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PSRO PROPOSALS

THURSDAY, APRIL 1, 1982

U.S. SENATE,
COMMITTEE ON FINANCE,

SUBCOMMITTEE ON HEALTH,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:35 a.m., in room
2221, Dirksen Senate OfMice Buildig, Hon. David Durenberger
(chairman of the subcommittee) presiding.

Present: Senators Durenberger, Dole (chairman of the full com-
mittee), Baucus, and Bradley.

Senator DURENBERGER. The hearing will come to order. I am
pleased that we were able to schedule this hearing today. Last year
at about this same time we held a hearing on the proposed phase-
out of the PSRO program, and this is not a hearing to rehash that
issue. This subcommittee and the Congress carefully considered
and rejected that proposal last year.

In place of outright repeal, we reconfirmed our support for effec-
tive peer review, while eliminating support for poor performers in
that area.

[The committee's press releases announcing this hearing, the
bills S. 1250 and S. 2142, and the prepared statements of Senators
Durenberger and Dole follow:]

(Pres release No. 82-110 Mar. 9, 1982]

SENATE FINANCE SUBCOMMITTEE ON HEALTH SETs HEARING ON PROPOSALS To MAKE
IMPROVEMENTS IN PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS (PSRO's)

The Honorable Dave Durenberger (R., Minnesota), Chairman of the Subcommittee
on Health of the Committee on Finance announced today that the subcommittee
will hold a hearing on the Professional Standards Review Amendments of 1981 (S.
1250) introduced by Senator Max Baucus (D., Montana) and the Peer Review Im-
provement Act of 1982 (S. 2142) introduced by Senators David Durenberger, John
Heinz (R., Pennsylvania) and Daniel Patrick Moynihan (D., New York). The hearing
will begin at 9:0 a.m., Friday, March 26, 1982 in Room 2221 of the Dirksen Senate
Office Building.

Senator Durenberger noted that there are effective PSRO's as well as Ineffective
ones. "Last year", the Senator said, "we passed legislation that would eliminate the
poor performers, This year we need to redirect and simplify the procedures under
which review services are performed. With health care costs continuing to escalate
at alarming rates, we need all the help we can get in assuring the effective, efficient
and economical delivery of quality health care services. Private sector peer review
can have a significant effect on helping to meet those objectives".

Requests to testify.--Witnesses who wish to testify at the hearing must submit a
written request to Robert E. Lighthizer, Chief Counsel, Committee on Finance
Room 2227, Dirksen Senate Office Building, Washington, D.C. 20510 to be received
no later than noon on Friday, March 19, 1982. Witnesses will be notified as soon as
practicable thereafter whether it has been possible to schedule them to present oral
testimony. If for some reason a witness is unable to appear at the time scheduled,
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he may file a written statement for the record in lieu of the personal appearance. Insuch a case, a witness should notify the committee of his inability to appear as soonas possible.

[Press release No. 82-110 (revised) Mar. 17, 1982
SENATE FINANCE SUBCOMMITTEE ON HEALTH RESCHEDULED HEARING ON PROPOSALSTo MAKE IMPROVEMENTS IN PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

(PSRO's)
The Honorable Dave Durenberger (R., Minnesota), Chairman of the Subcommitteeon Health of the Committee on Finance, announced today that the subcommittee'shearing originally scheduled for Friday, March 26 1982, at 9:80 a.m. In Room 2221,Dirksen Senate Office Building has been rescheduled for Thursday, April 1, 1982 at9:30 a.m. The subject matter and location of the hearing will remain the same asoriginally announced.

OPENING STATEMENT OF SENATOR DOLE
I can only say that I, like Senator Durenberger, believe that the Federal Govern-ment should be a prudent buyer-not only because we pay the bill for most of themedical services provided in this country and have a responsibility to the taxpayerin seeing that spending is contained-but just as importantly, because we have aresponsibility to each and every citizen who becomes a patient under Federal pro-grams.We should avail ourselves of the kinds of mechanisms used by the private sector,mechanisms which control costs and yet ensure the continued quality of care stand-ard that this country has attained, a quality of care which we owe each citizen.As I am sure you are all aware, the President and his advisors have stressed theabsolute necessity of discipline on spending, and Federal health programs are ahighly visible target for reductions, Such reductions are coming, and yet we mustmake certain that those reductions do not translate into inadequate or lesser qual-ity care.Let me reiterate Senator Durenberger's point. This committee supports the con.cept of professional review as both a cost containment and quality assurance mecha-nism. We need to improve on the concept as it was contained in the PSRO program.I believe the legislative proposals being considered this morning will do just that.

OPENING STATEMENT OF SENATOR DURENBERGER
I am pleased that we were able to schedule this hearing today. Last year at aboutthis same time we held a hearing on the proposed phaseout of the PSRO program.This is not a hearing to rehash that issue. This Committee and the Congress careful-ly considered and rejected that proposal.In place of outright repeal, we reconfirmed support for effective professionalstandards review while eliminating support for the poor performers. The purpose ofthis hearing is to take testimony on proposed legislation designed to redirect andsimplify the procedures under which review services are performed, enhance thecost-effectiveness of the process, and stimulate private sbctor involvement.I am pleased to be joined by my distinguished colleague Senator Baucus, rankingminority member on the Subcommittee on Health, in sponsoring legislative pro.als to make major improvements in the program. Although we have offered differ.ent approaches, the proposals are identical in intent-to improve upon a concept'that has and can continue to assure that quality health care be provided in an eco-nomical manner,We, as members of Congress, have a responsibility to the American people toassure that our increasingly scarce health care dollars are spent effectively, effi-ciently, and economically.I would be among the first to agree that peer review is not the "end all be all"solution to thia. concern-it is at best a partial solution. Nonetheless, we simplycannot afford to turn away from the many dedicated physicians in this country whoare trying to help their government with the serious problems we face in financinghealth care services.This help is not restricted to just Medicare and Medicaid. It is encouraging to meto see the results being accomplished by private employers and insurers as a result



of their contracts with PSRO's. Surely, the Federal Government as the largest pur-
chaser of health care services should be able to enjoy the same level of success. We
hope to hear testimony today on how to accomplish that objective.

Senator DURENBERGER. The purpose of this hearing is to take tes-
timony on proposed legislation designed to redirect and simplify
the procedures under which review services are performed, en-
hance the cost-effectiveness of the process, and stimulate private
sector involvement in peer review.

I am pleased today to be joined by my distinguished colleague
Senator Baucus, who is the ranking minority member of the Sub-
committee on Health. Both of us have sponsored legislative propos-
als to make major improvements in this program. We have offered
somewhat different approaches, but I think the proposals we have
offered are identical in their intent. That is, to improve on a con-
cept that has and can continue to assure that quality health care
be provided in an economical manner.

We as Members of the Congress have a responsibility to the
American people to assure that our increasingly scarce health care
dollars are spent effectively, efficiently, gnd economically. I would
be among the first to agree that peer review is not the end all and
be all solution to this concern. It is at best, just part of the solution.
Nonetheless, we simply cannot afford to turn away from the many
dedicated physicians in this country who are trying to help all of
us with the serious problems that we face in financing access to
quality health care in this country.

This help is not restricted to just medicare and medicaid. It is
encouraging to me to see the results being accomplished by private
employers, by insurers, as a result of their ever-increasing con-
tracts with the existing peer review organizations. -

Surely the Federal Government, as the largest purchaser of
health care services, should be able to enjoy the same level of suc-
cess that employers and insurers are demonstrating to us in their
work with those dedicated physicians out there in this country.

We will hear testimony today; it is incredible the number of
people who wanted to testify today. Time limits the number of
people we dan hear from and also it limits each of those who will
e testifying in the amount of time we are going to be able to give

you.
But as you all know in dealing with both of us, we are very open-

minded people. We are looking for answers, as are the rest of the
members of the Senate Finance Committee, as I am sure the chair-
man has and will demonstrate to you repeatedly.

This hearing and othel opportunities to have input into the proc-
ess will remain open so that we can accomplish in an appropriate
manner the objectives that I set out earlier in my statement.

Max, do you have an opening statement you would like to give?
Senator BAUCUS. Mr. Chairman, as you mentioned, this subcom-

mittee met 1 year ago almost to the day to review the administra-
tion's proposal to phase out PSRO's, and we in the Senate conclud-
ed that the program should be strengthened, not eliminated. I sub-
sequently introduced S. 1250. Two of the provisions of that bill
found their way into the Reconciliation Act that waa later enacted
that year. These provisions modified procedures for terminating in-
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effective PSRO's and eliminated the requirement that State medic-
aidprograms, rely on PSRO's.

More recently, the distinguished subcommittee chairman intro'
duced a far-reaching revision of the PSRO statute, and I hope to
see much of this bill made part of this year's legislation. .

Over the past few years, the' PSRO program has been the subject
of numerous changes, some administrative, some legislative, re-
flecting the dynamic nature of the program.

It was only in 1978 that the PSRO program, after a slow start,
was evaluated in a systematic fashion. The results were disappoint-
ing and showed net 1977 savings to the Government of only about
$5 million. The report for the next year, 1978, showed, considerable
improvement, with savings of $21 million.

In the ensuing years, SRO's have gained experience and have
responded to the increasing pressure to perform effectively. Unfor-
tunately we have no Health Care Financing Administration evalu-
ations of PSRO's cost effectiveness for this critical post-1978 period.
However, reports compiled b the American Association of PSRO's
indicated that by 1980, Just 62 of the 184 PSRO's accounted for net
savings of about $60 million.

Moreover, it has been only in the past few years that the poorer
performers have been identified and dropped from the program.
The number of PSRO's has been decreased from 187 to 147 in the
last 12 months.

It has also been in the recent past that the growing success of
PSRO's has gained the- approval and support of private business.
By mid-year, well over half the PSRO's are expected to have con-
tracts with private businesses.

Mr. Chairman, my point is that the PSRO program is evolving
rapidly and that these recent trends and developments will have
an important bearing on any decisions that we reach about the
future role of PSRO's and the use of possible alternative profession-
al review mechanisms. I welcome this opportunity to receive an
update on the performance of the PSRO's and join with you this
morning in determining what steps if any we should next take.

Senator DURENBERGER. Thank you very much.
Our first witness this morning is Mr. George A. Thompson, Asso-

ciate Administrator for Operations of the Health Care Financing
Administration. George, you may proceed.

STATEMENT OF GEORGE A. THOMPSON, ASSOCIATE ADMINIS-
TRATOR FOR OPERATIONS, HEALTH CARE FINANCING ADMIN-
ISTRATION, ACCOMPANIED BY JAMES SCOTT, DIRECTOR OF
THE OFFICE OF LEGISLATION AND POLICY; TERA YOUNGER,
DIRECTOR OF THE BUREAU OF PROGRAM OPERATIONS; AND
EDWARD KELLY, DEPUTY DIRECTOR OF THE HEALTH STAND-
ARDS AND QUALITY BUREAU
Mr. THOMPSON. Mr. Chairman, it is a pleasure to be with you

today to discuss PSRO's and the proposals that you and other
members of the' committee have made to change the direction of
the program. We certainly share with you and the committee the
need to control inappropriate utilization of costly health care serv-
ices.
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With me today I have Tera Younger, who is the Director of the
Bureau of Program Operations. On my far left I have Ed Kelly,
who is the Deputy Director of the Health Standards and Quality
Bureau. On my immediate left is Jim Scott, the Director of our
Legislative Office.

With your permission and to save time, I will submit my pre-
pared statement for the record and summarize that statement at
this time.

Senator DURENBERGER. Without objection, your full statement
will be made a part of the record.

(The statement of Mr. Thompson follows:]
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STAT9*Wr OF

GMOGE THOU'SON

-ASSOCIATE AIi~INISTRATOR FOR OPERATIat S

HEALTH CARE FINANCING AD*M4ISTRATION

I. Ui.IRW.1, IT IS A PLEASU}PE TO BE HERE TODAY TO DISCUSS THE PROFESSIONAL
STANDARDS REVIEW (PSRO) PIEGRAM, THE AMMML TS TO THAT PROGRAM PROPOSE BY
YOU AND OTUER M4BERS OF THE S ATE FINANCE CIOWITTEE, AND OUR MUTUAL

-CONCEN4 REGARDING THE NEED TO C7NML INAPPROPRIATE UTILIZATION OF COSTLY
HEALTH CARE SERVICES. WITH ME TODAY ARE JAMES SCOTT, DIRECTOR OF THE OFFICE
OF LEGISLATION AND POLICY, TERA YOUNGER, DIRECTOR OF THE BUREAU OF PROGRI
OPERATIONS AND EWINRD KELLY, DEPUTY DIRECTOR OF THE HEALTH STANDARDS AND
QUALITY BUREAU.

TE YEARs AGO THE PSIO PROGRAM WAS CREATED AND CAGED WITH ASSURING THAT
CARE PRWOIDED TO MEDICARE AND MEDICAID PATIE WAS MEDICALLY NECESARY,
PROVIDED IN THE APPROPRIATE SE'ITING AND MT PROFESSIONAIY-ROOGNIZED
STANDARDS. PSROs WERE SEEN AS AN IMPOICANT TOOL FOR CONTAINING P.OGIW'1
CObTS BY DENYING PAYMENT FOR UNneCESSARY SERVICES W DECREASING UTILIZATION
THROUGH IMPR PATERS OF HEALTH CARE DELIVERY.

TCVAY, AS WE RE'VIEW A DECADE OF PSR ACTMTIES, WE MUST CIONCWDE THAT THE
PWJGRAM HAS FAILED TO HAVE A SIGNIFICANT EFFECT ON CURBING THE COSTS OF
FEDERAlLY FINANCE HEALTH CARE. IN THE MEDICARE PROGRAM ALONE, COSTS

CONTINUE TO ESCALATE TO A r.)INT WHERE THEY ARE CLEARLY RUlNG OUT OF
/

CONTROL.

COSTS OF THE MEDICARE PROGRAM IN 1981 WERE $42.5 BILLION, AN INCREASE OF
OVER 21 PERCENT FF0! THE PREVIOUS YEAR. IN 1982, MEDICARE ENDWIURES ARE
PROJECTED TO REACH $49.8 MILLION, AN INCREASE OF OVER 17 PERCENT F11 1981.
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TWD-THIRDS OF MEDICARE BENEFITS ARE FOR INPATIENT HOSPITAL CARE WITH ANOTI12t

FIFTH PAYING FOR PHYSICIAN'S SERVICES. HOSPITAL LENGTHS OF STAY
CONSISTENTLY RUN 50 PERCENT LINGER IN SOME REGIONS THAN IN OTlHS--FOR THE
SAME DIAMNOIS AND PROCEDURE, AND HOSPITAL ADMISSION RATES CONTINUE TO RISE,
EVMN AS THE HEALTH OF THE ELDERLY CONTINUES TO IPRVE. RiENT ESTIMATES BY
THE MEDICARE HOSPITAL INSURANCE TRUMIM PROJ= THAT PROGRAM OOYnAYS MAY
EXCEED INCIE BY AS EARLY AS 1985.

IN INTRODUCING S. 2142, YOU EXPRESSED THE NEED FOR CONGRESS, THE
ADMINISTRATION AND THE PRIVATE SECTOR TO WORK TO MODERATE THE COSTS OF THE

MEDICARE PROJR, AND TO ASSURE THAT OUR DOLLARS ARE SPINT IN A FASHION
WHICH PROVIDES FOR ACOOUNrABILITY. IN ADDITION, YOU HAVE BEEN ONE OF THE

L.EADDES IN THE CONGRES IN SUPPORT OF BRINGING 14ORE OOMPETITIVE, MARKET
PLACE CONTROL INTO THE FIELD OF HEALTH FINANCING AND DIZIVERY. THE
ADMINISTRATION SHARES THESE OBJECTIVES AND WE APPRECIATE THE OPPORTUNITY TO
WOW WITH YOU AND THIS C*!I1T'EE AS WE SEEK TO DLVElOP NEW APPROACHES AND

SOLUTIONS TO OUR DIFFICUI' HEALTH CARE COST CONThIN1EN PROBLEMS.

LE' I.- TURX NOW TO THE BILLS BEFORE US TODAY. BOTH BILLS WlU AKE
N1 0VATIV CHANGES n THE BASIC STXVR OF THE PSRO PRGMA4.

S. 2142, UTILIZATION AND QUALITY COt4TROL PEER REVIEW ACT

S. 2142, INTRODUCED BY YOU, MR. CHAIR/41, ALONG WITH SENATOR HEINZ AND
SENATOR MOYNIHA14 PROPOSES TO REDIRECT, SIMPLIFY, AND ENMC THE
COST-EFFTIVENESS OF THE PSRO PROGR4. IT WOULD DO THIS BY ESTABLISHING A
PERFORMANCE-BASED CONTRJTING PIECEDURE TO REPLACE THE CURREN TT FEDERAL
GRAMTS-SUPPOMM SYSE. THE INTfE~ IS TO MAKE THE FEDERAL GOVEIMW A
PRU3DENT PURCHASER OF REVIEW SERVICES. THE SECRETARY L HAVE THE
AUTHORITY TO ENTER INTO PERFORMANCE-DASED CONTRACTS WITH PHYSICIAN
OJaNNIZATIONS OR WITH MUER ORGANIZATIONS SUCH AS INTE14DIARIES OR
CONIRACTORS EMPLOYING A SUFFICIENT NUMBER OF PRACTICING PHYSICIANS TO

CONDUCT PEER REVIS, AND CO= TE*INATE THESE CONTRACTS IF THEIR TM
WERE NOT BEING MET. REVIEW ACTIVITIES COULD NOT BE DELEGA TO HOSPTIALS.



S. 2142 OULD ALSO CONSOLIDATE THE GEOGRAPHIC AREAS SERVED BY THESE REV3id
ORGANIZATIONS AND WOKULD MAKE OHER CHANGES DESIGNED TO SIMPLIFY THE PROGRAM.

S. 1250, PROFESSIONAL STANDARDS REVIEW AMElVMES OF 1981

SENATOR BAUCUS' BILL, S. 1250, INTRODUCED) LAST YEAR, IS INTMED TO MAKE THE
PSRO PROGRAM MORE EFFICIET BY CONSOLIDATING PSRO AREAS GENERALLY ON A
STATE-WIDE BASIS. THE BILL WOULD REQUIRE FOCUSED REVIEW OF SERVICES WHERE
INAPPROPRIATE UTILIZATION IS LIKELY TO OCCUR. IT WOULD ALSO HOLD CIAIWCSI
LIABLE FOR PAY1ENT IF THE PSFO HAD GIV PRIOR NOTICE ON INAPPROPRIATE
UTILIZATION AND A REASONABLE TIME HAD ELAPSED TO ORRBC THE PROBLEM. SME
PROVISIONS IN S. 1250 WERE, OF COURSE, ]NA rW AS PART OF THE CM4IBUS BUDGET
RECOUCILIATION ACT OF 1981.

ON BALANCE, WE CONSIDER MANY OF THE CHANGES PROPOSED IN THESE TWO BILLS TO
BE IMPROVDvlTS OVER THE PRESENT SYSTEM.

VE ARE PHASED TO NOTE THAT MANY OF THE REFORMS YOU HAVE PROPOSED, MR.
O1IF W, ARE PHILOSOPHICALLY CONSISTkr WITH THIS ADMINISTRATION'S VIEWS.
YOJ BILL EIMINATES MANY OF THE DETAILED FEDERAL REQUIR8*4EWTS WHICH, AS YOU
HAVE POINTED OUi', HAVE SERVED 10 LIMIT INNOVATIONS. IT IS ALSO A MO M
IN A DIRECTION WE FAVOR; THAT IS, TOWARD A SYSTEM THAT IS LESS REGULATORY,
AND ME WHICH INDUCES A COMPETITIVE ASPT INTO REVIEW ACTMTIES AND
SEKXS TO ASSURE THAT ONLY THE GOOD PERFO4ERS ARE RETAINED.

THERE IS NO QUESTION BUT THAT WE SHARE A CON" OBJECTIVE: TO DEVELOP A
SYSTEM TO MODERATE THE COST OF THE mEDICARE PROGRAM AND ASSURE
ACOOUABILITY OF THE DOLLARS SPENT.

AflmISTRATIOV CONCERNS AND ALTERNATnE APPROACHES

WE BELIEVE A MAJOR' REFORM IS IN ORDER, ONE THAT DOES NOT MANDATE A NATION
WIDE SYSIT WHERE IT IS NOT NECESSARY, RESTRICT SELECTION OF REVIEW
ORGANIZATIONS, OR REQUIRE DUPLICATIVE REVIW PROCESSES. AFTER 10 YEARS, AND
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MANY ATTEMPTS TO ThPRCVE ITS EFF CI ESS, THE Cuma PEER REVII1
ORGINIZATICN SYSTEM HAS PROMV TO BE, AT BEST, ONLY !iINALLY
COST-DENLEICIAL.

THE TW NATIONAL EVALUATIONS OF THE PSRO PROGRAM, PERFORMED BY TiE
DEPAMI24T IN 1978 AND 1979, SHOWED CONSISTENTLY M-'JAINAL IMPACT OF PSWO
REVIEll. ACCORDING TO THE 1979 STUDY, REVI RESULTED IN A 1.7 PERC4T
REXTION INMEDICARE DAYS OF CARE AND A RESU ING SAVINGS OF ABOUT 26 CENTb
FOR EVERY DOLLAR SPENT. HOWEVER, THERE WAS WIDE VARIATION FOUND IN
INDIVIDUAL PSRO PERFORMANCE WITH SCkbl PSROs HAVING LTILE OR NO IMPACT Ot
UTILIZATION.

LIKll-bE, THE CONGRESSIONAL BUtGET OFFICE (CBO) ALSO ANALYZED THE DATA USED
IN 11T 1979 PSR0 PROGRAM EVALUATION. C13 AGREED THAT SOME SAVINGS ACCRUED
TO THE MEDICARE PROGWI THROUGH DECREASED HOSPITAL UTILIZATION. HOWEVER,
CBO FOJND THAT SCE OF THESE MIVICARE SAVINGS WERE PASSED ON AS COSTS TO
PRIVAL PATIENTS AND THAT, OVERALL, PSROs COST SOCILT'Y SUBSTANTIALLY MORE
Tlhi-i4 TH1EY SAVED.

WE ALSO ULD NOTE THW.' THE PSRO PEGRAZ,1 HAS IaIPJOSED A SUBSTANTIAL
PIGJATORY BURDEN O hOSPITALS, PHYSICIANS AND MEDICARE CONTRACTORS.

DUPLICATIVE SYSTEMtS OF DATA COLECTION AND PROCJ SSING ARE MAINTAINED TO MEET
THE PSROb' I*D TO SUPPORT THEIR XEVIE1W FUNCIONS AND THE (XtrRACTORS' NEED
TO PAY BDNF-ICIARY CIAMhS. IN ADDITION, ALL INVOLVED ORGANIZATIONS MUST

MAIE SEPARATE REPORTS ON PSRO REVIEW ACTIVITIES A14) COSTS TO THE FEDERAL
CVERIlMl. GIVE THE REGULATORY BURDEN OF PSRO REUIREMENTS, ALONG WITH
THE DISAPPOINTING FINDINGS ON COST AND UTILIZATION CONTROL, WE MUST LOOK FOR
A MORE PRUCTIVE ALTERNATIVE TO THE CURRENT PSRO SYSTEM.

LAST YEAR, CONGRESS ELIMINATED MANDATORY PSRO REVIEWM OF MEDiCAID PATIENTS
AND. GAVE STATES THE FLEXIBILITY TO DESIGN THEIR ONN SYSTEMS TO CONTROL
MEDICAID UTILIZATION. WE BELIEF IT IS TIM WE ACTED TO END THE CURE
PSRO SYSTEM AND WITH IT DIRECT FEDERAL SUPPORT OF THE PSHO PROGRAM AND THE
FALLBACK SYSTEM OF INSTI'ITIONAL UTILIZATION REVIEW (UR) FOR MEDICARE AND
MEDICAID. INSTEAD, WE ARE PROPOSING ALTERATIVE WAYS TO CONTROL
UTILIZATION.
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IN LIEU OF THE CURRENT FEDERALLY FUNDED PSRO AND UR SYSTEM, WE PROPOSE

ADOPTION OF NEW APPCHE S TO CONTRDLLING UTILIZATION. UNDER SUCH SYS S,

A STAr COULD L CONTRACT WITH PSROs TO PERFORM REVIEW, IF IT BELIEVED THIS
WOULD BE AN EFFILeiIVE WAY TO CONTROL THE UTILIZATION OF MEDICAID SERVICES.
IN FACT, ABOUT 20 STATES HAVE INDICATED TO US THAT THEY ARE ACTIVELY

NEGOTIATING ARRANGEMENTS WITH PSROs.

WE I'X)UD ALSO IMPLEMEN A SYSTE OF MEDICARE UTILIZATION REVIEW PERFORM BY
TlE MEDICARE CONTRACTORS. UNDER THIS APPROACH, WHICH IS STILL BEING

REFINED, CONTRACMRS WOULD APPLY EXPERIENCE DLVF=LPED FTfbl THEIR NON-F9DERAL
BUSI11ESS AND EXAMNE PROBLE24 AREAS SUCH AS WEEKe2D ADMISSIONS, MONDAY
DISCHARGES, ONE DAY STAYS, OVERUSE OF ANCILLARY SERVICES, AND LONG
PRE-OPERATIVE STAYS. CONTRACMORS WOULD BE ALLOIM TO DESIGN THEIR OWN
PROGRAM OF REVIEW, BASED ON PSRO EXPERI4CE AND THEIR OWN ANALYSIS OF
PROVIDER PERFORMANCE. FUNDING PRIORITY TO SUPPORT THIS REVIEW WILL BE GIVEN
TO EDICARE CXO7TRAIRS WHOSE HOSPITALS GENERALLY SHOW A RELATIVELY HIGHER
LEVEL OF INAPPROPRIATE UTILIZATION THAN SIMILAR HOSPITALS IN OTHER AREAS.
12ZICARE CONTRACIORS WILL NOT HAVE TO ESTABLISH A NFV DATA SYSTE OR
CARRY OUT THEL BURDENSOME REQUIREMENTS REQUIRED BY PSRO REVIEW. THE
INCR.12,fCAL COSTS OF USING CONTRACIRS AS WELL AS THE ADMINISTRATIVE BURDM4
FOR' ALL INVOLVED ORGANIZATIONS IS RELATIVELY L(Xq. WE WILL REQUIRE PERIODIC
REPORTS OF PROGRESS IN AL-RIEVI1G TARGErS, AND WILL MONITOR THESE CLOSELY.

