospital, or other health care
faulty, or

(B) any other health care service which will consist of ex-
tend or costly horses of treatment,

whether such servie, if provided, or ifprovided by a particular health
care pmetioner or by a particular hosp it or other health eare facility,
organion, or agency, would meet the criteria specified in clauses
(A) and (C) of paragraph (1).

(3) Bach Profles Stalard Review OrgUizat n a in
accorsce with regulations of the Secretary, determine sad a pnd= -h
from time to time, the types and kinds of cases (whether by type of
heal& care or disnsis in rotvat or whether in terms of otherele-
Vant ertia relaing to the proisio i of health care services) with



respect to which such organization will, in order most effectively to
carry out the purposes of this part, exercise the authority conferred
upon it under paragraph (2).

(4) Each Professional Standards Review Organization shall be
responsible for the arranging for the maintenance of and the regular
review of profiles of care and services received and provided with
respect to patients, utilizing to the greatest extent practicable in such
patient profiles, methods of coding which will provide maximum con-
fidentiafity as to patient identity and assure objective evaluation con-
sistent with the purposes of this part. Profiles shall also be regularly
reviewed on an ongoing basis with respect to each health care prac..
titioner and provider to determine whether the care and services
ordered or rendered are consistent with the criteria specified in clauses
(A), (B),and (C) of paragraph (1).

(5) Physicians assigned responsibility for the review of hospital
care may be only those having active hospital, staff privileges in at
least one of the participating hospitals in the area served by the Pro-
fessional Standards Review Organization.

(6) No physician shall be permitted to review-.
(A) health care services provided to a patient if he was di-

rectly responsible for providing such services, or I .
(B) health care services provided in or by an institution, or-gnization, or agency, if he or any member of his family has,directly or indirectly, a significant financial interest in such insti-

tution, organization, or agency.
For purposes of this paragraph, a physician's family includes only his
spouse (other than a spouse who is legally separated from him under
a decree of divorce or separate maintenance), children (including
legally adopted children), grandchildren, parents, and grandparents.

(7) (A) Except as provided in subparagraph (B), a Professional
Standards Review Organization located in a State has the function
and duty to assume responsibility for the review under paragraph (1)
of professional activities in intermediate care facilities (as defined in
section 1905 (c) ) and in public institutions for the mentally retarded
(described in section 1905(d) (1)) only if (i) the Secretary finds, on
the basis of such documentation as he may require from the State that
the single State agency -which administers or supervises the adminis-
tration of the State plan approved under title XIX for that State is
not performing effective review of the quality and necessity of health
care services provided in such facilities and institutions, or (ii)-the
State requests such organization to assume such responsibility.

(B) A Professional Standards Review Organization located in
a State has the function and duty to assume responsibility for the
review under paragraph (1) of professional activities in intermediate
care facilities in the State that are also skilled nursing facilities (as
defined in section 1861(j)), to the extent that the Secretary finds
that the performance of such function by the single State agency
(described in subparagraph (A)) for that State is inefficient.

(b) To the extent necessary or appropriate for the proper perform-
ance of its duties and functions, the Professional Standards Review
Organization serving any area is authorized in accordance with regu-
lations prescribed by the Secretary to--
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(1) make arrangements to utilize the services of persons who
are practitioners of or specialists in the various areas of medicine
(including dentistry), or other types of health care, which persons
shall, to the maximum extent practicable, be individuals engaged
in the practice of their profession within the area served by such
organization, and such organization shall provide that the serv-
ices of such persona who hold independent hospital admitting
privilege shall be utilized for pUtrposes of formal participation
in the review of institutional services provided by such persons;

(2) undertake such professional inquiry either before or after,
or both before and after, the provision of services with respect to
which such organization has a responsibility for review under
subsection (a) (1) ;

(3) examine the pertinent records of any practitioner or pro-
vider of health care services providing services with respect to
which such organization has a responsibility for review under
subsection (a) (1) ; and

(4) inspect the facilities in which care is rendered or services
provided (which are located in such area) of any practitioner or
provider.

(h) Any Professional Standards Review Organization which has
assumed reaponwibility under this section for review of inpatient ho8-
pital services in an area shall also assume responsibility in such area
for review of detowiftation facility services.

Requirement of Review Approval as Condition of Payment of
Claims

Sec. 1158. (a) Except as provided for in section 1159 and [subsection
(d)] 3ubsections (d) and (e), no Federal funds appropriated under
any title of this Act (other than title V) for the provision of health
care services or items shall be used (directly or indirectly) for the pay-
ment, under such title or any program established pursuant thereto, of
any claim for the provision of such services or items, unless the Sec-
retary, pursuant to regulation determines that the claimant is without
fault if-

(1) the provision of such services or items is subject to review
under this part by any Professional Standards Review Organiza-
tion, or other agency; and

(2) such organization or other agency has, in the proper exer-
cise of its duties and functions under or consistent with the. pur-
poses. of this part, disapproved .of the services or items giving
rise to such claim, and has notified the practitioner or provider
whao provided or proposed to provide such services or items and
the individual who would receive or was proposed to receive sucth
services or items of its disapproval of the provision of such serv-
ices or items.

(d) [In any -case] (1) Akncept as provided in subhection (e) nd
paragraph, (2) of tWi subsection, in any cage in which a Professional



Standards Review Organization disapproves (under subsection (a))of inpatient hospital services or posthospital extended care services,psytntnvy be made for such serves furnshed befCire the second
day after the day on which the provider received notice of such disap-
proval, or, if such organization determines that more time is tequind
in order to arrange postdiseharge care, payment may be made for such
services furnishedbefore the fourth day after the day on which theprovider received notice of snch disapproval.

(9 ) A+ Prof essional Standard Re'ie'Organiaation ehli not di.ap-
prove (under subsection (a)) of inpatint hopitalenices provided
under a title of this Act to an individsl on the grounds that such
individual could receive appropriate medical care more economically
in an inpatient facility of another type for which payment eMa be made
under such title if-

(A) there is no ecess of inpatient hospital beds in the geo-
graphic area in whioh the hospital in located (as certified by the
State or local health planning agency or health systems agency);
and

(B) there is no such other type of facility avai le to such indi-
vidual to provide appropriate care for which payment can be
made under such title.(0(1) If, for mrpaes of payment under a title of this Act as ,e-

'tnbed in &wbsectz n (a), the Prof essionaStandards Ieiewb Oganiza-
tion disappiove, (under subsection (a)) of inpatient hospital ser.wes
provided by a hospital to an individual on the ground that such indi-
vitdual could receive appropriate medical care more ecoaomically jn an
inpatient facility of another type- and such organization finds that-

(A) pay nt is authorizeS be ade wzder or qt toosh
title of this Act (as described in subsection (a)) with respect to
services furnished to such individual in such other type of facility;

(B-) there i. no such other type of facilityi available to tuchideal, -:
then, payment, from, funds described in subseetion (a), to such hos-
pital, may continue to be made (but at a rate determined u dr para-
graph (B)) for days (in a contizuous period of days which begins
with the day following te last day for which payment, mayle made,
with application of subsection (d), for suck inpatient hospital serv-
ices furnished to such individual) with respect to to c hnk A individ-
ual meets the aond&n& _padfled -insubparagraph8 (A) and (B).

(2) (A) The rate at which payment may. b.e co tinued under para-
grqpAh,(1) shall be a rate equal to the estimated average'rate, per
patd'nt-dy paid for service provided in such other type a of fiity
under the State plan -approved under title XIX of the rtate in which
such hospital is located, or, if less, the rate in efeot forrsuch hospital
for services of the tyqpe provided i such other type of facility (if such
hospital as a unit 'which paovid suc other type of serviW4).

(B) In the case of a State that dops not have a State planzproved
under title XIX, the rate at which payment may beeontin'd t'nder
parusjraph (1) shall be a rate equal to the estimated average rate per
patient,-4r for services rovided in such other p of ajit er
title xviii in ife State tn 'whick stw4b kopsit4 is laat or, l oss,
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the rate in effet for such hopsita for services of the type provide$ in
such other type of facility (if such hospital has a unit 'whiA provides
suck other type of services).

(3) Any day on which an individual receives inpatient hospital
serit ces, for which payment is made at a lower rate on account of the
provisions of this subsetin shall, for purposesof this Aot, be deemed
to be a day on which he received the type of 8evtflces provided by such
other type of /aOility.

National Professional Standards Review Council

Sec. 1163. (a) (1) There shall be established a National Professional
Standards Review Council (hereinafter in this section referred to
as the 'Council") which shall consist of eleven physicians, one doctor
of dental surgery or of dental medicine, and one registered nurse, not
otherwise in the employ of the United States, appointed by the Sec-
retary without regard to the provisions of title 5, United States Code,
governing appointments in the competitive service.

(2) Members of the Council shall be appointed for a term of three
years, except that the Secretary may provide, in the case of any terms
scheduled to expire after January 1, 1978, for such shorter terms as
will ensure that (on a continuing basis) the terms of no more than
[four] five members expire in any year. Members of the Council shall
be eligible for reappointment.
(3) The Secretary shall from time to time designate one of the

phygiian members of the Council to serve as Chairman thereof.
(b) [Members] Physician members of the Council shall consist of

physicians of recognized standing and distinction in the appraisal of
medical practice. A majority of such members shall be physicians who
have been recommended by the Secretary to serve on the Council by
national organizations recognized by the Secretary as representing
practicing physicians. The membership of the Council shall include
physicians who have been recommended. for membership on the Coun-
cil by consumer groups and other health care interests. The non-
physician members of the VJounoil shall be practitioners of recognised
standing asd distinction in the reviewing of dental or nursing care
(as the ease may be).

Prohibition Against Disclosure of Information

[Sec. 1166. (a) Any data or information acquired by any Profes-
sional Standards Review Organization, in the exercise of its duties
and functions, shall be held in confidence and shall not be disclosed
to any person except (1.) to the extent that may be necessary to carry
out the purposes of this part, (2) in such cases and under such cir-
cumstances as the Secretary shall by regulations provide to assure ade-
quate protection of the rights and interests of patients, health care
practitioners, or providers of health care, or (3) in accordance with
subsection (b) .

Sec. 1166. ,() Any data or information acquired by any Profes-
sional Standards Review Organization in the exercise of its duties and
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functions, which data or information teas not pub licty available at
the time acquired, whiok identifies (by name or inference) an ind"id-
ual patient, practitioner, provider (other than aggregated statistical
information with respect to providers), supplier, or reviewer, shall be
held in confdence and shall not be diselosed to any person emeept-,

(1) in ccordan with ubection (b) ; or
(B) to the ex~tent that may be necessary to carry -out the pur-

poses of this part, in such oases and Under such circumstances as
the Secretary shall provide by regulations ('which regulations
shall assure adequate protection, of the rights and interest, of
patilAs, healtkhcare praetitioners, and providerg of health care)
to: the Secretary, the General Accounting O/floe, claim. pays
a gencies, public agencies responsible for monitoring or au&ting
claims, medical review boards for renal disease network areas
(established under section 1881). State and local public heath
offlciaZ, researchers and statistical agencies, courts, organizations
providing specified ser ices to the Professional Standards Review
Organization, other Professional Standards Review Orgmtiza-
tions, Statewide Professional Standards Review Councils, inwtitu-
tions or practitioners within the Professional Standards Review
Orgasdation, entities recognized by the SecitarV as having
liwensing, accreditation, or certification functions with respect to
health care, or entities so identified as having monitoring fume-
tiont with respect to Professional Standards Review Organiza-
tions as provided by law, or to, or with the consent of, the patient,
practitioner or provider with respect to whom the information is
disclosed.

Medical Officers in American Samoa, the Northern Mariana Is-
lands, and the Trust Territory of the Pacific Islands To Be In-
cluded in the Professional Standards Review Program

See. 1173. For purposes of applying this part t(except sections
1155(c) and 1163)] (except section 1155(c) ) to American Samoa, the
Northern Mariana Islands, and the Trust Territory of the Pacific Is-
lands, individuals licensed to practice medicine in those places shall be
considered to be physicians and doctors of medicine.,

TITLE XVIII-HEALTH INSURANCE FOR THE AGED
AND DISABLED

Part A-Hospital Insurance Benefits for the Aged and Disabled
Description of Program

Sec. 1811. The insurance program for which entitlement is estab-
lished by sections 226 and 226A provides basic protection against the
costs of hospital and related [post-hospital] services in accordance
with this part for (1) individuals who are age 65 or over and are en-
titled to retirement benefits under title II of this Act or under the



railroad retirement system, (2) individuals under age 65 who have
been entitled for not less than 24 consecutive months to benefits under
title II of this Act or under the railroad retirement system on the basis
of a disability, and (3) certain individuals who do not meet the con-
ditions, specified in either clause (1) or (2) but who are medically
determined to have end stage renal disease.

Scope of Benefits

Sec. 1812. (a) The benefits provided toan individual by the insur-
ance program under this part shall consist of entitlement to have pay-
ment made on his behalf or, in the case of payments referred to in
section 1814(d) (2) to him (subject to the provisions of this part)
for-

(1) inpatient hospital services for up to 150 days during any
spell of illness minus one day for each day of inpatient hospital
services in excess of 90 received during any preceding spell of ill-
ness (if such individual was entitled to have payment for such
services made under this part unless he specifies in accordance
with regulations of the Secretary that he does not desire to have
such payment made);

(2) post-hospital extended care services for up to 100 days
during any spell of illness; [and]
(3) [post-hopital home health services for up to 100 visits

(during the one-year period described in section 1861 (n)) after
the beginning of one spell of illness and before the beginning of
the next.] home health services; and

(4) detowif, atior facility services.
(b) Payment under this part for services furnished an individual

during a spell of illness may not (subject to subsection (c)) be made
for-

> (1) inpatient hospital services furnished to him during such
spell after such services have been furnished to him far 150 days
during such spell minus one day for each day of inpatient hospital
services in excess of 90 received during any preceding spell of
illness (if such individual was entitled to have payment for such
services made under this part unless he specifies in accordance
with regulations of the Secretary that he does not desire to have
such payment made);

(2) post-hospital extended care services furnished to him dur-
ing such spell after such services have been furnished to him for
100 days during such spell; or
(3) inpatient psychiatric hospital services furnished to him

after such services have been furnished to him for a total of 190
days during his lifetime.

(c) If an individual is an inpatient of a psychiatric hospital on the
first day of the first month for which he is entitled to benefits under
this part, the days on which he was an inpatient of such a hospital in
the 150-day period immediately before such first day shall be included
in determining the number of days limit under subsection (b) (1) in-
sofar as such limit applies to (1) inpatient psychiatric hospital serv-
ices, or (2) inpatient hospital services for an individual who is an in-



patient primarily for the diagnosis or treatment of mental illness
(but shall not be included in determining such number of days limit
insofar as it applies to other inpatient hospital services or in deter-
mining the 190-day limit under subsection (b) (3))

[(d) Payment under this part may be made for post-hospital home
health services furnished an individual only during the one-year pe-
riod described in section 1861 (n) following his most recent hospital
discharge which meets the requirements of such section, and only for
the first'100 visits in such period. The number of visits to be charged
for purposes of the limitation in the preceding.sentence, in connection
with items or services described in section 1861(m), shall be deter-
mined in accordance with regulations.]

(e) For purposes of subsections (b) [, (c), and (d)] and (c), in-
patient hospital services, inpatient psychiatric hospital services, and
post-hospital extended care services , and post-hospital home health
services] shall be taken into account only if payment is or would be,
except for this section or the failure to comply with the request and
certification requirements of or under section 1814(a), made withresp eat to such services under this part.

(f) For definition of "spell of illness', and for definitions of other
terms used in this part, see section 1861.

Conditions of and Limitations on Payment for Services

Requirement of Requests and Certifications

Sec. 1814. (a) Except as provided in subsections (d) and (g) and
in section 1876, payment for services furnished an individual may be
made only to providers of services which are eligible therefore under
section 1866 and only if-

(1) written request, signed by such individual, except in cases
n which the Secretary finds it impracticable for the individual

to do so, is filed for such payment in such form, in such manner,
and by such person or persons as the Secretary may by regulation
prescribe, no later than the close of the period of 3 calendar ears
following the year in which such services are furnished (Ieem-
ng any services furnished in the last 3 calendar months of any
calendar year to have been furnished in the succeeding calendar
year) except that where the Secretary deems that efficient admin-
istration so requires, such period may be reduced to not less than
1 calendar year;

(2) physician certifies (and recertifies, where such services are
furnished over a period of time, in such cases, with such frequency,
and accompanied by such supporting material, appropriatethe case involved, as may be provided by regulations, except that
the first of such recertiffloations shall be required in each case of
inpatient hospital services not later than the 20th day of such
period) that-

(A) inthe case of inpatient pyciatric hospital services,

such services are or were required to be given on an inpatient
basis, by, or under the supervision of a physician ,or the
psyehiatric treatment of an individuM; and (i) such treat-
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meat can or could reasonably be expected to improve the
condition for which such treatment is or was necessary or (ii)
inpatient diagnostic study is or was medically required and
such services are or were necessary for such purposes;

(B) in the case of inpatient tuberculosis hospital services,
such services are or were required to be given on an inpatient
basis, by or under the supervision of a physician, for the treat-
ment of- an individual for tuberculosis; and such treatment
can or could reasonably be expected to (i) improve the con-
dition for which such treatment is or was necessary or (ii)
render the condition noncommunicable;

(C) in the case of post-hospital extended care services,
such services are or were required to be given because the
individual needs or needed on a daily basis skilled nursing
care (provided directly by or requiring the supervision of
skilled nursing personnel) or other skilled rehabilitation
services, which as a practical matter can only be provided in
a skilled nursing facility on an inpatient basis, for any of
the conditions with respect to which he was receiving in-patient hospital services (or services which would consititute
inpatient hospital services if the institution met the reuir-
ments of paragraphs (6) and (9) of section 1861(e)) prior
to transfer to the skilled nursing facility or for a condition
requiring such extended care services which arose after such
transfer and while he was still in the facility for treatment
of the condition or conditions for which he was receiving such
inpatient hospital services(;

o(D) in the case of [post-hospital] home health services,]
(i) such serves are or were required because the individualis or was confined to his home (except when receiving items
and services referred to in section 1861b(m)(7)) and neededskilled nursing care on an intermittent basis, or physical or
speech therapy, for any of the conditions with respect to
which he was receiving inpatient hospital services (or serv-

ices which would constitute inpatient hospital services if the
institution met the requirements of paragraphs (6) and (9)
of section 1861 ()) or poet-hospital extended care services;
a plan for furnishing such services to such individual has
been established and is periodically reviewed by a physician;and], .(ii) a plan fe the furisking of suck e.rvwes a been
etabjished and is periodically reviewed by a pkyaican or,
in the case of home Aepit sermoes provided in a rurol area
described in clue (i). of the f ecnd se ene of eltn1861 (aa) (B ) , by a phy/sician's assistant or rse proaotitioner
(as devned in section 1861 (a) (3)) wh o is tzer the general
n pervtnion of a pkpsaician, and (iii) ,such services are or were
furnished while the individual was under the care of a physi-
cian; [or]

(E) in the case of inpatient hospital services in connec-
tion with the care, treatment, filing, removal, or replacement
of teeth or structures directly suppertingteeth, the individual,
because of his underlying medical condition and clinical
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status, or because of the severity of the dental procedure re-
quires hospitalization in connection with the provision of
such dental services; or

(F) in the case of detoufication facility services, such
service are required on an inpatient basis (based upon an
examination by such certifying physician made prior to
initiation of detowifieation) ;

(3) with respect to inpatient hospital services (other than in-
patient psychiatric hospital services and inpatient tuberculosis
hospital services) which are furnished over a period of time, a
physician certifies that such services are required to be given on
an inpatient basis for such individual's medical treatment, or that
inpatient diagnostic study is medically required and such services
are necessary forsuch purposes, except that ,(A) such certification
shall be furnished only in such cases, with such, frequency, and
accompanied by such supporting material, appropriate to the
cases involved, as may be provided by regulations, and (B) the
first such certification required in accordance with clause (A)
shall be furnished no later than the 20th day of such period;

(4) inthe case of inpatient psychiatric hospital services, the
services are those which the records of the hospital indicate were
furnished to the individual during periods when he was receiving
(A), intensive treatment services, (B) admission and related serv-
ices necessaryTfor a diagnostic study, or (0) equivalent services;

(5). in the case of inpatient tuberculosis hospital services, the
services are those which the records of the hospital indicate were
furnished to the individual during periods when he was receiving
treatment which could reasonably beexpected to (A) improve his
condition or (B) render it noncommunicable;

(6) with respect to inpatient hospital services furnished such
individual after the 20th day of a continuous period of such serv-
ices and with respect to post-hospital extended care services fur-
nished after such a day of -a continuous period of such services as
maybe prescribed in or, 4prsnant to a.egulations, there was not in
effect, at the time of admission of such- individual to the hospital
or skilled nursing facility, as the case may be, a decision tinder
section 1866(d) (based on a finding that utilization review of
long-stay cases is not being made in such hospital or facility);
and

(7) with respect to inpatient hospital services or post-hospital
extended care services furnished such individual during a con-
tinuous period, a finding has not been made (by the physician
members of the committee or group, as described in section
1861(k) (4),.including any finding made in the course of a sample
or other review of admissions to the institution) pursuant to the
system of utilization to review that further inpatient hospital
services or further post-hos pta extended care services, as the
case may be, are not medically necessary; except that, if such a
finding has been made, payment may be made for such services
furnished before the 4th day after the day on which the hospital
or skilled nursing facility, as the case may be, received notice of
such finding.



To the extent, provided by regulations, the certification and recertifica-
tion requirements of paragraph (2) shall be deemed satisfied where,
at a later date, a physician makes certification of the kind providedin
subparagraph" (A), (B), (C), (D), or (B) of paragraph (2) (which-
ever would have applied), but only where such certification is accom-
panied by suck medical and other evidence as may be required by such
regulations.

* * * * * * *

No Payments to Federal Providers of Services

(c) Subject to section 1880. no payment may be made under this
part (except under subsection (d) or subsection[ (j)] (A)) to any Fed-.-
eral provider of services, except a provider of services which the Secre-
tary determines is providing services to the public generally as a com-
munity istitution or agency; and no such payment may be made to
any provider of services for any item or service which such provider is
obligated by a law o4 or a contract with, the United States to render
at public expense.,

* * * * * S *

[Payment for Posthospital Extended Care Services

[(h) (1) An individual shall be presumed to require the care spec-
ified in subsection (a) (2) (C) of this section for purposes of making
payment to' an extended care facility (subject to the provisions o
section 1812) for posthospital extended care services which are fur-
nished by such facility to such individual if-

[(A) the certfication referred to in subsection (a) (2) (C) of
this section is submitted prior to or at the time of admission of
such individual tasuch xtexded care facility,

[(B) such certification states that the medical condition of the
individual is a condition designated in regulations,
- [(C) such certification is accompanied by a plan of treatment
for providing such services, and
[(D) there iscompliance with such other requirements and pro-

cedures as may be specified in regulations,
but -only for services furnished during such limited periods of time
with respect to such conditions of the individual as may be prescribed
in regulations by the Secretary, taking into account the medical se-
verity of such conditions, the degree of incapacity, and the minimum
length of stay in an institution generally needed for such conditions,
and such other factors affecting the type of care to be provided as
the Secretary deems pertinent.

[(2) If the Secretary determines with respect to a physician that
such physician is submitting with some frequency (A) erroneous cer-
tifications that individuals have conditions designated in regulations
as provided in this subsection or (B), plans for providing services
which are inappropriate, the provisions of paragraph (1) shall -not
apply, after the effective date of such determination, in any case in
which such physician submits a certification or, plan referred to in sub-
paragraph (A), (B),or (C) of paragraph (1).



[Panment for Poethospital Home Health Services

[(i) (1) An individual shall be presumed to require the services
specified in subsection (a) (2) (D) of this section forpurposes of mak-
ing payment to a home health agency (subject to the provisions of
section 1812) for posthospital home health services furnished by such
agency to such individuaff-

[(A) the certification and -plan referred to in subsection (a) (2)
(D) of this section are submitted in timely fashion prior to the
first vidit by such agency,

[(B) such certification states that the medical condition of the
individual is a condition designated in regulations, and

[(C) there is compliance with such other requirements and
procedures may be specified in regulations,

but only for services furnished during such limited numbers of visits
with respect to such conditions of the individual as may be prescribed
in regulations by the Secretary, taking into account the medical sever-
ity of such conditions, the degree of incapacity, and the minimum
period of home confinement generally needed for such conditions, and
such other factors affecting the type of care to be provided as the
Secretary deems pertinent.

[(2) If the Secretary determines with respect to a physician that
such physican is submitting with some frequency (A) erroneous cer-
tifications that individuals have conditions designated in regulations
as provided in this subsection or (B) plans for providing- services
whichare inappropriate, the provisions of paragraph. (1) Shall bot
apply after the effective date of such determination, in any case in
which such physician submits a certification or plan referred to in
subparagraph (A) or (B) of paragraph (1).1

Payment for Certain Hospital Services Provided in Veteras'
Ad ministration Hospitals

[(j)](k) (1) Payments shall also be made to any hospital operated
by the Veterans' Administration for inpatient hospital services fur-
nished in a calendar year by the hospital, or under arrangements (as
defined in section 1861(w) ) with-it, to an individual entitled to hospi-
tal benefits under section 226 even though the hospital is a Federal
provider of services if (A) the individual was not entitled to have the
services furnished to him free of charge by the hospital, (B) the indi-
vidual was admitted to the hospital in the reasonable belief on thepart
of the admitting authorities that the individual was a person who was
entitled to have the services furnished to him free of charge, (C) the
authorities of the hospital, in admitting the individual, and the indi-
vidual, acted in good faith, and (D) the services were furnished dur-
ing a period ending with the close of the day on which the authorities
operating the hospital first became aware of the fact that the individ-
ual was not entitled to have the services furnished to him by the hos-
pital free of charge, or (if later) ending with the first day on which 'it
was medically feasible to remove the individual from the hospital by
discharging him therefrom ortrnaferring him-to a hospital which has
in effect an agreement under thistite. ' .. I .

(2) Payment for services described in paragraph (1) shall be in an
amount equal to the charge imposed by the Veterans Administration
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for such services, or (if less) the reasonable costs for such services (as
estimated by the Secretary). Any such payment shall be made to the
entity to which payment for the services involved would have been
payable, if payment for such services had been made by the individual
receiving the services involved (or by another private person acting on
behalf of such individual).

Part B-Supplementary Medical Insurance Benefits for the Aged
and Disabled

Scope of Benefits

Sec. 1832. (a) The benefits provided to an individual by the insur-
ance program established by this part shall consist of-

(1) entitlement to have payment made to him or on his behalf
,(subject to the provisions of this part) for medical and other
health services; except those described in subparagraphs [(B) and
(D)J (B), (D)), (E), and (F) of -paragraph (2) ; and

(2) entitlement to have payment made on his behalf (subject
to the provisions of this part) for-(A) home health services [for up to 100 visits during a

calend.ar year];
(B) medical and other health services furnished by a pro-

vider of services or by others under arrangement with them
made by a provider of services, excluding-

(i) physician services except where furnished by-
(I) a resident or intern of a hospital, or
(II) a physician to a patient in a hospital which

has a teaching program approved as specified in
paragraph (6) of section 1861 (b) (including serv-
ices in conjunction with the teaching programs of
such hospital whether or not such patient is an
inpatient of such hospital), unless either clause (A)
or (B) of paragraph (7) of such section is met, and

(ii) services for which payment may be made pur-
suant to section 1885(b) (s) ; and

(C) outpatient physical therapy services, other than serv-
ices to which the next to last sentence of section 1861(p)
ap lies; [and](D) rural health clinic services1.] 3

te m servioes
(F ompe hemive outtient rehabiltation 8ervices.

(b) For de itions of "spell of illness", "medical and other health
services", and other terms used in this part, see section 1861.

Payment of Benefits

See. 1833. (a) Except as provided in section 1876, and subject to
the succeeing provisions of this section, there shall be paid from the
Federal Su plementary Medical Insurance Trust Fund, in the case of
each individual who is covered under the insurance program estab-



lished by this part and incurs expenses for services with respect to
which benefits are payable under this part, amounts equal to-

(1) in the case of services described in section 1882(s) (1)-
80 percent of the reasonable charges for the services; except that
(A) an organization which provides medical and other health
services (or arranges for their availability) on a prepayment basis
may elect to be paid 80 percent of the reasonable cost of services
for which payment maybe made under this part on behalf of in-
dividuals enrolled in such organization in lieu of 80 percent of the
reasonable charges for such services if the organization under-
takes to charge such individuals no more than 20 percent of such
reasonable cost plus any amounts payable by them as a result of
subsection (b), (B) with respect to expenses incurred for radio-
logical or pathological services for which payment may be made
under this part, furnished to an inpatient of a hospital by a phy-
sician in the field of radiology or pathology, the amounts paid
shall be equal to 100 percent of the reasonable charges for such
services, (C) with respect to expenses incurred for those phy-
sicians' services for which payment may be made under this part
that are described in section 1862 (a) (4), the. amounts paid shall
be subject to such limitations as may be prescribed by regulations,
(D) with respect to diagnostic tests performed in a laboratory for
which payment is made under this part to the laboratory, the
amounts paid shall be equal to 100 percent of the negotiated rate
for such tests (as determined pursuant to subsection .(g) of this
section), and (E) with respect to services furnished to individuals
who have been determined to have end stage renal disease, the
amounts paid shall be determined subject to the'provisions of sec-
tion 1881, and

(2) in the case of services described in section 1832(a) (2) (ex-
cept those services described in [subparagraph (D)3 subpara-
graphs (D) and (E) of section 1832(a) (2) )-with respect to
home health services, 100 percent, and with respect to other services
(unless otherwise specified in section 1881), 80 percent of-

(A) the lesser of (i) the reasonable cost of such services, as
determined under section 1861(v), or (ii) the customary
charges with respect to such services; or

(B) if such services are furnished by a public provider of
services free of charge or at nominal charges to the public,
the amount determined in accordance with section
1814 ('b) (2) ; or

(C) if such services axe services to which the next to last
sentence of section 1861(p) applies, the reasonable charges
for such services, [and]

(3) in the case of services described in section 1882(&) (2) (D),
80 percent of costs which are reasonable and related to the cost of
furnishing such services or on such other tests of reasonableness as
the Secretary may prescribe in regulations, including those au-
thorized under section 1861(v) (1)'(A)[.3, and

(4) inAthe case of servicadesd ribed in section 1832(a) (2) (E),
100 per centum of the reasonable charge for sh series.

(h) Before applying subsection (a) with respect to expenses m-
curred by an individual during any calendar year, the total amount
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of the expenses incurred by such individual during such year (which
would, except for this subsection, constitute incurred expenses from
which benefits payable under subsection (a) are determinable) shall
be reduced by a deductible of $60; except that (1) the amount of
the deductible for such calendar year as so determined shall first be
reduced;by the amount of any expenses incurred by such individual
in the last three months of the preceding calendar year and applied
toward such individual's deductible under this section for such pre-
ceding year [and] (2) such total amount shall not include expenses
incurred for radiological or pathological services furnished to such
individual as an inpatient of a hospital by a physician in the field of
radiology or pathology, (3) :such total amount shall not in lude ew-
pense incurd for diagnosmio tests with aspect to which the Proi-
8uon of subsection (a) (1) (D) ame applicable, and (4) fuck toa shall
not i#wlude expenses for serves described in subparagraph. (D) of
section 183 (a) (2). The total amount of the expenses incurred by an
individual as determined under the preceding sentence shall, after
the reduction specified in such sentence, be further reduced by an
amount equal to the expenses incurred for the first three pints of
whole blood (or equivalent quantities of packed red blood cells, as
defined under regulations) furnished to the individual during the
calendar year, except that such deductible for such blood shall in
accordance with regulations be. appropriately reduced to the extent
that there has been a replacement of such blood (or equivalent quan-
tities of packed red blood cells, as so defined) ; and for such purposes
blood (or equivalent quantities of packed red blood cells, as so defined)
furnished such individual shall be deemed replaced when the institu-
tion or othet person furnishing such blood (or such equivalent quanti-
ties of packed red blood cells, as so defined) is given one pint of blood
for each pint of blood (or equivalent quantities of packed red blood
cells, as so defined) furnished such individual with respect to which
a deduction is made under this sentence.

* * * * * * *

[Limitation on Home Health Services
[See., 1834. (a) Payment under this part may be made for home

health services furnished an individual during any calendar year only
for 100 visits during such year. The number of visits to be charged for
purposes of the limitation in the preceding sentence, in connection
with items and services described in section 1861(m), shall be deter-
mined in accordance with regulations.

[(b) For purposes of subsection (a), home health services shall be
taken into account only if payment under this part is or would be,
except for this section or the failure to comply with the request and
certification requirements of or under section 1835 (a), made with re-
spect to such services.]

Procedure for Payment of Claims of Providers of Services
Se . 1835. (a) Except as provded in subsections (b), (c), and (e),

payment for services described in section 1832(a) (2) furnished an
individual may be made only to providers of services which are eligible
therefor under section 1866(a), and only if-



I (1) written request, signed, by such individual, except, in cases
in which the Steretasr finds it impracticable for the individual
to do so, is filed for such payment in such form, in such manner
and by such person or persons as the Secretary may, by regula-
tion prescribe, no later than the close of the period of 3 calendar
years following the year in which such services ar furmished
(deeming any services furnished in the last 3 calender months
of any calendar year to have been furnished in the succeeding
calendar year) except that, where the Secretary deems that effi-
cient administration so requires, such period may be reduced to
not less than 1 calendar year; and

(2) a iphysieian certifies (and recertifes, where such services tre
furnished over a period of time, in such cases, with such frequency,
and accompanied by such supportig material, appropriate to the
case involved, as maybe provided by regulations) that-

(A) in the case of home health services (i) such services
are or were required because the individual is or was confined
to his home (except when receiving items and services referred
to in section 1861(m) (7)) and needed, skilled nursing care on
an intermittent basis, or physical or speech therapy, (ii) a
plan for furnishing such services to such individual has been
established and is periodically reviewed by a physician or in
the case of home health serves provided in a nrral area de-
scribed i n clause (i) of the second sentence of section 1861
(aa) (t) , by a physunan's assistant or nurse practitioner (as
defined in section 1861(aa) (3)) who is under the ygnerdl
wp.ervi'ion of a physician, and (iii) such services are or were
furnmished while the individual is or was under the caTe of a
physician;

(B) in the case of medical and other health services except
services described in subparagraphs (B), (C), and (D) tf
section 1861(s) (2), such services are or were medically re-quired; [and] -

(C) in the case of outpatient physical therapy services,
(i) such services are or were iequre4 because the individual
needed physical therapy services, (ii) a plan for furnishing
such services has been establidhed, and is periodically re-
viewed by a physician, land (1fl5) such services are-or Were
furnished while the individual- is or was under the care of a
physician;.

(D)) in the case of outpatient speech pathology services,' (i)
such services are or were required because the individuals
needed speech pathlogy services, (ii) a plan for Thrnishing
such services has been established by a physician or by the

Speech pathologist protidttg such senices and is periodically
reviewed by a physician, and (iii) such services are or were
furnished while the individual is or wss underthe care of a
physicianu.j; and :. .

(F) in th etase of eomfreken44ve36't~ient r ittb~itation
services, (i) such serviees are or were regilred bacauae the
itdi~viduat needed akilled~ reabidtetion ,4e~nwd,. a plan

for unising~ucAse~vcesha~ e4~&es~b~i~ed s ri



odically reviewed by a pkyeioian, and (iii) euch 861'v200 are
or were furnihed while the individual i8 or was under the
care of a physician.

To the extent provided by regulations, the certification and recertifica-
tion requirements of paragraph (2) shall be deemed satisfied where
at a later date, a physician makes a certification of the kind provided
in subparagraph (A) or (B) of paragraph (2) (whichever would have
applied), but only where such certification is accompanied by such
medical and other evidence as may be required by such regulations.
For purposes of this section, the term "provider of services" shall in-
chide a clinic, rehabilitation agency, or public health agency if, in the
case of a clinic or rehabilitation agency, such clinic or agency meets the
requirements of section 1861(p) (4) (A), or if, in the case of a public
health agency, such agency meets the requirements of section 1861(p)
(4) (B), but only with respect to the furnishing of outpatient physical
therapy services (as therein defined).

* * * * * 0 0

Use of Carriers for Administration of Benefits

See. 1842. (a) ***
b) (1) * * *
3) , ach such contract shall provide that the carrier-

(A) will take such action as may be necessary to assure that,
where payment under this part for a service is on a cost basis, the
cost is reasonable cost (as determined under section 1861(v)) ;

(B) will take such action as may be necessary to assure that,
where payment under this part for a service is on a charge basis,
such charge will be reasonable and not higher than the charge
applicable, for a comparable service and under comparable cir-
cumstances, to the policyholders and subscribers of the carrier,
and such payment will (except as otherwise provided in section
1870(f)) be made,-

(i) on the basis of an itemized bill; or
(ii) on the basis of an assignment under the terms of wbich

SI) the reasonable charge is the full charge for the service
except in the case of physicians' services and ambulance
service furnished as described in section 1862(a)(4), other
than for purposes of section 1870(f)) and (wI) the physi-
cian or other person furnishing such service agrees not to
charge for such service if payment may not be made there-
for by reason of the proviions of paragraph (1) of section
1862, and if the individual to whom such service was fur-nished was without fault in incurring the expenses of such
service, and if the Secretay's determination that payment
(pursuant to such assgnment) was correct and was made
subsequent to the third year following the year in whichnotice of such payment was sent to such individual; except
that the Secretary may reduce such three-year perioti to not
less than one year if he fmnds such reduction is consistent with
the objectives of this title;

but (in the case of bills submitted, or requests for payment made,
after March 1968) only if the bill is submitted, or a written re-



quest for payment is made in such other form as may be permit-
ted under regulations, no later than the close of the calendar
year following the year in which such service is furnished (deem-ing any service furnished in the last 3 months of any calendar year
to have been furnished in the succeeding calendar year);(0) will establish and maintain procedures pursuant to which
an individual enrolled under this part will he granted an oppor-
tunity for a fair hearing by the carrier, in any case where the
amount in controversy is $100 or more when requests for pay-
ment under this part with respect to services furnished him are
denied or are not acted upon with reasonable promptness or when
the amount of such payment is in controversy;

(D) will furnish to the Secretary such timely information and
reports as he may find necessary in performing his functions under
this part; and

(E) will maintain such records and afford such access thereto as
the Secretary finds necessary to assure the correctness and verifi-
cation of the information and reports under subparagraph (D)
and otherwise to carry out the purposes of this part;

and shall contain such other terms and conditions not inconsistent with
this section as the Secretary may find necessary or appropriate. [In
determining the reasonable charge for services for purposes of this
paragraph, there shall be taken into consideration the customary

charges for similar services generally made by the physician or other
person furnishing such services, as well as the prevailing charges in
the locality for similar services.

[No charge may be determined to be reasonable in the case of bills
submitted or requests for payment made under this part after Decem-
ber 31, 1970, if it exceeds the higher of (i) the prevailing charge recog-
nized by the carrier and found acceptable by the Secretary for similar
services in the same locality in administering this part on December
31, 1970, or (ii) the prevailing charge level that, on the basis of
statistical data and methodology acceptable to the Secretary, would
cover 75 percent of the customary charges made for similar services in
the same locality during the last preceding calendar year elapsing
prior to the start of the twelve-month period (beginning July 1 of
each -year) in which the bill is submitted or the request for pay-
ment is made. In the case of physician services the prevailing charge
level determined for purposes of clause (ii) of the preceding sentence
for any twelve-month period (beginning after June 30, 1973) speci-
fied in clause (ii) of such sentence may not exceed (in the aggre-
gate) the level determined under such clause for the fiscal year end-
Jug June 30, 1973, except to the extent that the Secretary finds, on
the basis of appropriate economic index data, that such higher level
is justified by economic changes. With respect to power-operated
cheelchair for which payment may be made in accordance with
section 1861(c) (6), charges determined to be reasonable may not
exceed the lowest -charge at which power-operated wheelchairs are
available in the localitv. In the case of medical services, supplies,
and equipment (including equipment servicing) that, in the judg-
ment of the Secretary, do not generally vary significantly in quality
from one supplier to another, the charges incurred after Decem-



ber 31, 1972, determined to be reasonable may not exceed the low-
est charge levels at which such services, supplies, and equipment
are widely and consistently available in a locality except to the extent
and under, the circumstances specified by the Secretary. The require-
ment in subparagraph (B)' that a bill be submitted or request for pay-
ment be made by the close of the following calendar year shall not
apply if (i) failure to submit the bill or request the payment by the
close of such year is due tothe error or misrepresentation of an officer,
employee, fiscal intermediary, carrier, or agent of the Department of
Health, Education, and Welfare performing functions under this title
and acting within the scope of his or its authority, and (ii) the bill is
submitted or the payment is requested promptly after such error or
misrepresentation is eliminated or corrected. Notwithstanding the
prosions of the third and fourth sentences preceding this sentence,
the prevailing charge level in the case of a physician service in a par-
ticular locality determined pursuant to such third and fourth sen-
tences for the twelve-month period beginning on July 1 in any calen-
dar year after 1974 shall; if, lower than the prevailing charge level
for the fiscal year ending June 30, 1975, in the case of a similar physi-
cian service in the same locality by reason of the application of eco-
nomic index data, be raised to such prevailing charge level for the
fiscal year ending June 30, 1975.]

(4) (A) In determining the reasonable charge for services for pur-
poses of paragraph (3) (including the services of any hospital-as-
sociated physicians), there shall be taken into consideration the &us-tomar charges for similar servoees generally made by the pkysi.cia.n
o' at : person furnishing such services, as wcell as the prevailingcharges in the locality for similar services. .

( B) '(i) Ecept as otherwise provided in clause (iii), no charge 'may
be determined to be ,reasonable in the case of bills submitted or re-
quests for payment made under thi. part after December 31, 1970, if
it exceeds the higher of (1) the prevailing charge recognised by the
carrier and found acceptable by the Sertary for imilar services in
the same ocality.in administering this part on December 31,.1970, or
(I) the prevaiing charge level that, on the basis of atatzstical data
and methodology acceptable to the Secretary, would cover 75 percent
of the customary charges made for similar services in the same locality
during the last preding calendar year elapsing prior to the start of
the -).cal year in which the bill is submitted or the request for pay-
ment is made.