OUR LEGISLATIVE PROPOSALS FOR MODIFYING MEDICARE CNTACTING PROCUE,
WHICH VE HAVE PREVIOUSLY DISCUSSED WITH THIS SUBCC144ITE, Cl*lIP*4Ef2 OUR
PLANS FOR CONTRACTOR UTILIZATION REVIEW. THE REVISED CONTRACTING SYSTEM,
WHICH WOULD STIMULATE INNOVATION AND OST EFFECTIV S IN CNRACTOR

OPERATIONS, WOULD ALSO RESULT IN INCREASED AOCOUNTABILITY OF COMURACUIRS IN

ALL AREAS OF THEIR WOR, INCLUDING UTILIZATION REVIEW ACTIVITIES.

THE MEDICARE CONTRACTOR ACTIVITIES WILL BE CO4PLX1MA TO EFFORTS IN THE
PRIVATE SECTOR, WHICH IS NOW DEVELOPING (OX4UNITY-BASED, LOCALLY LED HEALTH
CARE COALITIONS AS THE FOCAL POINT FOR COST RESTRAINT. THESE COALITIONS ARE
IMPOSED NOT ONLY OF HEALTH CARE PLANNERS AND PRVIDERS BUT ALSO OF LOCAL

BUSINESS AND COMMUNITY LEADERS WORKING TOGETHER TO RESTRAIN DEMAND AND
PRODUCE A MORE COST-EFFECTIVE HEALTH CARE SYSTEM.
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COCLSION

WE ARE OPTIMISTIC ABOUT THE POTENTIAL THESE COMPLEMENTARY APPRaCHE OFFER
FOR CONTRLLING UTILIZATION. WE BELIEVE THAT t*IICARE CONTRACTORS AND

MEDICAID STATE AGMCIES HAVE THE EXPERIENCE AND THE ABILITY TO CREATE A

WORKABLE RLVIE'l SYSTEM, BUT WITHOJ THE REUMJATORY BURDEN IMPOSED BY THE

CURRENT SYSriE. ACTIVITIES PlfRi BY THE PRIVATE SECTOR EFFORTS WILL

CERTAINLY PR YE A COOPERATIVE APPROACH FROM BOTH HEALTH CARE PROVIDERS AND

CONSUMmS.

WE BELIEVE THIS COMBINATION OF FEIERAL, STATE AND PRIVATE EFFORTS WILL

SUCCEED. IT INVOLVES NEW APPROACHES WHICH BUILD UPON PAST EXPERIENCE.

EFFECTIVE PSROs CAN ONrINUE TO SELL THEIR SERVICES TO PUBLIC AND PRIVATE

PURCHASERS, INCLUDING MEDICARE (X)NTR IRS. BUSINESS AND INDUSTRY HAVE

ALREADY SHONN A DESIRE TO PUR1THASE PSRE REVIB' SERVICES FOR THEIR HEALTH

CARE PLANS. WE ALSO WILL REIMBURSE HOSPITALS AS PART OF THEIR OPERATING

COSTS, FR REVIEW SERVICES PURCHASED FII4 A PSRO.

SUCCESS IS ESSE11rIAL, FOR IF WE FAIL IN CO FRFLLING COSTS, HOSPITALS,

PHYSICIANS AND CONSUMERS MUSle BE PREPARED FOR A REIRN T10 A STRICT AND

SEVERE HD3IJIATORY APPROACH. WE ALL AGREE THAT SUCH A SYSTE4 IS NOT

DESIRABLE, AND WE WILL WORK WITH YOU '10 ASSURE THAT AN EFFECTIVE AN

EFFICIENT METHOD FOR CONTWLLING THE UTILIZATION OF hEALTH SERVICES IS IN

PLACE.

MR. CHAIRMAN, IN SU14z1AY, WHILE WE SUPPORT THE APPROACH IN THE PRESIDENT'S

BUDGET, WE ARE WILLING TO CONTINUE THESE DICUSSIONS WITH YOU AS WE WO0RK

TOWARD A SHARED OBJECTIVE. I WOULD BE PLEASED TO ANSWER ANY QUESTIONS YOU

AND THE CKT ?IIE MAY HAVE.

I



12

Mr. THOMPSON. Ten years ago today the PSRO program was en-
acted to insure that m-edire beneficiaries receive proper medical-
ly necessary services in the appropriate setting that meets profes-
sional standards. A system was set up to review the practice of
medicine and to influence and improve behavior patterns.

Today, with the cost escalation in health care continuing to run
almost out of control, is an opportune time for us to rethink wheth-
er this mechanism is performing the correct functions.

Mr. Chairman, in introducing S. 2142, you expressed the need for
Congress, the administration and the private sector to work togeth-
er in moderating health care costs. In addition, you have been a
leader in introducing legislation to promote competition in the
marketplace in the-health care world. The administration shares
these views with you and feels that we can work together in imple-
menting some of these objectives.

Turning to the bills we have before us today, S. 2142, introduced
by you, Senator Heinz, and Senator Moynihan, redirects, simplifies
and enhances the PSRO program. It introduces a competitive
aspect into peer review, and rather than the grant supported proc-
ess which we are operating under now the bill would establish a
performance-based contracting process, with the expectation that
only. good performers could continue to contract for peer review
service.

It also consolidates the areas in which peer review will occur, so
that the area would be statewide or regional. This will save admin-
istrative costs and require fewer entities to be involved in the peer
review system.

It also broadens the type of organizations which would be permit-
ted to bid, so that not only the current PSRO's could bid, but also
intermediaries or other organizations that have a sufficient
number of physicians to do review which then enables a competi-
tive action to take -place.

Senator Baucus' bill al"d-addresses service areas which we feel is
something that should be addressed, and it requires focused review
based on the good lessons we learned out of the PSRO experience
we have had. -

We are pleased to note with the many of the reforms in your
bills are consistent with the administration's views.

Last year the Congress eliminated the mandatory PSRO review
for medicaid and allowed the medicaid programs to set up the best
type of review that is most cost-effective for them. I think it is time
for us to eliminate the requirement for PSRO's or to substantially
modify that approach, and to eliminate the UR system. Good
PSRO'sJn any change that is suggested either by the administra-
tion or your bills, could survive by contracting with the State, by
contracting with private industry, by being one of the bidders in
your peer review system, or by being a subcontractor with the con-
tractors in our proposal. So there is, I believe, a method for good
PSRO's to survive in this era.

Our proposal would be to turn the job of peer review over to our
medicare contractors. We feel that this is a very cost-effective
manner in which to do review. We feel that the contractors-who
are faced with these reviews need, in the everyday world of doing
their private business, to have a significant amount of expertise in
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managing this review. We feel that they have the data processing
- skills to make review like this cost-effective, where focusing can

occur.
We are already contributing through our contractor arrange-

ments to their overhead, so there would be only incremental costs
if they were to do the work. They are already performing certain
types of medical review, the type of medical review that is not a
medical necessity, but applies to contractual coverage. In other
words, they must ascertain that surgery is not cosmetic, which is
not even covered under the medicare program. So they would not
be creating new medical review areas. They would merely be ex-
panding on them.

We have developed a plan which is almost complete, which
shows the ways that contractors can target and ways that we think
they can be most effective in the review. However, we would be, if
our plan were accepted, giving them a lot of latitude to do the proc-
ess in the way that they feel was most effective. We would look
more to the final, end review, as opposed to how it was done.

May I speak just a minute on the private sector? I think that we
have occurring in the private sector some interesting things. There
are coalitions springing up throughout the United States which are
being started by business and labor. These coalitions are being
joined by the provider associations. I think the key thing we need
to consider here is that in this voluntary effort, which I tend to call
voluntary effort No. 2, the focus and the pressures are coming not
from the provider end, the provider end that might wish to avoid
regulations, but from the private sector. If these coalitions and this
pressure is successful, then it will help many of the plans we have
before us.

Another thing that is happening in the private sector that could
help our plan a little bit more is the pressures that are occurring
right now on the private insurers. The private insurers are being
asked by their purchasers: What are you doing to control health
care costs? They are under pressures of losing business through
self-insurance or of providing administrative services only if they
do not come up with some explanation as-to how they are contrib-
uting to the control of health care costs. So you see, they are in the
same boat that we are in.

Mr. Chairman, while we support the approach in the President's
budget, we are willing to continue to discuss with you and your
-committee ways that we can accomplish what we feel are our
common goals with you. I will be pleased to answer any questions
that you or the committee might have.

Senator DURENBERGER. Thank you. Let me start with a question
that brings us up to date on what has happened since the Recon-
ciliation Act was passed. You indicated that there is this weeding
out process. That may not be the best terminology to use. What is
your current evaluation of the effectiveness of the so-called remain-
ing PSRO's and could you give us some idea of the mechanism, the
assessment mechanism that you use or have been using, and what
timetable you have for meeting the No. 1 reporting date?

Mr. THOMPSON. What was the last part of that, Senator?

94-587 0-82-2
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Senator DURENBERGER. What timetable you have for meeting the
September 1, 1982 reporting deadline that was built into the recon-
ciliation.

Mr. THOMPSON. Senator, we expect to meet the reporting dead-
line, but I can provide you with some advance information now. We
are now down to 147 PSRO's. The target, as set by Congress for us,
was 130. We feel that the results of the 147 that we have right now
are mixed. On the average, we feel that the results are still not up
to the expectations of Congress or the administration. We feel that
some of them have outstanding records, but that on the average
they do not, and we still feel there needs to be a substantial change
in the system.

Senator DURENBERGER. I am curious to know whether 130 or
some other number was an appropriate number to use. What crite-
ria are you using?

Mr. THOMPSON. We have very elaborate criteria, Senator, that we
would be glad to submit for the record. We did not want to exceed
the minimum that Congress had set, and actually we expected to
drop closer to the 130 than we did. We now have 147 PSRO's which
represent the elimination of 40 projects over the last year and a
half. We are now reevaluating PSRO's as their grants come up for
renewal to determine whether their results justify their continu-
ance. As we continue our evaluations this fiscal year, we expect to
be at or very close to the numerical target set by Congress. But I
can submit the criteria we use for the record if you would like.
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PSRO PERFORMANCE EVALUATION CRITERIA

Departzsnt of Health and Human Services
Health Care Financing Administration
Health Standards and Quality Bureau

Office of Professional Standards Review Organizations

t February 16, 1982

(Revised as of April 12, 1982)

PSRO Code
PSRO Name

Page I - PSRO PERFORMANCE EVALUATION
Point

Value

I. Organization and Program Management 135

Met Not Met
A. Administrative and Financial Management s0

1. Budget expenditures are maintained within ( ) C ) 25
negotiated limits; PSRO has not exceeded
its overall budget levels (Notes Shifts
between line items within Part I and shifts
among Parts II, III, and IV are acceptable
if within negotiated limits).

Most Recent
Cleared Audit
(Other than
close-out audit)
(Period Audit
Covered)

2. Check if applicable. Only items not checked
will receive points.

Audit findings indicate deficiencies in (25)
accounting systems and/or financial manage-
ment. The criteria are applicable to audited
deficiencies only. Findings are defined as:

a. Inability to provide source documentation )
(lack of audit trail supported by invoice,
voucher, or other documentation).

b. Inability to allocate costs, i.e. not only ( 7
between Parts I and Parts II, III, and IV
but also between Federal and Non-Federal
sourtes/costs.

c. Failure to obtain prior approval per ( ) 4
PSRO policy requirement.

d. Sustained dollar ($) findings exceeded ( 7
SO of awarded Part I costs found to
be allowable.
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Page 1A - PSRO PERFORMANCE EVALUATION

B. Cost Efficiency

Actual versus Negotiated Hospital Review Unit
Cost (HRUC) Per Discharge

Actual HRUC per discharge should be calculated
from quarterly reports covering the grant budget
period most recently completed. Quarterly reports
used by the ROs for cost efficiency calculations
must have been received in the Regional Office
by the date that the evaluations are due in the ROs.

If the most recently completed grant budget period was
for a lesser or greater period than twelve months,
please indicate this at the top of worksheet (a).
If grant budget period was for nine months, fill J:n
information for three quarters only-and do calculation.
If grant budget period was for fifteen or eighteen
months add a line for quarter 5 and/or quarter 6 as
appropriate and complete calculation.

. Follow directions in step "a" if all reports are
available for the appropriate time period. Use
worksheet (a) on page 2 for your calculations.

, Follow directions in step "b" if reports for the final
quarter are not yet available for grant budget
period. Use worksheet (b) on page 3 for your
calculations.

All review costs, including MCE costs, must be included
in the calculation. For example, all of Part II costs
(CR and MCE) should be divided by nondelegated concurrent
review admissions. All Part IV costs (CR and MCE) should
be divided by delegated concurrent review admissions.

Please send copies of worksheets in as part of completed
criteria sets.
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Page lB - PSRO PERFORMANCE EVALUATION

a. If all reports required are available:

Determine the number of delegated and
nondelegated hospital discharges from the HCPA
121s covering the applicable period. Assign
partially delegated discharges as "delegated" if
only the Review Coordinator (RC) function is
delegated; assign to "nondelegated" if only the
Physician Advisor (PA) function is delegated.

Multiply the delegated discharges times the
negotiated unit cost rate for delegated review
that was included In the TE for the PSRO for the
applicable periodl to obtain delegated (Part IV)
costs. (If funds were shifted to or from Part TV
during the budget period, a new negotiated
delegated unit cost rate must be calculated. This
calculation should be shown at the bottom of
worksheet (a).)

Use only actual costs reported on the SF 2699 that
relate to the same time period of the RCFA 121s
used above. Add amounts in row "b" of SF 269
(Total outlays this report period) column "f"
(Total II and III) from the SF 269s to obtain
Total Part II and III cost.

Add Total Part II & III costs to Part IV costs,
divide by total number of discharges to arrive at
an actual overall hospital review unit cost rate
for the PSRO area.

" Insert Negotiated HRUC per discharge for the
applicable period and follow directions to obtain
percent above or below negotiated HRUC.

b. If reports for the final quarter are not yet
available, follow the general directions in step "a"
and fill in the information that is available on
worksheet (b). The remaining information will be
filled in by Central Office and any further
calculations will be completed at that time.

lThis assumes the rate included in the TE accurately reflects
the overall actual rate negotiated with the hospitals in the
PSRO area. If not, a separate calculation must be completed
to determine this rate.
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POW Code

Page- 2 - PSW PERFORMANCE EVALUATION

WORKSRECT

Use for calculating unit cost when all quarterly
period being evaluated.

Number of Delegated Discharges
Number of Nondelegated Discharges
Total number of Discharges

(a)

reports are available for grant budget

Negotiated Delegated Unit Cost Rate
Times Delegated Discharges

Part IV Costs

Part 11 a 111 Costs$ Quarter 1
Quarter 2
Quarter 3
Quarter 4

Total Part Ut & IIU Costs

Plus Part XV Costs

Total Part U0 111 a IV Costs

Divided by total number of Discharges

Equals Actual HRUC per Discharge

Negotiated tC per Discharge

if Negotiated RlWC is greater than actual ERUC:

Divide Actual HRUC u . Subtract from 1.00 and multiply
Negotiated MWC times 100 to obtain percent below

negotiated unit cost.

If Actual UROC is greater than negotiated RUCs

Divide Neotiated HRUC - . Subtract from 1.00 and multiply
Actual times 100 to obtain percent above

negotiated unit cost.

1.00

1.00
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PSO (* le

Pole 3 - PM P3RYORIACZ XVAMATZON

Worksheet (b)

Use this worksheet when all quarterly reports are not yet available for grant
budget period being evaluated. Fill in all information for those quarters
available and also fill in the Negotiated Delegated Unit Cost Rate,
Part II & jI Costs and Negotiated JflWC. Central Office will complete the
calculation.

Column 1 Column 2 Column 3

Delegated Disharges Nondelegated Discharges Total QTR Discharges

QTRlI

QTR 2

QTR 3

QTR 4

Totals

Total of Column 1 
Times Negotiated Delegated
Unit Cost Rate

Total Part IV Costs

Add Part. II &I II Costs u

Total Part 11, IlI& IV Costs

Total Part II, III & XV Costs
Divided by Column 3 Total
Discharges

Negotiated HRUC

$

$ $ .. .. 1 Actual HRUC)

$ $
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P810 Code

Page 4 - PSO PERFORMANCE EVALUATION

B. Cost Efficiency

1. Actual versus Negotiated Hospital Review Untt 25
Cost (WRUC) Per Discharge

Indicate into which category the actual RROC per discharge falls

a. Exceeded the negotiated ERUC by more than 1t ( ) -30

b. Exceeded the negotiated HRUC by .6% ( ) -15
up to is

as Exceeded the negotiated RRUC up to .59 ( ) - 5

d. Mot or was .59% below the HRUC ( ) S

e, Was .6% to 1.59% below the RRUC ( ) 10

f. Was 1.6% to 2.59% below the HRUC ( ) 15

g. Was 2.6% to 3.59% below the BRUC ( ) 20

h. Was 3.60 or more below the HRUC ( ) 25

2. Total Cost Per Discharge 60

a. Obtain actual program management ar d support (PM&S) unit cost.

From the OF 269. applicable to the grant budget period add amounts in
row b (Total outlays this report period) under columns (a) Program
Management and (b) Program Support. Divide this total by total
hospital discharges used In worksheet for 9.1.

PR&8 Costs

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Total PK&S Costs

i by Total Hospital Discharges

PM&S Unit Cost_--
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PSRO Cod,

Page 5 - PSRO PERFORMANCE EVALUATION

b. Indicate Actual HRUC per discharge from B.1.

Actual HRUC per discharge

c. Add the PM&S Unit Cost and the Actual HRUC per Discharge to
obtain actual total cost per discharge.

Actual total cost per discharge

Indicate into which category the PSRO's total cost per discharge
falls:

(1) $17 or more ( ] -10
(2) $16 to 16.99 ( ) - 5
(3) $15 to 15.99 ( ) 0
(4) $14 to 14.99 ( ) 10
(5) $13 to 13.99 ( ) 20
(6) $120to 12.99 ( ) 30
(7) $11 to 11.99 ( 1 40
(8) $10 to 10.99 () 50
(9) Under $10.00 ( 1 60
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PSRO Code

Page 6 - PSRO PERFORMANCE EVALL ?'ION

II. Performance of Review Operations - Compliance and Process

A. Acute Care Review
Met Not Met

Indicators of acute care review process are:

1. The review process is resulting in the
issuance of at least 10 denials per
1000 discharges under review.

2. PSRO monitors a sample of Review Coordinator
referrals and Physician Advisor decisions for
appropriateness by reviewing original medical
records on at least a yearly basis in all
hospitals. There is documented evidence of
problem correction as a result of this
monitoring effort.

3. PSRO monitors samples of focused out cases
to determine appropriateness of focusing
decisions.

B. Special Actions to Address Identified Problems.

1. Modification of Review System.

(a) PSRO is addressing medical practice
problems identified by MCEs/QRSs and

- utilization review through education
(i.e. documented feedback, consulta-
tion or structured seminars)of
practitioners or hospital staff with
aberrant practice patterns.

( ) is

( ) 20

( 10

205

75

( )( ) 15

Point
Value

435

45



23

Page 7 - PSRO PERFC %ANCE EVALUATION

(b) PSAO is addressing identified problems
by performing preprocedure review.

(c) PSRO is addressing identified problems
by performing preadission review
other than preprocedure review.

(d) P830 has recommended rebuttal for
individual cases or classes of cases
or revocation of an institution's
waiver of liability. -.

(e) PSRO has "carved out' medically
unnecessary days during a certified
stay.*

PORO Code

Net Not met

C ) ( ) 10

( ) ( ) 15

( ) ( ) 20

( ) ( ) 15

* MOMl Carve out days are days denied as not medically
approved stay.

necessary during an otherwise

For purposes of this evaluation, item 8.l.(e) can be marked imetk when days
have been carved out even though waiver has not been revoked or rebutted.

Examples of carved out days ares

1. Unneccessary weekend admission.
(The Review Coordinator reviews a patient's chart on Monday and finds
that the patient was admitted on Friday to have elective surgery
performed on Monday. Over the weekend no tests or treatmnts were
performed: therefore, Saturday and Sunday are carved out (denied) days of
the otherwise approved stay.)

2. Days of delay in scheduling diagnostic tests.
(The Review Coordinator, performing concurrent review, certifies a
patient's admiassion and assigns an initial continued stay review
checkpoint of six days. When the case is again reviewed in six days, the
Review Coordinator finds two days that are medically unnecessary because
they were unnecessary days of delay in scheduling tests. Those two days
are retrospectively carved out of the entire stay.)

3. Days of delay in receiving test results and days of delay in scheduling
an operating room.

k
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PSRO Code

Page 8 - Mf O PEPORMAICE EVALUAT ,N

2. Adverse Actions

(a) PSRO has a defined set of procedures
for dealing with actions potentially
or actually sanctionable under
Section 1160. The procedures include a
decision-making process at the PBRO
Board level.

(b) PSRO can document that it provided a
practitioner or institution with notice
of aberrant practice which led to correc-
tion of the problem. Correction must be
documented. (Notice of potential viola-
tion.)

(c) PSRO can provide written documenetion
of a specific sanction warning letter
to institution(s) and/or practitioner(s)
Issued in accordance with Section 1160 of
the Social Security Act. (Notice of
violation.)

(d) .P 8W has either resolved problem(s)
after Section 1160 sanction warning
or proceeded with sanction(s) reconuend-
ation(s).

Met Not Met

130

) ( ) 10

( ) (40

( ) 1 40

40
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PSRO Code

Page 9 - PS0 PERFORMANCE EVAWATION

C. Medical Care Evaluation Studies/Quality Review Studies

1. P8A0 has a method of assuring that, delegated
and non-delegated, NCR/QR studies are based on
written criteria and include thorough date
analysis, peer review and complete documentation
including restudy. The PSO also has a method
for tracking completion of CI/QR studies.

2. Complete the appropriate section of the following#

a. P nW meets at least 73% of the
numerical requirement for MCEs as outlined
in Transmittal No. 43 (Follow up
studies cannot be counted as NCFs
for this purpose. See Section
Do V1 pg. 6, Transmittal 43).

No. Required No. Completed

or

b. PSO completed at least the minimum
number of studies as outlined in
Transmittal No. 100 if the P870 has
had an approved alternative review plan.

No. Required No. Completed

or

c. P810 completed the number approved by
the Project Officer under other
waiver provisions.

No. required No. completed___

met Not ..at

45

( ) C 20

10

C) C)

) C)

( ) C)

3. An evaluation of each delegated hospital's i ) 1S
quality review program (procedures, responsi-
ble staff and cm wittee, etc.) was performed by
the PSNO at least once to determine if the
hospital is organized to conduct and is
conducting meaningful studies/PSRO evaluated its
Quality Review Program 4n hospitals non-delegated
for MCE/QR studies at least once to determine if the
hospital is organised to conduct and is conducting
meaningful studies.
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PO Code

Page 10 - P: .0 PERFORMANCE EVALUATIO1I

D. Data System

1. PSRO PHDDS data covering 90% of Federal
discharges under review for the 12 month
period prior to the last quarter of the
most recently completed grant with an error
rate of not more than 2% has been received
by Central Offices RSQB by 60 days following
the end of the quarter. (This criterion
will be marked in Central Office.)

2. PSRO has monitoring system to assure
quality and accuracy of data collect d
and mechanisms for corrective action.
This system includes re-abstracting
studies at least once a year for each
facility and provides for. corrective
measures to be implemented when
significant'errors are found.

3. The PBRO data system provides batch
reports which facilitate the identifica-
tion of potential utilization problems by
hospital, diagnosis and physician at least
twice a year in at least two different
quarters and provides the ability to follow
up inquiries in an interactive mode.

Met Not Met

so

() ( ) 15

() ( ) s

( ) () 20
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PSAD Code

F*Age 11 - PSAO PERFORMANCE EVALUAtON '
Met Hot Met

B. Profiles'

1. PSO produced profiles twice in at least
two different quarters which have the
following characteristics:

a) Profiles identify and specify potential
problems, by institution, practitioner,
and/or diagnosis.

b) Profiles drawing comparisons among
hospitals and among physicians are
case-mix adjusted.**

2. PSRO collected at least twice either
routinely or in special studies, addi-
tional data elements on its hospital
abstract to facilitate problem .
identification, objective setting, and/or
impact assessment. Mere routine collection
of more data elements than the minimum PRWS
abstract does not meet this criteria.

3. PSRO presented profiles on individual
and relative hospital performance to
its hospitals at least every six months.
These profiles should reflect the
hospital's performance on 50t or more of
its Federal caseload. The PSO works with
the hospitals to use profile data to
verify and specify problems, and
assists hospitals in developing action
plan. to correct problems.

4. Twice a year in at least two separate
quarters P810 generated profiles on all
physicians, PSRO-wide, to identify problem
physicians. PSRO provided these profiles
individually to problem physicians.