(ii) In the case of physician services, the prevailing charge level
determined for purposes of clause (i) (II) for any fiscal year beginning
after June 30, 1973, may not (except as' otherwise provided M' clause
(iii)) exceed (in the aggregate) the level determined under such clause
for the fiscal year ending Junez 30, 1973, except to the extent that the
Secretary flnds, on the basis of appropriate economic index data, that
such hij? * eVel is ftmtifed by economic changes. Moreover, for any
twetve-month period beginning on July 1 of any veir (beginning with
7986)', no revailing charge level for physicians services shall be in-
creased to the extent that it would exceed by more than one-third the
statewide prevailing charge level (as determined under subparagraph
(E) ) for that service.



(iii) Notwithstanding the provisions of clauses (i) and (ii) of this
subparagraph., the prevailing charge level in the case of a pkyjician
serve in a particular locality determined pursant to such cLl as for
the fiscal year beginning July 1,1975, shal, if lower than the prevail-
ing charge level for the flscal year ending June 30, 1915, in the case
of a similar physician service in the same locality by reason of the
application of economic index data, be raked to such prevailing charge
level for the ical year ending June 30, 1975.
. (0) In the case of medioaseCrvioes, supplies, and ejupiment (inZzud-
Mg equipment servicing) that, in the judgment of the Secretary, do
not generally vary signfiantly in quality from one supplier to anAoth-
er, the charges incurred after December a1, 1972, determined to be
reasonable may not exceed the lowest charge levels at which such
services, supp ties, and equipment are widely and consistently avail-
able in a locality except to the extent and under circumstances specified
by the Secretary. With respect to power-operated wheelchairs f or
which payment may be made in accordance with section 1861(8) (6),
charges determined to be reasonable may not exceed the lowest charge
at which power-operated wheelchairs are available in the locality.

(D) The regWrement in paragraph (3) (B) that a bill be submitted
or request for payment be made by the close of the following calendar
year shall not apply if (i) failure to submit the bill or request the pay-
ment by the close of such year is due to the error or misrepresentation
of an officer, employee, fiscal intermediary, carrier, or agent of the De-
partment of Health, Education, and Welfare performing functions
under this title and acting within the scope of his or its authority,
and (ii) the bill is submitted or the payment is requested promptly
after such error or misrepresentation is eliminated or corrected.

(E) The Secretary shall determ ne separate statewide prevailing
charge levels for each State that, on the basis of statistical data and
methodology acceptable to the Secretary, would cover 50 percent of
the customary charges made for similar services in the State during
the last preceeding calendar year elapsing prior to the start ofthe fical
year in which the bIu is submitted or the request for payment is made.
In States with more than one carrier, the statewide p2rvailing charge
level shall be the weighed average of the fiftieth percentiles of
customary charges of each carrier.

(F) Notwithstading any other provision of this paragraph,, any
charge for any particular service or procedure performed by a doctor
-of medicine or osteopathy shall be regarded as a reasonable ohar. if-

(i) the service or procedure is performed in an area which the
Secretary has designated as a physician shortage area.

(Zi) the physician has a regular practice in the physician short-
age area,

(iii) the charge does not exceed the prevailing charge level as
determined under subparagraph (B), and

(iv) the charge does not exceed the amount generally charged
by such physician for similar services,

(G) For additionl exclusions from reasonable cost and reasonable
charge see section 1134b. ,r
i[(4)] (5) Each contract under this section shall be for & term Of
at least one year, and may be made automatically renewable from
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term to term in the absence of notice by either party of intention to
terminate at the end of the current term; except that the Secretary
may terminate any such contract at anytime (after such reasonable
notice ard opportunity for hearing to the carrier involved as he may
provide in regulations) if he finds that the carrier has failed substan-
tially to carry out the contract or is carrying out the contract in a
manner inconsistent with the efficient and effective administration of
the insurance program established by this part.

[(5)j (6) No payment under this part for a service provided to
any individual shall (except as provided in section 1870) be made
to anyone other than such individual or (pursuant to an assignment
described in subparagraph (B) (ii) of paragraph (3)) the physician
or other person who provided the service except that payment may
be made (A) to the employer of such physician or other person if
such physician or other person is required as a condition of his em-
ployment to turn over his fee for such service to his employer, or
(B) ,(where the service was provided in a hospital, clinic, or other
facility) to the facility in which the service was provided if there
is a contractual arrangement between such physician or other person
and such facility under which such facility submits the bill for such
service. No payment which under the preceding sentence may be
made directly to the physician or other person providing the service
involved (pursuant to an assignment described in subparagraph (B)
(ii) of paragraph (3)) shall be made to anyone else under a reassign-
ment or power of attorney (except to an employer or facility as de-
scribed in clause (A) or (B) of such sentence); but nothing in this
subsection shall be construed (j) to prevent the making of such a
payment in accordance with an assignment from the individual to
whom the service was provided or a reassignment from the physician
or other person providing such service if such assignment or reassign-
ment is made to a governmental agency or entity or is established byor pursuant to the order of a court of competent jurisdiction, or (ii)
to preclude an agent of the physician or other person providing the
service from receiving any such payment if (but only if) such agent
does so pursuant to an agency agreement under which the compen-
sation to be paid to the agent for his services for or in connection
with the billing or collection of payments due such physician or other
person under this title is unrelated (directly or indirectly) to the
amount of such payments or the billings therefor, and is not depend-
ent upon the actual collection of any such payment.

* * * * * * *

State Agreements for Coverage of Eligible Individuals Who Are
Receivng Money Payments Under Public Assistance Programs(or Are Eligible for Medical Assistance)

Sec. 1843. (a) * * *
(!) Any State, whioh prior to the date of enactment of this sub-

section-, (A) has not entered into an agreement under the preceding
Prasos of this section, may, enter into suh an agreement at n
time tcithin the twelve-montk period which begim with the mnth



following the month in which this subsection i. enacted, and anytuck agreement shall conform to the mod ifiatio. prescried by
the S~ecretary (as referred to in the third sentence'of eubsecti.e
(b) )and may, at the option of the State, contain any roiision
uthorined tntcker subsection. (g) and (A) with respect to modi-

fiations .?t agreements with States entered into uder the preced-
ing provaaons of this section; or

(B) ha entered into an agreement under the preceding provi-
dons .of this section which has not been modfid pur~suant to the
authority contained in subsection (g)_ or (h), may within the
twebve-mnontk period which begins with the month following the
month is whiAt this subsectio is enacted modify suck agreement
in like manner as if the date referred to in subsections (g) (1)
and. (Ah) (1) were the day foll owing the close of such tweve -monthA
period.

SPECIAL- PROVISIONS RE LAT'ING TO CERTAIN SURGICTAL AND PREOPERA2V
PROCEDURES PEFOREgD ON AN AMBULATORY" BA 515

See. 1845. (a) The Secretarz. shall, in conadtation with the Na-
tional Professional Standards R&eview Coauncil and appropriate meet-
ical organiatows,.specify those surgical procedures iic can be
safely and appropriately performed either in a hospital on an inpatient
basts or on an ambSulatorly ba--

( 1) in a physican's office; orIn an ambulatory surgicl center or hospital.
(b (1) If a physician performs in his office a surgical pro(ere

speed f4ed by the Secretary pshauant to subsection (a) (1) onan in-
dividual insured for benefas under this part, he shall, notwithstand-
ing any other povson of this part, be entitled to have payment made
uder this part e alo to--- " . .

(A ) 100 percent of the reasonable charge for the services in-'olved with the performance of rsc procedure (icluding all
p1b -ad Post-oprat vs physiians' services performed in con-
nectio there toil ) , plus(B) the amount established by the Seerceary pursuant to pana-

but anly ofthe pviin fti agre nitle idM to be paintmde

the bass of an asgnment under the terms of which the resonabte
charge for pck ervce o the full charge therefor. t s i

(B) The Sqecretary shall etablish wirth respect to each aurgiac pro-
ce.r s specified pursuant to whbectin ( a) (1), an. amount established
with a viw to according recognition to the aspe&iel co~s, in ewees of
securing, maintaining, and stafltng the facilities and wwila .. service
appropriate for the performance of such procedure inoe pingia'l
offipe, and to anurin that the erforman8e of suc procedure in
the physician' offce wil involve substantially less total cost thanwould be into ed i the procedure were performed on an inpatient
baui( in a host . The am t nt so etablished with respect toa aur-

aprocedure periodically shasu be reviewed and revised an4 may



be gu~4 hen 4pro&4eby the Secretary to take account of
vailyng bondition8 i erent area.

(c)(1) Payment under this Part may -be made to an ambulatory
surgial center for ambulatory facility services, furnished in connec-,
tion wi* any urgical procedure ie, specified by the Secretary pu suant
to subsection (a) (B),, which is performed on an. individual insured
jo' benefits undertki, part in an ambulatory surgical center, which
meets such health, safety, and other standards as the Secretary. shall
by r gutions prescribe, if such surgical center agrees to accept, in-
full payment of al services furnished by it in connection with suck
procedure -the amount eatabzieed for such procedure pursuant toparagrah (8). "

(S)~e ret~ary shall establish with r ect to each ,ug l pro-cdre apeerifled pursuant to subseon ()(B), a reimbaursement
amount which is pa~ydbe to an ambulatory urgical center for its
8011)ces frnihed in connection with suck procedure. The amwuntestab lie/ed for any suh su.gica l, oedure s.hall be es tablished with
a view to according recognition to the ooats incrred by such centers
generally 'in provi the services involved in t with suchprocedure, and to assuring that the performance of such proce e
such a center involves 8ea cost than would be involved if such prove-
dure were performed on an inpatient basis in a hospital. The amount
80 established with respect to any surgical procedure shall periodically
be reviewed and revised and may be adjusted by the Secretary, whenappropriate, to take account of raryiig wonditi one in. Jifferent areas.

(3) f th pkyic~n, prforing sugica proedu e peified bythe Secntary under subsection ( a) (B ) ) , na a hospital on an outpaten
basis or i an ambulatory surgtal center ith. respect to which paymeant is authoie under the preceding provision of this subsection,
or a physician performing pkysicirme' services in suck center or hopl
tal directly related to such surgical procedure, agrees to accept as full
payment for all services performed by hm in connection with suck
proedure (induding pre- and post-operatre services) an amount
equal to 100 percent of the reasonable charge for such, services, he
ahai be paid under this part for such services an amount equd to 140
percent of the reasonabe charge for such services.
(d) (1) The Secretaz is authorized by equation. to provide that

in ne a su.ice procedure specified by the Secretary pursuant to sub-
section (a) (2) is Performed on an individual insuredf or benefits under
this pat in an ambuatory su qical center which meets such heath,
safety, and other standards as te Secretary shall by redationjnre-
scribe, them shall be paid with respect to the services f nhed by
suck center and with respect to a related services (Inckdulg phy-
.ian. services, laboratory, X-ray, and diVostic services) a se
alZuuieev fee established pursant to paragraph (t)1 if all attie.
furising al such services agree to accept suck fee to be =
annu the parties involved in suck manner as they shall have pre-
viewly cgwed upon) as full payment for t he service, furns hed.

(B) I implementing this subsection, the Secretary shall establish
th~ repect to eack surtictd vrocedure speoilted pursuant to subs ee In

(a) (2) the amount of the alli-wluoive fee for such roeemn, taking
into account such factor as may be appropriate. The amount so sta-



listed with respect to any surqical procedure shall periodicaly be
review ed and revised and may be adjusted, Qzhen appropriate, to take
account of 'varnV conditions in different ,areas.

(e) (1) The ' erettr shall, it iom tati with tht National Pro-
fess8iona Rtandtds view (Council avd' tprph mni01 or-
ganization, specify tho8e preo'pra ,e nedial and othr health 8r-
ices which can be safely and appropriaely eerfowmed in a hospital
on both an inPatient and oUpatient bass.

(2) If a pkysioan, perfdring a preopeOtive service (specified by
the ecrotary under paragraph (1)' in a hospital on an outpatient
basm, 'wvftkin 'seven day8 pnr'or to aMtnmion on an inpatient basis for
the surgery to which such serfvie relates, agrees to accept as full pay-
ment for such service an amount egual to 100 percent of the reasonable
charge for such service, he shall be'paid unde# this part for such
serve an amount equal to 100 percent of the reasonable charge for
suOh service.

(f) The proviion of section 11833 (a) and (b) shall not be at-
plicdble to expenses attributable to services to which subsection (b)
is appicable, to ambuatory -faclty services (furnished by an am-
bulatory surgical center) to which the prove ions of subseetions (c)
(1) and (5) are appbia'kl, or to services to which the proision of
subsection (c) (3), d), or (e) are applicable.

Part C-Miscellaneous Provisions

Definition of Services, Institutions, etc.
See. 1861. For purposes of this title--

Hospital
(e) The term "hospital" (except for purposes of sections 1814(d),

1814(f) and 1885(b), subsection (a) (2) of this section,. paragraph
(7) of this subsection, and [subsections (i) and (n)] subsection. (i)
of -this section) means an institution which-

(1) is primarily engaged in providing, by or under the super-
vision of physician, to inpatients (A) diagnosis services and
therapeutic service 2 or medical iagnose, treatment, and care of
injuerd, disabled, or sick persons, or (B) rehabilitation servicesfor the rehabilitation of injured, disabled, or -sick persons;

(2) maintains clinical records on all patients;
(3) has 'bylaws in effee17with respect to its staff or physicians;
(4). has a req uirment that every patient must ber ader the

care of a phys iian;
(5) provides 24-hour nursing service rendered or supervised bya registered professional nurse, and has a licensed practical nurse

or registered professional nurse on duty at all times except that
until-January-l1, t979, ,the Secretary is-r'a~uthorized to waive the
requirement of this paragraph for any one-year period with
respect to .any institution, insofar as such requirement relates to
the provision of .twenty~four-hour nursing service rendered or



supervised by a registered professional nurse (except that in any
event a registered professional nurse must be present on the prem-
ises to render or supervise the nursing service provided, during at
least the regular daytime shift), where immediately preceding
suoh one-year period he finds that-

(A) such institution is located in a rural area and the
supply of hospital services in such area is not sufficient to
meet the needs of individuals -residing therein,

(B) the failure of such institution to qualify as a hospital
would seriously reduce the availability of such services to
such individual, and

(C) such institution has made and continues to make a
good faith effort to comply with this paragraph, but such
compliance is impeded by the lack of qualified nursing per-
sonnel in such area;

(6) has in effect a hospital utilization review plan which meets
the requirements of subsection (k);

(7) in the case of an institution in any State in which State or
applicable local low provides for the licensing of hospitals, (A)
is licensed pursuant to such law or (B) is approved, by the agency
of such State or locality responsible for licensing hospitals, as
meeting the standards established for such licensing;

(8) has in effect an overall plan and budget that meets the
requirements of subsection (z) ; and

(9) meets such other requirements as the Secretary finds neces-
sary in the interest of the health and safety of the individuals who
are furnished services in the institution.

For purposes of subsection (a)(2), such term includes any institution
which meets the requirements of paragraph (1) of this subsection. For
purposes of sections 1814(d) and 1835(b) (including determination
of whether an individual received inpatient hospital services or diag-
nostic services for purposes of such sections), section 1814 (f) (2), and
subsections (i) and (n)3 subsection (i) of this section, such term in-
cludes any institution which (i) meets the requirements of paragraphs
(5) and (7) of this subsection, (ii) is not primarily engaged in pro-
viding the services described in section 1861 (j) (1) (A) and (iii) is
primarily engaged in providing, by or under the supervision of indi-
viduals referred to in paragraph (1) of section 1861 (r) to inpatients
diagnostic services and therapeutic services for medical diagnosis,
treatment, and care of injured, disabled, or sick persons, or rehabilita-
tion services for the rehabilitation of injured, disabled, or sick persons.
For purposes of section 1814 (f) (1), such term includes an institution
which (i) is a hospital for purposes of sections 1814(d), 1814(f) (2),
and 1835(b) and (ii) is accredited by the Joint Commission on Ac-
creditation of Hospitals, or is accredited by or approved by a pro-
gram of the country in which such institution is located if the Secre-
tary finds the accreditation or comparable approval standards of
such program to be essentially equivalent to those of the Joint Com-
mission on Accreditation of Hospitals. Notwithstanding the preceding
provisions of this subsection, such term shall not, except for purposes
of subsection (a)(2), include any institution which is primarily for
the care and treatment of mental diseases or tuberculosis unless it is a
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tuberculosis hospital (as defined in subsection (g)) or unless it is a
psychiatric hospital (as defined in subsection (f )). The term,
"hospital" also includes a Christian Science sanatorium operated, or
listed and certified, by the First Church of Christ, Scientist, Boston,
Massachusetts, but only with respect to items and services ordinarily
furnished by such institution to inpatients, and payment may be made
with respect to services provided by or in such an institution only to
such extent and unsucsuch conditions, limitations, and requirements
(in addition to or in lieu of the conditions, limitations, and require-ments otherwise applicable) as may be provided in regulations. For
provisions deeming certain requirements of this subsection to be met
mn the case of accredited institutions, see section 1865. The term "Ans-
pit.al" also include a facility of 50 beds or less which is locate d in an
area determined by the Secrtary to meet the definition relating to a
rural area described in sub paragraph (A ) of paragraph (5) of this
subsectiona and which meets the other requirements of this subseon,
ewcoept that--,

(A ) with respect to the repsirements for nursing services ap-
plicable after December 31, 1978, suck requirements shall pro'vte
for temporary waiver of the requirements, for such period as the
Secretary deces appropriate, where (f) the facility's failure to
fuZly comply with the regyirements is attributable to .a temrrary
shortage of qualified nursing personnel in the area in wlhh the
facility i located, (ii) a registered professional nasrse is present
on the premises to render or supervise the nursing service pro-
tvided during at least the regular daytime shift, and (iii) the
Secretary determines that the employment of suck nursing per-
sonrel as are avaable to the facility during suck temprary pe-
riod will not adversely affect the health and safety, of patients;

( B) wilth respect to the health and safety requirement promi.d-
gated under paragraph (9), suck requirements shall be applied
by the Secretary to a facility herein defined in such> manne a
to assure that personnel requirements talce into account the avail.-
ability of technical personnel and the educational opportunities'
for technical personnel in the area in which suck facility is lo-
ca~ted1 and the scope of services renderedl by such a facil ity;. and
the Secretary, by regulations., shall provide for the continued par-
tici patios of such a facility there suck personnel req_ iremnts
are not fully met, for suc period as .the Secr'etary deter-mines
that (i) the facility is making good fait.h effort to fully comply,
with the personnel requilremrents, and (ii) the employment by the
facility of such personnel as are available to the f aciiy tpil not
adverseln, affect the. health and safety of patients: Prvided, That
the faulty complies with any' determination by the Secretary
that, the scope of services of such facility should be liited, lie-
cause failr to "so lmtinc jninwththe aplcto f
the requirements of this subparagraph, would adversely affect the
health and safety of the patients; and.

(67) with respect to the fire .and safety requirements promul-
gated under paragraph (9). the Sqecretary may (i) waive, for s.ck
period as he deems approprit, specific provieon of tuck nre -



ment8 which if rigidly applied would result in unreasonable hard-
8hip for suwh a facility and Which, if not applied, would rot jeop-
ardize the health and safety of patients, and (ii) may accept a
facility'8 compliance with all applicable State codes relating to fire
and safety in lieu of compliance with the fire and safety require-
ments promulgated under paragraph (9), if he detertines that
such State has in effect fire and safety codes, imposed by State law,
which adequately protect patients.

Skilled Nursing Facility

(j) The term "skilled nursing facility" means (except for purposes
of subsection (a) (2) and except as provided in 8Ub8eotion (44)) an
institution (or a distinct part of an institution) which has in effect a
transfer agreement (meeting the requirements of subsection (1)) with
one or more hospitals having agreements in effect under section 1866
and which-

(1) is primarily engaged in providing to inpatients (A) skilled
nursing care and related services for patients who require medical
or nursing care, or (B) rehabilitation services for the rehabilita-
tion of injured, disabled, or sick persons;

(2) has policies, which are developed with the advice of (and
with provision of review of such policies from time to time by)
a, group of professional personnel, including one or more physi-
cians and one or more registered professional nurses, to govern
the skilled nursing care and related medical or other services it
provides;

(3) has a physician, a registered professional nurse, or a medi-
cal staff responsible for the execution of such policies;

(4) (A) has a requirement that the health care of every patient
must be under the supervision of a physician, and (B) provides
for having a physician available to furnish necessary medical care
in case of emergency;

(5) maintains clinical records on all patients
(6) provides 24-hour nursing service which is sufficient to meet

nursing needs in accordance with the policies developed as pro-
vided m paragraph (2), and has at least one registered profes-
sional nurse employed full time;

(7) 'provides appropriate methods and procedures for the dis-
pensing and administering of drugs and biological;

(8) has in effect a utilization review plan which meets the re-
quirements of subsection (k) ;

(9) in the case of an institution in any State in which State or
applicable local law provides for the licensing of institutions of
tus nature, (A) is licensed pursuant to such law, or (B) is
approved, by the agency of such State or locality responsible for
licensing institutions of this nature, as meeting the standards
established for such licensing;

(10) has in effect an overall plan and budget that meets the
requirements of subsection (z) ;

(11) complies with the requirements of section 1124;



(12) cooperates in an effective program which provides for a
regular program of independent medical evaluation and audit of
the patients in the facility to the extent required by the programs
in which the facility participates (including medical evaluation of
each patient's need for skilled nursing facility care);

(18) meets such provisions of the Life Safety Code of the
National Fire Protection Association (23d edition, 1973) as are
applicable to nursing homes; except that the Secretary may waive,
for such periods as -he deems appropriate, specific provisions of
such Code which if rigidly applied would result in unreasonable
hardship upon a nursing home, but only if such waiver will not
adversely affect the health and safety of the patients; except that
the provisions of such Code shall not apply in any State if the
Secretary finds that in such State there is in effect a fire and safety
code, imposed by State law, which adequately protects patients in
nursing facilities;

(14) establishes and maintains a system that (A) assures a full
and complete accounting of its patients' personal funds, and (B)
includes the use of such separate account for such funds as will
preclude any commingling of such funds with facility funds or
with the funds of any person other than another such patient;
and

(15) meets such other conditions relating to the health and
safety of individuals who are furnished services in such institu-
tion or relating to the physical facilities thereof as the Secretary
may find necessary (subject to the second sentence of section 1863),
except that the Secretary shall not require as a condition of
participation that medical social services be furnished in any such
institution. Notwithstanding any other provision of law, all in-
formation concerning skilled nursing facilities required by this
subsection to be filed with the Secretary shall be made available
to Federal or State employees for purposes consistent with the
effective administration of programs established under titles
XVIII and XIX of this Act;

except that such term shall not (other than for purposes of subsection
(a) (2)) include any institution which is primarily for the care and
treatment of mental diseases or tuberculosis. For purposes of subsec-
tion (a) (2) such term includes any institution which meets the re-
quirements of paragraph (1) of this subsection. The term "skilled
nursing facility" also includes an institution described in paragraph
(1) of subsection (y), to the extent and subject to the limitations
provided in such subsection.

To the extent that paragraph (6) of this subsection may be
deemed to require that any skilled nursing facility engage the
services of a registered professional nurse for more than 40 hours
a week, the Secretary is authorized to waive such requirement if
he finds that-

(A) such facility is located in a rural area and the supply
of skilled nursing facility services in such area is not sufficient
to meet the needs of individuals residing therein,

(B) such facility has one full-time registered professional
nurse who is regularly on duty at such facility 40 hours a
week, and



(0) such facility (i) has only patients whose physicians
have indicated (through physicians' orders or admission
notes) that each such patient does not require the services of
a registered nurse or a physician for a 48-hour period, or (ii)
has made arrangements for a registered professional nurse or
a physician to spend such time at such facility as may be
indicated as necessary by the physician to provide necessary
skilled nursing services on days when the regular full-time
registered professional nurse is not on duty.

Utilization Review
(k) A utilization review plan of a hospital or skilled nursing facility

shall be considered sufficient if it is applicable to services furnished by
the institution to individuals entitled to insurance benefits under this
title and if it provides-

(1) for the review, on a sample or other basis, of admissions to
the institution, the duration of stays therein and the professional
services (including drugs and biologicals) furnished, (A) with
respect to the medical necessity of the services, and (B) for the
purpose of promoting the most efficient use of available health
facilities and services;

(2) for such review to be made by either (A) a staff commit-
tee of the institution composed of two or more physicians (of
which at least two must be physician. described in bsectzon
1861(r) (1) of tid section), with or without participation of
other professional personnel, or (B) a group outside the institu-
tion which is similarly composed and (i) which is established by
the local medical society and some or all of the hospitals and
skilled nursing facilities in the locality, or (ii) if (and for as
long as) there has not been established such a group which serves
such institution, which is established in such other manner as
may be approved by the Secretary;

(3) for such review, in each case of inpatient hospital services
or extended care services furnished to such an individual during
a continuous period of extended duration, as of such days of such
period (which may differ for different classes of cases) as may be
specified in regulations, with such review to be made as promptly
as possible, after each day sospecified, and in no event later than
one week following such day; and

(4)L for prompt notification to the institution, the individual,
and his attending physician of any.finding (made after oppor-
tunity for consultation to such attending physician) by the physi-
cian members of such committee or group that any further stay
in the institution is not medically necessary.

The review committee must be composed, as provided in clause (B)
of paragraph (2) rather than as provided in clause (A) of such para-graph in the ease of any hospital or skilled nursingfacility where~ be-
cause, of the small size of the institution, or (innthe case of a skilled
nursin facility) because of lack of an organized medical staff, or for
such other. reason or reasons as may be included in regulations, it is
impracticable for .the institution to have a properly functioning staff
committee for the purposes of this subsection. If the Secretary deter-



mines that the utilization review procedures established pursuant to
title XIX are superior in their effectiveness to the procedures required
under this section, he may, to the extent that he deems it appropriate,
require for purposes of this title that the procedures established pur-
suant to title XIX be utilized instead of the procedures required by
this section.

Home Health Services
(m) The term "home health services" means the following items

and services furnished to an individual, who is under the care of a
physician, by a home health agency or by others under arrangements
with them made by such agency, under a plan (for furnishing such
items and services to such individual) established and periodically
reviewed by a physician or, in the case of hom health services
provided in a rural area described in olause (i) of the second 8entenoeof subsection. ( aa) ( ) , bya pkysioin's assistnt, or nurse rcti #one
(a defied i subsection (aa) (3)) who is nnder the ge l, a upevi-
sion of a p ~sican, which items and services are, except as provided
in paragraph (7), provided on a voting basis i a place of residence
used as such individual's home--

(1) part-time or intermittent nursing care provided by or under
the supervision of a registered professional nurse;

2) physical, occupational, or speech therapy;
3) medical social services under the direction of a physician;

(4) to the extent permitted in regulations, part-time or inter-
mittent services of a homemaker-home health aide;

(5) medical supplies (other than drugs and biologicals), and the
use of medical app liances, while under such a plan;

(6) in the case of a home health agency which is affiliated or
under common control with a hospital, medical services provided
by an intern or resident-in-training of such hospital under a teach-
ing program of such hospital approved as provided in the last
sentence of subsection (b) ; and . .(7)i any o-f the foregoing items and services which are provided
on an outpatient basis, under arrangements made by the home
health agency, at & hospital or skilled nursing facility, or at a
rehabilitation center Winh meets such standards as may be pre-scribed in relations, and-

(A) the furnishing of which involves the use of equipment
of such a nature that the items and services cannot readily be
made available -to the individual in such place of residence, or

(B) which are furnished at such facility while he is there
to receive any sudh item or service described in clause (A),
but not including transportation of the individual in connec-
tion with any such item or service ;

excluding, howeve any item or service if it would not be included
under subsection (b)if furnished to an inpatient of a hospital, In
establin'tg thne pn re mire by thisi ubgetion the $yelian (or
pkgajian'i assst ant or nurse practitioner) shall include a program



of patient education aimed at acldeving (to the maivinwm ewtent
feasible) iidpsndence for the individual from the need for care

proide byothr prsos. or urpsesof hissubseotnarny of the
/orego~ag twr nad services which are provided to an ir.nidual who
is not able to leave his place of residence without the asaiatenee of an-other person 8h411 be deemed to be provided in a place of residoe
used as such individual's home, if provided, under arrangements made
by the home health agency, at a non-profit adut day care center which
meets such standards as may be presc bed in regulations by the Roo.-
tary; but only if such adult day care center is eligible to participate ina program for which juinds are received under title XX of this Act, is
deaignaed by the State as an adult day are center for purpoe o]
such titl XX, and has a physical plant which meet s alt applicabte
State and local safety, sanitation, and fire regulation and builig
codes and ordrsoowes.

[Post-Hospital Home Health Services

[(n) The term "post-hospital home health services" means home
health services furnished an individual within one year after 'his most
recent discharge from a hospital of which he was an inpatient for not
less than 3 consecutive days or (if later) within one year after his most
recent discharge from a skilled nursing facility of which he was an
inpatient entitled to payment under Part A for post-hospital extended
care services, but only if the plan covering the home health services (as
described in subsection (m)Z s established within 14 days after his
discharge from such hospital or skilled nursing facility.]

* * * Pheay * * *

Physician

(r) The term "physician," when used in connection with the per-
formance of any function or action, means (1) a doctor of medicine
or osteopathy leg4l1y authorized to practice medicine and surgery by
the State in whiah ee performs such function or action (including a
physician within the meaning of section 1101 (a) ( ) (2) a doctor of
dentistry or of dental or oral surgery who is leg authorized to
practice dentistry by the State in which he per rmns such function
but only with respect to (A) surgery related to the jaw or any struc-
ture contiguous to the jaw or (B) the reduction of any fracture of the
jaw or any facial bone, or (C) the certification required by section
1814(a) (2) (E) of this Act.] (B) a doctor o/dnzta medicine or dental
surgery tno is legally authorized to practice dentistry by the State in
which he rfone such funotio but only with respect to (A) a
function (t) hich he is legally authorised to pr/orn as Auc bz the
State in hi h he perform such junction, and (ii) wzih, ifp er-
formed by an individual described in clause (1), 'would constituste
physicians' services, or (B) the certification requerad by section 1814
(a) (2) (E) o this Act. [() except for the purposes of section 1814
(a), section 1U35, and sections (j), (k), (m), and (o) of this sec-
tion, a doctor of podiatry or surgical chiropody, but (unless clause
(1) of this subsection also applies to him) only with respect to tune-



tons which he is legally authorized to perform as such by the State in
Which he performs them,] (3) a doctor of podiatry or surgical chirop-
ody or podiatric medicine for the purposes of subsection (s) o his
section but only (unless clause (1) of this subsection aso applied to
him) with respect to junctions which he is legally authorized to per-
form as such by the State in which he perform. them; and for the
purposes of subsections (k) and (m) of this section and sections 1814
(a) and 1835, but only if his performance of functions under subsec-
tion~s (it) ai (nm) and sections 1814(a) and 1835 is consistent with&
the poy of the institution or agency with respect to which he per-
cnn them and with the functions whhic he is legally authorized to

perf/on, or (4) a doctor of optometry who is legally authorized to
practice optmetry by the State in which he performs such function,
hut only with respect to establishing the necessity for prosthetic lenses,
or (5) a chiropractor who is licensed as such 'by the State (or in a
State which does not license chiropractors as such, is legally author-
ized to perform the services of a chiropractor in the jurisdiction in
which he performs such services), and who meets uniform minimum
standards promulgated by the Secretary, 'but only for the purpose of
sections 1861(s) (1) and 1861(s) (2) (A) and only with respect to
treatment by means of manual manipulation of the spine (to correct a
subluxation demonstrated by X-ray or other chiropractic clinical
findings to exist) which he is legally authorized to perform by the
State or jurisdiction in which such treatment is provided. For the

urposes of section 1862(a) (4) and subject to the limitations and con-
itions provided in the previous sentence, such term includes a doctor

of one of the arts, specified in such previous sentence, legally author-
ized to practice such art in the country in which the inpatient hospital
services (referred to in such section 1862(a) (4)) are furnished.

Medical and Other Health Services

(s) The term "medical and other health services" means any of the
following items or services:

(1),(A) phycians' services, and (B) any function performed
by a doctor of optometry (as described in subsection (r) (4)) with
respect to aphakia which he is legally authoized to perform as
tuckb. the State in which he performs such function (and pay-
ment for the performance of suck function under this title shall
be made in like manner and under the same conditions as if the
perfomwnce of such sen ice constituted professional services per-
fomed b a physican,

(2)(A) services an supplies (including drugs and biologicals
which cannot, as determined in accordance with regulations, be
self-administered) furnished as an incident to a physician's pro-
fessional service, of kinds which are commonly furmished in
physicians' offices and are commonly either rendered without
charge or included in the physicians' bills;

(B) hospital services (including drugs and biologicals which
cannot, as determined in accordance with regulations, be self-
administered) incident to physicians' services rendered to out-
patients;



(C) diagnostic services which are-
(i) furnished to an individual as an outpatient by a hos-

pital or by others under arrangements with them made by a
hospital, and

(ii) ordinarily furnished by such hospital (or by others
under such arrangements) to its outpatients for the purpose
of diagnostic study;

(D) outpatient physical therapy services;
(E) rural health clinic services; [and]

) home dialysis supplies and equipment, self-care home di-
alysis services, and institutional dialysis services and supplies;

(G) teachi#g team services; and
(H) antigen ( subject to reasonable quantity liwitationa deter-

mined by the Secretary) prepared by an allergist for a particular
patient, including antigens C prepares which are forwarded to
another qZified person for administration to the patient by or
under the supervision of a physician (inchading supervision pro-
vided under an arrangement between a physician and a rural
health clinic as defined in subsection (aa) ) ;

(3) diagnostic X-ray tests (including tests under the super-
vision of a physician, furnished in a place of residence used as
the patient's home, if the performance of such tests meets such
conditions relating to health and safety as the Secretary may find
necessary), diagnostic laboratory tests, and other diagnostic tests;

(4) X-ray, radium, and radioactive isotope therapy, including
materials and services of technicians;

(5,) surgical dressings, and splints, casts, and other devices used
for a reduction of fractures and dislocations;

(6) durable medical equipment, including iron lungs, oxygen
tents, hospital beds, and wheelchairs (which may include apower-operated vehicle that may be appropriately used as a
wheelchair, but only where the use of such a vehicle is determined
to be necessary on the basis of the individual's medical and phys-ical condition and the vehicle meets such safety requirements as
the Secretary may prescribe) used in the patient's home
(including an institution used as his home other than an institu-tion that meets the requirements of subsection (e) (1) or (j) (1)
of this section), whether furnished on a rental basis or purchased;

(7) ambulance service (including ambulance service to the
nearest hospital which is (A) adequately equipped, and (B) has
medical personnel qualified to deal with, a available for the
treatment of, the individual's iWMless, inyWry, or condition) where
the use of other methods of transportation is contraindicated by
the individual's condition, but only to the extent provided in
regulations;

(8) prosthetic devices (other than dental) which replace all or
part of an -internal body organ (including colostomy bags and
supplies directly related to colostomy care) including replacement
of such devices; and

(9) leg, arm, back, and neck braces, and artificial legs, arms,
and eyes, including replacements if required because of a change
in the patient's physical condition.

No diagnostic tests performed in any laboratory which is independent
of a physician's office, a rural health clinic, or a hospital (which, for



p purposes of this sentence, means an institution considered a hospitalor purposes of section 1814(d)) shall be. included within paragraph
(3) unless such laboratory-

(10) if situated in any State in which State or applicable local
law provides for licensing of establishments of this nature, (A)
is licensed pursuant to such law, or (B) is approved, by the agency
of such State or locality responsible for licensing establishments
of this nature, as :meeting the standards established for such
licensing; and

(11) meets such other conditions relating to the health and
safety of individuals with respect to whom such tests are per-
formed as the Secretary may find necessary.

There shall be excluded from the diagnostic services specified in
paragraph (2) (C) any item or service (except services referred to
in paragraph (1)) which-

(12) would not be included under subsection (b) if it were fur-
nished to an inpatient of a hospital; or

(13) is furnished under arrangements referred to in such para-
graph (2) (C) unless furnished in the hospital or in other -facili-
ties operated by or under the supervision of the hospital or its
organized medical staff.

None of the items and services referred to in the preceding paragraphs
(other than paragraphs (1) and (2) (A)) of this subsection which are
furnished to a patient of an institution which meets the definition of
a hospital for purposes of section 1814(d) shall be included unless
such other conditions are met as the Secretary may find necessary
relating to health and safety of individuals with respect to whom such
items and services are furnished.

Provider of Services

(u) The term "provider of services" means a hospital, skilled nurs-
ing facility, comprehenive outpatient rehabilitation facility, home
health agency, detowifkcation facility, or, for purposes of section
1814(g) and section 1835 (e), a fund.

Reasonable Cost

(v) (1) (A) [The] Subject to subection (bb), the reasonable cost
of any services shall be the cost actually incurred, excluding there-
from any part of incurred cost found to be unnecessary in the efficient
delivery of needed health services, and shall be determined in ac-
cordance with regulations establishing the method or methods to be
used, and the items to be included, in determining such costs for
various types or classes of institutions, agencies, and services; except
that in any case to which paragraph (2) or (3) applies, the amount
of the payment determined under -such aragraph with respect to
the services involved shall be considered the reasonable cost of such
services. In prescribing the regulations referred to in the preceding
sentence, the Secretary shall consider, among other things, the prin-
ciples generally applied by national organizations or established pre-
payment organizations (which have developed such principles) in



computing the amount of payment, to be made by persons other than
the recipients of services, to providers of services on account of serv-
ices furnished to such recipients by such providers. Such regulations
may provide for determination of the costs of services on a per diem,
per unit, per capita, or other basis, may provide for using different
methods in different circumstances, may provide for the use of esti-
mates of costs of particular items or services, may provide for the
establishment of limits on the direct or indirect overall incurred costs
or incurred costs of specific items or services or groups of items or
services to be recognized as reasonable based on estimates of the costs
necessary in the efficient delivery of needed health services to indi-
viduals covered by the insurance programs established under this title,
and may provide for the use of charges or a percentage of charges
where this method reasonably reflects the costs. Such regulations shall
(i) take into account both direct and indirect costs of providers of
services (excluding therefrom any such costs, including standby costs,
which are determined in accordance with regulations to be unneces-
sary in the, efficient delivery of services covered by the insurance pro-
grams established under this title) in order that, under the methods
of determining costs, the necessary costs of efficiently delivering cov-
ered services to individuals covered by the insurance programs estab-
lished by this title will not be borne by individuals not so covered,
and the costs with respect to individuals not so covered will not be
borne by such insurance programs, and (ii) provide for the making
of suitable retroactive corrective adjustments where, for a provider
of services for any fiscal period, the aggregate reimbursement pro-
duced by the methods of determining costs proves to be either inade-
quate or excessive.

(B) Such regulations in the case of a hospital or extended care
services furnished by proprietary facilities shall include provision for
specific recognition of a reasonable return on equity capital, including
necessary working capital, invested in the facility and used in the
furnishing of such services, in lieu of other allowances to the extent
that they reflect similar items. The rate of return recognized pursuant
to the preceding sentence for determining the reasonable cost of any
services furnished in any fiscal period shall not exceed [one and one-
half times] the percentages, specifed in the next sentence, of the aver-
age of the rates of interest, for each of the months any part of which
is included in such fiscal period, on obligations issued for purchase by
the Federal Hospital Insurance Trust Fund. For hospital and skilled
nursing facility accounting years beginning before July 1, 1980 the
percentage refeired to in the gev ua sentence i& 150 percent ad fr
subsequent aoouning years, th percentage i--

(i) 150 percent with respect to a skilled nursing facility;
(ii) 150 percent with% , ot to a hospital whick~ dtgng tuc

acOountisq year, has =outie operating cost& whih were
greater than the maxim allowable routine operatkW costs of
such hospital as determined under section 1861(bb) (4) (B) (i);
I (iii) R50 percent witk aspect to a hospital which, ,cMng nsch
accounting year had obw routine operating costs whic were
less than the hospital's adjusted per diem target rate for routine
i -sr, ,aa costs as detern'tned under section 1861(bb)(4); and

I )040 per ent with respect to other hospitals.



(C) Where a hospital has an arrangement with a medical school
under which the faculty of such school provides services at such hos-
pital, an amount not in excess of the reasonable cost of such services
to the medical school shall be included in determining the reasonable
cost to the hospital of furnishing services-

(i) for which payment may be made under part A, but only if
(I) payment for such services as furnished under such

arrangement would be made under part A to the hospital
had such services been furnished by the hospital, and

(II) such hospital pays to the medical school at least the
reasonable cost of such services to the medical school, or

(ii) for which payment may be made under part B, but only
if such hospital pays to the medical school at least the reasonable
cost of such services to the medical school.

(D) Where (i) physicians furnish services which are either in-
patient hospital services (including services in conjunction with the
teaching programs of such hospital) by reason of paragraph (7) of
subsection (b) or for which entitlement exists by reason of clause (II)
of section 1832(a) (2) (B) (i) and (ii) such hospital (or medical
school under arrangement with such hospital) incurs no actual cost
in the furnishing of such services, the reasonable cost of such serv-
ices shall (under regulations of the Secretary) be deemed to be the
cost such hospital or medical school would have incurred had it paid a
salary to such physicians rendering such services approximately equiv-
alent to the average salary paid to all physicians employed by such
hospital (or if such employment does not exist, or is minimal in such
hospital, by similar hospitals in a geographic area of sufficient size to
assure reasonable inclusion of sufficient physicians in development of
such average salary).

(E) Such regulations may, in the case of skilled nursing facilities
in any State, provide for the uses of rates, developed by the State in
which such facilities are located, for the payment of the cost of skilled
nursing facility services furnished under the State's plan approved
under title XIX (and such rates may be increased by the Secretary
on a class or size of institution or on a geographical 'basis -by a per-
centage factor not in excess of 10 percent to take into account deter-
minable items or services or other requirements under this title not
otherwise included in the computation of such State rates), if the Sec-
retary finds that such rates are reasonably related to (but not neces-
sarily limited to) analyses undertaken by such State of costs of care
in comparable facilities in such State; except that the foreoing pro-
visions of this subparagraph shall not apply to any skilled nursing
facility in such State if-

(i) such facility is a distinct part of or directly operated by
a hospital, or

(ii) such facility operates in a close, formal satellite relation-
ship (as defined in regulations of the Secretary) with a partici-
pating hospital or hospitals.