90

( ) ( ) 5

S) C) } 20

S) ( ) 10

S) ( ) 30

( ) ( ) 25

0 Profiles are defined in 42 CPR 466.2 as:

'aggregated data in formats that display patterns of health care services over a
defined period of tir4.0

" Case-mix adjustment Is d statistical adjustment procedure that allows a single
utilization figure (such as ALOS) for a physician or hospital to be meaningfully
compared to other physicians or hospitals even though they may be treating patients
with a different diagnostic mix.
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PSRO Code
Page 12 - PSRO PERFORMANCE EVALUATION

III. Performance of Review - Impact/P tential Impact 1200

A. Management of Objectives 130

-Documentation for items I, 2, 3, 7, 8 and 9 should
be based on the most recently awarded grant (current
year) for all PSROs. Documentation for items 4, 5 and
6 should be based on the same time period used for
Ill B. - C.

1. PSRO had a minimum of 4 objectives which met all of 50
the following criteria (Use worksheet provided
on page 13 for documenting this item.)

a. reflected significant problems in utilization
or health implications in the PSRO area
(adequate depth)t

b. based on data

a. based on validated problems

d. were measurable with appropriate baselines
and targets

e. included well-defined methodologies

f. were monitorable by activity or impact data on
at least a quarterly basis by the PSRI

g. had specific timeframes for interventions and
intended outcomes;

h. in the aggregate, affected a major segment (at least
5to subject to specific' review based on objectives)
of the PSRO population subject to review (adequate
breadth).

2. PSRO had at least one quality objectivey or, ( ) 5

PSRO had more than one quality objective. ( ) 10

3. PSRO submitted objectives as prescribed in ) 5
Chapter IV of the Grant Application and Instructions.

Check ( ) the one statement which best describes the
objectives in each of the following items:

4. Documentation supports the ,fact that the PSRO followed-through with the
proposed implementation of the approved objectives, (as modified, if
appropriate)t

(a) No follow through C) 0
(b) For less than a majority C ) 5
(c) For a majority of objectives ( ) 10
(d) For all objectives ( ) 20
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Worksheet for JII.A.1

1. 2. 3. 4. S. 6. 7.

National priority/
known priority pro-
bles addressed.
(Mark with X1

Baseline and goal rates
are measurable with data
source and time periods
identified for both
jMark with X)

Intervention is
appropriate and
its scope is
consistent with
the goals.
(Mark with X)

Milestones included.
Ibnitorable by PSlO
quarterly
(Mark with X)

Problem
validated
(Mark with X)

Potentially will
collectively
affect at least SO
of PSRO area dis-
charges (List est-
ifated number
affected below)

* Minimum of 4 objectives must meet all of the criteria (columns I through 6)
above, and collectively meet the last criterion

Objectives acceptable not acceptable (insert number)
Project Officer: Date:

Total affected&

I of area total

Total No. of Discharges 1981

objective
number
(Provide
key on
separate-
sheet)

Impact or
Quality Obj.
(KMrk I or 0)
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5. Objectives were adequately developed prior to submission so that
after they were submitted the PSRO did not discount objectives
at not an actual problem (e.g. situation justified).

(a) No objectives adequately developed ( ) 0
(b) Less than a majority adequately developed ( ) 5
(c) A majority of objectives adequately developed ( ) 10
(d) All objectives adequately developed ( ) 20

6. PSRO objectives were developed adequately prior to submission
in that they did not require extensive modifications (such as
changes in timeframes greater than 30 days, changes in baseline or
target descriptors, development of alternate interventions)
subsequent to submission, when these changes should have been
anticipated at the time the PSRO submitted the original objective.

(a) No objectives adequately developed ( ) 0
(b) Less than a majority adequately developed ( ) 5
(c) A majority of objectives adequately developed ( ) 10
(d) All objectives adequately developed ( ) 20

7. The objectives as submitted by the PSRO and approved by the
Project Officer included alternative methodologies to assure
success.
(a) No objectives ( ) 0
(b) Less than a majority ( ) 2
(c) A majority of objectives - ( ) 3
(d) All objectives ( ) 5

8. The approved objectives, as described in the grant application
format, reflected extensive developmental work prior to their
proposal. Such developmental work includes the conduct of
special MCEs/QRSs or surveys, or the analysis of specially
developed profiles or data reports.

(a) No objectives () 0
(b) Less than a majority () 5
(c) A majority of objectives C ) 8
(d) All objectives ( ) 10

9. For the utilization objectives approved in this period the PSRO,
- if it accomplishes the objectives as accepted, will achieve the

following fraction of days saved. (Express as decimal to four
places using i) the formula described in the impact utilization
section and 2) the worksheet provided on page 15 immediately
following this section.) Check appropriate box:

a. 0.0050 or Less C) 0
b. Greater than 0.0050 but less than or equal to 0.0100 C ) 2
c. Greater than 0.0100 but less than or equal to 0.0150 C ) 3
d. Greater than 0.0150 but less than or equal to 0.0200 C ) 4
e. Greater than 0.0200 but less than or equal to 0.0250 C ) 5
f. Greater than 0.0250 but less than or equal to 0.0300 C ) 6
g. Greeter than 0.0300 but less than or equal to 0.0350 ( ) 7
h. Greater than 0.0350 but less than or equal to 0.0400 ) 8
i. Greater than 0.0400 but less than 0.0500 ( ) 9
J. Greater than 0.0500 C ) 10
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Projected Utilization t chArt IT. TTT A 9

Baseline Period t Period
(1) . (2) (3a) (3b) (3) (4) (S) (6)

Objective Anticipated Days Anticipated Days
Number Saved Saved
(Provide Anticipated Adjusted ALOS Admisions

Key on Number lamber Fra- Number of (Col I z (Ccol I -
Separate of Di- of Dis- tional Discharges fool 2 col 3d
Sweet) charges Arm cbar,es change- (3a- 3ax3b .- o ) x ol l

Total (Sa)

0-A

(Wa

(7)' Total projected days saved (Total
box Sa + Total box 6a)

(8) Total Medicare hospital days
in FT 81 (from uCWA 121)

(9) Fraction of projected hospital
days saved by PSO
objectives (mpress as
decimal to 4 places)
(Bos 7 + Box 8) w
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B. Impact on Utilization 650

1. Based on Utilization Objectives 500

Chart (see specific instructions following and document
on chart provided on page 16) is to be completed and
carefully validated for accuracy by the Project Officer.
The Project Officer validation will be to assure that the
information supplied by the PSRO meets the following:

a. The PSRO has data documentation to support the impact
claimed for each objective listed on the chart.

b. The objectives listed on the chart are listed on an
attached key.

c. The PSRO has reported impact (or nonimpact) on all
objectives which it had pursued in the reporting
period.

d. The PSRO has described the objective and the related
impact as it had been previously submitted and/or
subsequently formally modified.

e. The arithmetic and calculations are correct.

Timeframe - Documentation must be based on the most recently
completed grant budget period except for the PSROs listed on
pages I amd ii of instructions. That listing contains specific
time periods to be covered for Section III.
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Utilization Tmeact Chart - Tte ITI B

Baseline Period Invact Period
(1) -2)F (%W (3b) F1 ) (4) (5) (6)

Objective Actual Days Actual Days
Number Saved Saved
(Proide Actual Adjusted AIS Admissions

Key on Number tmber Frac- Number of (cl 1 x (col I -
Separate of Din- of Dis- tional Discharges ol 2 col 3c]
Sheet) charges ALU3 charges Chanqe _(3a- ] ALOS -col Q)4 x 001 2

Total (Sal (6ia

(7) Total days saved (Total
box Sa + Total box 6a)

(8) Total hospital days used
(from HClA 121)

(9) Fraction of projected hospital
days saved by PSW)
objectives (Express as
decimal to 4 places)
(Box 7. Box 8)

.... • -- -- /F • -- r

PSOD Code_
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Instructions for Completing the Utilization Impact Chart

General Instructions

1. Impact must be measured against the objective as stated. Utilization
impact must be measured precisely as the PSRO set the objective in the
grant application or as the objective was formally added or modified by
the PSRO and agreed to by the Project Officer. Thus, the impact on
utilization reported in this section must be measured exactly in the way
each objective was formulated and, furthermore, only impact that can be
linked to a specific objective can be counted. Objectives to be counted
are the last set agreed upon between the PBRO and the Project Officer
reflecting all modifications that have been made over the course of the
grant period.

2. Lilt all objectives. All utilization objectives must be listed on the
chart and include all impact information. Objectives which were not
achieved should report the actual negative impact despite the fact that
under most situations, as described later in these instructions, the
impact will be computed as a zero (0). Objectives for which the PSRO has
no data by the due date of the evaluation will also be rated as zero (0).

3. Provide a key of objectives. A key or list must be provided to accompany
the chart which gives the objective statement for each objective listed
on the chart as well as the primary intervention utilized by the PSRO,

4. Only approved objectives may be considered. Only impact related to
specifically stated and agreed upon objectives can be included. Impact
linked to other PSRO activities such as focused review or sanctions can
not be counted in this section if it is not specifically part of the
proposed outcome of a stated PSRO objective.

5. Reduced certified days - saved days. Reduction in the number of
certified days can be computed as saved days even if the actual length of
stay was not reduced. This means that all days certified for payment at
any level of care must be included. -

6. -Double-counting. Frequently two or more utilization objectives will
include at least some of the same hospital stays. If impact is simply
calculated for each of these separately, making no correction for the
overlap, some of the impact will be double-counted. Examples of
overlapping objectives which could lead to double-counting of impact
would include:

a. Separate objectives dealing with pre-operative length-of-stay and
with average length-of-stay for the same procedure(s).
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b. An objective dealing with a group of specific diagnostically related
groups (DRGs) and another objective dealing with a group of
procedures where the DRGs and procedures may partially overlap.

c. Separate objectives dealing with specific diagnostic groups,
hospitals, and/or physicians which may overlap to some degree.

d. A general objective claiming credit for an overall reduction in
average length-of-stay for all Medicare patients and objectives
relating to specific diagnoses, hospital, or physician reductions for
these same patients.

-In order to eliminate double-counting of impact, the degree of overlap
amongobjectives should be determined and measures of impact should be
corrected accordingly. PSROs should readily be able to determine the
hospital stays which are covered by more than one objective from their
PHDOS data.

For example, if a PSRO has an objective to reduce Medicare average
length-of-stay at Hospital A and another objective to reduce average
length-of-stay of DRG B across all hospitals, in determining impact, the
impact for DRG B across all hospitals would have to be determined to
calculate the impact for Hospital A after eliminating the stays for DRG B
at Hospital A. That is, the impact for Hospital A is calculated by
determining the difference between baseline and impact period average
16ngth-of-stay for all Medicare discharges, other than those in DRG B,
and then multiplying the difference times the number of Medicare
discharges in the baseline period aftet subtracting out the number of
discharges in DRG B. The impact of reducing the average length-of stay
for DRG B at Hospital A therefore would be counted only once.

If impact is claimed for a broad general objective, such as reducing
overall average length-of-stay for all Medicare patients, impact cannot
be claimed for any other average length-of-stay objective dealing with
Medicare stays.

7. Zeroing-out negative impact. If a PSRO sets an objective dealing with a
particular diagnosis or procedure group in a number of hospitals and the
net impact for this objective is negative, the entire objective may be
zeroed out. If the PSRO sets a number of separate objectives each-
dealing with a different diagnosis group, each in a number of hospitals,
and some of the objectives on the diagnosis group show net negative
impact, these may be zeroed out. However, within each diagnosis
objective, net impact is determined by adding both positive and negative
impact for individual hospitals. Net impact may also be determined by

N
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considering the discharges for the diagnosis group for all hospitals
involved together in one calculation of impact. When the objective deals
with several diagnosis groups at a number of hospitals, it is not
allowable to zero-out negative impact for one of the diagnosis groups at
a specific hospital.

Similarly, if a PSRO sets an objective to reduce average length-of-stay
at one or more hospitals for a number of specific diagnoses and if the
net impact for a hospital is negative, it may be zeroed-out and not
counted against positive impact achieved at other hospitals. The net
impact for a hospital is determined by adding both positive and negative
impact for all diagnosis groups included in the objective at the specific
hospital. It is not allowable to zero-out negative impact for a specific
diagnosis group at an individual hospital.

8. Weekend admissionsy Sunday/Monday dscahares. The impact due to reducing
weekend admissions is appropriately calculated by multiplying the number
of reduced admissions by the difference in average length-of-stay between
weekend admissions (Friday or Saturday) and all other admissions. If
data is not available to determine this difference in average
length-of-stay, it may be estimated by assuming a difference of 1.5
days. That is two (2) days additional for a Friday admission and 1 (one)
day for a Saturday admission for an average of an additional 1.5 days.
It is incorrect to multiply the number of reduced admissions by the total
average length-of-stay for these admissions. The same reasoning and
calculation system should be used for reducing Sunday/Monday discharges.
(Since this is an admissions objective, the number of discharges in the
impact period should be adjusted.)

9. Ymergencyadissions. Many PSROs have reduced the number of emergency
admissions, but it is not clear that these patients do not become
regularly scheduled admissions. It would, therefore, not be permissible
to allow PSROs to claim the reduced number of admissions times the total
length-of-stay. Depending on how the PSRO actually structured its
objective, there are two different manners for calculating impact for
reducing emergency room admissions:

a. If the PSRO reduced emergency admissions by upgrading the
capabilities of the emergency room to handle some cases strictly on
an outpatient basis, then the PSRO may take credit for these cases.
For example, if the emergency room laboratory facilities are improved
so that patients do not have to be admitted for certain X-rays, then
the PSRO can claim the baseline average length-of-stay for those
cases. (Since this is an admissions objective, the number of cases
in the impact period should be adjusted for changes in the eligible
population.)
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b. If the PSRO merely has stopped abuses in admitting patients via the
emergency room then the PSRO may claim the reduced number of
admissions times the difference between the average length-of-stay
for emergency admissions and regularly scheduled admissions. These
figures must be calculated and supported by documentation no
estimate of the savings can be allowed. (Since this is not really an
admissions objective, the number of discharges in the impact period
would not be adjusted.)

10. Reductions in one and tw-day stays. To calculate the impact due to a
reduction in one (1) and two (2) day admissions is to simply multiply the
amount by which the number of two-day stays were reduced by two and to
multiply the amount by which the number of one-day stays was reduced by
one. (Since this is an admission objective, the amount should be
adjusted to account for changes in the eligible population.)

11. Calculating impact for objectives to reduce admissions or to reduce the
total days of care per 1000 rate. In order to calculate the number of
days saved due to an objective designed to reduce admissions, it is
necessary to determine the difference between the number of admissions in
the baseline period and the number of admissions that would have occurred
in the impact period had the population-at-risk (i.e., the Federal
beneficiary population) remained unchanged. Thus, in calculating the
impact due to objectives designed to reduce admissions, the number of
admissions in the impact period should be adjusted for the percentage
increase or decrease in the Federal enrolled population.

For example, assume that the objective was to reduce admissions in
Calendar Year 1981, and therefore, the baseline period is CalenJar Year
1980. If the Medicare population increased by five (5) percent, the
number of Medicare admissions covered by the objective in the impact
period should be reduced by five (5) percent before the comparison of
baseline to impact is made.

In order to determine the approximate changes in the Medicare beneficiary
population from baseline to impact period, the following m4thod should be
used

Consult the table entitled "Medicare Enrollment For Hospital Insurance
(Part A) Age 65 and Over, By PSRO Area". The right hand side of this
table shows the annual, year-to-year changes in the enrolled Aged
Medicare population for the period 1974-1980. Compute the average
percent year-to-year change in the last two (2) years available,
1978-1979 and 1979-1980. This percent change, with the opposite sign,
should then be applied to the number of admissions in the impact period
before comparing the number of admissions to the number in the baseline
period.

Most PSRO objectives will have a baseline and impact period which span
1980-1981. One would calculate the estimated population chance by
averaging the changes from 1978-79 (A) and 1979-C0 (B) or (A + B)

2
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If an objective to reduce admissions affects both Medicare and Medicaid
populations, the two population groups must be reported separately. The
adjustment described above applies only to Medicare, as the Medicare and
the Medicaid population changes are usually not the same. In fact, our
information shows that for most areas there are not significant changes
in Medicaid eligibles. If the PSRO can provide reliable data reflecting
changes in the Medicaid population between the impact and baseline
periods, this data can be used. Otherwise assume that the Medicaid
population has not changed from the baseline to impact period.

If an objective is stated as a reduction in an admission rate, it is
necessary to determine the number of actual admissions in the baseline
and impact periods and then to use the method described above to adjust
for population changes, in order to obtain the number of days saved.

If an objective is stated in terms of reducing the Total Days of Care per
1000 rate, the number of days saved should be determined using a method
analogous to that for reducing admission rates. That is, first determine
the number of actual days used in the baseline and impact periods.
Adjust the number of days in the impact period for any change in
population as you would for admissions. Then, simply subtract the
adjusted number of days in the impact period from the number of days in
the baseline period to determine the number of days saved. On the chart,
the same columns used for admissions should be used for total days of
care objectives.

12. Total number of hospital days used in baseline period. The data on total
number of hospital days used by Federal beneficiaries during the baseline
period should be obtained by adding the figures in columns 11, 13, 15,
and 16 on the PSRO 121 forms covered by the baseline period. Please
verify the figures against the 121s and be sure that these figures are
consistent with figures reported by the PSRO for other time periods.
PSROs may adjust this data for periods of time of less than one quarter
if they can provide documentation for these figures to the Project
Officer.



39

Page 16F - PSRO PERFORMANCE EVALUATION

The Utilization Impact Chart

General Definitions for Utilization Impact Chart

Baseline Period - The immediate past corresponding period to the impact
period. Usually.this is the previous 12-month grant
period. It Is important that the months used for the
baseline period usually be the same as the months in the
impact period to allow comparability both in length of time
and seasonality. No less than a 3-month (one quarter)
timeframe for baseline is acceptable for utilization
objectives.

Impact Period - The most recently completed grant budget period except for
the PSROs listed on pages i and ii of the instructions.
That listing contains specific time periods to be covered
for Section III.

Total Days Saved- The sum of days saved by reducing average certified length
of stay and days saved by reducing admissions.

special Instructions:

A. The chart may be reproduced and additional pages may be used as necessary.

B. When zeroing-out, please indicate actual negative figure and draw a line
through that number (without obliterating) and place a "0" next to it.
Example: -175 0
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Columnar Definitions and Instructions:

Objective Number (- Assign each objective . unique identifier. Provide a key
on a separate sheet of paper. See General Instruction
number 2.

Column 1 - Number of discharges covered by objective in the baseline period.

Column 2 - Average Length of Stay for discharges covered during the baseline.

Column 3 - (a) Actual number of discharges covered by the objective in the
impact year.

(b) Fractional change in enrollment computed by dividing by 100
the percentage change taken from the table entitled "Medicare
Enrollment for Hospital Insurance." See General Instruction
number 11.

(c) Adjusted number of discharges in the impact period, or Column
3(a) - Column 3(a) X Column 3(b) . Note: Column 3(a) X
Column 3(b) may be a negative figure. If this figure is
negative it is then added to 3(a). Conversely, if this figure
is positive it is subtracted from 3(a). -

Column 4 - Average Length of Stay for discharges covered by objective during
the entire impact period. (Not just the final quarter).

If the purpose of the objective is to reduce unnecessary admissions skip
Column S. If the purpose of the objective is to reduce average length of stay
(or pre- or post-operative length of stay), continue with Column 5.

Column 5 - If average length of stay decreased, calculate the number of days
saved by multiplying the number of discharges covered by the
objective in the baseline period by the reduction in ALOS, or
Number of days saved a (Column 1) X (Column 2 - Column 4). If
average length of stay increased enter zero (0) fbr number of days
saved. (See Special Instruction B.)

Column 6 - For objective to reduce unnecessary admissions, if the number of
admissions in Column 3(c) decreased from the baseline period,
calculate the number of days saved as follows: (Number of
discharges during baseline period minus Number of Adjusted
discharges during impact period) X (Average Length of Stay during
the baseline period), or Number of days saved - Column 1 - Column
3(c) X Column 2 . If the number of admissions increased enter
zero (0) for number of days saved. (See Special Instruction B.)

Page 16H - PSRO PERFORMANCE EVALUATION

Box 7 - Total days saved in each year by PSRO objective-specific activity, or
the sum of Column 5 + the sum of Column 6.

Box 8 - Total number of hospital days used by Federal Beneficiaries in PSRO
area during baseline period (From HCFA 121, sum of Columns 11, 13, 15
and 16 fox all quarters included in the baseline period.)

Box 9 - Fraction (rounded to 4 decimal places) of all hospital days saved by
PSRO objectives, or Box 7 divided by Box 8. Do not express as
percetae.
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2. Based on National Medicare Days of Care 100

The scoring of this section will be
accomplished by computing changes In total
Days of Care/1000 (TDOC/1000) Aged Medicare
enrollees in relation to change in other areas,
using 1980 as change year. Data will be migra-
tion-adjusted. The information on each PSRO will
be arrayed and points assigned based on distribu-
tion of changes in TDOC. Where a PSRO was not
implemented or data is not available an adjustment
score will be derived. (Central Office will complote
this section.)

Met Not Met

3. Based on Ancillary Services Review Objectives 50

a. PSRO set ancillary services review ) )10
objective(s) which were approved by
the Regional Office. (Applicable to
current grant year objectives.)

b. PSRO reduced inappropriate utilization ( ) C ) 40
of specific ancillary service. This
impact is related to predetermined
approved objective(s). (Applicable to
completed objectives from previous
grant year.)

C. Impact On Quality , 400

Quality impact is defined as resolution of
important patient care problems. The key
elements in problem resolution are, therefore,
the degree to which the problem is solved,
the severity of the problem, and the number
of patients affected.

Instructions for Completing the Quality Impact Chart

General Instructions

1. Documentation must be based on comparable data.
Data sources include (but are not
limited to) PSRO data, hospital data,
special surveys, PHDDS And MCE/QRS reports.
Impact is measured in most recent completed
grant budget period except for the PSROs listed
on pages i and ii of the instructions. That listing contains
specific time periods to be covered for Section III.
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2. Credit will be given only for resolution of
problems identified by the PSRO in an impact
objective or an acceptable MCE or Quality
Review Study. An acceptable MCE or Quality
Review Study is one in which:

• the PSRO or delegated hospital has
identified a patient care problem, and

* intervention occurred in the impact period
and has been documented; and

• followup has been completed to assess
change in the problem; and

• if from a delegated hospital, the PSRO has
accepted the MCE or quality review study.

3. The amount of credit will depend on:

a. The degree of problem resolution.

The degree ofproblem resolution is defined as the actual
reduction in a problem (measured in discharges affected)
adjusted to the rate of occurrence of that problem during
the baseline period (also measured in discharges).

b. The degree of adverse effect of the problem on patient care
and patient care outcome.

The degree of adverse effect in the following categories of
medical significance describes actual adverse effect on
patient well-being, not possible outcomes.

(1) Life! threatening is defined as significantly
higher patient mortality than would be expected
given professionally recognized standards of
patient risk.

(2) Major loss of function is defined as actual
permanent limitation or loss of significant
physical capability resulting from unnecessary
surgery or inappropriate medical care.
Examples are:

• amputation of healthy limb

" neurologic deficits
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hysterectomy (for example, removal of
healthy uteri in women of childbearing age.)

(3) Other adverse effects are defined as
actual inappropriate outcomes of medical
care which do not result in death or
permanent loss of function(s). This
category includes complications (including
iatrogenic illness) and/or unnecessarily
prolonged recovery time that occur (and are
documented through application of criteria)
because of inappropriate surgery, medical
care, or the lack of appropriate care.

Examples are:

. inappropriate drug therapy which did
not result in death or permanent loss
of function

• repeat diagnostic procedures due to
poor patient preparation

* infection control problems not
resulting in death or permanent loss
of function.

(4) Other patient care quality problems
are defined as practices which may
reflect or result in inappropriate
patient care outcomes. Examples are:

. documentation problems

* potential patient harm

• patient discomfort

c. The relationship of the PSRO's achievements
(measured by "a" and "b", above) to all inpatient
care under PSRO review (as measured by total
PSRO discharges). This will be computed by dividing
the sum of all reduction in identified problems
(weighted by the adverse effect of each
problem) by the total discharges subject
to PSRO review in the Baseline period.
(See example at end.)

General Definitions

1. Baseline Period - The immediate past corresponding
period to the impact period or the period in which the
baseline data was generated. In no case may the baseline
period be more than 24 months prior to the impact period.
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Where impact period is less than 12 months, it is important that
the same months be used for the baseline period.

2. Impact Period - Usually the grant period, but as short as
months where consistent with the objective.

Special Instructions

1. The chart may be reproduced or additional pages may be used as
necessary.

2.- When actual change is opposite to that specified in the impact
objective, please indicate actual (negative) figure and draw a
line through that number (without obliterating) and place a "0"
next to it. Example - #45 0.

Columnar Definitions and Instructions:

Objective Number - Assign each objective or study a unique
identifier. Provide a key on a separate sheet of paper. (Also see
Columns 1, 2, 3 and 4 below.)

Column 1 - Total number of cases in the baseline period covered by
the approved objective or MCEs or Quality Review Studies. This
number represents total discharges appropriate to the objective.
Examples are one physician's cases, the medical-discharges from a
hospital, the total discharges with a specific procedure, etc.
Documentation that allows verification of total discharges
appropriate to the objective must be included in the key..

Column 2 - Number of cases with problem. Alternatively, it may be
an MCE sample, the total cases multiplied by the proportion of
sampled cases with unjustified variations. The basis (MCE or
Special Study, Full Count or sample, etc.) and documentation for
column 2 should be included in the key.

Column 3 - Total number of cases covered by the objective in the
impact period. Specify documentation in key.

Column 4 - Number of cases with problem covered by the objective in
the impact period as documented by the PSRO. Specify documentation
in key.

Column 5 - Rate at which problem occurs in impact period. (Column 4
column 3 rounded to three (3) decimal places).

Column 6 - Rate at which problem occurs in impact period applied to
total cases in baseline period. (Column 5 X column 1, rounded to
one (1) decimal place).
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Column 7 - Adjusted reduction in cases with problem (column 2 -
column 6). If number of cases increased enter zero (0). (See
Special Instruction 2.)

Columns 8(a) to (f) - Scoring scale applied on basis of criteria

listed under III.C.3. This will be completed in CO.

(a) Objective number as used in first column of chart

(b) Same as column 7

*(c) Factor applied by OPSRO

(d) -Reduction in cases weighted by factor. (Column b x column c).

(e) Total number of Federal discharges subject to PSRO review in
PSRO area during baseline period from the HCFA 121. If the
baseline period covers more than one year, use the average of
the two one-year periods.

(f) Fraction of discharges affected by the PSRO quality objectives
and MCE/QRSs.

*Weights assigned to the adverse effect categories (defined on pages
17A and 17B for use in Column 8(c) on page 18) are as follows:

(1) Life threatening ................... 10

(2) Major loss of function ............... 07

(3) Other adverse effects...............03

(4) Other patient care
quality problems...................01

Objectives or studies presented which do not demonstrate quality
impact or which fail to document PSRO validation of the problem and
intervention will receive "0" weight.

N-

94-587 0-82-3
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(8) Weighting for Problem's Adverse Effect:

(a) (b) (c) (d)
Objective, Adjusted Adverse Weighted
4CE, QRS Reduction Effect Reduction

Number (col 7) Factor (col b X col C)

Total

(e)
Total Discharges
Subject to PSRO
Review (from
HCFA 121)

(f)
Fraction of
Discharges Impacted
(Epress as decimal
to 4 places)
Total of col. 8d + 8e

Score
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Senator DURENBERGER. All right. That might be helpful to us if
you did.

If we move ahead with the peer review, using the contract mech-
anism, could you give us some idea of how quickly HCFA could be
ready and able to carry out this system?

Mr. THOMPSON. That is a difficult question to answer, Senator,
because I think that we would need to spend time with your staff
and the committee to further clarify some of the aspects of your
bill. I am unable to put a timetable on it, not knowing all the de-
tails of exactly how each aspect of the contracting would occur.

Senator DURENBERGER. Well, sticking with the contractor notion,
I guess I still feel very strongly about the need for peer involve-
ment in the review process. Could you share with us some ideas of
how you would propose to involve physicians if you rely on contrac-
tors?
- Mr. THOMPSON. I worked for many years in the contractor field,
and I can give you a little background of how we, at the plant I
worked at, operated. We felt that our physician review had to be
done by physicians that were acceptable in the community. There-
fore, we never hired a full-time physician. It had to be a practicing
physician.

We also hired physicians that were recommended by the local
medical society. Therefore, the physicians, when they made deci-
sions, could deal in a peer form with the community because in the
whole process of review, there is a lot of educational activities that
need to occur and exchange of information between doctors as to
what a reasonable level is.

Contractors realize that if they are to be involved in this educa-
tional activity, they must have physicians who are acceptable to
their peers. And I think that that generally applies to most con-
tractors.

Senator DURENBERGER. So you favor it and you suggest that the
process that you have outlined today is the best way to go about
involving peers?

Mr. THOMPSON. The emphasis that the private carriers need to
put on their own business, the fact that we can jointly work with
them on targeting and they have data from both the private and
the Government side within their shops to review, the fact that it
is very cost-effective, the fact that it is relatively easy to get start-
ed-we find that there are many attractive things in our recom-
mendation.

Senator DURENBERGER. The last question I will ask you is about
attractiveness, or to put it another way, incentives. In a medicare
contractor system, what would be the direct incentives for contrac-
tors to perform well?

Mr. THOMPSON. Contractors, in recent years, are being evaluated
very stringently on many aspects of their operation. We have the
authority to drop poor contractors. The contractors realize this.
Every year we make a cut of our poorest performing contractors
and work with them in a corrective manner or put them on notice
that they are subject to being dropped from the program.

Rather than contracting, this is, to a degree, negotiating but it
has been very effective. We have reduced the number of contrac-
tors last year -by 15 or 20, something like that. I do not have the
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exact figure. And we find that the contractors are responding to
the directions we are giving them.

Senator DURENBERGER. That sounds like a disincentive. Are
there any incentives?

Mr. THOMPSON. Well, the incentive is that they are very deeply
involved in the health care world. They want, both from an idealis-
tic standpoint and a practical standpoint, to remain involved in the
medicare program, and it covers some of their fixed overhead. It
has some little advantage to it.

Senator DURENBERGER. Primarily it is idealism and secondarily
economics?

Mr. THOMPSON. I am not sure in a given plan which one you
would put first.

Senator DURENBERGER. You cannot be any more specific on the
economic incentives?

Mr. THOMPSON. More volume in an organization can many times
be added with only incremental costs, and you are able to spread
your overhead costs over a larger base. This is a real economic in-
centive: the abilityto-work-ointlywith-medicar-t-eal with
medical utilize view. e ps strengthen their h4"hd. They
become more prestigious in the business community because they
are not only in the private sector but they are in the Government
sector. There are lots of small, intangible things, Senator, besides
the idealism, that causes them to want to be in the program.

Senator DURENBERGER. Senator Baucus.
Senator BAUCUS. Thank you.
Mr. Thompson, in your prepared statement you say that "Con-

tractors would be allowed to design their own program of review in
that effective PSRO's could sell their services to the fiscal interme-
diaries."

My question is whether intermediaries could afford to pay for
the services of PSRO's, since they are being level-funded, and also
because as a practical matter, intermediaries would have to give up
audit dollars because of level funding and due to inflation would
have to cut back on auditors. And that frees up money to pay for
the services.

As a practical matter, could they afford to pay for those services?
Mr. THOMPSON. It would depend on how cost-effective they were,

Senator.
Senator BAUCUS. But what evidence do you have that they are

not sufficiently cost-effective today so that they could be more cost-
effective to do the job? What evidence do you have of that?

Mr. THOMPSON. Would you repeat that?
Senator BAUCUS. Implicit in your answer was that they are not

presently cost-effective.
Mr. THOMPSON. Oh no, quite the contrary. I think that there are

some that are.
Senator BAUCUS. Where are they going to pay for these PSRO

services, then, if they have to cut out auditors as a practical
matter?

Mr. THOMPSON. That we would leave up to our contractors as to
whether they felt that the best way they could deliver the responsi-
bilities that we lay on them would come through their own review
mechanism. You see, currently, there are some private insurers
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that are contracting with PSRO's. They have, in essence, found this
to be a cost-effective way to go.

Senator BAUCUS. Is it your understanding, though, that interme-
diaries would continue to be level-funded?

Mr. THOMPSON. The intermediaries would what?
Senator BAUCUS. Continue to be level-funded, that is for their ad-

ministrative services?
Mr. THOMPSON. We are constantly reviewing the funding of their

intermediaries. We have underway right now a rereview of all con-
tractor instructions which have built up over the years since the
program was started. We hope to develop some economies out of
this review. If economies can be achieved, we would probably wish
to put them in the medical review side of the program.

Senator BAucus. As I understand what you are saying, it is es-
sentially that you want to eliminate, or at least drastically change
PSRO's because they are not saving health care dollars. That is,
they are not cost-effective. Is that right? Is that what you are
saying? Is that the bottom line here?

Mr. THOMPSON. The bottom line is that there have been many es-
timates as to how -much overutilization there is* in the health care
world. A conservative estimate is that as much as 10 percent.

Senator BAUCUS. You want to return to pre-1972 and have the
intermediaries perform this service?

Mr. THOMPSON. Pre-1972 was a different world. The pressures in
pre-1972 were very different than they are now.

Senator BAUCUS. Would you describe those differences? What are
they? If we were not saving enough dollars in 1972, which prompt-
ed PSRO's in 1972, what has changed so that now in 1982, in turn-
ing back to pre-1972, we are going to get more savings than we
achieved in the last 10 years? What has changed so that you think
there will be a significant increase in savings?

Mr. THOMPSON. During that period of time I actually worked in a
hospital as a finance director. I have seen some of the interactions
that have occurred.

Prior to 1972, there were pressures. There were enough pressures
to cause the PSRO legislation to be formed, but they were signifi-
cantly different than they are now. As you know, our pressures are
much greater now than they were then.

In the private sector, for example, the industry had been willing
to go through a series of annual premium increases without being
too concerned about what those annual premium increases were.
Industry no longer wants to accept these annual increases. And I
am saying that the world has changed in the contractor's area,
where the pressures are very different there than they were prior
to 1972.

In our area, too, our trust funds now are being threatened. The
trustees estimate that by 1985, outlays may exceed income. There-
fore, we have, I think, much more pressure right now than we had
in the 1972 era.

Senator BAUCUS. Frankly, I do not think I fully understand what
you are saying. I hear your words but I do not hear any reasons. I
hear you restating your conclusion without any reasons for it.

What has changed?
Mr. THOMPSON. The pressures to--
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Senator BAUCUS. What pressures?
Mr. THOMPSON. The pressures by the taxpayers' dollars, the pres-

sures by the employers' dollars that are going into health.
Senator BAucus. And yet costs are going up significantly greater

than the rate of inflation. Health care costs are going up much
greater than the rate of inflhtion. It just seems to me that if we
take a lid off, they are going to go up even greater.

Mr. THOMPSON. There has been no suggestion that we take any
peer review or any review lid off. It just seems to me, having lived
in this world, that it is an entirely different world now.

Senator BAUCUS. Which fiscal intermediaries today now pay hos-
pital claims and would perform this function today?

Mr. THOMPSON. That--
Senator BAucus. Of the fiscal intermediaries that now pay hospi-

tal claims, which ones have you evaluated and found to have en-
gaged in a broad and successful program of professional review?

Mr. THOMPSON. We have not made an indepth study on this, Sen-
ator.

Senator BAUCUS. Have you made a non-in-depth study?
Mr. THOMPSON. We have not made an indepth study of this.
Senator BAUCUS. Have you made a non-in-depth study?
Mr. THOMPSON. Yes. We have been in discussion with them and

we have reviewed some of their review systems. And I would
submit some of our findings for the record if you would like.

Senator BAUCUS. Can you give us some idea of the number of
contractors that have a good track record here?

Mr. THOMPSON. I think that the majority of the contractors are
able, are prepared to follow our direction and to put together an
effective review mechanism.

Senator BAUCUS. Do you have any disagreement with the figures
I mentioned in my opening statement, that is the dollar savings
since 1972?

Mr. THOMPSON. No disagreement- The figures have been all over
the lot, but they are certainly in the ballpark, Senator. I think that
that is not a large enough savings.

Senator BAUCUS. Do you disagree with the statement too that
annual changes in days of hospital care used per 1,000 medicare
beneficiaries has decreased on an actuarial basis from 1981 to
1982? The figures I have are that from 1979 to 1980 there was a 5-
percent increase in days of hospital care; 1980 to 1981, 2-percent in-
crease, but in 1981 to 1982, 0.2-percent decline in the number of
days of hospital care per 1,000 medicare patients.

Mr. THOMPSON. Senator, I definitely think progress has been
made. My feeling, though, is that not enough progress has been
made. If you can accept an estimate that there may be as high as
10 percent of overutilization in the health care world, then I would
hate to settle for substantially less than that.

Senator BAUCUS. As you know, GAO does not believe that the de-
partment is ready to get into competitive bidding, even in the rela-
tively simple area of claims payment, and they base their conclu-
sion on the failures in Illinois and also the partial failures in New-
York, and also in your contracting demonstrations.

Given these problems, why do you think that you can handle a
far-more complex matter, professional review?
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Mr. THOMPSON. Senator, I would certainly argue with GAO as to
their findings. I think that we have taken a very complicated ar-
rangement and I think we have done an outstanding job in con-
tracting. I do not think anybody can go into a program as compli-
cated as this and experiment and not have some places where you
have failure.

Congress gave us the right to experiment in order to learn. Ex-
perimenting and learning means you make mistakes once in a
while. We have learned from the mistakes, and I think that I
would argue with the GAO that if they would look again with an
open mind, that they might get an entirely new reading on our
contracting ability.

Senator BAUCUS. Following up on a question by Senator Duren-
berger, what assurance is there that physicians would actually be
the reviewers; that is, that there be peer review? As I understand
the proposal, any contractor could conduct this review and it need
not be physicians. It could be anybody.

So what assurance is there that there be actual peer review?
Mr. THOMPSON. I do not know of a single contractor that does not

use physicians in the review process.
Senator BAUCUS. But what assurances are there, that there

would be the same degree of peer review as in PSRO's?
Mr. THOMPSON. Under our plan, where we would turn the review

over to the contractors, we would insist that they submit their plan
and their procedure to us, and if there were no doctors included in
the system, it would be unacceptable to us.

We do not disagree with the peer review concept. We do not dis-
agree with the fact that a doctor needs to make the decision that
there is inappropriate utilization.

We also feel that those doctors should be practicing physicians.
They should be physicians who are respected in their community
and whose decisions can stand the light of day. So that we would
be very careful in that regard if our proposal prevailed.

Senator BAUCUS. I may have missed this, but do you have any
estimates as to dollar savings under your recommendation?

Mr. THOMPSON. We have an estimate in the budget, an estimate
that is our best--

Senator BAUCUS. What is that?
Mr. THOMPSON. The estimate -s $330 million.
Senator BAUCUS. $330 million?
Mr. THOMPSON. Yes.
Senator BAUCUS. Compared wit'. the present peer review system,

is that right?
Mr. THOMPSON. Yes.
Senator BAUCUS. As annual savings?
Mr. THOMPSON. Annual savings.
Senator BAUCUS. Do you have data to support that?
Mr. THOMPSON. We have data to support that, which we can

supply for the record if you would like.
Senator BAUCUS. Would you please, fully?
Senator DURENBERGER. And quickly.
Mr. THOMPSON. You must realize that the savings are calculated

not only on our proposal, but also some expected savings from the
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coalitions and the work that is coming out of the private sector. We
would be glad to submit something for the record.

[The following was subsequently submitted by George Thomp-
son:]
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CONTRACTOR AND VOLUNTARY EFFORT SAVINGS

As a result of savings achieved through the streamlining of
Medicare Contractor operations, we will be able to shift
additional funds into medical review. We plan to allocate
those funds to contractors on the basis of those areas of the
country in which we think they will have the most impact-in
reducing aberrant utilization patterns. By setting outcome-
oriented benefit dollar savings targets for the contractors
to meet, and by giving them flexibility in designing their
review process to focus on local patterns of aberrances,
we believe that significant progress can be made toward
reducing Medicare payments for unnecessary utilization.

With respect to voluntary efforts by hospitals to contain
health care costs, we believe there is a recognition among
industry, labor, management and consumers, that innovative
ways must be found to restrain the massive rates of increase
in health care costs. We are in close contact with the
industry and these coalitions and believe that a very strong
effort to meet this target will be made.

The regional variation in lengths of stay and patterns of
utilization suggest that the combined efforts of HCFA and
private groups can achieve budgeted savings in a number of
ways. Some examples of actions that could produce these
savings include such things as:

o reduce average length of stay by 1/3 of a day, or

o reduce overall hospital utilization by 3.3%, or

o reduce expenditures for ancillary services by 2%.
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Senator BAUCUS. One final question. Could we not have those
savings from the coalition anyway?

Mr. THOMPSON. Part of them, I would say yes.
Senator BAUCUS. How much? What portion?
Mr. THOMPSON. That is very difficult to--
Senator BAUCUS. What is your best guess?
Mr. THOMPSON. I am sorry. I just could not guess at this moment.
Senator BAUCUS. Thank you very much.
Senator DURENBERGER. Thank you very much, Mr. Thompson.

We appreciate your being here.
Our next witness will be the Honorable Ron Paul, Congressman

from Texas. Ron, thank yeu---for- participating here this morning
and we welcome your willingness to come over. Your statement, if
you have a full statement, will be included in the record in full and
you can abbreviate it, or do as you please.

STATEMENT OF HON. RON PAUL, M.D., U.S. REPRESENTATIVE
---- FROM TEXAS

Dr. PAUL. Thank you, Mr. Chairman. I think I will go through
my statement. It is a short statement and will not take very long.

I do appreciate your having me here at the hearings because this
is an issue-that is of deep-nterest to me, not only as a Congress-
man, but as a physician as well.

I come before you today to discuss S. 2142 from a particular point
of view. My view quite simply is that the less Government involve-
ment we have in all facets of medical care, the better.

Proponents of S. 2142 have- claimed that it is designed to help
deregulate PSRO's by allowing the Government to contract the
PSRO function out to the private sector. However, I believe-this is
essentially a distinction without a real difference. After all, what
real difference does it make whether the Federal Government con-
tracts out the enforcement of harmful regulation or undertakes the
enforcement on its own? The taxpayers are still stuck with the bill.
Physicians must still comply with Government edicts or face sanc-
tions. And all enforcement decisions still reside with the Secretary
of Health and Human Services.

Moreover, this bill would require the Secretary of Health and
Human Services to enter into performance-based contracts with
PSRO's already in existence and to mandate the establishment of
new PSRO's where none now exist. In this view, S. 2142 would in-
stitute PSRO through the country on a mandatory basis. Clearly,
this bill is designed to put into place an even more pervasive
system of federally financed review programs than already exist. In
no way is it a deregulatory effort.

S. 2142 will continue the practice of utilizing nonphysicians in
the reviewing process. This in my estimation is a violation of sec-
tion 1801 of the original Medicare Act, which promises not to inter-
fere in medical decisions.

It is further claimed that PSRO's are cost effective and that an
expansion of PSRO's would thus increase savings. But the facts dis-
pute this claim. Even the Congressional Budget Office has observed
that the "PSRO review has-reduced medical care outlays but the
Federal Government saves little more than the cost of the review
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itself. When the increased cost to private patients resulting from
the PSRO system are taken into account, PSRO review saves soci-
ety as a whole substantially less than it costs."

Though Government medical planners and regulators often tend
to forget private hospitals, clinics, and medical practices are busi-
nesses, when the Federal Government increases costs by increasing
the regulatory burden, these businesses, like all others, must pass
the increased costs along to the customers. Thus, the American tax-
payer who pays for his own medical care actually pays twice. First
he pays for PSRO through taxes. Then he pays for PSRO through
the higher health insurance premiums and out of pocket costs that
he bears for his own medical care. These kinds of savings are no
savings at all.

But even more disturbing than the cost in dollars of an increased
PSRO presence is the cost in terms of human freedom. PSRO's, in
frank terms, represent our Nation's distressing creep toward State
control of medicine. S. 2142 continues the $5,000 sanction against
providers "in case such acts or conduct involve the provision or or-
dering by such practitioner or person of health care services which
were medically improper or unnecessary." Such sanctions are seri-
ous interferences with personal freedom.

When the Federal Government first began its move toward guar-
anteeing free, unlimited medical care to all Americans, the price of
medical care started to rise. But rather than restraining its spend-
ing, the Government chose instead to increase the level of subsidi-
zation. Soon these levels reached astronomical heights. Still no cor-
rective action was taken.

But with a seemingly bottomless pool of taxpayers' dollars avail-
able for federally subsidized medical care, small wonder that the
pool needed constantly to be refilled. Yet, now it is not green dol-
lars, but red ink that fills the Government's pool. And still we
search for solutions from the very sector that creates the prob-
lem-the Federal medical planners and regulators.

The solution to the problem of Government intervention in medi-
cal care is not more intervention in medical care. The solution is
rather the exact opposite. The Government should withdraw from
medical care completely.

The PSRO system is Government medicine, and S. 2142, by en-
larging this system so significantly, represents another giant step
toward national health care. We know what a disaster this has
been in every place it has been tried, and we know that the PSRO
system has not worked so far in this country. Those who have been
able to withdraw from the system after experiencing it firsthand
have often chosen to do so. This bill would take away that choice
by mandating participation in the Federal PSRO system.

It is ironic, I believe, to note that when physicians' groups have
attempted to provide self-regulation, the Government has tried its -

best to squelch its efforts. The Federal Trade Commission has de-
clared these self-policing professional groups to be in violation of
antitrust laws and has outlawed their very existence. How ironic
that with one agency the Government tries to create a mechanism
for filling a need and with another agency it stamps out private or-
ganizations that are actually meeting the same need.
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Instead of spending our time and the taxpayers' money trying to
devise new ways to regulate medical care, I recommend at least try
a new approach: the Government should get out of medical care
and let the free market provide the planning.

Federal intervention can in no way improve medical care, but it
can impose higher costs and make it much harder for physicians to
do their real job-that is, to care for patients. That is what has
happened in the past with PSRO's and the problem will only get
worse if the PSRO presence is increased.

It is the well-being of the patient that is the first concern of the
providers, but it is the enforcement of regulations that is the first
concern of quasi-governmental agencies. The subordination of the
patients' interests to the interests of the bureaucrats is characteris-
tic of all Government interference in medical care, and the more
extensive that interference, the more the interest of the patient
suffers.

I believe Americans deserve the very best medical care available.
That is something only the free market and free men and women
working freely in the market can provide. It is long past time to
admit the abysmal failure of Government planning and regulation
of medical care.

I would like to add just one personal note. It has not been too
many years since I was in the practice of medicine and this subject
came up frequently. The PSRO of course was offered in Texas and
it was rejected. We do not have one in Texas. But we do have regu-
lations and concerns and involvement with medicare. And because
of the fear of Government coming in, it was a habit of many physi-
cians, instead of continuing along with a patient who may be able
to make partial payments, to convert that patient to a total charity
patient, or to reject him, mainly because we were sick and tired of
filling out the forms.

So, in many ways in the small town where I live, it really back-
fired. The patients who needed the help most were then forced to
get in an automobile and ride 60 or 70 miles either to Galveston or
Houston. So this was not helpful.

The other thing that is in the bill that I think is dangerous as far
as good medical care goes, is that the PSRO representatives would
be authorized to examine the private files of medical care practi-
tioners. Of course they have to if they want to review the care. But
this does one thing. As soon as that happens, physicians automati-
cally quit making good records, mainly because there are a lot of
things in a private medical record. As soon as I knew the Govern-
ment was becoming more involved and medicare was being in-
volved, it is the natural tendency of most physicians to put less in-
formation on the chart, especially information that could be of a
personal nature but could be helpful to us in the care of the pa-
tient.

So a lot of these well-meaning regulations usually backfire and
the patient suffers. I thank you very much.

Senator DURENBERGER. Thank you very much for your testimony.
Your statement begins with "The less Government involvement we
have in all facets of medical care, the better," and it ends with the-
statement that "Government should get out of medical care."

What are your views on medicare?
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Dr. PAUL. I think it is an improper function of the Federal Gov-
ernment.

Senator DURENBERGER. And your views on medicaid?
Dr. PAUL. It is an improper function of the Federal Government

under the Constitution of the United States.
Senator DURENBERGER. Thank you very much.
Senator Baucus?
Senator BAucus. Does that mean we should repeal medicare and

medicaid?
Dr. PAUL. If we followed the Constitution, they would be repealed

because they have done more harm to the medical care of the
people and to the poor than they have helped because they have
driven the price up; they have put a lot of people out of the
market; they have harmed medical care; and for all those dollars
you take out of the economy to put into so-called medical care are
the very dollars that are necessary to be allowed to remain in the
market or at the local level to be used in--

Senator BAUCUS. I understand where you are coming from, I
think.

Dr. PAUL. Pardon me?
Senator BAUCUS. In an earlier reincarnation, I was an attorney

and I can tell you from my experience in the practice of law that
there are some very good attorneys. Most attorneys are very good
and very competent, but there are also a good number of attorneys
in my experience who are incompetent, and I suspect the same is
true in medicine. Most physicians are very good and very compe-
tent, but there are probably a few who are incompetent.

What does the average person do when he is seeking quality
health care, for example, and wants obviously to be taken care of
and does not want to pay exorbitant medical bills, particularly in
an area where it is hard to know when you are getting good health
care or not? How do we weed out the rotten physicians? I grant
you there are not very many but there are probably a few. So what
do we do?

Dr. PAUL. Well, you get the Government out of the way because
the Government protects them. I mentioned the Federal Trade
Commission. We have our own review committees in our county
medical societies which now are illegal. If you as a patient feel like
you are overcharged, before, you would come to the medical soci-
ety, it would be reviewed and the doctor would be reprimanded,
and he would change his ways. Today that is illegal.

There have been many examples of bad physicians who have
been on the staffs of hospitals that we cannot get off, mainly be-
cause of State regulations for licensure, because of Federal laws
that state that if there were Federal moneys put into the hospital,
therefore you will have to follow Federal laws, which means that
we cannot get rid of the bad doctors. So get rid of the Government's
controls and we will get rid of the bad doctors.

Senator BAUCUS. You are telling us what we should not do, what
we should not do. I am asking what we should do.

Dr. PAUL. What we should do is get rid of Government regula-
tions that have set up and helped keep the bad-doctors practicing
medicine. What do we do with bad attorneys?
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Senator BAUCUS. So you are saying the Government should do
nothing, zero.

Dr. PAUL. The Government should protect our freedom, and then
our free people will provide our care. If we base our assumption
that Government can provide a good service or a service effectively,
you have to- accept the general notion of why does the Government
not provide all goods and services, which is of course accepting the
idea of socialism.

Senator BAUCUS. I am not arguing with you here. I am just
trying to figure out what your position is.

Dr. PAUL. So if you accept this idea, fine, but the evidence is
pretty clear that all that happens is the services deteriorate. How
do we provide bread for the public? I mean, do you inspect every
loaf of bread?

Senator DURENBERGER. We support the price of wheat. I can
answer that one. For a lot of Texas farmers.

Senator Bradley.
Senator BRADLEY. No questions, Mr. -Chairman.
Senator DURENBERGER. Thank you very much for your testimony.