Notwithstanding the previous provisions of this paragraph in the
case of a facility specified in clause (ii) of this subparagraph, the rea-
sonable cost of any services furnished by such facility as determined
by the Secretary under this subsection shall not exceed 150 percent of



the costs determined by the application of this subparagraph (with-
out regard to such clause (ii)).

(F) Such regulations shall require each provider of services (other
than a fund) to make reports to the Secretary of information de-
scribed in section 1121 (a) in accordance with the uniform reporting
system (established under such section) for that type of provider.

(G) Nopayment with respect to a cost attributable to the pro-
gram established by this title shall be made to a provider of services
to the extent that such payment exceeds the proportional share of such
cost, as measured by days of utilization or provider charges, until
such time as evidence can be produced whick, in the judgment of the
Comptroller General and concurred in by the Secretary, justifie8 pay-
ment of such a higher proportional share as warranted under par-
ticular Oir0UM&uAWes for certain facilities, and such payments may
then be made only to the extent 80 justified.

Certification and Approval of Skilled Nursing Facilities

(2) (A) If the bed and board furnished as part of inpatient hos-
pital services (including inpatient tuberculosis hospital services and
inpatients psychiatric hospital services) or post-hospital extended
care services is in accommodations more expensive than semi-private
accommodations, the amount taken into account for purposes of pay-
ment Under this title with respect to such services may not exceed an
amount equal to the reasonable cost of such services if furnished in
such semi-private accommodations unless the more expensive accom-
modations were required for medical reasons.

(B) Where a provider of services which has an agreement in effect
under this title furnishes to an individual items or services which are
in excess of or more expensive than the items or services with respect
to which payment may be made under part A or part B, as the case
may be, the Secretary shall take into account for purposes of payment
to such provider of services only the equivalent of the reasonable cost
of the items or services with respect to which such payment may be
made.

(3) If the bed and board furnished as part of inpatient hospital
services (including inpatient tuberculosis hospital services and inpa-
tient psychiatric hospital services) or post-hospital extended care serv-
ices is in accommodations other than, but not more expensive than,
semi-private accommodations and the use of such other accommoda-
tions rather than semi-private accommodations was neither at the re-
quest of the patient nor for a reason which the Secretary determines is
consistent with the purposes of this title, the amount of the payment
with respect to such bed and board Under part A shall be the reasonable
coat of such bed and board furnished in semi-private accommodations
(determined pursuant to paragraph (1)) minus the difference between
the charge customarily made by the hospital orskilled nursing facility
for bed and board in semi-prvate accommodations and the charge
customarily made by it for bed and board in the accommodations
furnished.

(4) If a provider of services furnishes items or services to an indi-
vidual which are in excess of or more expensive than the items or serv-
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ices determined to be necessary in the efficient delivery of needed health
services and charges are imposed for such more expensive items or
services under the authority granted in section 1866(a) (2) (B) (ii),
the amount of payment with respect to such items or services other-
wise due such provider in any fiscal period shall be reduced to the ex-
tent that such payment plus such charges exceed the cost actually
incurred for such items or services in the fiscal period in which such
charges are imposed.

(5) (A) Where physical therapy services, occupational therapy serv-
ices, speech therapy services, or other therapy services or services of
other health-related personnel (other than physicians) are furnished
under an arrangement with a provider of services or other organiza-
tions, specified in the first sentence of section 1861(p) the amount
included in any payment to such provider or other organization
under this title as the reasonable cost of such services (as furnished
under such arrangements) shall not exceed an amount equal to the
salary which would reasonably have been paid for such services
(together with any additional costs that would have been incurredbythe provider or other organization) to the person performing them
if they had been performed in an employment relationship with such
provider or other organization (rather than under such arrangement)
plus the cost of such other expenses (including a reasonable allow-
ance for traveltime and other reasonable types of expense related to
any differences in acceptable methods of organization for the provi-sion of such therapy) incurred by such person, as the Secretary may
in reLulations determine to be appropriate.

(B) Notwithstanding the provisions of subparagraph (A), if a
provider of services or other organization specified in the first sen-
tence of section 1861(p) requires the services of a therapist on a
limited part-time basis, or only to perform intermittent services, the
Secretary may make payment on the basis of a reasonable rate per
unit of service, even though such rate is greater per unit of time than
salary related amounts, where he finds that such greater payment is,
in the aggregate, less than the amount that would have been paid if
such orgamzation 'had employed a therapist on a full- or part-time
salary basis.

(6) For purposes of this subsection, the term "semi-private accom-
modations" means two-bed, three-bed, or four-bed accommodations.

(7) For limitation on Federal participation for capital expenditures
which are out of conformity with a comprehensive plan of a State or
areawide planning agency, see section 1122.

(8) For additional requirements applicable to determination of
reasonable cost for 8er vces provided by hospitals, see subsection (bb)
and section 1127(c) (3).

(9) For additional emclusion from reasonable cost ad reasonable
charge see section 1134.

Institutional Planning

[(z) An overall plan and budget of a hospital, extended care facility,
orlhome health agency shall be considered sufficient if it-



(1) provides for an annual operating budget which includes
all anticipated income and expenses related to items which would,
under generally accepted accounting principles, be considered
income and expense items (except that nothing in this pagraph
shall require that there be prepared, in connection with any
budget an item-by-item identification of the components of each
type of anticipated expenditure or income) ;

(2) provides for a capital expenditures plan for at least a
3-year period (including the year to which the operating budget
described in. subparagraph (1) is applicable) which includes and
identifies in detail the anticipated sources of financing for, and
the objectives of, each anticipated expenditure in excess of
$100,000 related to the acquisition of land, the improvement of
land, buildings, and equipment, and the replacement, moderniza-
tion, and expansion of the buildings and equipment which would
under generally accepted accounting principles, be considered
capital items;

(3) provides for review and updating at least annually; and
4) is prepared, under the direction of the governing body of

the institution or agency, by a committee consisting of representa-
tives of the governing body, the administrative staff, and the
medical staff (if any) of the institution or agency.]

(z) An overall plan and budget of a hospital, s killed nursng facility,
or home health agency 8hall-

(1) provide for an annual operating budget which includes all
anticipated income and eOpenses related to item. which would,
under generally accepted accounting principle8, be considered
income and empense items (except that nothing in this paragraph
shall require that there be prepared in connection with any budget
an item-by-item. identifwation of the components of each type of
anticipated expenditure or income);

(2) provide for a capital expenditures plan for at least a five-
year period (including the year to which the operating budget
applies) which identifies in detail the sources of pwancmg and the
objectivmes of each anticipated expenditure in eoese of $150,000
related to the acquisition of land, improvement of land, buildings,
or equipment, and the replacement, modernisatioN, or expansion
of the building. and equipment, and which wouZd, under generally
accepted accounting prinCiple8, be considered capital item., and
such capita? erpenditures plan shall be a matter of public record
and available in readily accessible form and fashion;

(3) provide for annual review and updating; and
(4) be prepared, under the direction of the governing body of

the institution or agency, by a committee consisting of representa-
tives of the governing body, administrative staff, and medical
staff (if any) of the institution or agency.

Criteria for Determining Reasonable Cost of Hospital Services
(bb) (1) It is the purpose of this subsection to set forth initial

method. and criteria for determining reimbwrsement based upon rea-



sonable cost, but such methods and criteria shall be subject to appro-
ptiate and eaopeditious rfinement as provided in section 117. In order
more fairly and effectively to determine reasonable costs incurred in
providing hospit .seaevice., the Secretary shall, not later than April 1,
1980, after consulting with appropriate national organizations, estab-
I4h a system of hospital classification under which hospitals furnash-
ing services will be clasified on a national basis initially-

(A) by size, with each of the following groups of hospitals
being classified in separate categories: (t) those having more
than 5, but fewer than 25, beds, (ii) those having more than 4,
but fewer than 50, beds, (iii) those haing more than 49, but
fewer than 100, beds, (iV) those having more than 99, but fewer
than £00, beds, (v) those having more than 199, but fewer than
300, beds, (vi) those having more than o299, but fewer than 400,
beds,, (vii) those having more than 399, but fewer than 500, beds,
and (viii) those having more than-499 beds;

(B) by type of hospital, with (i) short-term general hospitals
be in a separate category, (ii) hospitals which are prmary
a/aiatea of accredited medical schools being i one separate cate-
gory, and (iii) psychiatric, geriatric, maternity, pediatric, or
other specialty hospitals being in the same or separate categories,
as the Secretary may determine appropriate, in light of any dif-
ferences in specialty which significantly affect the routine costs
of the different types of hospitals;

Q C) as rural or urban; and
D) according to suck other criteria as the Secretary finds

appropriate, including modification of bed-size categories;
but the system of hospital classification shall not differentiate between
hopl tala on the asis of ownership.

(2) The term "routine operating costs" used in this subsection does
not include-

(A) capital and related costs,
(B) direct personnel and supply costs of approved hospital edu-

cation and training programs,
(C) costs of interns, residents, and nonadministratioe

physicians,
(D) energy costs,
(E) malpractice insurance expense, or
(F) ancillary service costs.

(3) (A) During the calendar quarter beginning on January 1 of
each year, beginning with 1980, the Secretary shall determine, for the
hospitals in each category of the system established under paragraph
(1), an, average per diem routine operating cost amount which shall
except as otherwise provided in this subsection) be used in determin-

ing payments to hospitals.
(B) The determination shall be based upon the amount of the hos-

pitals' routine operating costs for the most recent accounting year
ending prior to October 1 of the calendar year preceding the calendar
year in which the determination is made. If, for any accounting year
which starts on or after July 1, 1980, a hospital's actual routine
operating costs are in excess of the amount allowed for purposes of
determining payment to the hospital pursuant to this subsection and



subsection (v), only one-half of such excess shall be taken into account
in making any determrratton which the Secretary shall make under
this paragraph. Such amount as determined under the preceding
sentences of this Bubparagraph shall be adjusted to reflect the percent-
age increase in thecost of the mix of goods and services (including
personnel and nonpersonnel costs) comlprising routine operating costs,
based on an index composed of appropriately weighted indicators of
changes in the economy in wages and prices which are representative
of services and goods included in routine operating costs, during the
period from the end of the accounting year referred to in the fi-rst
sentence of this subparagraph to the end of the quarter in which the
determination is being made.

(6) In making a determination, the routine &perafing Costs of
hospitals in each category shall be divided into personnel and non-
personnel components.

(D) (i) The personnel and nonpelrsonnel components of routine
operati nq costs for hospitals in each category (other than for those
excluded under clause, (ii) ) shall be divided by the total number of
days of routine care provided by such hospitals to determine the
average per diem routine operating Cost for such category.

(ii) In making the calculations required by subparagraph (4.)
the Secretary shall exclude any newly opened hospital (as defined i
the second sentence of paragraph (4) (F)), and any hospital which
he determines is experiencing significant cost differentials resulting
from failure of the hospital fully to meet the standards and conditionsof participation as a provider of services.

( E) There /all be determined for each hospital in each category a
per diem target rate for routine operatng~costs. Suck target rate shall
equal the average per diem routine operating cost amount for the cate-
gory in which the hospital is expected to be classified during the sub-
sequ ent ac ounting year, except that the personnel component shall be
adjusted using a wage indea based upon general wage l.ves for reason-
ably comparable work in the areas in which the hospitals are located.
If the Secretary finds that, in an area where a hospital in any category
is located for the most recent twelve-month period for which data with
respect to such wage levels are available, the wage level for such hos-
pital is significantly higher than such general wage level in that area
(relative to the relationships within the same hospital group between
hospital wages and such general wages in other areas), then such gen-
enl wage level in the area shall be deemed equal to the wage level for
such hospital, but only with respect to the hospital's first accounting
year beginning on or after July 1,1980 and prior to July 1, 1981.

(4 (A) (i) The term "adjusted perdiem target rate for routine op-
erating costs" mean the per diem target rate for routine operating
costs plus the pereentaqe increase in costs determined under the sue-
ceeding provisions of thi subparagraph.

(ii) In determine the adjusted per diem target rdte',the Secretary
shall add an estimated percentage increase in the cost of the mix ofgoods aod ser vices ( includig personnel and snpersonnel cats) corn-
piuing routine operating costs, based on an index composed of ap-
pro przately weiokted indicators of changes in the ecootoy in wage.
and prcea whie are rersentati've of services and goods included in
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rou i op ring costs. during the period from the end of the quarter
in which the deternmiio is made under paragraphs (3) (A), #' the
end of the hospital's accounting year. Where actual chanes in suh
we g ted index are igfioanty different (atIeast one,a.7, 7of I pei-centae point from those estimated, the Secretarwy shll issue 0or
rmted target rates- on a quarter q bask. At the end of the hospitX
accounting year, the target -rate shaZl be adjusted o .reflet the oetual
change s in such weighted inde mAdjustments shall o be made to
take account of changes in the howital'8 b lmsifleaton.

(B) For purposes of payment, the amountof routine operating cost
incurred by a hospital for'any accounting year which begins on or
after July 1,1980, shall be deemed to be equa t--

(i) in the ease of aizospita2 'whifk has actual routine operating
costs equal to or greater tan that, hospitI'8 adjusted per diem
target rate for routine operating costs, to the greater of7-

(1) the hospitals actuWe 4outile operating costs, but not
exceeding- - I - I

(a) in the ease of the first accounting year of any
hospital which, begins on or after July 1 1980, an prior
to Jity 1,191 an amount equa toOvrate of
(1) 100 percent of the hospital's adjusted per Jiem target
rate' for routine-opera ting costs, plus (2) 15 percent of
the amount described in- clause (1)j plus (3) one-half
of the difference between the hospital's actual, outine
operating costs and the sum of the amounts determined
under clauses (1) and (2),"(b) in the ease of the first accounMtg year of ay
hoaital which begins on or after Ju2y 111981, and prior
to Jt.v 1, 1984 (or if earlier the second. accoutiAng
year of suc. hospital which begin, on 'or after 1s4, I,
1980, and prior to July 1, 1982), an amount eu" to the
aggre gate of (1) 100 percent of ,the kosl's'adzted
per diem tart z ate for routine operati-ng costs for such
yeAr, pI. (B) a dollar amount equal to the doflar am nt
determined under clause (a) (2) for thecategory of such
hospital plus (3) one-half of the ctfferenve between the
hospitals actual routine operating'-cout and, the sum of
,the amounts determined under clauses (1) and (2), and

(c) in the case of any 'aountinq year after the ac-
counting year desuobed in"Oase, (b), an amount equal
to the aggregate af (1) 100 percent of the hostal'v
adjusted per diem, target" rate for routine operatig
costs for -such year, plus (B) a dollar amount equw to
the dollar amount determined under elause (b) (0)" for

'the category of such hopitaA, or
(11) the amount detefmfiedfor the kflpfal under 4iv,-

sio (I> )if it had been classic d inthebed-,ecategory Ck_, t
contains hospitals closest in'bed-sise to such hospital's ?ed-aie

S•('with a hospital which hs a bed-esie that falls halfway
between two such eateg&ie* being considered othe category,
which contains kosPaitls With the greater number of W:Ad);
but not 0ereeding the hagpita7e -actual -routine operztsng
costs; or



(III), in the case of a hospital hating an average length-
of-stay per patient which is less than the average length-of-
stay per patient for hospitals olassifted in the same category,
for any accounting year, an amount equal to the average re-
tmbursement for routine operating costs per patient stay for
hospitals in the same category, multiplied by the number of
patient stays for such hospital during that accounting year,
but not eeeeding the actual routine operating costs for such
hospital; and

(ii) in the case of a hospital which has actual routine operating
costs which are less than that hospital's adjusted per diem target
rate for routine operating Costs, to (I) the amout of the hoeps-
tzl's actual routine operating costs, plus (1I) the smaller of (a) 5
percent (or 255 percent with respect to any accounting year which
begins on or after July 1, 1980, and prior to July 1, 198) of the
hospital's adjusted per diem target rate for routine operating
costs, or (b) 50 percent (or 25 percent with respect to any ac-
counting, year which begins on or after July 1, 1980, and prrio to
July i, 1982) of the amount by which the hospitals adjusted per
diem target rate for routine operating costs exceeds the hospital'
actual routine, operating costs.

(C) Any hospital (other than a newly opened hospital) eztclded by
the Secretary under paragraph (3) (1)) (ii), shal be reimbursed for
routine operating coasts on the basis of the lesser of (i) actual costs or
(ii) the reimbursement determined under this subsection.

(D) On or before Apri 1 of, the year in which the Secretary deter-
mines the amount of the average per diem operating cost for each
hospital category and the adjusted per diem target rate for each hospi-
tal, the Secretary shall publish the determinations, and he shall notify
the hospital adiniktrator and the administrative governing body of
each hospital with respect to all aspects of the determination which af-
fect the hospital.
(E) If a hospital is determined by the Secretary to be-

(i) located in an, underserved area where hospital services are
nototherwise available,

(ii) certified as being currently necessary by an appropriate
planong agency, and

(iii) underutilized,
the adjte1 per diem target rate shal not apply to that portion of
the hospital's routine operating costs attributable to the underutilized
capacity.

'(F) If a newlii opened hospital is determined by the Secretary to
have greater routine operating Costs as a result of the cost patterns
associated with nwly opened hospitals, the ad.usted per diem target
rate shall not apply to that portion of the hospitaPs routine operating
costs attributable to such patterns. For purposes of this subparagraph
a "newly opened hospital" means a hosita which has not satisefed the
re"qMudenta of paragraphs (1) and (7),of subsection (e) of this 8e0-
tion (under present or pre,icus ownership) for at least twenty four
months prior to the start of such hospital's accounting year.

(G) If a hospital is determined by the Secretary to have greater
routine operating costs as a result of changes in serVice on account



of consolidation, Maring, or addition of services, where suc oon-
_olidation, shaUrng, or addition has ben approved 6y the appropriate

State healtk platdig and development agency or agencies, the
a4,t4 per M target rate shall not appiy to that portion of the
hospital's routine operating costs atributable to such ocan ge in
sertvioe.

(H) (i) If a hospital satisfactorily demnstrate, to the Secretary
that, in the aggregate, its patients require a sbstantially greater
inteniy of care than generally is provided by the other hospital in
the same category, remdutai in unusually greater routine operating
costs, then the dustedd per diem target rate shall not app~ to that
portion of the hspia's routine operating costs attributable to the
greater irnteneity of care required.

(ii) To the etent that a hospital can demonstrate that it experience
tne oper.ting osts in emoess of such coats for hos te having a

waa , si ar miw of patient. on account of dot Mntty shorter
lengths-of -stay in such hopilaZ, which result from the greater intensity
of care provided by sck hospital, the exes. routine oper.ag ostlshall be considered attributable to the greatr intesity of care
nqwnd but this elaese shall ntot apply int the cae of a hspital
whose routine operating coats are determined under subparagraph(B) (i) (111). - ..

(I) The Secretar may further increase the adjusted per .dem
target rate applicable in Alaska and Hawaii to re/leot the higher
price pnvang in such States.

(I) Where the Secretary funds that a hAopito2 has manipulated its
patient rx, or patient low, or providers less than the normal ra4ge
and eotent of patient services, or that an usually large proportion
of routine nursing se is provided by private-dit nurses, the rou-
tine operate 004 of tkat hospital shtl be deemed equ to the lesser
of (i) the omnt deternd without regard to Mh. subsection, br (ii)M.t amount determined under subparagraph (B). .

(6) Where amy prwain of 'CM. subsection are inconsistent 'with
seSes' 1867(v), this s.bsectio supersedes secttoo .1861(v).

(6) ( A) Notwihstaning anyv other provision of this Act, in te case

pigtals, hospital reimbtursement in that State under this title and under
the State plan approved under title XIX shal, with reapedt to the
serves covered by suck system, be based on that Sqtate system, if. the
Sem .ar tud that-- .. _

(i) the State ha a reimbursement system and it at least applies
to the same hospitals is the Sqtate, and to the same COsts, as the
Federal reimabursement reform program established by this sub-sece a;(ii) en hospitable in the State u nh wh tih there it a pvder
aqreemet under thi title or under the Statt ppla approved under
e lce XIX confovd s to be aeodnting and aeor sporting. te
qi e of s on 1151 of this Act, and furnishes way ap-

(i) sc State demonstrats to his satisfaton that the tot al
tot payabe, h.ith reapea to inpatient hospita costs, i the
Stat under tkis title and under the State plan approved under



title XIX wiZ be equal to or less than an amount equal to (I)
the aonotnt which would otherwise be payable for such costs under
this title and such State plan without regard to the incentive pay-
menta provided by subparagraph (B) (ii) of pararaph (4) phua
(II) tw ,aenount of- any incentive payments whtch are allowed
under the State's reimbursement system in recognition of dem-
onstrated efflcienOis (but not to exceed the amount of the in-
centive payments ohich would be allowed under paragraph (4)
(B)(i))..,

If the Secretar finds that any of the above conditions in a State
whioh preeiMoeiymet them have not been met for a two-year period,
the Secretary sA after due notice, reimburse hospitals in that State
according to the prow iuion of this Act (other than this paragraph)
unless he finds that unusual, jufliflable, and nonrecurring oroum.
stances led to the failure to comply.•(B) I)' the Secretary flnds that, ctn an two-year period c~ur-
ng whiok hosptl, reimbur.sement nder this title and under the
State p~a. approved under title XIX was based on a State system as

in ,atbpuragrapk (A), the.amount payable, y the Federal
dhtit. for i.p atiet hoeitol costs in suchState was i. excess of the amount wokick would have been payable fr

ucA costs in suc. State if reimbursement had not been based on the
State system (as estimated by the Secretary), the aduted per diem
target rate for routine operating costs (as determined under the pre-tpargraph of this subsection) for hospitals in such State shall
be r (by not more than 1 percent in any year) until the Federal
(vvament has - an amount equal to such excess payment

(U) (i) The Secretwry shall pay to any State in which hospital re-
imbUnemeut under this title is based on a State system as ovided
in subparagraph (A), an amount which bears the same ratio to the
total cost incurred bV such State of adminiuteTn the approved State
sst (inauding the cost of niti4ptian the system into opera-

tie) as the amount paid by the Federal Government under this title
insuch State for in hopital costs bear to the total amount of
itent hospital costs in such State which are subject to the State

(ii) Pawments wider clause (i) shall be made from find in the
Fede.) Hospital Insurance Trust Fund.