We appreciate it.
Dr. PAUL. I am sure I have converted you both.
[The prepared statement of Hon. Ron Paul, M.D., Congressman

from Texas, follows:]
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As a member of Congress and a practicing physician, I come

before you today to discuss S.2142 from a particular point of view.

My view, quite simply, is that the less government involvement we

have in all facets of medical care, the better.
Proponents of S.2142 have claimed that it is designed to help

deregulate PSROs, by allowing the government to contract the PSRO

function out to the private sector. However, I believe this is

essentially a distinction without a real difference. After all,

what real difference does it make whether the federal government

contracts out the enforcement of harmful -regulations, or undertakes

the enforcement on its own? The taxpayers are still stuck with

the bill, physicians must still comply with government edicts or

face sanctions, and all enforcement decisions still reside with

the Secretary of Health and Human Services.

Moreover, this bill would require the Secretary of Health and

Human Services to enter into "performance based contracts" with

PSROs already in existence, and to mandate the establishment of

new PSROs where none now exist. In this way, S.2142 would institute

PSROs (renamed "quality control and peer review organizations")

throughout the country, on a mandatory basis. Clearly, this bill

is designed to put into place an even more pervasive system of

federally financed review programs than already exists. In no way

is it a deregulatory effort.

S.2142 will continue the practice of utilizing non-physicians
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in the reviewing process. This is a violation of section 1801 of the

original Medicare Act which promises not to. interfere in medical decisions.

It is further claimed that PSROs are cost-effective, and that

an expansion of PSROs would thus increase savings. But the facts

dispute this claim. Even the Congressional Budget Office has observed

that "PSRO review has reduced Medicare outlays, but the federal

government saves little more than the cost of the review itself ....

When the increased costs to private patients [resulting from the

PSRO system) are taken into account, PSRO review saves society as

a whole substantially less than it costs."

Though government medical planners and regulators often tend

to forget, private hospitals, clinics, and medical practices are

businesses. When the federal government increases costs by increasing

the regulatory burden, these businesses (like all others) must pass

the increased costs along to consumers. Thus, the American taxpayer

who pays for his own medical care actually pays twice: First, he

pays for PSRO through taxes, and then he pays for PSRO through the

higher health insurance premiums and out-of-pocket costs that he

bears for his own medical care.

These kinds of "savings" are no savings at all.

But even more disturbing than the cost in dollars of an increased

PSRO presence is the cost in terms of human freedom. PSROs, in frank

terms, represent our nation's distressing creep toward state control

of medicine. S.2142 continues the $5,000 sanction against providers

...in case such acts or conduct involved the provision or ordering by

such practitioner or person of health care services which were medically

improper or unnecessary ...." Such sanctions are serious interferences

with personal freedom.

When the federal government first began its move toward

"guaranteeing" free, unlimited medical care to all Americans, the

price of medical care started to rise. But rather than restraining

its spending, the government chose instead to increase the-level

of subsidization. Soon these levels reached astronomical heights.

Still no corrective action was taken. But with a seemingly bottomless

pool of taxpayers' dollars available for federally-subsidized medical

care, small wonder that the pool needed constantly to be refilled!
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Yet now it is not green dollars, but red ink, that fills the

government's pool. And still we search for solutions from the very

sector that created the problem--the federal medical planners and

regulators.

The solution to the problem of government intervention in

medical care is not more intervention in medical care. The solution

is, rather, the exact opposite: The government should withdraw

from medical care completely.

The PSRO system is government medicine--and S.2142, by enlarging

this system so significantly, represents another giant step toward

"national health care.," or "socialized medicine." We know what

a disaster this has been in every place it's been tried, and we

know that the PSRO system has not worked so far in this country.

Those who've been able to withdraw from the system, after experiencing

it firsthand, have often chosen to do so. But this bill would take

away that choice, by manidating participation in the federal PSRO

system.

(It is ironic, I believe, to note that when physicians' groups

have attempted to provide self-regulation, the government has tried

its best to squelch the efforts. The Federal Trade Commission has

declared these "self-policing" professional groups to be in violation

of the antitrust laws, and has outlawed their very existence. How

ironic--with one agency -the government tries to create a mechanism

for fulfilling a need, and with another agency it stamps out private

organizations that are actually meeting that same need.)

Instead of spending our time and the taxpayers' money trying

to devise new ways to regulate medical care, I recommend that we

94-587 0-82-5



at least try a new approach The government should cet out of

medical care# and let the tree market Provide the planning.

Federal intervention canin-no way improve medical care, but

it 9M impose higher costs and make it much harder for physicians

to do their real job--that is, to care for patients. This ie what

has happened in the past with P RO, and the problem will only get

worse if the PSRO presence in increased. It is the well-being of the

patient that is the first concern of the providers, but it is the

enforcement of regulations that is the first concern of quasi-govern-

mental agencies. The subordination of the patient's interests to

the interests of the bureaucrats is characteristic of all government

interference in medical care, and the more extensive that interference,

the more the interests of the patient suffer.

I believe Americans deserve the very best medical care available.

That is something only the free market, and free men and women working

freely in the market, can provide. It is long past time to admit

the abysmal failure of government planning and regulation of

medical care.
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Senator DURENBERGER. Thank you.
Our next panel consists of Dr. John Sunderbruch, president, ac-

companied by Mr. Boyd Thompson, executive vice president of the
American Asso4iation of Foundations for Medical Care in Bethes-
da; Dr. Harry Weeks, chairman of the legislative committee, ac-
companied by Ms. Lyle Hernandez, executive director, American
Association of Professional Standards Review Organizations,
Bethesda, Md. Welcome.

Go ahead, John.

STATEMENT OF DR. JOHN SUNDERBRUCH, PRESIDENT, AMERI-
CAN ASSOCIATION OF FOUNDATIONS FOR MEDICAL CARE, BE-
THESDA, MD., ACCOMPANIED BY BOYD THOMPSON, EXECU-
TIVE VICE PRESIDENT
Dr. SUNDERERUCH. Mr. Chairman, my name is John Sunder-

bruch. I am president of the American Association of Foundations
for Medical Care and a practicing physician in Davenport, Iowa. I
am accompanied by Mr. Boyd Thompson, executive vice president
of our association.

I appreciate this opportunity to present the views of our associ-
ation on S. 2142, a bill to provide for a new system of utilization
and quality control peer review to be made available to public and
private third party purchasers of medical care.

The American Association of Foundations for Medical Care origi-
nated as a regional group of foundations for medical care based pri-
marily in the far west. FMC's were the first physician organiza-
tions to establish sophisticated, effective programs of peer review of
the utilization of physicians' services and became prototypes of
both IPA/HMO's and PSRO's. The major difference was that the
efforts were totally private. IPA's and related HMO's now make up
a major part of our association. Some years ago we helped organize
the American Association of Professional Standards Review Orga-
nizations.

The *commitment for our organization to improve competition in
-health care is a matter of public record for many years now. Our
commitment continues, as evidenced by our sponsorship of the Age
of Competition Conference on January 8 of this year. We would
like again to express our deep personal thanks, Mr. Chairman, for
your highly praised participation in that conference.

Many FMC programs take the form of a cooperative venture be-
tween the foundation, the consumer or his management trust fund
and a third party payer, such as Blue Cross/Blue Shield, a commer-
cial insurance company, or government.

The foundation defines a comprehensive health benefit program
suited to the needs of a particular subscriber group. The foundation
then develops an agreement with its member physicians and other
providers Which gives the patient certainty of cost and coverage. By
certainty of cost, I mean a maximum payment schedule and agree-
ment by physician and provider not to charge the patient any addi-
tional amounts.

The physicians agree further to accept a formal system of peer
review by colleagues in active medical practice, and to the greatest
extent possible,+ to participate in this review* process. FMC peer
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review comprises much more than evaluating physicians' charges.
Indeed, the quality of care and the appropriateness of the services
involved are the prime focal points of FMC monitoring.

When it has agreed to administer a given health benefit pro-
gram, the foundation will contract with insurers and employers to
assure the patient of quality care and reasonable access to services,
at a predictable cost. In effect, it will commit the community medi-
cal system to delivery of health services in an organized mode--not
under one group, as in a group practice health maintenance organi-
zation-but within the framework of a private practice, under a
management system sponsored by the foundation.

Peer review of the professional services rendered under FMC
auspices is the heart of the foundation's service program and in
many areas, that is the sole or principal function of the FMC.
There are a variety of local pattern based on local needs and re-
sources of each community.

In peer review, the final distribution of benefit payments is au-
thorized only after, approval, not by a third party payer, lay and
remote, but by one s own local peers in medical practice. This ap-
proach has almost always proved effective. A provider of health
services does not dismiss lightly the genteel disagreement of his
colleagues.

While due attention is given to the fees charged for professional
services, the major emphasis of the review program is on utiliza-
tion of health services. The number of visits, the number of elective
surgical procedures, the appropriateness of the care rendered and
the hospital admissions, the length of stay in institutions-these
and other factors have become components of a sophisticated peer
review activity.

I can illustrate this point further, Mr. Chairman, by describing
some of the activities in my own foundation. The Iowa Foundation
for Medical Care serves as a good example of how a peer review
organization can serve the interests of both the public and the pri-
vate sectors. The IFMC was created in 1971 by the physicians of
Iowa to serve as a statewide private nonprofit peer review organi-
zation. Since its creation, the foundation has grown to a point
where it provides review for 20 private clients. Currently the IFMC
scope of review includes 131 hospitals, 460 long-term care facilities,
26 skilled nursing facilities and 4 mental health facilities. Annual-
ly the foundation reviews approximately 425,000 patients in all of
these facilities.

The foundation has been able'to document its impact on health
care utilization during its years of existence. The foundation's ac-
tivities have produced a steady decline in medicare and medicaid
utilization since it began Federal review in 1977. We in fact have
considered ourselves contracting with the Federal Government to
do the PSRO.

Given this understanding of how FMC's work, you can appreci-
ate, Mr. Chairman, why AAFMC is interested in and supportive of
your bill. It is quite likely that some of our members will be very
interested in responding to the incentives in your bill for effective
private review as well as review for public programs.

We agree with your basic premise in fashioning this legislation,
that effective and efficient peer-based utilization review will be a



65

necessary part of any new effort to inject competition into the
health care field. The mechanism called for in your bill will do
much to further this objective. We are in fact delighted that you
support both increased competition and effective peer review, and
we pledge to continue to work with you to accomplish our mutual
objectives. .

The main message we want to leave with the committee is that
we believe S. 2142 is on target and we wholeheartedly support the
thrust of this legislation. We will be glad to work with the commit-
tee and its skillful staff to move the legislation to enactment. I will
answer any questions if necessary.

[The prepared statement of John Sunderbruch, M.D., follows:]
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TESTIMONY OF THE

AMERICAN ASSOCIATION OF FOUNDATIONS FOR MEDICAL CARE

PRESENTED BY

JOHN SUNDERBRUCH, M.D.

Mr. Chairman, my name is John Sunderbruch. I am president of the

American Association of Foundations for Medical Care and a practicing

physician in Davenport, Iowa. I am accompanied by Mr. Boyd Thompson,

executive vice president of our Association.

I appreciate this opportunity to present the views of our Association

on S.2142, a bill to provide for a new system of utilization and quality

control peer review to he made available to public and private third

party purchasers of medical care.

The American Association of Foundations for Medical Care originated

as a regional group of Foundations for Medical Care (FMCs) based primarily

in the far weit. FMCs were the first physician organizations to establish

sophisticated, effective programs of poer review of the utilization of

physicians' services and became prototypes of both IPA/HMOs and PSROs

the major difference was that the efforts were totally private. IPA& and

related HMOs now make up a major part of our Association. Some years ago,

we helped organize the American Association of Professional Standards Review

Organizations.

The commitment of our organization to improved competition in health

care is matter of public record for many years now. Our commitment continues,

as evidenced by our sponsorship of the Age of Competition Conference on

January 8 of this year. We would like, again, to express our deep personal

thanks, Mr. Chaiman, for your highly praised participation in that Conference.

A brief description of how these original FMCs worked will be helpful,

I believe, in understanding these complex and different organizations.

Many FMC programs take the form of a cooperative venture between the

Foundation, the consumer or his management trust fund and a third party payer

(Blue Cross/Blut Shield, a commercial insurance company or government), The
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Foundation defines a comprehensive health benefit program suited to the needs

of a particular tubicriber group. The Foundation then develops an agreement

with its mmber physicians and other providers Aitch gives the patient

certainty of cost and coverage. By certainty of cost, I mean a maximum

payment schedule and agreement by physician and provider not to charge the

patient any additional amounts. The physicians agree further to accept a

fomal system of "peer review" by colleagues in active medical practice and,

to the greatest extent-possible, to participate in thit review process. FMC

peer review comprises much more thin evaluating physicians' charges. Indeed,

the quality of care and the appropriateness of the services involved are the

prime focal points of FMC monitoring.

When it has agreed to administer a given health benefit program, the

-Foundation will contract with insurers and employers to assure the patient

of quality care and reasonable access to services -- at predictable cost.

In effect, it will commit the community medical system to delivery of health

services in an organized mode .- note under one roof, as in a "group practice

health maintenance organization" -. but within the framework of private

practice, under a management system sponsored by the Foundation.

"Peer review" of the professional services rendered under FMC auspices

is the heart of the Foundation's service program and, in many areas, that is

the sole or principal function of the FMC. There are a variety of local

patterns based on local needs and resources of each community. The earliest

FMC, the San Joaquin Foundation, set the pattern more than thirty years ago

when the local physicians "to accomplish the objectives of optimal quality,

reasonable access and predictable cost" agreed among themselves to all claim

forms before payment.
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In peer review, the final distribution of benefit payments is authorized

only after approval, not by a third party payer (lay and remote), but by

one's own local peers in medical practice. This approach has almost always

proved effective. A provider of health services does not dismiss lightly

the genteel disagreement of his colleagues. While due attention is given

to the fees charged for professional services, the major emphasis of the

review program is on utilization of health services. The number of visits,

the number of elective surgical procedures, the appropriateness of the

care rendered and the hospital admissions, the length of stay in institu-

tions -- these and other factors have become components of a sophisticated

peer review activity.

I can illustrate this point further, Mr. Chairman, by describing some

of the activities in my own Foundation. The Iowa Foundation for Medical

Care serves as a good example of how a peer review organization can serve

the interest of both the public and private sectors. The IFMC was created

in 1971 by the physicians of Iowa to serve as a statewide, private non-profit

peer review organization. Since its creation, the Foundation has grown to

a point where it provides approximately 20 private clients. Currently, the

IFMC scope of review includes 131 hospitals, 460 long-term care facilities,

26 skilled nursing facilities and four mental health facilities. Annually,

the Foundation reviews approximately 425,000 patients in all of these

facilities.

The Foundation has been able to document its impact on health care

utilization during its years of existence. The Foundation's activities

have produced a steady decline in Medicare and Medicaid utilization since

it began federal review in 1977. In addition, the Foundation has also

shown impact on the private side. One private client benefited from an
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18.7% reduction in the number of hospital days per thousand people and a

10.6% reduction in admissions per thousand during the first two years of

review. Blue Cross of Iowa mandated utilization review for its policies

through the IFMC effective January 1, 1981, for 96 hospitals participating

in their program. Other private insurance carriers are joining the IFMC's

program to help assure appropriate utilization.

Given this understanding of how FMCs work, you can appreciate, Mr.

Chairman, why AAFMC is interested in and supportive of your bill. It is

quite likely that some of otir members will be very interested in responding>

to the incentives in your bill for effective private peer review, as well

as review for public programs.

We agree with your basic premise in fashioning this legislation --

that effective and efficient peer-based utilization review will be a necessary

part of any.new effort to inject competition into the health care field.

The mechanism called for in your bill will do much to further this objective.

We are, in fact, delighted that you support both increased competition and

effective peer review, and we pledge to continue to work with you to accomplish

our mutual objectives.

The main message we want to leave with the committee is that we believe

S.2142 is on target, and we wholeheartedly support the thrust of this legis-

lation. We will be glad to work with the committee and its skillful staff

to move the legislation to enactment.

Mr. Chairman, I will be glad to answer any questions you or other members

of the subcommittee may have.
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Senator DummBERGER. Thank you very much. Dr. Weeks.

STATEMENT OF DR. HARRY WEEKS, CHAIRMAN OF THE LEGIS-
LATIVE COMMITTEE, AMERICAN ASSOCIATION OF PROFES-
SIONAL STANDARDS REVIEW ORGANIZATIONS, BETHESDA,
MD., ACCOMPANIED BY MS. LYLA HERNANDEZ, EXECUTIVE DI-
RECTOR
Dr. Wimns. Mr. Chairman, m name is Harry Weeks. I am a

practicing physician from Wheeling, W. Va., past president of the
AAPSRO and with me today is La Hernandez, our executive di-
rector. I appreciate very much this opportunity to testify.

As you are aware, Mr. Chairman, the PSRO program has been
evaluated time and time again by many people. In my submitted
testimony I presented detailed statistics on the effectiveness of the
PSRO's. The bottom line is that they save more Federal dollars
than they cost.

Perhaps the best indication today that we are effective is reflect-
ed by the fact that those who have had an opportunity to contract
with PSRO's for review are now doing so. Twenty-six States have
entered into medicaid review contracts with PSRO's, and while
some are still being continued under a Federal grant process, it is
anticipated that most of the States will pick up the option to con-
tract with PSRO's.

Our members report that 67 PSRO's have signed contracts for
private review and an additional 18 are in the process of negotiat-
ing contracts.

Though we are pleased to be able to report these accomplish-
ments, we agree that changes can be made which would improve
the program.

The most far-reaching bill before you is your bill, S. 2142, and we
see several important advantages in that bill. Perhaps the foremost
of these from the perspective of our members is the clear intent to
avoid the day-by-day involvement of HHS employees. We also sup-
port the provisions which encourage private review.

In addition, we strongly support the changes which would be
made regarding sanctions. Our experience with the bureaucracy
has been poor. Once a PSRO has reached the point of recommend--
ing a sanction, you may be sure that the individual or organization
involved is a very poor performer indeed. The Department has
acted but frequently takes years to act on these recommendations
and meanwhile, the one being recommended for sanction continues
to harm patients.

While we favor the major purposes of S. 2142 and S. 1250, ex-
thnded discussions with our membership reveal their reluctance to
support S. 2142 without certain changes which we believe would
improve the prospects that we will reach our common objectives.

First, we strongly believe that preference for review organiza-
tions should be given to nonprofit physician organizations. We
would further urge the committee that when defining the require-
ment that a review organization be composed of a substantial
number of practicing physicians, that the word "substantial" be de-
fined to mean a large proportion of the practicing physicians in an
area, perhaps on the order of 30 to 40 percent.
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Second, while we understand that the intent of the provisions of
Senator Baucus' bill and in the chairman's bill to require that
review organizations be based primarily at the State level is to pro-
duce administrative cost savings and to facilitate private review,
we believe that a move to eliminate existing PSRO's with proven
track records would be counterproductive. We also believe that the
minimum number of hospital admissions required for area designa-
tion should reflect all admissions, not just medicare admissions.

And finally, we believe that the health insuring organizations
themselves not be permitted to be peer review organizations. Our
rationale for this is twofold. First, insurance companies compete
among themselves. If one of them were to be a review organization,
the requirement in the bill that it offer its services to other insur-
ers would simply not be taken up by their competitors, thus block-
ing the possibility of private review in that area.

-Second, it is quite clear that despite their own evaluations that
PSRO's are effective and are producing savings, the administration
is determined to eliminate PSRO's or any type of peer review orga-
nization. They have shown that they wish to use fiscal intermediar-
ies to conduct review, even though there is absolutely no evidence
to support the contention that this approach would be more effec-
tive than PSRO. In fact, the evidence is to the contrary.

If S. 2142 allows insurance companies to compete for review con-
tracts, the possibility exists that the administration would ignore
the intent of the legislation and choose insurers over peer review
organizations.

Moreover, we share Senator Baucus' concern that the adminis-
tration would simply use S. 2142, if passed as now drafted, to elimi-
nate peer review.

We have, quite frankly, no specific changes to suggest be made in
the bill beyond those already described. We do believe, however,
that if the committee approves the legislation that it should obtain
specific agreements from those in the Department that they will
administer the program in the manner intended.

Mr. Chairman, we thank you for the subcommittee's time and at-
tention. We would be glad to answer any questions.

[The information presented by the AAPSRO follows:]



72

PSRO IMPACT
ON

MEDICAL CARE SERVICES: 1981

A Report of the 1981 AAPSRO Impact Committee

B. Marc Allen
Chairman

INTRODUCTION
The Professional Standards Review Organization (PSRO) program was created by P.L. 92-603 in 1972 for the

purpose of assuring that health care services delivered to Medicare and Medicaid patients are necessary, appropriate and
of acceptable quality. PSROs are independent, local, organized, physician member organizations which have accepted
the responsibility for monitoring the delivery of health care services to Medicare and Medicaid patients and taking action
to correct identified problems. The philosophy of why approximately 150,000 physicians are involved in PSRO review
can, perhaps, best be reflected by a statement made by one of these physicians.

'We recognize that there is a finite limit to resources; therefore, there is a
finite limit to health care funds. If any funds expended are for unnecessary, in-
appropriate, or unreasonably expensive services, the remaining reduced funds will
purchase less health goods and services, thus potentially reducing the overall quality_
of health care."

There are presently 147 PSROs conducting review of the medical necessity and quality of services. Many PSRO
results are statistically measurable in terms of reduced hospital use and reduction of waste. Other results are more subjec-
tive or problem related and are best reported by describing local experiences.

All PSROs do not address the same specific topics in their daily activities of reducing unnecessary utilization and
improving the quality of services. Congress, in its wisdom, established PSROs as local physician organizations so that each
could identify significant problems in their areas and devise and carry out strategies to correct them. As a result, not all
PSROs direct their resources at reducing overall length of stay or days of care per thousand because not all have current
problems in those areas. Many PSROs spent their early years concentrating their efforts on unnecessary hospital care
but once these areas were brought under control, they used their data systems to identify other problems in their areas.

The purpose of this report, then, is to provide an overview of the achievements of PSROs for those areas which
can be more readily quantifiable (utilization) as well as for those areas which cannot readily be measured by numbers
but which produce improvements in quality.

METHODOLOGY
In June, 1981 a questionnaire was mailed to each PSRO asking for delineation of the areas where each felt It had

achieved impact. One hundred four responses were received. These 104 PSROs conducted review of 7,289,874 discharges
or 66% of the total federal discharges reviewed by PSROs.

The responses have been divided into two major categories: 1) impact on reducing unnecessary utilization; and
2) impact on improving quality.

REDUCING UNNECESSARY UTILIZATION
Many PSROs across the country reported that they had identified utilization problems within their areas and had

acted to correct those problems. For purposes of this report it is impossible to relate the hundreds of specific examples
reported. We have, however, chosen a few examples to provide an overview of the kinds of impact PSROs have achieved.

For many of these areas we have attempted to calculate the total reductions in days of hospital care as well as
the amount saved through these reductions. The more basic and useful figure is days of hospital care saved per thousand
beneficiaries, and that figure has been used when available. To the extent that the same PSROs reported impact in more
than one area (e.g., reduction In average length of stay and in days of care/1,000 Medicare beneficiaries) it Is, of course,
not appropriate to add each separate category to arrive at total days saved.

Reductions In overall length of stay (ALOS) for Medicare and Medicaid. Twenty-two PSROs reported that they
had identified problems in the ALOS for Medicare and had taken corrective action. These PSROs reported drops In the
Medicare ALOS ranging from .1 days to 1.7 days (see Table 1, pages 10-13).

To calculate the actual number of days saved through this reduction, the number of Medicare discharges in the
year showing reduction is multiplied by the decrease in ALOS between the baseline year and the year of reduction for
each PSRO.
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These 22 PSROs, then, reported a decrease of 504,359 days achieved through reductions in ALOS for Medicare.

The American Hospital Association reports that the average adjusted cost per patient day for a hospital to provide
serves to a patient is $245.12. In order to calculate the amount of dollars saved through this reduction in days one
cannot assume that the full 100% of the $245.12 per day is saved. The Health Care Financing Administration has used
40% of the cost of a day to calculate the amount saved by PSROs. For purposes of this report, we have used an even
lower figure of 33% of the cost of a day as the amount saved.

Given the above, then, the 504,359 days reduction reported by these twenty-two PSROs yields a savings of
$40,797,600.

Twelve PSROs reported on reductions in ALOS for Medicaid (see Table 2, pages 14 & 15). The extent of these re-
ductions ranged from .2 days to 1.3 days. The total reduction in days achieved by these twelve PSROs through reduc-
tions in Medicaid ALOS was 140,654 days.

Again, using 33% of the cost of a hospital day as the amount saved, the 140,654 day reduction amounts to a
savings of $11,377,502.

Looking at the single area of reductions in ALOS for Medicare and Medicaid together, then, we see that the
PSROs reporting on these areas showed a reduction of 645,013 days for a dollar savings of $52,175,102.

Reductions in days of care/1,000 (DOC/1,000) for Medicare and Medicaid. Eleven PSROs reported they had
identified a problem expressed as an excess of days of care/i,000 for Medicare patients and had intervened to reduce
the extent of that problem (see Table 3, pages 16 & 17). The size of the decrease in Medicare DOC/1,000 ranged from an
11 day reduction to a reduction of 537 DOC/1,000. The total reduction of days attributable to the reports of these
PSROs is 81,430 days.

. Using 33% of the total cost of a hospital day as the amount saved, this 81,430 reduction in days represents a
savings of $6,586,873.

Five PSROs reported that they had achieved reductions in Medicaid DOC/1,000 ranging from a decrease of 44
DOC/1,000 to a decrease of 613 DOC/1,000 (see Table 4, page 18). The total reduction in days reported by theso PSROs
amounted to 32,515 days for a savings of $2,630,138.

These PSROs, then, reported a reduction in days of care per 1,000 for Medicare and Medicaid amounting to a
decrease of 113,945 days and a dollar savings of $9,217,011.

Reductions in procedure-specific length of stay. Thirty-eight PSROs, shown in Table 5 below, reported that they
had Identified problems of excessive length of stay for various procedures and had taken actions to correct those prob-
lems. These PSROs reported achieving reductions in procedure-specific lengths of stay amounting to a total of 39.146
days or $3,166,520 saved.

Table 5: Reductions in Average Length of Stay (A LOS) by Procedure by PSRO and Region of the Country

Alo- S Days ALOe DaysRegion and PSRO Procedure 1979 1990 Saved Region and PSRO Procedure 179 10B S aOve
NORTHEAST Repair of Abdominal
Connecticut Are Fracture of bone Hernia 11.7 9.9 119

II PSRO with major surgery 19.0 18.2 720 New York County Abdominal

Rhode Iland Cholecystectomy 15.1 13.2 1.081 Health Services Hysterectomy 13.0 12.7 164
PSRO Total hip replacement 21.9 21.1 692 Review (NY). Vaginal Hysterectomy 11.0 10.5 105

T.U.R.P. 12.6 12. 254 Lumbar Disc Excision 27.0 23.3 263. Meniscectomy 12.5 9.3 134

Five County Arterlography and T. & A. 2.0 1.9 59
Organization for Phlebography 11.4 7.8 488 Disease of Gallbladder
Medical Care end Appendectomy 9.3 7.6 150 and Bile Duct with
PSR (New York) Low forceps with/ operation 10.6 10.5 46

without Epislotomy 3.7 3.5 36 Disease of ProstateArthroplasty of hi0 24.4 218 28wt .IRP .7 .6 5_1._i26 with T.U.R.P. 8.7 8.6 5
T.U.R.P. 13.8 12. 2 330 Cholecystectomy 14.8 13.3 989
Repair of Inguinal1 Arthroplasty of hip 25.3 23.4 1,277

Hernia 7.4 6.6 232 T.U.R.P. 12.3 11.4 1.251
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ALOSI Days [ALTOS ~Das
Region and PSRO Procedure 79 8 Says Region and PSRO Pro eerdu[ 197 19O 1 J

=,9 Saved 1,7 .. 19, , , , =

Kings County Health
Care Review
Organization (NY)

Nqu PRO (NY)

PSRO of Rockland
(NY)

Bronx PSRO (NY)

PSRO of Union
County (NJ)

Passaic Valley
PIRO (NJ)

Southwestern
Pnnsylvana
PIRO

Highlands PSRO
Corp. (PA)

Southcetntral
Pennsylvania
PSRO

SOUTH
West Virginia

Medica Institute

Repair of Inguinal
Hernia

Repair of Abdominal
Hernia age 64 with
minor repair

Suprapubic
Prostatectomy

Pacemaker insertion
repairs

Cholecystectomy
T.U.R.P.

Elective surgery

T.U.R.P.

Benign Prostate
Hypertraphy with
T.U.R.P.

Maintenance
Chemotherapy

insertion of permnent
paweaker

Normal delverive
(Medild)

Total Abdominal
Hystertomy -

Total Cholsaystatomy
(MedIree)

Total Choleystetomy
(Medicaid)

Suprapuble
proettectomy
(Mediare)

Cholecystectomy

Abdominelnvegina
Hysterectomy

Hemill repair In
hoepital 0
(Medloare)

Hernia repair In
hospltal I
(Medicar)

Hernia repair In
hospital K
(MedIcald)

Hernl repair in
hospital N
(Medilad)

T.U.R.P,

Abdominal hernia
age gater 65 with
major surgical repair

Disease of vetler
system with

reconstruction of
aery or amputation
of extremity

Normal
delivery

6.8

6.9

16.4

16.3
18.1

6.3

6.5

15.8

15.6
17.3
15.7

6.4

12.1

14.9

1.9

4,1

311

9.2

16.4

10.0

15.3

14.
7.6

6.7

10.4

4.0

6.1

3,8

6.4

894
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So0
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850
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36

60
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log

417

1168
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30
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666
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19.6 11073

3.6 10

7.3
12.5
14.5

24.0

9.2

6.9
11.0
13.1

23.6

7.0

11.4 10.8

Northern Virginia
FMC

Colonial Virginia
FMC

North Central
Medical Peer
Review
Foundation
(NC)

Piedmont Medical
Foundalon
NC)

Community Medicl

Association (FL)

Puerto Rico
PMC

CENTRAL

Region X
PRO (O)

Physiclane Pee
Review
Association (PH)

Are VIII Peer
Review
Orqenllstion
(OH) ,

Western Michigan
PSRO

Upper Peninsula
Quality
Auoclation (MI)

Unilateral repair of
inguinal Hernia

T.U.R.P.
Cholecystectomy
Open reduction of

fracture of femur
with Internal
fixation

Minor repair of
hernia of
abdominal cavity

Disease of Gallbladder
and Bile Duct with
operation

Dises of female
genltal organs with
hysterectomy

T.U.R.P.
Chplecysteciomy

HVpePl of
Prostate withT,U,RP,

Choleevsteatomy

Cholecysteetomy

Cholecystectomy

T.U.R.P.

Hernia uelti
Open Reduction of
fracure with
intwn flixatlon

T.U.111P.

Cystoaesy

T.U.R.P.

Proltetectomy0kust Iopsy
Urethral diletlon
Troneurethrl

deetructlon of
bladder eelon

Hemorrtoldectomy

Hip fracture

Normal
delvary

8
353
350

77

20

19

38

56
302

669.6 0 1 246
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Cholsoystectomy
InIunal or femorel

hernlorrhaphy

T.UR,P.

Dilation S
Curiett

T.U.R.P.

T.U.R.P.

Hernia mre

Dilation a Curretta

15.4

11,5

3.7

12.6

190

12,1
19U012.1
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Reslen ad PIso

WIST
Utah PSRO

GreaterOregon
PSRO

Multnornah FMC(OR)

Ares XXII PSRO
(CA)

Mld.Pslnoula
PIRO (CA)

San Oklpolmwela
PIRO (CA)

San PrFnallo
PRO (CA)

Superior California
PIEO
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Rediefom Ii dlpoelsoeefle kngth of ty. Table 0 shows the thirty.two PSROs which reported they had
uncovered and ornected problems In lengths of tay for several diagnose. B a upon PSAO actions, reductions totalling'
a savings of 43,547 days or $3,522,517 were achieved In this aea.

Tale l Reductions In Average Length of Stay (ALOS) by Diagnosis by PSRO and Region of th#Country
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A.MI.
C.V.A.

Congestive heart
f liure

A.M..

A.M.I.

Pneumonia, agelS
without opertion

Heartfalure
Moute Isehemie

heart disease
Pneumonia
Complicated diabetes
Un oor slcted
die

A.M..

A.M..
boemi I heart

disease

960

15.4

1079
16.4
13.0

1961

S112.1

15.3
12.6

743

396
67

12.0 I IIA 11,319

16.5

16.0
9.9

9.0

12.7

9.6
12.0
15.1

11.2
14.7

14.4

11.3

M53

17.3
9.7

1

12.3

9.2
11.
14.0

10.3
13.9

13.3

5.3

240

21

11A62

947
1.332
1,166

604
2,377

413

$5

Bronx PSRO (NY)

PSRO of Union
County (NJ)

Essex PRO (NJ)

Hlghlands PIRO
Corp. (PA)

astern PennIsvania
Health Care
Foundation

Southonal
Pennsylvania
PSRO

Southwestern
Pennsylvania
PSRO

SOUTN
Montgone County

Me loal Cars
Foundation (MG)

A.M.I.

C.V,A. (Madiare)
Unsmeified

Pneumonia
(M dcere)

Unspwiflied A.M.I.
A.M.I. of other

Interior wll

AMI.
Pneumonia agar31

Ichemlo henrt
diassa

A.M.I.

A.M.I.

lachemic heart
disease

A.M.i.

A.M.i.
Congestive heart

fllure

C.VA,

17.5

12.0

13.3
13.3

14.8

17.0
6.9

9.6
12.7
20.6

16.9

9.6
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17.0

11.3
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9.7
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9.0
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16.7
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17.5
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hernlorrhaphy

Suprapubic
proaateotomy

Menlacectomy

Chollcyotectomy

T.U.R.P.

T.U.R.P.

T.U.R.P.
T.U.M.P.
Total hip

replacement

3.4

10.1

5.6

16.3

14.3

8.0

768

6.6

16.7

3.1

7.9

5.1

13.1
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7.0

6.1

6.2

13.6
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75
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.. Los ... lALOSIRegion end PSROD Diagnosis L O ays Region and PSRO Diagnos s... Da"
1979 1980J Saved 1979 190 Saved

Congestive heart
failure

A.M.I.

A.M.I.
Diabetes
Ischemic heart

dim
Pneumonia

A.M.I.
Pneumonia

Adult
diabetes

C.V.A.

Diabetes

C.V.A.
Pneumonia

17.7

18.1

17.7
14.5

6.9
7.1

15.4
16.3

10.4

13.5

11.5

23.7
11.9

4

16.2

16.7

15.6
10.5

6.6
5.3

Baltimore City
PSRO (MD)

West Virginia
Medical Institute

Colonial Virginia
FMC

Piedmont Medical
Foundation (NC)

North Central
Medical Peer
Review
Foundation (NC)

Central Piedmont
PSRO (NC)

West Central
Florida PSRO

Virgin Islands
Medical Institute
PSRO

735

455

200
40

16
18

174
119

180

184

874

1,130
48

CENTRAL
Region Six PRO

(OH)

Western Michigan
PSRO

Eas Coentrol

Illinois FHC

Blackhawk Area
Health Care
Review Org. (I L)

Indiana Area II I
PSRO

Kansas FMC

WEST
Greater Southern

Arizona PSRO

Multnomah FMC
(OR)

Area XXII PSRO
(CA)

Carebrovascular

disease
A.M.I.

Pneumonia

Diabetes Mellitus
Chronic Ischemic

heart disea
Cerebroveacular

diesel
Heert failure
Pneumonia
A.M.I.

Pneumonia

Chronic Lschemic

heart disease

Diabetes

Pneumonia
C.V.A.

C.V.A.

Diabetes

12.0 625
12.2 1,O80

12.6
15.5

13.2

10.6

9.5

11.5
12.2
10.5
13.2

0.2

11.8

9a

17.2
15.6

12.3

11.1

Reductions In pre-operative length of stay. Twenty-six PSROs found and corrected problems in excessive lengths
of stay for pre-operative procedures, resulting in a reduction of 69,678 days for a savings of $5,636,253.

Table 7: Reductions in Preoperativi Length of Stay (LOS) by PSRO and Region of the Country

Region and PSRO Pocedure I P S , av16e" l 01 Saved
I....... ae ,oF

NORTHEAST
Connecticut Area

II PSRO

Rhode Island PSRO

New York County
Health Services
Review .

Kings County Health
Care Review
Organization
(NY)

T.U.R.P.

Cataracts

Vaginal hysterectomy
Cholecystectomy
Unilateral Inguinal

hernia repair
Arthroplasty of hip
T.U.R.P.
Suprepubic

prostatectomy
Biepharoplasty

Cholecystectomy
Medicare elective

surgery
Medicaid elective

surgery

4.3

2.0

1.7
3.0

1.5
3.5
3.4
3.5
1.1

6.1

4.0

2.1

3.6

1.1

1.6
2.7

1.4
2.1
3.1

3.0
1.0

5.6
2.5

1.0

350

1,159

21
198

179
941
417

134
53

50

15.000

22.000

Five County
Organization for
Medical Care and
PSR (NY)

PSRO of Rockland

(NY)

Nassau PRO (NY)

PSRO of Oueens
County (NY)

Passaic Valley
PSRO (NJ)

Unilateral inguinal
hernia

Intracapsular lens
extraction

Open reduction of
fr action of femur

Herniorrhaphy

Elective surgery

Elective surgical
admissions
(Medicare)

Elective surgical
admissions
(Medicatd)

Cholecystectomy

2.1

1.3

3.5

2.1

1.7

3.5

1.3

3.5

30

10

58

8

3,000

2.2 17A75

1.0 11,725

2.6 201

1.7

1.1

2.1

2.0

1.4

15.2
14.6

10.3

11.6

9.5

12.4
11.1

560

1.169

2,370
3,810

493
708

118

450

2.154

103
380

1958

I 88

10A

9.1"

85

10.5
9.7

10.1
12A

9.0

10.9

BA

13.1
13.7

10.3

8.8
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1960 5a~e~ Region and PSRO rProceduePr-LOSoy Region and PSRO Procedure Procedure LOSysRegion and PSRO Pocdre199190Saved 197080 Sve(

Essex PRO (NJ)

PSRO of Union
County (N.J)

Southwestern
Pennsylvania
0$RO

Southcentral
Pennsylvania
PSRO

SOUTH
Delaware Review

Org.

West Virginia
Medical Institute

Colonial Virginia"FMC

2.6
5.1

1.5

1.8
1.6
1.8

3.0

4.2
1.4

IA

Abdominal/vaginal
hysterectomy

Cholecystectomy

Vaginal hysterectomy
Unilateral repair of

Inguinal hernia
Gastroscopy
Diagnostic 0 & C
Unilateral: extended

simple mastectomy
Insertion of temporary

cardiac pacemaker
Appendectomy

Cataract
removal

T,U.R.P.

Elective surgery

Cholecystectomy
Inguinofemorsl
*hernlorrhaphy
Intraocpsular lens

extraction
Arthropiaesty
TU.R.P.

Complete or radical
mastectomy

Hysterectomy
Cholecystectomy
Inguinofemoral

hernlorhaohy
Intracapsular lens

extraction

2.3
4.8

1.4

1.6
1A
1.2

2.3

2.3
0.9

1.2

3.5

2.7

5.3

1i

1.3
3.1
4.1

3.3

5.2

1.8

1.6

131
149

6

39
46

136

71

177
35

194

440

1,A30

100
80

160

240go

33
44
60

38

40

Piedmont Medical
Foundation (NC)

CENTRAL
Region VI Peer

Review
Corporation (OH)

Western Michigan
PSRO

Iowa FMC

Kansas FMC

WEST
Greater Southern

Arizona PSRO

Mid-Peninsula
PSRO (CA)

Superior California
PSRO

Riverside County
PSRO (CA)

San Francisco
PRO (CA)

Cholecystectomy
High pre-op LOS all

procedures

T.U.R.P.

Lens extraction
Hip fracture

T.U.R.P.
Intracapsular lens

extraction
Cholecystectomy

T.u.R.P.
Amputation of

lower limb

Pre-op LOS -
Medicare

Carotid artery stenosis
& occlusion

T.U.R.P.
Total hip

arthroplasty

Total replacement
Cholacystectomy

T.U.R.P.

IMPROVING QUALITY
Eighty-five PSROs reported on 337 instances of PSRO action leading to improvements in the quality of patient

care. These quality improvements spanned the spectrum of possibilities including Improved performance of individual
physicians and other health care practitioners, correction of institution-wide or areawide problems, elimination of
unjustifiable surgical procedures, reduction in mortality rates, improved use of medications, increased appropriateness
In the use of ancillary services plus much more.

The tremendous volume of activity reported precludes inclusion here of all examples. A few have been chosen,
however, to show the broad range of PSRO accomplishments in improving the quality of health care services provided
to the American public.

Acute Myocardlel Infarction. Aabama Medical Review, Inc., the PSRO for the entire state of Alabama, found
unacceptably high acute myocardial infarction mortality rates in thirty hospitals in the state due to delays in placing
patients on cardiac monitors ard to delays in starting IVs. PSRO physicians met with their peers to discuss these prob-
lems and arranged for inwevice training and continuing medical education efforts. A follow-up audit documented a
71% Improvement In tir'iely placement of patients on cardiac monitors and a 62% improvement in the expeditious
administration of IVs.

94-587 0-82-6
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3.8

4.7
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2.2

1.7
4.3
5.0

4.4
2.4
5A

2.0

2.0

2.6

2.9
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3.3
8.0

4.0

1.4
3.7

4.3

9.7

3.5

2.2

1.8

2.4

2.2
3.3

2.8

67

6,000

180

1,840
760

9o

450
420

555

201

360

24

55

120

34
520

286

4.6

1.0
4.0

3.6

1.3
3.5

4.0

92

3A

1A

1.7

1.4

1.3
2.8

2.4
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The Central Piedmont PSRO located In Durham, North Carolina found that the mortality rate for acute myo.
cardlol Infarction (AMI) patient In one area hospital wee 4.7%, a rate deemed much too high by the physcins, As a
result, PSRO phylciana met with their peers at that hospital, discussed the problems uncovered, end arranged for medl.
col education on AMIs. One year later, analyas showed that the mortality rate for AMI In that hospital had been reduced
by 37%.

The Region III Professional Review Organization In Findlay, Ohio Identified a 07% mortality rate for AMI
patients In one area hospital, The PSRO physicians met with the hospital chief of staff to discuss appropriate treatment
methods as wel! e contralndicated treatment. In addition, due to the sli and resources of the Institution It was rcon
mended that serious cas be considered for transfer to nearby facilities better equipped to handle them, The PSRO
reported that the AMI mortality rate dropped from 67% to 0% with serious am being trarferrmd to a nearby coronary
care unit,

The Kern County PSRO located In Bakersfield, California reported high incidenois of mortality In four ar
hospitals following myocardial Infarctlons. Further Investigation showed that two of these hospital did not have suffl.
dent reource to provide adequate backup for MI patients, 100% non.delegated concurrent review In these two facilities
provides for transfer of stabilized MI patients to speciality units in other hospitals and has resulted In reductions in
mortality rate of ON and 50% respectively for thes two hospltals. Medical staff In the remelning two hospitals have
examined treatment regimens for MI patients and have corrected problems leading to Mi mortality reductions of 14%
and 30% respectively.

Use of blood, The Wet Virginia Medical Institute, the statewide PSRO located In Charleston, Identified a prob.
leam In wasta of blood and blood ordering practice for surgical procedures and/or Inefficlent blood bank practices.
327 physicians, Blood Bank and laboratory personnel were Involved end 24,680 federal patients were affected annually,

Working closely with the American Red Cros Blood Services (ARCBS) the PSRO compared actual ordering and
transfusing practices to current acceptable ARCBS standards and Implemented corrective action where Indicated. The
ARCBS covering West Virginia reports a decrease in blood wastage from 10% to 6,7% following the study, Given that the.
net distribution of blood for this are was 44,790 units at a cost of $39/unit, the decrease wastag has resulted In savings
of $9,68.

-I0-Ph lclns Poor Review Organization located In Ashland, Ohio found an overuse of the tet type
and croaematch In twenty-four facilities affecting 8,000 patients. The PSRO Informed staff of each hospital of the
current blood utilization procedures recommended by the Red Cros and placed seven of the 58 Involved physicians
under concurrent review to Improve blood utilization techniques, Results show that appropriate replacement of the typaz
and croamatch by the type end screen has occurred In 50% of the cas. Since the average type'and crownstch costs
$40,00 while the average type end screen costs only $7.00, the PSRO estimates savings at $132,000.

The Rhode Island PSRO In Providence. found Inappropriate administration of single unit tra wfuslons In one
hospital affecting 220 patients, Based upon direction of the PSRO, In-house educational sessions were conducted In the
Deportment of Anethesia, the Department of Nursing and among the Chlefs of Service, A reaudit showed that Inappro.
priate single unit transfusions for non-surglcel and Intra.op patients were reduced by 100% and Inappropriate poat-op
single unit transfusions were reduced by 60%.

Physician behavior, The Southwestern Pennsylvania PSRO located In Greensburg Identifled one general surgeon
who was treating a large number of medical service caes In a manner his peers Judged Inconsistent with good quality.
In examining the denial letters Issued at the hospital In which this physician practiced, It wee found that 24% of the
denlls for the entire hospital were attributable to this single physician,

The PSRO physicians made several attempts during 1980 to work with the general surgeon to correct the Identl.
fled problems, but the general surgeon refused to change his pattern of practice. The PSRO, was, therefore, left with no
alternative but to file a unction recommending exclusion of this physician from receiving Medicare and Medicaid pay.
ment for services, A decision by the Secretary on that sanction Is still pending with the Department of Health and
Human Services,

Physicians In the Riverside County PSRO located In Riverslide, California Identified one Internist who was pro.
vlding Inadequate medical care. A conference was held by PSRO physicians with the Internist to discuss these problems
and pre-admialon certification review was Instituted on this Internist's patlentL Concurrent review of this internist's
practice was Implemented and showed dramatic Improvement In all problem areas.
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The Nassau Physicians Review Organization in Westbury, New York discovered one physician who, in the judge-
ment of his peers, was providing poor quality geriatric care. Physicians from the PSRO met with this physician to discuss
problems and recommend necessary changes. Failure to correct the problems led to placing this physician on concurrent
review and second opinion consultation. Ultimately, the refusal of this physician to change his inappropriate practice
patterns left his peers with no choice but to recommend to the Department of Health and Human Services that this
physician be excluded from participation in the Medicare and Medicaid programs, A-decision is still pending.

The San Francisco Peer Review Organization identified one physician who, according to the judgement of his
peers, was providing substandard quality care to patients in three acute hospitals. Physicians from the PSRO met with the
physician in question and discussed the areas in which his practice was deficient. Failure to correct problems led one
hospital to dismiss the physician from its staff. The physician has been placed on second opinion consultation in the
two remaining hospitals and in one of these institutions the physician's operating room privileges have been restricted.
The physician's services are also subject to a special condition of payment, that is, all surgery he performs is reviewed by
the hospital Chief of SuJrgery with monthly reports sent to the hospital quality assurance committee and quarterly
reports to the PSRO. To date, surgeries performed since this action was taken have been acceptable, however, the special
condition will remain in effect for the present time to assure that the improvements are enduring.

Physicians in the San Joaquin Area PSRO located in Stockton, California found one physician who was providing
poor quality care in both the acute and the long-term care settings. A peer review conference of physicians from the
PSRO was held with the physician in question to discuss inappropriate practice patterns. A letter was then mailed to the
physician detailing specific recommendations for cqrrmtion in medical practice. The physician was also placed on pre-
admission certification and concurrent review was Intensified, Following the Physician' failure to correct his problems,
the PSR0 recommended to the Department of Health and Human Services that this practitioner be excluded from
participating In Medicare and Medcalid, This action was granted and the physician has been suspended for five years
from the Medicare and Medicaid programs,

The Kentucky Peer Review Or station Identifled one physician practicing poor quality medicine and having
a high rate of unjustified admissions to hospitlL, At the PSRO's urging, this physician attended medical education
course on various topic In which he had demonstrated deficliencles. The physician also hired a young associate to assist
him In his practice, Follow-up monitoring of the physician's practice shows Improvements In the quality of care and
decline In unjustified admisIons.

The Colonial Virginia Foundation for Medical Care located In Virginia Beech Identif led deficiencies In the prac,
tioe patterns of twentysIx physicians In the PSR0's area. Monitoring reports ware sent to the hospitals In which these
physicians practiced with requests for review and comment by thon Involved, Special chart monitoring of these phyel.
clets' came were conducted. Discussions of deficiencies with the Involved physicians were conducted. Concurrent review
of thee twenty-six physicians was Intensified, Results show that twenty-four of the t"Wnty41x physicians demonstrated
Improved care. The two physicians who did not demonstrate Improvement are under continued monitoring.

Othe quality Improvements. The Eastern Massachusetts PSRO located In Cambridge found that one hospital
wes Inadequately prepared to conduct resuscitative efforts on children due to lack of proper equipment and lack of
adequately trained personnel. A conference was held with this hospital during which proper procedures and equipment
needs weare discussed. The hospital purchased a new pediatric rmolnitor. Training took the form of calling mock codes to
which tiems were to mpond as if pediatric resuscitative efforts were needed. As a result of these action, a test showed
that the new pediatric code box containing all needed equipment was at the required site fully equipped. All personnel
responses were appropriate and documented, The code team at this hospital Is now fully capable of ad prepared to
conduct successful pediatric resuscitative efforts,

The Foundation for Health Care Evaluation In Minneapolis, Minnesota found poor quality of care In two hospl.
talks In the treatment of hysterectomy patients. Physilans and nurse from the PSRO met with their peers In these two
hospitals to discuss the problem are and necessary correctlve actions. A follow-up audit showed an W% reduction In
the Incidence of urinary treat Injuries, a 24% reduction In the Incidence of primary hemorrhage and a 91% reduction In
the incidence of urinary tract infections.

Medical Utilization Review of Southern Illinois, the PSRO located In Fairview Heights, found that In 38 facilities
In Its areas there wee a lack of appropriate discharge planning Involving ell actively practicing physicians, all nurses In.
volved In post-hopltal care and all socil service personnel Involved In planning post4opital care. Physlclans and nurses
from the PSRO conducted workshops on discharge planning for those involved. The. PSRO Implemented a "Discharge



80

Planning Notification System" which is a standardized, mandatory discharge planning system. As a result, the number of
hospital days spent awaiting placement in skilled nursing facilities was reduced by 40%.

The Iowa Foundation for Medical Care found excessive in-patient dental extractions being performed. All physi-
cians and hospitals involved received written correspondence documenting the problems. Pre-admission certification was
implemented for dental extraction admissions. As a result, in-patient dental surgeries were reduced by 95%.

The Foundation for Medical Care Evaluation of Southeastern Wisconsin found that 6.5% of the x-rays taken in
its area were repeat x-rays. The PSRO collected and analyzed information to determine the cause of these retakes and
then implemented corrective action to reduce the number of x-ray retakes. The result was a 33% reduction in the
number of repeat x-rays. Over a one-year period this translates into a reduction of over 85,000 x-rays for an estimated
cost savings of more than $1.2 million. In addition, radiation exposure from the unnecessary x-rays has been reduced.