(iii) A mount whic bean the same ratio to the total cost in-
curve by such State of ad~niatering the apprned StAte system (i-
deding the cot of im u putting the sysm into opermin) as the
amount paid under the State pia appromd under tite XIX in such
State for ipctient hospital ost bem to the total amount of i" a-
ties hon, ftd ants in suck State which are subject to th tate sstem,
sball, for purposes of tide XIX, be considered to be an amount e-
pended for the adeiniutratiaz of suck State pie.

(D) If te is in efeut in a Stale a reimburaesenat eete for hoos-
pita! Whick mh an se meet the criteria pruoribe in ub
pwwgpk (A) 4ze that sck system wta -o established by Mhe
&a4te atMe ekeeion of the Siaw w ytmsW o t-oeo

e=taMwhe by suck State.aeksse hl 'rp~oee



Detoxifution Facility Services

(cc) (1) The term "detomflcation fnoilits services" means services
provided by a detofw4cation facility in order to reduce or eliminate
the amount of a toxic agent in- the body, but only to the extent that
such service would be covered under subsection (b) if furnished as an
inpatient service by a hospital, or are pkysioian services covered under
subsection (8).

(2) The. term "detoxification facility" means a public or nonprofit
facility, other than a hospital, which-

(A) is engagect in unihing to inpatients the services described
in paragraph (1); '%

(B) is accredited by the Joint Commission on the Accreditation
of Hospitals as meeting the Accreditation Program for Psych-
atric Facilities standards (1979 edition), or is found by the See-
retary to meet such standards,;

(C) has arrangements with one or more hospitals, having agree-
ments in effect under section 1866, for the referral and admission
of atents requiring services 8ot available at the facility; and

/1) meets such other requirements as the Secretar mayt
necessary in the interest of the health and safety of itldit
who are furnished services by the facility.

Hospital Providers of Extended Care Services

(oW) (1) (A) An pitat (other than a hospital which has in
effect a waiver under subparagraph (A), (B), or (C) of subsection
(e)) which has an agreement under section 1866 may (subject to para-
graph (2) Y enter into an agreement with th4 SecretaryundOr which
its np At hospital facilities may be used for the furnishihq of aerv-
ices of the type whish, if fr n.ished by a skilled nuursing faoiiy, would
constitute extended care services.

(B) (i) Notwithstanding any other provision of this title, payment
to any hospital for services jrished under an agreement entered
iao under this subsection shall, be based upon the reasonable cost of
the services as determi4ed under this ubparagraph.

(ii) The reasonable cost of the services shall consist of the reason-
able, cost of routine services Plus the reasonable coat of ancillary
services. The reasonable cost of routine services furniahed Auing any
calendar year by a hospital under an agreement under this aub8ection
shall equal the product-of the number of patient-days during the year
for whick the services were furnished and. the average reasonable Cost
p er patien4ay.a The average reasonable cost per patient'-day shall be
estalshed aL as the everage rate per'_ __zntient-dsy paid .for routne ten-
ices dztr9 the previous eondar year uwder thwState plan (of the
State in which the hospital is located) a/prfoed uder title XIX to
skilled nursing facilities located in nck State and twich meet the
requirements sprfeS in section 1909( a) (f8) , or, in. the case a State
wAtih does not have sah a State plan, the average rate per patient-

dy paid for routine services during the previous cale ar year under
this title to skilled rising facilities in such State. The refOnable cost
of ancillary services shall be deterMined ' the same ,nMlr as the



reasonable cost of ancillary services is determined in the case of in-
patient hospital services.

(2) The Secretary 8all not enter into an agreement under this sub-
section with any hospital unless- ""

(A) the hoplital is located in a rural area and has less than 50
beds, and

(B) the hospital has been granted a certificate of need for the
provision of long-ter care services from the agency of the State
(which has been designated as the State health planning and
development agency under an agreement pursuant to section 1521
of the Public Health Service Act) in which the hospital is located.

(3) An agreement with a hospital entered into under this subsection
shall, except as otherwise provided under regulations of the Secretary,
be of the same duration and subject to termination on the same condi-
tions as are agreements with skilled nursing facilities under section
1866, and shall, where not inoonsistent with any provision of this sub-
Section, impose the same duties, responsibilities, conditions, end limi-
tations, as those imposed under such agreements entered into under
section 1866; except that no such agreement with any hospital shall be
in effect for any period during which the hospital does not have in
effect an agreement under section 1866, or during which there is in
egect for the hospital a waiver of the requirement imposed by stbec-
twin (e) (5). A hospital With respect to which an agreement has been
terminated shall not be eligible to enter into a new agreement until
a two-year period has elapsed from the termination date.

.(4) Any agreement with a hospital under this subsection shall pro-vide that payment for services will be made only for services for which
payment would be made as posthospital extended care services if those
services had been furnished by a skilled nursing facility under an
agreement entered into under section 1866, and any individual who is
furnished services for which payment may be made under an agree-
ment shall, for purposes of this title (other than this subsection), be
deemed to haoe received posthospital extended care services in like
manner and to the same extent as if the services furnished to him had
been posthospital extended care services furnished by a skilled nursing
facility under an agreement Under section 1866.

(5) During a period for which a hospital has in effect an agreement
under this subsection, in order to allocate routine costs between hos-
pital and long-term care services for purposes of determining payment
forin ient hospital services (including the application of reibnre-
ment iimts specified in subsection (bb) ) ,the total reimbursement due
for routine services from all classes of long-term care patients, includ-
ing title XVIII, the State plan approved under title XIX, and private
gay patients, shall be subtracted from the hospitals total routine costs
before calculations are made to determine title XVIII reimbursement
for routine hospital services.

(6) During any period during which an agreement is in effect with
a hopial n subsection, the hospital shall, for services fur-
nished by it under the agreement, be considered to satisfy the require-
ments, otherwise required, of a skilled nursing facility for purposesof rovisions: sections 1814 (a) (2)(O), ((
1814(a) (7), 1814(A), 1861(a) (2), 1861(i), 1861(j) (except 1861(j)



(19)), and 1861 (s) ; and the Secre str a sf peoif any other provi-
si.n. of tis. Act tender which the hospital may be conidered as a

skiled ursin aiiy
(7) The Scre may enter into an agreement uer this 4s9beo-tin on a d emontraeio basis with anoy Ace pta havin more than 49

bek, bt le. than 101 bed., if tcahospital otherwhe meet tre-r e of ths subsectio,"S(8) WilA th yea" after the date of enactment of taw sbsec-
fi the Smrt sca provide a report to the Co_9ress Contin*
an evaiabtaon of the program establtihed under this subsetion con-

4A) the efect of the agreement on avalability and effective
e0omiwed promiion of long~-term care services;

(B) whether tX pro aashould be contittued; and
(V) whether Ai gilit should be extended to other hospitals,

.wgardln. of bed size or geog rpick locatoN, ohee there is a
shortage of long-term care C&d.

Teaching Team Services
(ee) (1) The terra "tscm4 teen" aervion means physi'an' seon-

is (as dted in subsection (q) but without regard to the reference
tkerei to subsACtion (b) (6)) perf ormed by a tam (as defmed in reg-
tdations) 'whiCh includes a spert iwn pkyaioian and Phqjeioian-in-
training who are participant (as students or teachers) in a teaching
program of a Aospita approved as ecijtd in subsection (b) (6), for a
priate patient (as defied in regulations) of the supervnisng physiian
member of such teaa.p')_

(B) Suck term as deftned in pararaph (1) shall not include ny
pyWs sevie (wheth perf o byap ysanorbyaphyeiian-
m-tranng), in any hospital as a part of or in connection wtsuch a

hoet psta agrees not to make any claiim under th~is title
for p for Or with respect to such serVi Under any
proviio of this title other than section 1832 (a) ($) (F) , and then,
only in ease an agreement between such hopit and such team
8sovs .t and(R) the teaching team i.n such hopia he an agrtt
,itk the Secretay under which payments shall be made for such
team serices only under section 1832 (a) (9) (E), and under 'which
the reasonable charge for suck services provided shall be accepted
as fu Payment therefore.

Comprehensive Outpatient Rehabilitation Services

(if) (1) The term "comprehensive outpatient rehabilitation serv-
Lmet mem" the following items and services furnished by a Pkysician
or ether quaited proesional personnel (as defined in tu~Ztions by
tMe &awrtary) to an ii'di'vidsl 'who is an outpatient of a cornpre hen-
uive outpatient rehabilitation. faciity under a plan (for furnisy
soS item and services to such individual) established and pe 1d
ly rViwed by a plyu"icW-



( A p hys'ciam"rie8;B hsia ttzrpy oem tiona therapy, speech pathology
service,; and reaPat dry therapy

(C) prosthetic and orthoti devices, inclu ing testing, fittkg,
or training in the ue of prosthetic and-orthotic dviee;

D) i and psychological services;
care provided by or under the supervisor of a

regiatefld pro fesional u#rse'
(F) drugs and 1io. gicala whio cannot, as determined in ac-

cor a'e 'is hregultos be 8elf-adtrinitered;
(G) 8upp *ies, appl iaeg, and ezipment, including the pur-

chase or rental of equipment; and
(H) suck other itms and series as are medical necessary

tor the rehabilitation of the patient and are ordin7y furnialwd
6kensive outpatient rehabilitation facilies

=j . er1  t aitOe or service if it would not le iMcued
M~dtr section (a) if furnished to an outpatient of a hospital.
(f) The term 5 oprehensive wtpai# nt rehabilitation feoti

mreIAnS a public or Private institution wh ich--
(A) is primarly engaged in providing (by or wnder the swper-viinof physicwians )iagtwstic, therapeutic, an reetoratvve serv-

ic.to outaiet for the rehabiaiong of C4U~d, ditc led, or

pk~yu iias, as defi in scion 1861(r) (1), wh are available

e facility on a full- or part-tae basis); (ih) physical therapy,and (iii) soatm or psychologieal #erw'es ;
I(C) maintain cld= mcrd on all parlena;
(D) As poiie established by a group of roles&mal per-

.onne (apcited with the faity), inlding one or more phy-
sidwas defned i subsection (r) (1) to govern the com hmenwe
outpatiext rehabilitation services it furishes, and rvidw for
the camnyiu out of suck policies by a full- or part-time phge#d4a
rrferret to in nubpagrapk (B) (t);

(E) has a neyuwmeut that every patiet must be under the
ewv of a pIhdsim;

(F) i te ca . of a faciy i ty &at in rhi4A State or
OpploMe loud lawe rtnndea for the licensingif Feddd.o N
Matre s lee pn to such Za , or (* 1)4 approved M
Me agn c t% te or lecuily, ftp he far Wuge"av

incW~is o f amt w. at eseetiug the etmndani ataUehaaent for

(0) IAce fis ed a Wd&a&n reiew pie in eam Eas tA
reglaion rrwr b the Secmetay;

(H) Ag,, in Jfet ans oveeU wilud&dW a o h
vqmu wt of weeda (z) ; and6U4tametth

(1) neet* such other en~"o a~ia *M 4.
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Exclusions From Coveragei
See. I862. (a) Notwithstanding any other provisions of this title, no

payment may be made wnder part A or part B for any expenses
incurred for items or services--

* * * * * * *

(12) where such expenses are for services in connection with the
care, treatment, filling, removal, or replacement of teeth or struc-
tures directly supporting teeth, except that payment may be made
under part A in the case of inpatient hospital services in connec-
-tion with the provision of such dental services if the individual,
because of his underlying medical condition and clinical status,
or because of the severity of the dental procedure requires hospit-
alization in connection with the provision of such services; or

(13) where such expenses are for-(A) the treatment of flat foot conditions and the prescrip-
tion of supporting devices therefor,

(B) the treatment of sbluxations of the foot, or
(C) routine foot care (including the cutting or removal of

corns [, warts;) or calluses, the training of nails, and other
routine hygienic care).

(b) Payment under this title may not be made with respect to any
item or service to the extent that payment has been made, or can rea-
sonably be expected to be made (as determined in accordance with
regulations), with respect to such itepi or service, under a workmen's
compensation law or plan of the United States or a State or under
liability isurance of the person at fault or under no-fault Ziabiity
inraTwe. Any payment under this title with respect to any item or
service shall be conditioned on reimbursement to the appropriate Trust
Fund established by this title when notice or other information is
received that payment for such item or service has been made under
such law or plan, or under sch liability insurawe. The Se-retary
may waive the prvisions of thi srubsetion with respect to liability
inunnee if h deternies that the probabilit of recovery or amount
involved does nt warrat the pursuing of the claim.

Consultation With State Agencies and Other Organizations To
Develop Conditions of Participation for Providers of Services

Sec. 1863. In carrying out his functions, relating to determination of
conditions of participation by providers of services, under subsections

e) (9), (f) (4), (g) (4), (j)(11), [and (o) (6)3 (o)(6), and (f)(2)
of section 1861 the Secretary shall consult with the Health Insur-

ance Benefits Advisory Council establishedby section 1867, ap.propri-
ate State agencies, and recognized national listing or accrediting
bodies, and may consult with appropriate local agencies. Such condi-
tions prescribed under any of such subsections may be varied for differ-
ent areas or different classes of institutions or agencies and may, atthe
request of a State, provide higher requirements for such State than for
other States; except tht, in the case of any State or political subdivi-

on of a State which imposes higher requirements on istitutions as a



condition to the purchase of services (or of certain specified services)
in such institutions under a State plan approved under title I, XVI,
or XIX, the Secretary shall impose like reg diements as a condition
to the- payment for services (or for the services specified by the Stateor subdivision) in such institutions in such State or subdivision.

Use of State Agencies To Determine Compliance by Providers of
Services With Conditions of Participation

Sec. 1864. (a) The Secretary shall make an agreement with any
State which is able and willing to do so under which the services of the
State health agency or other appropriate State agency (or the ap-
propriate local agencies) will be utilized by him for the purpose of
determining whether an institution therein is a hospital or skilled
nursing facility, or whether an agency therein is a home health agency,
or whether a facility therein is a rural health clinic as defined in sec-
tion 1861 (aa) (2) or a comprehensive outpatient rehabilitation facility
as defined in section 1861(ff) (2), or whether a laboratory meets the
requirements of paragraphs (10) and (11) of section 1861(s), or
whether a clinic, rehabilitation agency or public health agency meets
the requirements of subparagraph (A) or (B), as the case may be, of
section 1861(p) (4). To the extent that the Secretary finds it appro-
priate, an institution or agency which such a State (or local) agency
certifies is a hospital, skilled nursing facility, rural health clinic, com-
prehensive outpatient rehabilitation facility, or home health agency
(as those terms are defined in section 1861) may be treated as such by
the Secretary. Any State agency which has such an agreement may
(subject to approval of the Secretary) furnish to a skilled nursing
facility after proper request by such facility, such specialized consulta-
tire services (which such agency is able and willing to furnish in a
manner satisfactory to the Secretary) as such facility may need to
meet one or more of the conditions specified in section 1861(j). Any
such services furnished by a State agency shall be deemed to have been
furnished pursuant to such agreement. Within 90 days following the
completion of each survey of any health care facility, rural healthclinic, comprehensive outpatient rehabilitation facility, laboratory,
clinic, agency, or organization by the appropriate State or local agency
described in the first sentence of this subsection, the Secretary shall
make public in ceAdily available form and place the pertinent findings
of each such survey relating to the compliance of each such health care
facility, rural health clinic,' laboratory, clinic, agency, or organiza-
tion with (1) the statutory conditions of participation imposed under
this title and (2) the major additional conditions which the Secretary
finds necessary in the interest of health and safety of individuals who
are furnished care or services by any such health care facility, rural
health clinic, laboratory, clinic, agency, or organization.

(b) The Secretary shall pay any such State, in advance or by way
of reimbursement, as may be provided in the agreement with it (and
may make adjustments in such payments on account of overpayments
or underpayments previously inaae), for the reasonable cost of. per-
forming the functions speciifed in subsection (a), and for the Federal
Hospital Insurance Trust Tund's fair share of the costs attributable



to the planning and other efforts directed toward coordination of ac-A
tiviti in carrying out its agreement and other activities related to the'
provision of services similar to those for which payment may be made
under part A, or related to the facilities and personnel required for
the provision of such services, or related to improving the quality of
such services.

(a) The Secretary is authorized to enter into an agreement with any
State under wich the appropriate State or local apeney which per-
forms the certification function described in subsection (a) will sur-
vey, on a selective sample basis (or where the Storetary finds that a
survey is appropriate because of substantial allegations of the existence
of a significant deficiency or deficiencies which would, if found to be
present adversely affect health and safety of patients), hospitals which
have an agreement with the Secretary under section 1866 and which
are accredited by the Joint Commission on the Accreditation of Hos-
pitals. The Secretary shall pay for such services in the manner pre-
scribedinsubsection (b).

Agreements With Providers of Services
See. 1866 (a) (1) Any provider of services (except a fund desig-

nated for purposes of section 1814(g) and section 1885(e)) shall be
qualified to participate under this title and shall be eligible for pay-
ments under this title if it files with the Secretary an agreement-

(A) not to charge, except as provided in paragraph (2), any
individual or any other person for items or services for which such
individual is entitled to have payment made under this title (or
for which he would be so entitled if such provider of services had
complied with the procedural and other requirements under or
pursuant to this title or for which such provider is paid pursuant
to the provisions of section 1814(e)), and

(B) not to charge any individual or any other person for
itemsor services for which such individual is not entitled to have
payment made under this title because payment for expenses in-
curred for such items or services may not be, made by reason of
the provisions of paragraph (1) or (9), but only if (i) such
individual was without fault in incurring such expenses and (ii)
the Secretary's determination that such payment may not be made
for such items and services was made after the third year follow-
ing the year in which notice of such payment was sent to such
individual; except that the Secretary may reduce such three-year
period to not less than one year if he finds such reduction is con-
sitat with the objectives of this title, and

(C) to make adequate provision for return (or other disposi-
tion, in accordance with regulations) of any moneys incorrectly
collected from such individual or other person, and

(D) to promptly notify the Secretary of its employment of an
indua who, at any time-during the year preceding such em-

ployment, was employed in a managerial, accounting, auditing,
or similar capacity (as determined hv the Secretary bv regula-
tim) by an agency or organization which serves as a fiscal inter-



mediary or carrier (for purposes of part A or part B, or both, of
this) title with respect to the provider[.J, and

(E) not to increase amounts due from any individa.1 orga-
ndaation, or agency in order to offstrdcin made uner see-
tion 1861 (bb) in the amount paid, or expected to be paid, under
this title.

(f)(1) lf the Secretary determined that-
(A) a skilled nursing facility having an agreement under this

sect ion.-
(i) is not complying substantially with the .ovitone of

suA agreement, or piathe provisions of this title and regu-

(ii) no lotter substantially complies with the provision. of
seoion 1861 (g); and

(B) such fai74te to compy. does not jeopardize the health orsafety of pains in suc.h fac~ity,...
he may, instead of terminating such agreement, impose an intermedite
sanction, conuisting of a reduction in the amount of reimbursement to
be made to suck facility under this title or a restriction on the number
or kinds of patients for whom reimbursement may be made under this
title to suk facility, until such time as the failure is corrected.

(p ) The Secretay may impose an intermediate sanction under
(agra (1 =a gving notice to the fa dowy of his intent to impose

the sanction a oing such faity a reasonable period of the (as
det4.ned by the Secretary) in which to correct the faiket. Anv
facliy which i. diusatia fled with a determination by the Score tavy to
iapse an intermediate sanction upon such faititi shall be entitled to
a eenng by the Secretary, within 30 days after suck sanctions m
pesed to the same tent as w*povided insmotiontW,6(b) and to juiil
rmew of the Secreta-yrs fnal decision after such hearing as isprovid
in setion W5 (g). Any iatemediate sanction osed bY the Seretary
shall efec during any period in wAch a heaskzg on suck

idor j il review thereof, is pending, unles otherwise
ordered by the Reentanj or by court order.

[Health Insurance Benefits Advisory Council
[SeF Is?. (a) Ther is hereby created a Health sunee Benefits

Advise Couryil which shall cosi of 1) perons, not otherwie in
th mlyo h Uie tts ppitdSceaywithout

dto the p oa of tile 5, United States Code, governing ap-
pontma in the coupetitiwe servia The e shall fro t time
to time appoint ome of the members to serve as Chainna. The mew-

hen aliincudeperonswho re uttudig i fildsrelateld to
hospital, medial, and other health activities, persons who are repre-

smiatie f ogaizaion * asocatinsof professional, pennel
in the field of mdicine. and at least one person whno is representative2f zumlmIic Each member sall hold ofe for £ tam of four

a ny number appointed to M11 a vacncy occurring
prior to the e pimtion of the term for which his pred r w" ap.
poiad shal be appanted for the remainder of seh term A member



shall not be eligible to serve continuously for more than two terms.
Members of the Advisory Council, while attending meetings or con-
ferences thereof or otherwise serving on business of, the Advisory
Council, shall be entitled to receive compensation at rates fixed by theSecretary, but not exceeding $100 par day, including traveltime, and
while so serving away from their homes or regular places of business
they may be allowed travel expenses including per diem in lieu of
subsistence, as authorized by section 5703 of title 5, .Unted StatesCode, for persons in the Government service employed intermittently.
The Advisory Council shall meet as the Secretay deems necessary,
but not less than annually.

[(b) It shall be the function of the Advisory Council to provide
advice and recommendations for the consideration of the Secretary on
matters of general policy with respect to this title and title XIX.]

Agreements With Physicians to Accept Assignments

Sec. 1868. (a) For purposes of this section the term "participating
physician" means a doctor of medicine or osteopathy 'huo has in effect
an agreement with the Secretary by which he agrees to accept an
assignment of claim (as provided for in section 1842(b) (3) (B)(ii))
for, each physicians' service (other than those excluded from coverage
by section 1862) performed by him in the United States for an i i-

vidual enrolled under part B. The assignment shall be in a form pre-
scribed by the Secretary. The agreementmay be terminated by either
party upon thirty days' notice to the other, filed in a manner prescribed
by the Secretary.

(b) To expedite processing of claims from participating physicians,
the Secretary shall establish procedures and develop appropriate forms
under which-

(1 each physician will submit his claim, on one of alternative
lifted approved bases including multiple listing of patients,

and the Secretary shall act to assure that these olaim are proc-
esed eei tiou8y, and

(2) t physian shall obtain from each patient enrolled under
part B (except in cases where the ce0retary finds it impractical
for the patient to furnish it) and Mall make available at the Sec-
retarysrequest,a signed statement by which the patient,for such
period of time as may be appropriate (as determined by the Secre-
tary in regulations) (A) agrees to make an assigrment with re-
spect to all servicesfurnished by the physicianan (B) authorizes
the release of any medical information needed to review claims
submitted by the physician.
* * * * * * *

Determinations; Appeals

Sec. 1869. (a) * * *
(c) Any institution or agency dissatisfied with any determination

by the Secretary that it is not a provider of services, or with any de-
termination described in section 1866(b) (2), shall be entitled to a
hearing thereon by the Secretary (after reasonable notice and op-



portunity for hearing) to the same extent as is provided in section
205(b), and to judicial review of the Secretary's final decision after
such hearing as is provided in section 205(g). If the Secretary's deter-
mination terminate a provider with an existing agreement pursuant
to section 1866(b) (2),. or if such determination consists of a refusal
to renew an existing provider agreement, the provider's agreement
shall remain in effect until the period for, filing a request for a hearing
has expired or, if a request has been lled, until a find decision has
been made by the Secretary; except that the agreement shall not be ex-
tended if the Secretary makes a written determination, specifying the
reasons therefor, that the continuation of provider status constitutes
an immediate and serious threat to the health and safety of patients
and if the Secretary certifies that the provider has been twtifled of such
deficiencies and hag failed to correct them.

Overpayments on Behalf of Individuals and Settlement of Claims
for Benefits on Behalf of Deceased Individuals

Sec.1870. (a) * * *
(f) If an individual who received medical and other health services

for which payment may be made under section 1832(a) (1) dies,
and-

(1) no assignment of the right to payments was made by such
individual before his death, and

(2) payment for such services has not been made,
[payment for such services shall be made to the physician or other
person who provided such services, but payment shall be made under
this subsection only in such amount and subject to such conditions as
would have been applicable if the individual who received the serv-
ices had not died, and only if the person or persons who provided
the services agrees that the reasonable charge is the full charge for the
services.]
payment, for such services shall be made (but only in such amount and
subject to such conditions as would have been applicable if the in-
dividual who received the services had not died) to-

(.A ) the physi~~ian or other person who provided such 8ervics,
but only on the condition that such physician or person agrees
that the reasonable chare is the full charge for the services, or

(B) the 8pouse or other legally designated representative of
such indiviuaZ, but only if(i) the condition specified in sub-
paragraph (A) is not met, and (ii) such spouse or representative
requests (in such form and manner as the Secretary shall by reg-
ulatiows prscribe) that payment be made under this subpara-
graph.

(g) If an individual, who is enrolled under section 1818(c) of the
Social Security Act or under section 1837, dies, and premiums with
respect to such enrollment have been received with respect to such
individual for any month after the month of-,his death, such premiums
shall be refunded to the person or persons determined by the Secretary
under regulations to have paid such premiums or if payment for such
premiums was made by the deceased individual before his death, to
the legal representative of the estate of such deceased individual, if
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any. If there is no person who meets the requirements of the preceding
sentence such premiums shall be refunded to the person or persons
int priorities specified in paragraphs. (2) through ,(7) of subsec-tion ()

Provider Reimbursement Review Board

Sec. 1878. (a) * * *(f) (1) A decision of the Board shall be final unless the Secretary,
on his own motion, and within 60 days after the provider of services is
notified of the Board's decision, reverses, affirms, or modifies the
Board's decision. Providers shall have the right to obtain judicial
review of any final decision of the Board, or of any reversal, affirm-
ance, or modification by the Secretary, by a civil action commenced
within 60 days of the ate on which notice of any final decision by
the Board or of any reversal, affirmance, or modification by the Secre-
tary is received. Such action shall be brought in the district court of
the United States for the judicial district in which the provider is
located (or, in an action brought jointly by several providers, the
judicial district in which is located the provider which is the principal
party bringing the action) or in the District Court for the District of
Columbia and shall be tried pursuant to the applicable provisions
under chapter 7 of title 5, United States Code, notwithstanding any
other provisions in section 205. r..

(2) Where a provider seeks judicial review pursuant to paragraph
(1), the amount in controversy shall be-subject to annual interest
beginning on the first day of the first month beginning after the 180-
day period as determined pursuant to subsection (a) (3) and equal to
the rate of return on equity capital established by regulation pursuant
to section 1861(v) (1) (B) and in effect at the time the civil action
authorized under paragraph (1) is commenced, to be awarded by the
reviewing court in favor of the prevailing party.

(3) No interest awarded pursuant to paragraph (2) shall be deemed
income or cost for the purposes of determining reimbursement due
providers under this Act.

* * * * * * *

TITLE XIX-GRANTS TO STATES FOR MEDICAL
ASSISTANCE PROGRAMS

* * * * * * *

State Plans for Medical Assistance
Sec. 1902. (a) ** *(1) * * *
(7) provide safeguards which restrict the use or disclosure of

information concerning applicants and recipients to purposes directly
connected with the administration of the plan or any audit or similar
activity conducted in connection with the administration'of h plan
by any gooenenentade6zty (including any legislative body or corn-
sbonent or intmntality thereof) which i8 authorized by law to con-

t Leh audit or activity;



(18) provide-
(A) (i) for the inclusion of some institutional and some

noninstitutional care and services, and
(ii) for the inclusion of home health services for any indi-

vidual who, under the State plan, is entitled to skilled nursing
facility services, and

(B) in the case of individuals receiving aid or assistance
under any plan of the State approved under title I, X, XIV,or XYI, or part A of title IV, or with respect to whom suy-
plemental security income benefits are being paid under title

XVI, for the inclusion of at least the care and services listedin clauses (1) through (5) of section 1906(a), and
(C) in the case of individuals not included under surbpara-

graph B) for the inclusion of at l t

(i) the care and services listed in clauses (1) through
(5) of section 1905(a) or

(ii) (I) the care and services listed in any?7 of theclauses numbered (1) through (16) of such section and
.(a) in the event the care and services provided under
the State plan include hospital or skilled nursing fa-

ciflity services, physicians' services to an individual in
a hospital or skilled nursing facility during any period

he is reciving hospital services from such hospital or
skilled nursing facility services from such home, and

S(D) for payment of the reasonable cast of inpatient hos-
pital services provided under the plan, as determined in ac-
cordance with methods and standards, consistent with section
1122, which shall be developed by the State and reviewed
and approved eby the Secretary and (after notice of approval
by the Secretary) included in the plan, except that the rea-
sonable cost of any such service s determined under such
methods and standards shall not exceed the amount which

would be determined under section 1861(v) as the reasonable
cost of such services for purposes of title XVIII; and

[(K) effective July 1, 1976, for payment of the skilled
nursing facility and intermediate care facility services, pro-
vided under the plan on a reasonable cost related basns, as
determined in accordance with methods and standards which
shall be developed by the State on the basis of cost-finding
methods approved and verified by the Secretary; and]

(D) for payment of the asonable cost of i pate nt hos-
pital services provided nder the plan, applying the methods
specified in section e861(v) and section 1861 ( , which are
consistent with ceton 112t; and

(E) effective January 1, 1980, for payment of the skilled
nursing facility and intermediate care facility services pro-

vided under the plan through the ueo rate, dteasirad
in accordance with methos and standard developed by the
stal, wleh the State finds, and makes assurances satfatory
to the Secretary, are reasonable and adequate to meet the

costs wch must be incurred by effently and ecnVcally
operated facilities in order to proide care and serves At

49-261 0 79 11



conformity with applicable State and Fedoeral laws, regula-
tio , ard quality and safety, standards; and such State
makes further assurances, satisfactory to the Secretary, for
the I 4 of uniform cost reports by each provider of services
and perodi audits by the tate of such reports; and

(F) for payment for services described in section 1905 (a)
(2) (B) provided by a rural health clinic under the plan of
100 percent of costs which are reasonable and related to the
cost of furnishing such services or based on such other tests of
reasonableness, as the Secretary may prescribe in regulations
under section 1883(a) (3), or, in the case of services to which
those regulations do not apply, on such tests of reasonable-
ness as the Secretary may prescribe in regulations under this
subparagraph;

(28) except in the case of Puerto Rico, the Virgin Islands, and
Guam, provde that any individual eligible for medical assistance
(including drugs) may obtain such assistance from any institu-
tion, agency, community pharmacy, or person, qualified to perform
the service or services required (including an organization which
provides such services, or arranges for their availability, on a.pre-
payment basis), who undertakes to provide him such services;
and a State plan shall not be deemed to be out of compliance with
the requirements of this paragraph or paragraph (1) or (10)
solely by reason of the fact that the State (or any political subdi-
vision thereof) (A) has entered into a contract with an organiza-
tion which has agreed to provide care and services .in addition to
those offered under the State plan to individuals eligible for med-
ical assistance who reside in the geographic area served by such
organization and who elect to obtain such care and services from
such organization, or by reason of the fact that the plan provides
for payment for rural health clinic services only if those services
are provided by a rural health clinic, or (B) during the three-
year period beginning on the date of enactment of the Medicare-
Medicaid Administrative and Reimbursement Reform Act of 1979,
has made arrangements through a competitive bidding process
or otherwise for the purchase of laboratory services referred
to in section 1905(a)(3), if the Secretary has found that (i) ade-
quate services will be available under such arrangement, (ii)
such laboratory services will be provided only through labora-
tories (I) which meet the requirements of section 1861(e)(9), para-
graphs (10) and (11) of section 1861(s), and such additional re-
quirements as the Secretary may require, and (II) no more than
75 percent of whose charges for such services are for 8ervWeS
provided to individuals who are entitled to benefits under this title
or under part A or part B of title XVIII, and (iii) charges for
services provided under 8uch arrangements are made at the lowest
rate charged (determined without regard to administrative costs
which are related solely to the method of reimbursement for such
services) for comparable services by the provder of such services,
or, ijf charged for on a unit price basis, such charges result in ag-
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gregate expenditures not in excess of expenditures that would be
made if Charges were at the lowest rate charged for comparable
8&er'e by the roi'der of suck er-vicV, or (0) has made arrange-
ments through a com petitive bidding process or otherwise for the
purchase of medical devices 'which do not vary drguiAantly in
quality among suppliers, if the Secretary has found 1/at (i) an
4cteguae supply of such devices wifl., e available under such
arranqement8, (ii) such devices will be'provided only through
suwpptiers no.more than 75 percent of whose charges for such de-
vwes are for devices rovided to individuals who are entitled to
benefits under this tite or under part A, or B of title XVIII, and
(iii) charges for devices provided under such arrange4n s awe
made at the lowest rate charged (determined without regard to
administrative costs which are related solely to the method of
reimbursement for such devices) for comparable devices by the
supplier of such devices, or, if charged for on a 'unit p e basis,

ch charges result in aggregate, expenditures not in eXCess of
expenditures that would bemade if charges were at the lowest rate
charged for comparable devices by the supplier of such devices;

(27) provide for .agreements with every person or institution
providing services under the State plan under which such person
or institution agrees (A) to keep such records as are necessary
fully to disclose the extent of the services provided to individuals
receivig assistance under the State plan, [and] (B) to furnish
the State agency or the Secretary with such information, regard-
ing any payments claimed by such person or institution for pro-
viding services under the State plan, as the State agency or the
Secretary may from time to time request, and (C) not to increase
amounts due from any individual, Organization, or agency in
order to offset reductions made pursuant to the requirements con-
tained in section 1902(a)(13)(D)) in tAe amount paid, or expected
to be paid under the State plan;

(80) provide such methods and procedures mlating to the utili-
zation of, and the payment for, care and services available under
the pian (including but not limited to utilization review plans as
provided for in section 1903(i) (4)) as may be necessary to safe-
guard against unnecessary utilization of such care and services
and to assure that payments' (including payments for any drugs
provided under the plan) are not in excess of reasonable charges
consistent with efficiency, economy, and quality of care, and, in the
case of laboratory series referred to in section 1905(a) (3) and
medical devices referred to in section 1902 (a) (23) (C), such pay-
ments do not exceed the lowest amount charged (determined with-
out regard to administrative costs which are related solely to the
method of reimbursement for such services or devices) to any
,person or entity for such services by that provider of laboratory
services or medical devices;

* * * * * * *



(38) provide-
(A) that the State health agency, or ot0bt a]ppriate

State medical agency, shall be responsible for'esta fishing a
plan, consistent with regulations prescribed by the Secre-
tary, for the review by appropriate professional health
personnel of the appropriateness and quality of care and
services furnished to recipients of medical assistance under
the plan in order to provide guidance with respect thereto
in'the administration of the plan to the State agency estab-
lished or designated pursuant to paragraph (5) and, where
applicable, to the State agency described in the penultimate
sentence of this subsection; and

(B) that the State or local agency utilized by the Secretary
for the purpose specified in the first sentence of section
1864(a), or, if such agency is not the State agency which is
responsible for 1icensiny health institutions, the State agency
responsible for such licensing, will perform for the State
agency administering or supervising the administration of
the plan approved under this title the function of determin-
ing whether institutions and agencies meet the requirements
for participation in the program under such plan, and that
such determination shal, if the Secretary ha-cause to que8-
tio. the ade= thereof, be subject to validation by the
Secretary, wi may make dependent and binding determi-
nations as to whether such institutions and agencies meet such
requirements;

* * * * *

(39) provide that, subject to subsection (g), whenever the single
State agency which administers or supervises the administration
of the State plan is notified by the Secretary. under section 1862
(e) (2) (A) that a physician or other individual practitioner has
been suspended from participation in the program under title
XVIIM, the agency shall promptly suspend such physician or
practitioner from participation in the plan for not less than the
period specified in such notice, and no payment may be made under
the plan with respect to any item or service furnished -by, such
physician or practitioner during the period of the suspension
under this title; [and]

(40) require each health, services facility or organization which
receives payments under the plan and of a type for which a uni-
form reporting system has been established under section 1121 (a)to make reports to the Secretary' of information described insuch

section in accordance with the uniform reporting system (estab-lished under such section) for that type of facility ororganization[.j;o

)provide (A ) that the reorsof any entity participatingin the p and providn serve. r'eimburs.ble on a con-r elated
basic will be audited as the Secretary determine, to be necesary to
inure that proper payments are made under the plan, -(B) that
such audits, for such entities ako providing service. under part A
of title XVIII, will be coordinated and conducted jointly (to such



extent and in such manor as the Secretary shall prwcribe) with
audits conducted for purposes of such title, and ((7)for payment
of the portion o the costs of each such common audit of such an
entity equal to the portion of the cost of the common audit which
is attributable to the program established under this title and
which would not have otherwise been incurred in an audit of the
program estabZished under title XVIII; and

(4t) provide that any laboratory services (other than such 8erv-
wes provided in a physician's Ofice) paid for under such plan Must
be provided by a laboratory w hio meets the reguirementa of sec-
tion 1861 (e) (9) and paragraphs (10) and (11) of section 1861 (a),
or, in the case of a rural heath clinic, section 1861 (aa) (2) (G).
* * * * * * *

Payment to States

Sec. 1903. (a) From the sums appropriated therefor, the Secretary
(except as otherwise provided in this section) shall pay to each State
which has a plan approved under this title, for each quarter, begin-
ning with the quarter commencing January 1, 1966.

(6) sutject'to subsection (b) (3), an amount equal to 90 per
centum of the sums expanded during each quarter beginning on
or after October, 1, 1977, and ending before October 1, [1980]
1982, with respect to costs incurred during such quarter (as found
necessary by the Secretary for the elimination of fraud in the
provision and administration of medical assistance provided
under the State plan) which are attributable to the establish-
ment and operation of (including the training of personnel em-
ployed by) a State medicaid fraud control unit (described in sub-
section (q)); plus
(7) an amount equal to 50 per centum of the remainder of the

amounts expended during such quarter as found necessary by the
Secretary for the proper and efficient administration of the State
plan.

(b) (1) Notwithstanding the preceding iprowsns of this section, the
amount determined under subsection (a)(1) for any State for any
quarter beginning after December 31, 1969, shall not take into ac-
count any amounts expended as medical assistance with respect to
individuals aged 65 or over and disabled individuals entitled to hos-
pital insurance benefits under title XVIII which would not have been
so expended if the individuals involved had been enrolled in the
insurance program established by part B of title XVIII, other than
amounts expended under provisions of the plan of such State required
by section 1902 (a) (34).

(2) For limitation on Federal participation for capital expenditures
which are out of conformity with a comprehensive plan of a State or
areawide planning agency, see section 1122.

(3) (A) The amount of funds which the Secretary is otherwise obli-
gated to pay a State during a quarter under subsection (a) (6) may
not exceed the higher of-

[(A)] (i) $125,000, or



by the Federal, State, and local governments during the previous
quarter in carrying out the State's plan under this title.

(B) No amount shall be paid to any State under subsection (a)
(6) with respect to auras expended during any quarter after the
twelve-quarter period which commences with the first quarter with
respect to which an amount is paid to such State under subsection
(a) (6).

(c) [Repealed.i
(d) (1) Prior to the beginning of each quarter, the Secretary shall

estimate the amount to which a State will be entitled under subsections
(a) and (b) for such quarter, such estimates to be based on (A)
a report filed by the State containing its estimate of the total sum
to be expended in such quarter in accordance with the provisions of
such subsections, and stating the amount appropriated or made avail-
able by the State and its political subdivisions for such expenditures
in such quarter. and if such amount is less than the State's propor-
tionate share of the total sum of such estimated expenditures, the
source or sources from which the difference is expected to be derived,
and (B) such other investigation as the Secretary may find necessary.

(2) The Secretary shall then pay to the State, in such installments
as he may determine, the amounts so estimated, reduced or increased
to the extent of any overpayment or underpayment which the Secre-
tary determines was made under this section to such State for any
prior quarter and with respect to which adjustment has not already
been made under this subsection. Expenditures for which payments
were made to the r'State under subsection (a) shall be treated as an
overpayment to the extent that the State or local agency administering
such plan has been reimbursed for such expenditures by a third party
pursuant to the provisions of its plan in compliance with section
1902(a) (25). In determii g the installments under this paragraph
the Secretary shall insure that payments to States are not made prior
to the time that checks issued by the State for the medical assistance or
other e&penditure for which the Federal payment is being made are
cleared through the State depository for pavm.nt.

(3) The pro rata share to which the United States is equitably
entitled, as determined by the Secretary, of the net amount recovered
during any quarter by the State or any political subdivision thereof
with respectto medical assistance furnished under the State plan shall
be considered an overpayment to 'be adjusted under this subsection.

(4) Upon the making of an estimate by the Secretary under this
subsection, any appropriations available for payments under this sec-
tion shall be deemed obligated.