The Multnomah Foundation for Medical Care located in Portland, Oregon reported that it had identified in-
appropriate emergency room use of skull radiography for head trauma. A conference was held with the radiologists and
emergency room physicians to discuss the problem and to review the standards established for screening criteria. A
follow-up evaluation showed a 30% decrease in the incidence of skull radiography for head trauma. Since the cost of
skull radiography in the emergency room averages $56 per x-ray, this decreased use produced direct savings.

OTHER IMPACT
PSROs have also identified and corrected utilization and quality problems in areas other than reported above. A

brief summary of that activity is as follows:

o Forty-eight PSROs reported correcting 94 problems associated with inappropriate use of
ancillary services.

o Twenty-eight PSROs reported correcting 83 problems in long-term care facilities.
o Five PSROs reported eleven improvements in the delivery of ambulatory care services.
o Nine PSROs reported reductions in numbers of admissions to hospitals.
o Seven PSROs reported reductions in admissions/1,000 Medicare or Medicaid beneficiaries.

CONCLUSION
As shown by the examples reported on the previous pages, PSROs are meeting the challenge of reducing unneces.

sary and inappropriate utilization while improving the quality of health care services. Although the majority of PSRO
utilization activities are focused on the care provided to Medicare and Medicaid patients, more and more private indus-
tries are contracting with PSROs to review care provided to their own employees.

A survey conducted in October of 1981, to which 116 PSROs responded, showed that 42 of these PSROs had
contracts with the private sector to conduct review. In addition, fifteen PSROs reported that they are in the process of
negotiating such contracts. This increasing activity in the private sector is another strong indication that PSROs are
demonstrating their abilities to assess and improve the manner in which health care services are delivered in this country.
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Tabie 1 (cont'd): Overall Average Length of Stay Reductions in Medicare by PSRO
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Table 2: Overall Average Length of Stay Reductions in Medicaid by PSRO
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Table 3: Reductios in Days of Care/l1,OG I"lcaie Eligibles by PSRO
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Table 3 (cont'd): Reductions in Days of Care/1,000 Medicare Eligibles by PSRO
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Table 4: Reductions in Days of Care/1,000 Medicaid Eligibles by PSRO
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Senator DURENBERGER. Thank you very much.
Dr. Sunderbruch, in your view should insurance companies and

hospitals be able to compete for contracts if no physicians groups
are available?

Dr. SUNDERBRUCH, By all means. I think the physicians should be
first, and in my experience when it is left to other than physicians'
review, it is not a profitable procedure. -

Senator DURENBERGER. How do we get physicians who might sub-
scribe to the Ron Paul theory of government involvement in medi-
cal care to participate in peer review?

Dr. SUNDERBRUCH. Well, I suppose I cannot answer that too well
because I did not have that problem in Iowa. It took us over 1V2
years to sell the bill, even getting by the Union of Physicians,
going through a vote process, but we accomplished the mission.
And I think it is up to the medical profession to sell the bill.

Now maybe others at this table have other experiences in other
areas that have other answers than that, but I think it is the job of
the physicians to sell their constituency to get this job done.

Senator DURENBERGER. Dr. Weeks, how would you react to the
question of how to get more physicians involved?

Dr, WEEKS. It helps if you involve the nursing profession at this
point. I have had this problem. In my own PSRO I have my share
of rednecks. The easiest way to do it is to get them on a review
panel or get them to go out and assess a hospital, level with you
and simply get involved. I would say today that some of my most
conservative physicians who have become involved actually look
upon this as a challenge to save Federal bucks, and are some of my
toughest reviewers.

So it will work if you approach it with a little commonsense.
Senator DURENBERGER. Mr. Thompson?
Mr. THOMPSON. Senator, I think also we have to realize physi-

cians do not practice in a vacuum. They do not approach these peer
review issues in a vacuum. One of the most exciting happenings is
the advent of coalitions around the country. When a group of em-
ployers get tether representing a big segment of the private pa-
tient load in the area and sit down with the medical profession and
suggest that they should do something, it helps the medical profes-
sion to zero in on starting a peer review organization.

Senator DURENBERGER. Dr. Weeks, speaking of not practicing in
a vacuum, I take it you have a private practice?

Dr. WEEKS. Yes, sir.
Senator DURENBEtGER. Do you associate with other physicians in

that practice?
Dr. WEzKS. Four other physicians.
Senator DURENBERGER. Is that a not-for-profit practice?
Dr. WEEKS. Well, no; we work for a living. We share a lot of our

profits with other people.
Senator DURENBERGER. There is some motivation in your busi-

ness besides the healing part of your profession, then?
Dr. WizKs. Yes.
Senator DURENBERGER. Why is it then -that you object to a for-

profit organization being involved in peer review?
Dr. Wzzs. I beg your pardon?
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Senator DuWmNRnON. Why do you object to a for-profit organi-
zation contracting for peer review? -

Dr. Wzzus. I do not know that I personally would exclude this
totally in all circumstances. I think those who look upon this
device as a for-profit business set themselves aside as being suspect.
In- other words I have talked frankly with my board of trustees
about the possibity that if PSRO goes down the tubes, let us set
up for pro fit.

Senator DUmmanon. But that is sort of a malady that this
whole country has been suffering from, the idea that if public serv-
ices are delivered for a profit, somebody must be ripping off the
public. And if we could find a way to turn that disease into some
sort of a positive, are there any basic reasons why the profit part of
an organization would do violence to peer review?

Dr. -Wus. I think in general you have better PR if you are non-
profit. I think if the checks and balances are proper, these organi-
zations could be for profit. I would not recommend it, based on my
own experience in dealing with the third parties and so forth.

On the other hand, I have had tough businessmen say why do
you not do this for a living? If you are half as good as you say you
are, you could live off this.

Senator DuvuNnozR. I am glad you got that Into the record.
'hank you.

Senator Baucus.
Senator BAUCUS. Yes, I am curious as to what your reaction is to

the administration's statement earlier that 10 percent of h o sa-
care today is unnecessary. Do you agree with that statement?

Dr. Wuas. I do not know what percentage to put on it. Certainly
a good percentage of admissions are unnecessary from our point of
view. You run into diagnostic admissions and so forth that can be
done on an outpatient basis without involving inpatient care, et
cetera.

In my State it is a curious phenomenon. I am dealing with four
generations of people who have lived off the UMW welfare funds
and a very strong welfare program In our State and we are rees-
tablishing some social norms. They go to the hospital for every
social need that they have, and have for years and years. And wei
are slowly and quietly offsetting this.

So I would say that there is some validity to the 10-percent
figure. I do not know exactly how high to pitch it.

Senator BAUCUs. It is your view that PSRO's generally, that is
generally the present system is the best way to work at that prob-ISM?

Dr. Wxma. I do and I will tell you why. I deal with a number of
very small, rural hospitals where there are anywhere from three to
seven doctors on staff. These physicians know very well what the
problems are relating to utilization and medical necessity aid so
forth. They cannot, living in their small communities, function in
the way that they would like to. And simply by having an external
group of doctors that they can communicate with and use as an
excuse to carry out their own desires makes some very significant
changes on a local community. And I have seen reductions in hos-
pital admissions as high as 50 percent because of thin,
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- Senator BAucus. Would that argument, though, carry even fur-
ther if there is not a PSRO reviewing hospital utilization but
rather a national insurance company?

Dr. WEEKS. Well, let us face it. The physicians were burned early
in the medicare program by the role that the FI has played in my
State.

Senator BAUCUS. The role that the--
Dr. WEEKS. The fiscal intermediaries have played. They were in-

effective. They were unfair. They were very judgmental in the
wrong fashion and they did not involve the broad spectrum of phy-
sicians. And I think the record will show this, for those of you fa-
miliar with things at that time. And the doctors are not going to
react or interact with the private insurance company like they do
with nonprofit physician organizations. It does not happen.

Senator BAUCUS. So you are saying that the PSRO system is a
good balance.

Dr. WEEKS. It is a balance in a very delicate political situation. I
hin have to realize that.

Senator BAucus. Thank you very much.
Dr. Sunderbruch, do you have any contrary views or do you

agree with the answers of Dr. Weeks?
Dr. SUNDERBRUCH. No, we have had very fine experience. We

have had a very different experience perhaps in Iowa, that we have
done review for the Blues, for instance, and for the medicare and
medicaid as an organization, and we have definitely decreased ad-
missions and we definitely can prove in dollars and cents what we
have saved.

Senator DURENBERGER. Thank you very much.
Chairman Dole.
Senator DoiE. No; I have no questions but I have a statement to

put in the record and I thank both witnesses and those who accom-
pany the witnesses. We do have a monumental problem in trying
to get a handle on health care costs. Without getting into all the
horror stories, I think that next to our budget and the Soviet
Union's, health care costs are larger than any budget for any coun-
try in the world. And to say that we cannot contain those costs I
think is ignoring the problem.

This is one approach but we have some other more direct ap-
proaches we hope to pursue later this month. We are going to have
to make some hard decisions, and medicare, medicaid in reimburse-
ment of physicians, reimbursement of hospitals, limits on 223 and a
number of other areas that we hope will have the unanimous sup-
port of those in the health care field.

Having now obtained that, I will stop. [Laughter.]
Senator DURENBERGER. I will just conclude with another observa-

tion. Clearly there is a stated preference here for physician-based
review, but I guess we have to emphasize the point that the threat-
of nonphysician review may be necessary to get the physician to do
a good job. In other words, I do not know that we should limit the
review to physician organizations as a way to encourage them to
participate in the process.

I thank both of you gentlemen and your organizations for very
good presentations.

[The prepared statement of Harry S. Weeks, Jr., M.D., follows:]
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TESTIMONY OF THE

AMERICAN ASSOCIATION OF

PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

PRESENTED BY

HARRY S. WEEKS, JR. , M.D.

Mr. Chairman, my name is Harry S. Weeks, Jr. I am a practicing

physician from Wheeling, West Virginia, and past president of the

American Association of Professional Standards Review Organizations.

With me today Is Lyla Hernandez, executive director of AAPSRO.

We very much appreciate your providing this opportunity to present our

views on the legislation before your committee which would affect our

members.

The PSRO program has probably come under closer scrutiny and

analysis than any other program of its size in which the government

invests its funds. I have myself testified before committees of the

Congress more than five times in just- the last three years. Moreover,

the program has been the subject of evaluations and studies by two

arms of the Congress, by the GOA and the CBO, by agencies in the execu-

tive branch which pay for health care, and by state government.

I would like now to review briefly for the Subcommittee the most

recent data which indicate the level of performance of the existing

147 PSROs.

The latest Health Care Financing Administration (HCFA) evaluation

found that PSROs save $21 million more for the federal government than

they cost to operate.- The Congressional Budget Office found that PSROs

save $17 million more for the federal government than relevant program

costs but went on to maintain that shifts in cost to private sector

patients (which current law does not encourage PSROs to review) were

enough to offset those savings.

94-587 0-82-7
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We believe that PSROs should be evaluated and that the results of

these evaluations should be used to determine the future of the program,

not ignored or obfuscated when the results do not conform with desired

outcomes. We think it is important to look at what the PSRO program

is accomplishing.

To do so, data from two separate sources have been analyzed.

First, we obtained data on PSRO impact on reducing Medicare and Medi-

caid average length of stay from reports compiled and published by the

Health Care Financing Administration (HCFA). These data cover the two

most recent years for which such information is available, 1978 and

1979. Second, AAPSRO obtained information from PSRO statistical reports.

The best measure for inpatient hospital utilization effectiveness

is, of course, the number of days of hospital care per thousand

beneficiaries. That measure is the most accurate reflection of impact

because it takes into account both the average length of stay and the

admission rate. The Kansas Foundation for Medical Care, for example,

achieved a reduction of 613 days of care per thousand Medicaid eligibles

which translates into 23,775 days saved. This was accomplished through

intensive educational efforts directed at patients, physicians and

hospitals.

Unfortunately, HCFA was not able to furnish us with data expressed

in terms of days of care per thousand and we were forced to use length

of stay information. However, we are confident that national data

would show a high correlation between reductions in average length of

stay and reductions in days of care per thousand.

Our analysis of data published by HCFA show that 70 PSROs in

operation today were in full operation for hospital review and reporting

on Medicare data in both 1978 and 1979.

The total reduction achieved by these PSROs through reducing

Medicare length of hospital stay was 647,634 days. The American Hospital
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Association estimated the cost of providing services per patient day

In 1979 was $217.34. Rather than using 40% of this cost to estimate

savings (as HCFA does when it evaluates PSRO), we used the even more

conservative figure of 33%. The reduction in days achieved by these

PSROs, then, converts to an estimated savings of $46,448,310 without

allowing for any effect of PSROs in reducing admissions or reducing

the use of ancillary services.

Data on Medicaid average length of stay is available for 62 PSROs

in operation today and fully implemented and reporting on Medicaid

during 1978 and 1979. These data show'that these 62 PSROs achieved

decreases in Medicaid stays totaling 249,480 days saved. Again, using

33% of the American Hospital Association's daily cost figure, we find

that the reduction of days In Medicaid amounted to an estimated savings

of $17,891,844 again without-allowing for reductions in admissions or

ancillary services. Thus, the total savings in 1979 program costs over

1978 amounted to at least $64 million.

In addition to the HCFA data, the American Association of

Professional Standards Review Organizations collected data from the

statistical files of PSROs for the years 1979 and 1980. We have prepared

a report from these data which includes information on PSRO achievements

in the areas of both utilization reduction and quality improvement.

We have attached a copy of the report to our testimony.

Here are the basic results on PSRO impact during 1980 which are

further illustrated and documented in the report.

o Eleven PSROs had information available on days of care per

thousand Medicare beneficiaries. These PSROs reported

reductions of 81,430 days or a savings of $6,586,873.
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o An additional seventeen PSROs reported decreases in Medi.

care average length of stay totaling 466,095 days for an

additional sav1Rgs of $27,621,534;-- -

o Five PSROs reported on reductionsIstn Medicaid days of care

per thousand beneficiaries amounting to a total reduction

of 32,515 days for additional savings of $2,630,138.

o Nine other PSROs reported decreases in Medicaid lengths

of stay totaling 127,004 days for another $10,273,353.

o An additional twenty-two PSROs reported achieving

reductions in procedure-specific average lengths of stay

amounting to a total of 14,662 days for added savings

of $1,186,009.

o Twenty other PSROs reported achieving reductions in

diagnosis-specific average lengths of stay totaling

25,962 days for additional savings of $2,100,066.

These reports, then, show that during 1980, 62 PSROs were able

to achieve 'reductions amounting to savings of $60,397,973 through

reductions in average length of stay and days of care per thousand

beneficiaries alone.

And, of course, PSROs do not concentrate solely on reducing

lengths of hospital stay or days of care per thousand. They also

identify and correct problems in the quality of patient care. For

example, the Central Piedmont PSRO, located in Durham, North Carolina,

found that one hospital in its area had a mortality rate for acute

myocardial infarction of 47% .. a rate judged much too high by the

physicians in that PSRO.
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PSRO physicians met with physicians in that hospital, discussed

how such patients should be treated and pointed out problem areas.

The PSRO then conducted on-site monitoring of patients admitted to

that hospital with acute heart attacks to insure that appropriate

changes were being Implemented. The result -- an almost immediate

reduction of 37% in the mortality rate.

PSROs also identify and eliminate unnecessary use of ancillary

services -- an effect which is not measured by HCFA. The PSRO located

in Milwaukee, Wisconsin, for example, learned from Its data analysis

that 6.5% of the hospital x.rays in Its area were retakes even though

this rate is below the national average (the average retake rate for

the U.S. is 9% - 10%). They then investigated and determined the

causes of these repeat x-rays, Implemented corrective action designed

to eliminate some of the causes and in a short time achieved over a

30%.reduction in the retake rate. This 30% reduction means that more

than 85,000 unnecessary x.rays were not taken.

At $15 per x-ray, this reduction translates into a cost savings

of over $1,275,000 -. substantially more than the entire budget of

that one PSRO for a full year, In addition, radiation exposure from

the unnecessary x-rays has been reduced. The experience of this one

PSRO is being made available to other PSROs interested in accomplishing

similar reductions through the clearinghouse activities carried on by

our Association -- not by HCFA.

Mr. Chairman, these are Just a few of the examples of what PSROs

have been able to accomplish. It is not only our data that show PSROs

save more for Medicare than they cost the federal government to operate,
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These same conclusions were reached by the Health Care Financing

Administration and by the Congressional Budget Office.

In addition, the increasing number of private sector contracts with

PSROs indicate that private business also views PSROs as a good invest.

ment. AAPSRO is nearing completion of a survey of PSRO private review

activity which, when completed, will be shared with the Committee. To

date, we have received 126 responses. The remaining twenty-six of the

PSROs now in operation are being contacted by telephone. Of the 126

responses received so far, 67 PSROs have signed contracts for private

review and an additional 18 are in the final stages of negotiating

such contracts.

While we take no little satisfaction from being able to report

these very positive accomplishments of the present program, we join

Senators Durenberger, Heinz, Moynihan and Baucus in the belief that

substantial changes should be made to improve the effectiveness of our

efforts both for publically financed programs and private plans.

We see several important advantages In S.2142, the most far

reaching bill before you. Pe rhaps foremost in the view of our members

is the clear intent to avoid the detailed, day-to-day involvement of

HHS employees In our work. The concept that we will negotiate a con-

tract with the government and then be left to our own efforts and

experience to meet the objectives set out in the contract will improve

our ability to be more effective and efficient. We understand that

our contracts would be monitored and that we would be required to

abide by the contract in a responsible way. But that is a substantial

improvement over the present situation where project officers can
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involve themselves in the day-to-day management of our work and change

policies back and forth on a moment's notice.

We are also excited about the possibilities for substantially in-

creased activity in private peer review which S.2142 will afford us.

The provisions which refer directly to private review -to require us

to make our program available to private third-party payers and for

the release of patient data for -private review -- will be most helpful.

We understand the intent of the provisions in Senator Baucus' bill

S.1250 and in the Chair-,n's bill S.2142 to require that review

organizations be based primarily at the state level is to produce

administrative cost savings and facilitate private review by reducing

the number of organizations with which private plans must negotiate

contracts. However, in establishing these provisions we hope that

nothing will be done to reduce existing PSROs which have the effective-

ness of excellent records of achievement. In addition, the minimum

number of hospital admissions set forth in S.2142 should reflect all

admissions, not just Medicare admissions since the bill regulates

organizations which will review all admissions.

We also support strongly the changes which S.2142 would make in

the provisions under which a PSRO can recommend that a physician or

hospital be subject to sanctions for delivering poor care. Our

experience with the bureaucracy has been abysmal. Once a PSRO has

reached the point of recommending a sanction you may be sure that

the individual or organization involved is a very poor performer

indeed -- that he is furnishing care of a substandard nature and has

shown no interest in improving his performance. The history is that

the Department takes years to act on these recommendations while the

individual involved continues to ham patients. Obtaining prompt

action from the Department on these cases is an absolute necessity.

Moreover, we hope it will be made clear that nothing should prohibit

a review organization from sending a copy of a recommended sanction

to the state licensing authorities.
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While we support the major provisions of S.2142 there are two or

three changes, which we would urge the Committee to make which we be-

lieve would result in more nearly accomplishing our mutual objectives.

First, we associate ourselves with the testimony of CIGNA that

health insuring organizations themselves not be permitted to contract

for peer review activities on the basis that such contracts would

create a conflict-of-interest, anti-competitive situation. Blue

Cross/Blue Shield and individual commercial health insurance companies,

of course, compete among themselves for health insurance contracts. If

one of them were to become a review organization, the requirement in

the bill, that it offer its services to other insurers would simply not

be taken up by their competitors thus effectively removing the possib-

ility of private review in that state.

We also would recommend that, when defining the requirement that

a review organization is to be "composed of a substantial number of the

licensed doctors of medicine" in an area, the word "substantial" be

defined to mean a significant proportion of the physicians, on the

order of at least 30 to 40 percent.

While we can appreciate and share in the objectives of increasing

the potential numbers of organizations with which the Secretary could

enter into contracts, our members are quite concerned that the prior

requirement of non-profit status has been dropped. We are concerned

that some organizations will spring up whose primary motivation will

be their profits rather than improving the quality of care, We take

considerable pride In the results of many of our efforts to improve

quality whether or not reductions in cost may result. Many .- probably

most - of our peer review activities have the effect of improving

quality and reducing costs. But we do some things to improve quality

which may increase costs and we are proud of them. One example comes

to mind. One of our members in North Carolina, when reviewing medical

procedures in a psychiatric hospital, learned that patients were not
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routinely screened for heart disease or high blood pressure before the

drug lithium was administered. Use of this drug is contraindicated in

such patients since side-effects of the drug can lead to their deaths.

The PSRO worked with the hospital to establish a policy of screen.

ing and evaluation, including laboratory tests, for all patients who

were candidates for this drug. PSRO physicians also established the

criteria for deciding which patients could receive the drug. The

result of this activity is a substantial ,improvement in the quality of

care even though more tests and effort would be expended in the screening

process. The point we wish to make is that an organization whose sole

motivation is profit will not have incentives to concern itself with

improving quality if the result could be higher program costs for

which it might be penalized ratherthan rewarded.

Given the Administration's current recommendation that the PSRO

program be repealed in favor of an as yet unknown substitute, we are

understandably worried about whether the bill this Committee will

approve would be administered in the spirit intended by its authors.

In this sense we share some of the concerns expressed by Senator Baucus.

We have quite frankly, no specific changes to suggest be made in the

bill which we would have any confidence would 'Influence an administrator

to act responsibly to carry out the intent of Congress. We do believe,

however, that if the Committee approves the legislation that it should

obtain specific agreements from those now In the Department that thoy

will administer the program in the manner Intended. Such assurances.
I.

might well be made part of the Committee's report to accompany the

bill.

Mr. Chairman, we thank you for the Subcommittee's time and

attention. We will be glad to answer any questions members of the

Subcommittee may have.
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Senator DURENBERGER. Our next panel consists of Mr. Duane
Heinz, chairman of the board, Midwest Business Group on Health,
Chicago, and manager of health care services for Deere & Co., of
Moline, Ill.; Willis B. Goldbeck, executive director of the Washington
Business Group on Health, Washington, D.C.;-Mr. G. Robert O'Brien,
senior vice president, Connecticut General Life Insurance Co., on
behalf of the Health Insurance Association of America.

Welcome, gentlemen. We can go in the order you were intro-
duced. Duane, you may proceed.

STATEMENT OF DUANE HEINTZ, CHAIRMAN OF THE BOARD, MID.
WEST BUSINESS GROUP ON HEALTH, CHICAGO, ILL., AND MAN.
AGER-OF HEALTH CARE SERVICES, DEERE & CO., MOLINE, ILL.
Mr. HEINTZ. Mr. Chairman, members of the subcommittee, and

distinguished guests, I am Duane Heintz, manager of health care
services for Deere & Co., and chairman of the board of directors of
the Midwest Business Group on Health.

I would like to thank you for extending this invitation to com-
ment on the proposed Senate bill 2142, the Peer Review Improve-
ment Act of 1982.

As 1 of nearly 80 member corporations within the 8-State Mid-
west Business Group on Health membership, Deere self-insures and
self-administers a negotiated health care benefit plan for approxi-
mately 200,000 persons. We are vitally concerned with the general
future of the health care delivery system and the potential impact
this bill would have upon it. We applaud Senator Durenberger and
the other sponsors of this bill in their effort to enhance the cost-
effectiveness of the peer review concept and to maximize its poten-
tial efficiency through contract performance funding, as contrasted
with the present categorical program -funding basis.

The modifications that have been proposed reflect a substantial
and necessary change in the relationship among peer review orga-
nizations, the Federal Government, and the private sector. The bill
well recognizes the responsibility of the Federal Government as a
major purchaser of health care services, and the requisite account-
ability for expending scarce taxpayer dollars only for medically
necessary and appropriate quality health care services. We believe
it represents one more positive step toward a competitive market-
place versus the traditional regulatory one.

MBGH, since its inception in 1980, has placed a very high prior-
ity on establishing private review programs to meet the needs of its
corporate membership, who, like the Federal Government, serve a
role as an aggregate purchaser of health care services, whether on
a self-insured or insured basis. MBGH members have been instru-
mental in the establishment and/or expansion of private peer
review programs throughout the State of Iowa, in Minneapolis,
Minn., and Springfield, Peoria, Joliet, and Rock Island-Moline, Ill.
Several additional projects are under development in Missouri,
Michigan, Indiana, Illinois, and Ohio for implementation during
1982 and 1983. These initiatives have demonstrated a positive
return on investment for member corporations of as much as 10 to
12 times.
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We believe this magnitude of return may be realized by the Fed-
eral Government if it purchases review services from physician-
based review organizations on a contract performance basis, as
MBGH member companies have done for several years, and it ac-
tively supports the concept of review. We believe that the thrust of
this bill is to build upon the lessons of experience found in the pri-
vate sector.

Our collective experience suggests that the process employed to
conduct review, that is delegated versus nondelegated, is not a
major determinant in a successful review program. Deere & Co., for
example, has contracted since 1978 with two review organizations
one employing primarily delegated review and one nondelegated
review. After nearly 4 years of review, the Iowa Foundation for
Medical Care, using basically delegated review for our 110,000 cov-
ered persons, has reduced our inpatient days per 1,000 insured per-
sons by 21.4 percent.

The Mid-State Foundation for Medical Care, conducting primar-
ily nondelegated review for approximately 40,000 Deere-insured
persons, has reduced inpatient days per 1,000 insureds by 24.8 per-
cent. The difference between delegated and nondelegated is negligi-
ble over time when the purchaser, in our case the employer, closely
scrutinizes and monitors the review program. You simply cannot
sign a contract and wait inactively for an annual report and expect
results,

We would thus urge the subcommittee to allow flexibility in the
review process, but to exact specific outcome measures for reduc-
tions in inappropriate inpatient days as a basis for the performance
contract.