(i) Payment under the preceding provisions of this section shall not
be made--

(1) with respect to any amount paid for items or services fur-
mished under the plan after December 31, 1972, to the extent that
such amount exceeds the charge which would be determined to be
reasonable for such items or services under [the fourth and fifth
sentences of section 1842(b) (3)] aubpar4graphs (B) (ii), (B)
(iii), (0) and (F) of section 184 (b) (4) .,;or



(2) with respect to any amount paid for services furnished un-
der the plan after December 31, 1942, by a provider or other per-
son during any period of time, if payment may not be made under
title X III with respect to services furnished -by such provider
or person during such period of time solely by reason of a deter-
ination by the Secretary under section 1862(d) (1) or under

Clause (D), (E), or (F) of section 1866(b) (2), or by reason of
noncompliance with a request made by the Secretary under clause
(C) (ii) of such section 1866(b) (2) or under section 1902(a) (38);
or

(3) with respect to any amount expended for inpatient hospital
services furnished under the plan to the extent that such amount
exceeds. the hospital's customary charges with respect to such
services or (if such services are furnished under the plan by a
public institution free of charge or at nominal charges to the
public,) exceeds an. amount determined on the basis of those items
(sPcified in regulations prescribed by the Secretary) included in

the determination of such payment which the Secretary finds will
provide fair compensation to such institution for such services; or

(4) with respect to any amount expended for care or services
furnished under the plan by a hospital or skilled nursing facility
unless such hospital or skilled nursing facility has in effect a utili-
zation review plan which meets the requirements imposed by sec-
tion 1861(k) for purposes of title XVIII; and if such hospital or
skilled nursing facility has in effect such a utilization review planfor purposes of title XVIII, such plan shall serve as the plan
required by this subsection (with the same standards and proce-
dures and the same review committee or group) as a condition of
payment under this title; the Secretary is authorized to waive the
requirements of this paragraph if the State agency demonstrates
to his satisfaction that it has in, operation utilization review pro-
cedures which are superior in their effectiveness to the procedures
required under section 1861(k).
* * * * ,* .$ °

(in) (1) (A) The term "health maintenance organization" means a
legal entity which provides health services to individuals enrolled in
such organizationand which-

,,(i) >rootides to its enrollees who are eligible for benefits under
this 'title, the services and benefits dncribed in paragraphs (1),
(2) .(),(4) (C), and (5)Q of section. 1905, and, to the extent

required by section 1902(a) (18) (A) (ii) to be provided under a
State p Ian for medical assistance, the services and benefits de-
scribedfin paragraph (71) of section 1905(a) ;

(ii) ;provides such services and benefits in the manner pre-
scribed in section 1391 (h) of the Public Health Service Act
' ( e~t that, solely for purposes of this paragraph, the term.1 "basic
health services" and references thereto, when employed in such
noetion, shall be deemed to refer to the services and benefits .de-
scribed inplaragrapha (t), (2), ,(3), (4)(C), and (5) of section
1905(a), and, to the extent required by section 1902 (a) (18) (A)
(ii) to b~provided under a State plan for medical assistance, the

pla



services and benefits described in paragraph (7) of section 1905
(a)); and

(it) is organized and o rated i the manner prescribd by
section 1301(c) of the Public Health Service Act(except that
solely for purposes of this paggraph, the term "basic health serv-ices" and references thereto, when employed in such s~cti~n shall
be deemed to refer to the services and enefts described in section
1905 (a) (1), (2), (8), (4)(O), and (5), and to the-extent required
by section 1902(a) (13) (A (ii) tobe provided under a State plan
for medical assistance, the services and benefits described in para-
graph (7) of sectionlO5(a))'.

(B) T e duties and functions of the Secretary, insofar as they
involve making determinations as to whether an organization is a
health maintenance organization within the meaning of subparagraph
(A), shall be administered through the Asistant Secmtary for flafth
and in the Office of the AssistantSecretaty for Health, and the admin-
istration of such duties and functions shall be integrated with the
administration of section 1312' (a) anfd (b) of the Public Health Serv-
ice Act.

(2)(A) Except as provided in subparagraphs (B) and (C), no
payment shall be made under this title to a State with respect to
expenditures incurred by it for payment (determined under a prepaid
capitation basis or under any other risk basis) for services provided
by any entity which is responsible for the provision of inpatient hos-
pital services and any other service described in paragraph (2),, (3),
(4), (5), or (7) of section 1905(a) or for the provision of any three or
more of the services described in such paragraphs unless-

(i) the Secretary (or the State as authorized by paragraph
(3)) has determined that the entity is a health maintenance orga-nization as defined i paragraph (1) ; and

(ii) less than one-half of the membership of the entity consists
of individuals who (I) are insured for benefits under part B of
title XVIII or for benefits under both parts A and B of such 'title,or (I) are eligible to receive benefits under, this title. t

(B) Subparagraph (A)does not apply with respect to payments
under this title to a State with respect to expenditures incurred by it
for payment for series provided by an entity which-

(i) (I) received a grant of at least $100,000 in the fiscal year
ending June. 0, 1976, under section 319(d) (1) (A) or880() (1)
of the Public Health Servie Act, and (II) for the priod bogn-
ning July 1, 1976, and ending on the expination of the aneodfor which payments are to be made under this titl e1 has been the
recipient of a grant under either such section;. and.. .

(II) provides to its enrollees, on a prepaid, capitation risk
basis or on any other risk 'basis, all of 'the, services and benefits
described paragraphs (1), (2), (8), (4) (C), and (5) of section
1905(a) and, to the extent required by section 1902(a)(18) (A)
(ii) to be provided under a State plan for medical asmstae, the
services and benefits described in paragralph (7) gf asucliteton;

(ii) is a niouprofit primary health ctrei.atit, located in a rural
area (as defined by the Appalachian Regional Commsson)-



( which received in the fiscal year ending June 30, 1976,at least $100,000 (by grant, subgreant, or subcontract) under
the ,Appalachian Regional Development Act of 1965, and

(IU) for the period beginning July 1, 1976, and ending on
the expiration of the period for which payments are to be
made under this title either has been the recipient of a grant,
subgrant, or subcontract under such Act or has provided serv-
ices under a contract (initially entered into during a year in
which the entity was the recipint of such a grant, subgrant,
or subcontract) with a State agency under this title on a pre-
.paid capitation risk basis or on any other risk basis; or

(in) which has contracted with the single State agency for the
provision of services (but not including inpatient hospital serv-
ices) to persons eligible under this title on a prepaid risk basis
prior to 1970.

(C) Subparagraph (A) (ii) shall not apply with respect to
payments under this title to a State with respect to expenditures
incurred by it for payment for services by an entity during the
three-year period beginning on the date of enactment of this
subsection or beginning on the date the entity enters into a con-
tract with the State under this title for the provision of health
services on a prepaid risk basis, whichever occurs later, but only
if the entity demonstrates to the satisfaction of the Secretary by
the submission of plans for each year of such three-year period
that it is making continuous efforts and progress toward achieving
compliance with subparagraph (A) (ii)

(3) A State may, in the case of an entity which has submitted an
application to the Secretary for determination that it is a health main-
tenance organization within the meaning of paragraph (1) and for
which no such determination has been made within 90 days of the
submission of the application, make a. provisional determination for
the purposes of this title that such entity is such a health maintenance
organization. Such provisional determination shall remain in force
until such time as the Secretary makes a determination regarding the
entity's qualification under paragTaph (1).

(r) In the administration of this title, the fact that an individual
who is an inpatient of a skilled nursing or intemediate care facility
leaves to make visits outside the facility shall not oowlcusivey indinte
that he does not need s6ervict which the faculty iM designed to pro-
wide; however, the frequency and length of I ci Misits shall be con-
sidered, together with other evidence, in detemining whether the
individual is in need of the facility's s.ervice.

(8) For additional ewoc/Aions from reasonable cost and reasonable
charge see section 1134.

Operation of State Plans

See. 1904. (a) If the Secretary, after reasonable notice and oppor-
tunity for hearing to the State agency administering or supervising
the administration of the State plan approved under this title,
finds--



(1) that the plan has, been so changed that it no longer complies
with the provisions of section 1902; or

(2) that in the administration of the plan there is a failure to
comply substantially with any such provision;

the Secretary shall notify such State agency that further payments
will not be made to the State (or, in his discretion, that payments will
be limited to categories under or parts of the State plan not affected
by such failure), until the Secretary is satisfied that there will no
longer be any such failure to comply. Until he is so satisfied he shallmake no further payments, to such State (or shall imit payments to
categories under or parts of the State plan not affected by such
failure).

(b), The Secretary shall not find that a State has failed ta oomply
with the requirements of this title solely because it denies medical
assistance to an individual who would be ineligible for benefits under
title XVI of this Act, or, in the case of an individual who is not in-
cluded under section 1902(a) (10) (A), would be ineligible for
medical assistance under the State, p , if there was included in his
resources any asset owned by him within the preeding twelve months
to the extent that he gave or sold that asset to any person for sub-
stantially less than its fair market value for the purpose of establish-
ing eligibility for medical assistance under the State plan (and any
suckh transaction shall be presumed to have been for such purpose
unless such individual furnishes convincing evidence to establish that
the transaction was for some other purpose).

Certification and Approval of Skilled Nursing Facilities and of
Rural Health Clinics

See. 1910. (a) (1) Whenever the Secretary certifies an institution in
a State to be qualified as a skilled nursing facility under title XVIII,
such institution shall be deemed to meet the standards for certification
as a skilled nursing facility for purposes of section 1902(a) (28).

(2) The Secretary shall notify the State agency administering the
medical assistance plan of his approval or disapproval of any institu-
tion which has applied for certification by him as a qualified skilled
nursi facility.

(h) (1) Whenevr the Secretary certifies a facility in a State to be
qualified as a rural health clinic under title XVIII, such facility shall
be deemed to meet the standards for certification as a rural health
clinic for purposes of providing rural health clinic services under this
title.

(2) The Secretary shall notify the State agency administering the
medical assistance plan of his approval or disapproval of any facility
in that State which has applied for certification by him as a qualified
rural health clinic.

(c) (1) The Secretary may cancel approval of any skilled nursing
or intermediate care facility at any time if he finds on the basis of a
determination made by him as provided in section 1902(a) (33) (B)
that a facility fails to meet the retirements contained in sectin
1902 (a) (28) or section 1905 (c), or if -he finds grounds for termination
of hi agreement with the facility pursuant to section 1866(b). In



that event the Secretary shall notify the State agency and the skilled
nursing or intermediate care facility that approval of eligibility of the
facility:to pasliolpate in the programs established by this title and
title XVII shall bw terminated at a time specified by the Secretary.
The approval of eligibility of any such facility to participate in the
programs may not be reinstated unless the Secretary finds that the
reason for termination has been removed and there is reasonable as-
surance that it will not recur.

(2) An skilled nursing facility or intermediate care facility which
is dimssatisfled with any determination by the Secretary that it no
longer quaZifies as a skilled nursing facility or intermediate care fa-
cility for purposes of this title, shall be entitled to a hearing by the
Secretary to the 8ame extent as is provided in section 205(b) and to
judicial review of the Secretary's final decision after such hearing
as is provided in section 205 (g). Any agreement between such facility
and the State agency shall remain in effect until the period for filing
a request for a heaing has expired or, if a request has been filed, until
a decision has been made by the Secretary; except that the agreement
shall not be extended if the Secretary makes a written determination,
specifying the reasons therefore, that the contiiuation 'bf provider
status constitutes an immediate and serious threat to the health and
safety of patients, and the Secretary certifies that the facility has
been notified of its dbiencieds has failed to correct them

(d) (1) If the Secretary determines that a skilled nvring facility or
intermediate: care facility fai& to meet the re rements of section1902 (a) (28) or 1905(c) (as the case may be), and determines th suh
failure does not jeopardie the health or safety of patients in such fa-
cility, he may, instead of cance lin-1 approval of such facility under
subsection (c), impose an intermediate sanction, consisting of a reduc-
tn in the amount of reimbursement to be made with respect to such
facility or a restdrkon on the number or kinds of patients for whom
reimbursement may be made under the State plan or under title XVIII
to such faility, until such time as the failure is coricted.

(2) The Secretar] may impose an intermediate sanction under para-
graph .(1) after giin notice to the facility of his intent to impose
the sanotton and dlowsng such facility a reasonable period of time (as
determined by- the &oretary) in which to correct the failure. Any fa
cility which i disatisfled with a detrmination by the Secretary to
impose an intermediate sanction upon such facility shall be entitled
to a hearing by the Secretay, wthin 30 days after such sanction is im-
posed, to the same extent m is rovided in section 05 (b) and to judi-
cial review of the Secretary's final decision after such heating as is
provided in section 205(g). Any intermediate sanction imposed by the
Secretary shall remain in effect during any period in which a hearing
on such sanction, or iudiil review thereof, is pending, uness other-
wise ordered by the Secretary or by court order.

* * * * * S *

HOSPITAL PROVIDERS OF SKILLED NURSING AND INTERMEDIATE CARE SERVICES

SEa. 1913. (a) Notwithtavdng any other provision of this title,
payment may be made, in aecqrdance with this section, under an ap-
proved State plan for skilled nursing services and intermediate care
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sevioea furnished by a hospital which has in effect an agreement under
section 1861 (dd) of this Act.
(b) (1) Payment to any such hospital for any skilled nursing or

intermediate care services furnished pursuant to subsection (a), shall
be at a rate equal to the average rate per patient-day paid for routine

service. during the previous calendar year under the State plan to
skilled nursing and intermediate care facilities located in theState in
which the hospital is located. The reasonable coat of ancillary services
hall be deter ined in the same manner as the reasonable cost ofancillary services provided for inpait hospital Services.

(8) With respect to any period for which a hospital has in affect an
agreement under section 1861 (dd), in order to allocate routine costs
between hospital and long-term care services, the total reimbursemet
for routine serve due from all classes of long-term care patients,
including title XVIII, the State plan, and private pay patient,, shall
be subtracted from the hospital's total routine costs before calculations
are made to determine reimbursement for. routine hospital services
under the State plan.

Exc~mn FROM PUBLic LAw 90-248, As AmDED

TITLE IV-GENERAL PROVISIONS

INCENTIVE FOR ECONOMY WHILE MINTAIING OR IMPROVING
QuAin IN TH PRowSIO OF HExvTr SEvixcs

Sec. 402. (a) (1) The Secretaxy of Iealth, Education, and Welfare
is authorized, either directly or through grants to public or nonprofit
private agencies, institutions, and organizations or contracts with
public or private ag I encies, institutions, and organizations, to develop
and engage in experiments and demonstration projects for the follow-
mg purposes:(A) to determine whether, and if so which, changes in methods

of payment or reimbursement (other than those dealt with in
section 222 (a) of the Social Security Amendments of 1972) for
health care and services under health programs established by the
Social Security Act, including a change to methods based on
negotiated rates, would have the elfect of increasing the efficiency
and economy of health services under such programs through the
creation of additional incentives to these ends without adversely
affecting the quality of such services; .

(B) to determine whether payments for services other, than
those for which payment may be made under such programs (and
which are incidental to services for which payment may be made
under such programs) would, in the judgment of the Secretary,
result in more economical provision and more effective utilization
of services for which payment may be made under such program,
where such services are furnished by organizations aMd institu-
dions which have the capability of providing-

(i) comprehensive health care services,



(ii) mental health care services (as defined by section
401 (c) of the Mental Retardation Facilities and Community
Health Centers Construction Act of 1963),

(iii) ambulatory health care services (including surgical
services provided on an outpatient basis), or

(iv) institutional services which may substitute, at lower
cost, for hospital care;

(C) to determine whether the rates of payment or reimbursement
for health care services, approved by a State for purposes of the
administration of one or more of its laws, when utilized to determine
the amount to be paid for services furnished in such State under the
health programs established by the Social Security Act, would have
the effect of reducing the costs of such programs without adversely
affecting the quality of such services;

(D). to determine whether payments under such programs based
on a single combined rate of reimbursement or charge for the teach-
ing activities and patient care which residents, interns, and super-
vising physicians render in connection with a graduate medical edu-
cation program in a patient facility would result in more equitable
and economical patient care arrangements without adversely affecting
the quality of such care;

(E) to determine whether coverage of intermediate care facility
services and homemaker services would provide suitable alternatives
to posthospital benefits presently provided under title XVIII of the
Social Security Act; such experiment and demonstration projects
may include:

(i) counting each day of care in an intermediate care facility
as one day of care in a skilled nursing facility, if such care was
for a condition for which the individual was hospitalized,

(ii) covering the services of homemakers for a maximum of
21 days, if institutional services are not medically appropriate,

(iii) determining whether such coverage would reduce long-
range costs by reducing the lengths of stay in hospitals and skilled
nursing facilities, and

(iv) establishing alternative eligibility requirements and de-
termining the probable cost of applying each alternative, if the
project suggests that such extension of coverage would be de-
sirable;

(F) to determine whether, and if so whioh type of, fixed price or
performance incentive contract would have the effect of inducing to
the greatest degree effective, efficient, and economical performance
of agencies andorganizations making payment under agreements or
contracts with the Secretpry for health care and services under healthprograms established by the Social. Security Act; and

(O ) to determine under what circumstances payment for services
.would be appropriate &nd the most appropriate, equitable and non-
inflationary methods and amounts of reimbursement uader health
care programs established by the Social Security Act for services,
which are performed independently by an assistant to a physician,
including a nurse practitioner (whether or not performed in the office
of or at a place at which suoh physician is physically present), and-



(i) which such assistant is legally authorized to perform by the
State or political .subdivision wherein such services are per-
formed, and

(.ii) for which such physician assumes full legal ethical respon-
sibility as to the necessity, propriety, and quality thereof;

(H) -to establish an experimental program to provide day-care
services, which consist of such personal care, supervision, and services
as the Secretary shall by regulation prescribe, for individuals eligible
to enroll in the supplemental medical insurance program established
lmder part B of titles XVIII and XIX of the Social Security Act, in
day-care centers which meet such standards as the Secretary shall by
regulation establish

(I) to determine whether the services of clinical psychologists may
be made more generally available to persons eligible for services under
titles XVIII and XIX of this Act in a manner consistent with quality
of care and equitable and efficient administration; [and]

(J) to develop or demonstrate improved methods for the investiga-
tion and prosecution of fraud in the provision of care or services
under the health programs established by the Social Security Act.

-Ik)to determine methods for inwreaainq the rate of physician
acceptance of assignments under title XVIII of the Social Security
Act, especially in States which havelow assignment rates, through
not more than 10, nor less than 5, demonstration projects, the reults
of.which shall be reported to the Congress along withrecommwidor
tions for increasing such assignment rates, and which may include,
but are not limited to, any of the following-

(i) payment of cost savings allowawes to participating physi-
ciens who submit clairnain multiple listing format;

(i) provision of incentive payments to physicians opho agree
to accept the medicare allowable charge as the full charge;

(iii) publication of consumer directories listing phyi who
agree to accept assgnments;

(iv) erwouragement of physician aBagtQents throughpb lic
education programs;*(v) de/veopment of other systems+ of finania incentaoes for
physicians to accept ass ijnments, 'which are developed through
consultation with the medical cornrn~ity;('vi) paayment at a rate of 100 percent of the allowable charge

where serves are provided by a ph 3 #e4n who ha accepted an
as g nt; --

(vii) distribution of information to physician concerning the
medicare prevailing charge levels in any area; and

(Mii) the ue of prospective reimbursement to phyiciot on a
periodic basis, based o& prior reimbursement rates.

For purposes of this subsection, "health programs established by the
Social Security Act" means the program established by title XVIII
of such Act, a program established by a plan of a State approved
under title XIX of such Act, and a program established'by a plan of a
State approved under title V of such Act.

* ** * * * *
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,ExscEurrFRao P7auo LAW- 98-238, AS AX DXD O

Payment for Services of Physicians Rendered in a Teaching
Hospital

Sec. 15. (a) (1) Notwithstanding any other provision of law, the
provisions of section 1861(b) of the Social Security Act, shall, subject
to subsection (b) of this section, for the period with respect to which
this paragraph is applicable, be administered as if paragraph (7) of
such section read as follows:

"(7) a physician where the hospital has a teaching program
approved as specified in paragraph (6), if (A) the hospital elects
to receive any payment due under this title for reasonable costs of
such services, and (B) all physicians in such hospital agree not
to bill charges for professional services rendered in such hospital
to individuals covered under the insurance program established
by this title."

(2) Notwithstanding any other provision of law, the provisions of
section 1632(a) (2) (B) (i) of the Social Security Act, shall, subject
to subsection (b) of this section, for the period with respect to which
this paragraph is applicable, be administered as if subelause II of
such section read as follows:

"(II) a physician to a patient in a hospital which has a teach-
ing program approved as specified in paragraph (6) of section
1861 (b) (including services in conjunction with the teaching pro-
grams of such hospital whether or not such patient is an in-
patient of such hospital), where the conditions specified in para-
graph (7) of such section are met, and".
* * * * * * *

(d) The provisions of subsection (a) shall apply with respect to
cost accounting periods beginning after June 30, 1973, and prior to
October 1, [1978] 1979.

ExcEarTs FRoi PuBc LAw 93-445

TITLE I-THE RAILROAD RETIREMENT ACT OF 1974
* * * * * * *

Snc. 7. (a) * * *
(d) (1) The Board shall, for purposes of this subsection, have the

same authority to determine the rights of individuals described in sub-
division (2) to have payments made on their behalf for hospital insur-
ance benefits consisting of inpatient hospital services, posthospital
extended care services, [posthospital] home health services, and out-
patient hospital diagnostic services (all hereinafter referred to as
'services') under section 226. and parts A and C of title XVIII, of the
Social Security Act as the Secretary of Health, Education, and Wel-
fare has under such section and such parts with respect to individuals
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to whom such sections andsuch parts aply. For purposes of section 8,
a determination with respect to the igts of an individual under this
subsection shall, except in the case of a provider of services, be con-
siderMd to be a decision with respect to an annuity.

0