In a similar vein, we would urge the subcommittee to provide ex-
ceptions with respect to the size, that is, number of admissions re-
viewed, or review organizations in a single State. While the Mid-
State FoundatiQ$for Medical Care reviews only 46,000 Federal ad-
missions and 24,000 private admissions, they have been very suc-
cessful, as I hdie noted.

One final major experience we have realized that has implica-
tions for the content and direction of this bill relates to the impera-
tive for review conducted by physician-based review organizations,
as opposed to programs conducted by insurers intermediaries or in-
house by employers. Review cannot successfully be accomplished
purely on a quantitative statistical basis. Although quantitative
data is essential in- review programs, qualitative input relative to
policy, procedures, and review, must be conducted by physicians if
we are to help assure quality of care while reducing inappropriate
services and associated costs. The cost of health care must be ad-
dressed, however quality of services must not be inappropriately
compromised.

MBGH remains committed to private review programs as one of
many tools to help reduce the cost of health care services and to
create an important type of dialog with providers in a unique
forum. It is not a panacea-expectations should be realistic. Our or-
ganization, its members, and staff have a continuation of knowl-
edge and experience that can be tapped as part of the bill's techni-
cal modifications. We would be pleased to participate in this proc-
ess at the subcommittee's request.
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Thank you very much for this opportunity.
[The prepared statement of Duane H. Heintz follows:]
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Mr. Chairman, members of the subcommittee, and distinguished guests,
I am Duane Heintz, Manager of Health Care Services for Deere & Company
and Chairman of the Board of Directors of the Midwest Business Group on
Health. I would like to thank you for extending this invitation to comment on
the proposed Senate Bill 2142, the Peer Review Improvement Act of 1982.

As one of nearly 80 member corporations within the eight-state MBGH
membership, Deere self-insures and self-administers a negotiated health
care benefit plan for approximately 200, 000 persons. We-are vitally con-
cerned with the general future of the health care delivery system and the
potential impact this bill would have upon it. We applaud Senator Durenberker
and the other sponsors of this bill in their effort to enhance the cost-
effyctiveness of the peer review concept and to maximize its potential
efficiency through contract performance funding as contrasted with the present
categorical program funding basis. The modifications that have been proposed
reflect a substantial and necessary change in the relationship among peer
review organizations, the Federal Government, and the private sector. This
bill well recognizes the responsibility of the Federal Governmnent's role as
a major purchaser of health care services and the requisite accountability
for expending scarce taxpayer dollars only for medically necessary and
appropriate quality health care services. We believe it represents one more
positive step toward a "competitive marketplace" versus the traditional
"regulatory" one.

MBGH, since its inception in 1980, has placed a high priority on establishing
private review programs to meet the needs of its corporate membership who
like the Federal Government serve a role as an aggregate purchaser of
services whether on a self-insured or insured basis. MBGH members have
been instrumental in the establishment and/or expansion of private peer review
programs throughout the State of Iowa; in Minneapolis, Minnesota; and
Springfield, Peoria, :oliet, and Rock Island-Moline, Illinois. Several add-
itional projects are under development in Missouri, Michigan, Indiana,
Illinois, and Ohio for Implementation during 1982-83. These initiatives have
demonstrated a positive return on investment for member corporations of
as much as 10.12 times.
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We believe this magnitude of return may be realized by the Federal Govern-
ment if it purchases review services from physician-based revit,, organic.
zations on a contract performance basis, as MBGH member comp.,.Lee have
done for several years, and it actively supports the concept of review. The
thrust of this bill is to build upon the lessons of experience found in the
private sector.

Our collective experience suggests that the process employed to conduct
review; i. e., delegated vs. non-delegated, is not a major determinant in a
successful review program. Deere & Company, for example, has contracted
since 1978 with two review organizations, one employing primarily delegated
review and one non-delegated review. After nearly four years of review, the
Iowa Foundation for Medical Care, using basically delegated review for our
110, 000 covered persons, has reduced our inpatient days per 1,000 insured
persons by 21.416. The Mid-State Foundation for Medical Care, conducting
primarily non-delegated review for approximately 40, 000 Deere insured
persons, has reduced inpatient days per 1, 000 ins ureds by 24. 8%. The
difference between delegated and non-delegated is negligible over time. We
would thus urge the subcommittee to allow flexibility in the review process
but to exact specific outcome measures for reductions in inappropriate
inpatient days as a basis for the performance contract.

In a similar veLn, we would urge the subcommittee to provide exceptions with
respect to the size; i. e., number of admissions reviewed, of review
organizations. While the Mid-State Foundation for Medical Care reviews only
46, 000 federal admissions and 24, 000 private admissions, they have been very
successful as I've previously noted.

One final major experience we've realized that has implications for the con-
tent and direction of this bill relates to the imperative for review conducted
by physician-based review organizations as opposed to programs conducted
by insurers, intermediaries, or in-house by employers. Review cannot
successfully be accomplished purely on a quantitative statistical basis.
Although quantitative data is essential in review programs, qualitative input
relative to policy, procedures, and review must be conducted by physicians
if we are to help assure quality of care while reducing inappropriate services
and associated costs. The cost of health care must be addressed, however,
quality of services must not be inappropriately compromised.

MBGH remains committed to private review programs as one of many tools
to help reduce the cost of health care services and to create an important type
of dialogue with providers in a unique forum. It Is not a panacea- -expectations
should be realistic. Our organization, its members, and staff have a com-
bination of knowledge and experience that can be tapped as part of the bill's
technical modifications. We would b6 pleased to participate in this process
at the subcommittee's request.

Thank you for your time and your interest in this critical issue.
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Senator DURENBERGER. We appreciate that offer and the help
you have been already and your testimony today.

Mr. Goldbeck.

STATEMENT OF WILLIS B. GOLDBECK, EXECUTIVE DIRECTOR,
WASHINGTON BUSINESS GROUP ON HEALTH, WASHINGTON, D.C.

Mr. GOLDBECK. I am Willis Goldbeck, the executive director of
the Washington Business Group on Health, an organization of
some 200' major employers that, pertinent to this hearing, provide
the medical care coverage for some 55 million persons in the
United States.

Our members are generally characterized as conservative, espe-
cially economically, supportive of President Reagan and opposed-to
Government regulations. However, they are also increasingly
aware that governmental policies of cost-shifting are not synony-
mous with cost-saving. They are increasingly conscious of the ne-
cessity of a utilization review system with responsible Federal par-
ticipation, and have learned from experience that PSRO programs
can be very cost-effective.

They have also learned that all Government involvement in
medical care is not bad, and that the market certainly has not
demonstrated any capacity to serve those who have no money with
which to purchase anything in that market.

The principles upon which S. 2142 are based should be supported
by every consumer, every major purchaser of medical care and by
every provider who has an honest concern for the quality of health
care.

I hope your committee will reject the rather confused logic of the
administration's position that progress has been made during the
time of PSRO's, but not enough progress has yet been made, there-
fore the way to get more progress is to get rid of the PSRO's.

Let me address some other points of opposition to PSRO's and to
S. 2142. The deregulation espoused by those who want to see the
PSRO program eliminated will not help the economy. It will only
create a void that will fast be filled by excessive and otherwise un-
necessary hospitalization. This is financial and human waste our
members are not prepared to accept. Quality physicians will not
lose freedom and patients will not lose freedom; the only loss will
be unnecessary care.

Some say utilization review is fine but the Federal Government
should not participate. Such an abdication of responsibility would
not benefit the taxpayer. More importantly, it is a direct attack on
the medicare beneficiary. The message is clear: PSRO works and is
to be encouraged for the private insured patient, but there is no
need for the Government to a apply the same rigor of utilization
review and financial accountability for patients whose care is pub-
licly financed. It simply does not make-moral or economic sense.

We are extremely concerned about the idea that private sector
cost management and business coalitions can be construed as a re-
placement for what the Government no longer wants to do for
those for whom it has the financial and service responsibility. We
are making tremendous progress in the private sector. It is not
enough. It is not a panacea. It is indeedonly a beginning, and
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should not be saddled with responsibility that it cannot achieve,
has not sought and for which it has no authority.

I would also note that delegated review has been determined by
most of our members not to be a successful system. In the bill
there is also the possibility of a hospital association or some other
hospital-dominated organization becoming the review group. I
think you might want to exclude that in the same vein as delegat-
ed review itself is excluded. We, too are concerned about the bill's
support for insurance carriers as review agencies and feel that you
will hear that the most responsible carriers will also be in opposi-
tion.

The contention that the current PSRO program has failed is
false. Ironically, it should also lead to even greater support for S.
2142, since your bill improves the current system while retaining
only those features which have been very successful. The 147 exist-
ing PSRO's are those that passed the HCFA test of quality and eco-
nomic efficiency. If HCFA is no longer satisfied with that, then the
blame must be placed on the HCFA criteria that those PSRO's
passed, or upon the HCFA management of the program in which
those PSRO's functioned.

Finally, we reject the contention that PSRO is antihigh quality
medicine. We support PSRO precisely because it is a vehicle for the
finest physicians to work together for a more efficient and account-
able delivery system.

In closing, let me reiterate that our support comes from profit-
oriented private business leaders who believe S. 2142 can improve
quality of care, reduce waste, and make progress in bringing
needed accountability in the struggle to reduce the escalation of
medical care costs. S. 2142 is a model of what Congress is supposed
to do-learn from both public and private experience, attain bal-
ance between regulation and market forces, and exercise leader-
ship that is supportive of our basic health care objective, which I
hope we continue to agree is access for all to needed care at a price
that cal ultimately be afforded.

On a final note, do not let the current PSRO program be elimi-
nated until an adequate replacement, hopefully based upon S. 2142,
is accepted. Thank you very much.

[The prepared testimony of Mr. Goldbeck follows:]
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My name Is Willis B. Goldbeck, Executive Director of the Washington Business Group on
Health.

Backqon
The first paper produced by our Group, back in March 1975, was -a Statement of Principles
which called for, among other tPings, "peer and utilization review".

Since then, we have worked to in-cr e se employer involvement with UR systems generally and
PSROs specifically. Local business groups which we have assisted, such as the Midwest
Business Group on Health, have established active programs to further private sector UR:.
programs.

These efforts, combined with those of other business organizations and individual:.-.

corporations, have provided hard evidence that UR/PSRO programs can produce a sound
return-on-investment for the purchasers of hospital and medical care services.

In testimony before this committee and the Ways & Means Health Subcommittee, we have
presented the specific results f-the-s--employer programs.* In addition to those of us who
come from business groups, individuals representing such-firmsas Caterpillar, Deere, and
Motorola have spoken on behalf of PSRO declaring the value their companies received.

Currently, in our work with individual employers and the local business groups, the subject of
data systems for utilization management is the number one topic. Employers are becoming
increasingly sophisticated about health care economics and delivery systems They have
learned that most of their cost management efforts will yield a low return unless built upon a
solid foundation of reliable data. In turn, that data-needs careful review by local physicians
so it can be used to positively influence physicians' patterns of practice. The PSRO system
as proposed in S.2142 meets both these criteria.

Key Features of S.2142

S.2142 is a responsible reflection of today's real needs. In brief, we specifically support:

1. The continued commitment to UR in Medicare.
Just at the time the PSRO/UR systems are demonstrating increased effectiveness,
and at the time we are all seeking any progress in the cost control battle, it would

be totally contradictory to have the nation's largest single payer abandon any
review of the appropriateness of care delivered to Medicare patients.

*The Appendix contains examples
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2. The change to a competitive contract based system

Precisely because UR/PSRO has proven to be cost effective, it is now appropriate

to place this successful system on a more market forces economic basis. This

change is also consistent with the general movement toward a more competitive

system.

3. Increased participation by the private sector

We appreciate your recognition of the private sector experience and of the need
to have a system in which all payers participate. The acceptance of non-PSRO

and for-profit UR groups is also a welcome change. If such groups can provide

quality services with greater cost efficiences, it would be contrary to our national

economic goals to forbid their participation..

The possibility of insurance carriers obtaining review contracts causes

considerable concern. This would give the participating carrier a major

competitive advantage. Further, you would have to establish provisions requiring

that review data collected by one carrier be made available to all carriers and

other payers. Given these difficulties, it may be preferable to simply not allow

the carriers to be designated as review contractors.

4. Elimination of delegated review

This is actually a progressive stop which should be applauded by all who desire

UR/PSRO to place quality of patient care at the top of their priorities. Only an

independent review group can be expected to operate free from the biases and

economic pressures that naturally face any group that had to review itself.

5. Requiring Medicare to make patient data available

It is essential that everyone understand the multiple values of UR/PSRO and that

personal confidentiality is not an issue. The large purchaser does not need to
know the identity of any patient. Not only would this information be a violation

of confidentiality, it would also be useless. The purchasers do need to have data

upon which accurate quality of care and price of service comparisons and analysis

can be made.

This same information should be publicly available to assist the consumer in the
wise utilization of their local medical care resources. If we are not prepared to

have a truly informed purchasing public, then we are also not prepared to move
toward a consumer choice, market forces health care delivery system.
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The Current PSRO System
Recognizing the incredibly full Congressional schedule this year, creative new proposals

like S.2142 may not be given the opportunity for passage. If this problem does arise, we
urge Congress not to eliminate funding of the current PSRO program. The positive
results achieved by private employers, as a result of their contracts with PSROs, could
also be achieved by the Federal government, if it wished to do so.

Last year, the Administration made a commendable effort to eliminate those PSROs
considered to be less effective. Congress provided funding for the continuation of only

those PSROs that the Administration claimed its own analysis had proven to be cost
effective. Therefore, if Congress were to accept the current budget proposal, you would
be eliminating these physician organizations in which you made an investment last year
based upon that determination of effectiveness.

Last year, the Administration's justification for ending the PSRO program was that it
would no longer be needed due to the Administration's competition program. To date,
the Administration has not sent a proposal to Congress so we are several years away

from achieving system's alterations that might someday justify an end to the PSRO
program. Consequently, there is no valid basis for terminating Peer & UR under the

Medicare progams.

We reaffirm our commitment to the requirement for utilization review in Medicare and
for the PSRO program. We urge you to reject the proposed elimination of the program

and the void it would create; a void which would surely be filled with even more
unnecessary and expensive hospitalization.

Additional benefits of S.2142
From the perspective of the purchaser of hospital and medical care services, the system

established by S.2142 has several other advantages.

1. The focus is first on quality, then on cost. This establishes a very important
principle: the preservation of quality care in the appropriate setting is

consistent with the economic goal of the most cost-effective system.

2. Providing accountability for the choice between inpatient hospitalization or
the use of outpatient facilities.
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.. Recognizing that the review should encompass both inpatient and outpatient
care. This is particularly appropriate in light of the significant amount of

Corporate reorganization no, underway within the hospital industry and the
emergence of multi-hospital institutions, many of which willlcombine varied

systems of health care delivery.

4. The review process respects unique local conditions and retains the
involvement of dedicated local physicians reviewing the appropriatenss of

care.

5. Protecting patient records from subpoena or disclosure is an essential

ingredient ensuring confidentiality and encouraging physician cooperation.

Conclusion
No doubt, some will oppose this bill on the grounds that it retains Federal involvement

ith the practice of medicine and because it grants authority to the Secretary of DHHS.

As employers strongly supportive of the Administrations' attempts to reduce undue

governmental regulations, we have carefully weighed this issue.

After careful consideration, we support S.2142 as a very rational effort to strike a
responsible balance between the goals of health care cost control and governmental

deregulation. This bill does contribute to deregulation and moves toward a more

competitive system. S.2142 takes the bold step of placing a federal program on a

performance contract competitive basis that is designed to serve both the public and
private purchasers of health care services. And, finally, as tax payers, we accept the

basic commitment inherent in the philosophy of S.2142 that the federal government has

an obligation to participate in the sound management of the health care services it uses

our tax dollars to purchase.
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APPENDIX TO TESTIMONY ON S.2142

The Peer Review Improvement Act

Examples of Private Sector Programs

Minneapolr 16 employers join with the PSRO/Foundation for an experimental,
community-wide utilization review program. Participants include Honeywell, 3M,
General Mills, Control Data, and Pillsbury. This is a non-delegated review program that

includes preadmission review and covers some 138,000 lives. In one year, this group has

seen its days per 1,000 lives drop and its average length of stay fall to 5 days...which

compares very favorably with an average of 7.6 days for the similar Twin Cities

population which is covered by Blue Cross/Blue Shield but does not participate in the
review program.

Phoenix Motorola, Arizona's largest employer, has worked with the Maricopa
Foundation on the development of its Certified Hospital Admission Program (CHAP).

Their results show that not only can significant savings be quickly achieved but also that
progress can be sustained over several years. While average length of stay is over 7 days

nationally, it has dropped to 5.5 days for Alaricopa reviewed patients. Days per 1,000 are

also some 1/3 less than the non-reviewed Arizona Blue Cross/Blue Shiled patients.

Caterpillar: According to Ron Hurst of Caterpillar, their PSRO contract resulted in
reductions of:

Admission rates 10%
days per 1,000 19.2%

Length of Stay 10.3%

During the period 1974-77 Caterpillar's direct health care payments increased at a rate
of 21% compounded annually. The PSRO contract began in 1978. In 1979, while the rest

of country was experiencing even greater cost increases, the increase at Caterpillar fell

to 11.8%.
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Deere & Compan. A national leader in cost management, Deere's experience with

PSRO in Illinois and Iowa provides two striking examples that should be encouraging to
any*pur chaser of medical and health care ser-vices:

CATEGORY REDUCTIONS ACHIEVED

ILL. IOWA
Days per 1,000 30.2%... 18.7% 7
Length of Stay 1 day .5 day
Admissions per 1,000 17.3% 10.6%

These examples are also relevant to the design of S.2142 since the Iowa case was a
delegated review program and produced savings which, while certainly welcome, were
significantly less than the non-delegated program in Illinois.,

uoqidstra During the 2 1/2 year period of their: PSRO contract, their length of stay

was reduced to below the average of the area (Illinois) as well as the nation:

Nation 7.1 days

Area 6.4 days

Sundstrand 5.9 days

Goodyear: A one-day reduction in average length of stay resulted in a savings of $30,000
on a basis of only 600 admissions for Goodyear's Springfield, Illinois workers.

/
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Senator DURENBERGER. Thank you very much.
Mr. O'Brien.

STATEMENT OF G. ROBERT O'BRIEN, SENIOR VICE PRESIDENT,
CONNECTICUT GENERAL LIFE INSURANCE CO., ON BEHALF OF
THE HEALTH INSURAI CE ASSOCIATION OF AMERICA, WASH.
INGTON, D.C.
Mr. O'BRIEN. Thank you, Mr. Chairman. I am G. Robert O'Brien,

a senior vice president at Connecticut General Life Insurance Co.
Today I am testifying on behalf of the Health Insurance Associ-
ation of America, which is comprised of 309 companies and ac-
counts for the writing of 85 percent of the commercial health insur-
ance in the United States today.

Mr. Chairman, I have submitted written testimony. Rather than
reading that, I would like to just make some overview comments.

Senator DURENBERGER. Everyone's written testimony will be
made part of the record.

[The prepared testimony of Mr. O'Brien follows:]
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STATEMENT OF THE

HEALTH INSURANCE ASSOCIATION OF AMERICA

ON

S. 2142 "PEER REVIEW IMPROVEMENT ACT OF 1982"

PRESENTED BY

Go ROBERT O'BRIEN

Good morning. My name is G, Robert O'Brien, Senior Vice President of

Connecticut General Life Insurance Company. I am testifying today on behalf

of the Health Insurance Association of America which consists of 309 insurance

companies that are responsible for about 85% of the health insurance written

by commercial insurance companies in the United States today.

Mr. Chairman, we wholeheartedly support the continuation of utilization

review programs throughout the nation. We believe that 8.2142 contains the

essential ingredients for an effective public-private partnership that will

sponsor and sustain local utilization review programs.

All of us here today are concerned about and frustrated by the explosion

of health care costs. The health cost inflation problem is so complex that a

ready solution will not be found in any one piece of legislation or in any one

program.--We are more likely to see incremental progress being effected by the

concerted cost containment actions of all the participants in the health care

system. Determining the appropriateness of hospital admission and length of

stay through utilization review is one of the cost-effective programs that the

public and private sectors can co-sponsor.

Utilization review is most effective if all patients, regardless of

payment source, are subject to review. One of the reasons the current PSRO

program is not-more effective is that it does not contain enough incentives to

stimulate widespread private sector involvement.

Private insurance companies support utilization review

The insurance Industry's involvement in utilization review pro-dates the

Federal PSRO program. For example, in 1971 Connecticut General worked with

Aetna Life & Casualty, Travelers, Connecticut Blue Cross, Health InsUrance

Association of America, the Hartford County Medical Society, and the nine area
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hospitals to establish the Hartford County Health Care Plan's private sector

utilization review program, one of the nation's earliest. This program was

not fully implemented, however, until after the publicly funded PSRO became

operative.

Since 1978 the Hartford County PSRO and the Hartford County Health Care

Plan have worked closely with the nine area hospitals to review selected

patients from all payment sources. The program saves almost $3 in hospital

costs for each dollar it spends. The Hartford County PSRO and Hartford County

Health Care Plan have successfully performed other cost containment activities

as well. They identify for hospitals the inpatient surgical procedures that

could have been done on an outpatient basis, and they are pilot testing a

program that would review the appropriateness of ancillary services. Much of

their success in changing provider behavior can be attributed to their

sponsorship and endorsement by the local physician community, and the

hospitals.

Commercial insurers have successfully contracted in several other areas

with local PSROs and Foundations for Medical Care to perform concurrent

utilization review of their insureds. At Connecticut General, utilization

review is one of the components of our cost containment program called

REMEDI. Most components of the program - second opinion surgery, contract and

benefit plan design, and employee education - are offered nationwide. Our

utilization review activities, however, are restricted to those areas where

local PSROs have been able to successfully negotiate with hospitals to review

our insureds. In these areas we have reduced hospital stays by 1/3 - 1/2 day

and have saved about $3.50 for every $1.00 spent in the review process.
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Hospital participation in review is essential

It has been possible for commercial insurers to contract with the PSROs

only vhen the local hospitals have been willing to participate in the program

and to give the PSRO access to the records of privately insured patients. in

general, successful private sector review programs exist only where there is a

supportive medical community or the backing of major employers who encouraged

area hospitals to cooperate with local PSROs. It is easier, of course, for an

insurer to reach an agreement with PSROs that have successfully negotiated

with the area hospitals to review privately insured patients. Thus, after one

insurer begins to review its patients in an area, other insurers quickly

follow.

We have found, however, that many hospitals are unwilling to allow review

of private patients. This reluctance of hospitals to participate in the

private utilization review process has been a major impediment in our attempts

to expand our utilization review activities. In order to promote private

sector participation in utilization review it is essential to require

hospitals to cooperate with private sector utilization review efforts. We

therefore commend, Mr. Chairman, the intent of S.2142 to allow the Federally

designated review organization equal access to relevant medical information of

public and private patients. As worded, however, Section 4 only requires the

hospitals to provide data. We believe that the hospital should be required to

provide the actual medical record. Otherwisev the hospital might claim that

it had satisfied the bill's requirements by merely providing summary data

which would be insufficient to conduct concurrent utilization review. The

actual patient record must be reviewed daily in order to assess the

appropriateness of the patient's stay. We therefore submit for your
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consideration the following wording change: Section 4(3)(E) should read "to

release medical records . • . rather than "to release data .

5.2142 improves utilization review In several other ways

This bill also contains several other Ingredients essential to the

development of a successful public-private sponsorship of utilization review

activities. One is the consolidation of geographic areas. Under the current

law, in order to review our insureds in a large metropolitan area, for

example, insurers must negotiate with several PSROs. This introduces an

undesirable element of complexity and uncertainty in that the same insured may

be subject to review during one episode of illness and be exempt during

another episode of illness at another institution.

Another important change this bill proposes is the elimination of

delegated review. The review process can be objective only if a review

organization, not a hospital, makes the final determinations on quality and

necessity of care.

Third, in shifting the role of the Federal government from sponsor to

contracting agent you-have recognized the value of competition in the health

care marketplace. Review organizations would be encouraged to compete for

Federal and private sector business. Your bill goes a long way toward

transforming the current PSRO program from one which is primarily Federally

sponsored and over-regulated to one which will reflect the efficiencies of the

private marketplace.

Definition of review organization presents conflict of interest problems

We believe that unless this legislation insures that only disinterested

entities are eligible for the Federal contract, you will seriously compromise

the goals of 8.2142. One of the goals of 8.2142 is to restructure and
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streamline utilization review activities so that they are more efficient and

effective. The other major goal is to stimulate private sector entities to

review their patients. These goals could be undermined if the review

organization were to have a potential conflict of interest. We strongly

suggest, then, that neither hospitals nor insurers be eligible for the Federal

contract.

We do not believe, Mr. Chairman, that a review organization controlled by

hospitals would be objective. To allow them to review themselves would

seriously compromise the effectiveness of the review process. You yourself

have recognized this in S.2142 by no longer allowing the review organization

to delegate review authority to individual hospitals.

Allowing an insurer to contract with the Federal government to perform

utilization review activities will hinder participation in the program by

other insurers. The insurance market is intensely competitive. Even the

appearance of conflict of interest would be enough to dissuade many insurers

from signing a contract with a competitor. In addition, insurers would be

dissuaded by potential abuses of the review organization, and by the marketing

disadvantage inherent in contracting with a competitor for one of their

products.

Mr. Chairman, this would be a problem particularly in areas where

hospitals were willing -e release medical records only to the agency the

Federal government had contracted with. As a practical matter, in these areas

the private sector would have to contract with that same entity. In many

cases, insurers would decline to have their patients reviewed by a competitor

resulting in an overall lower level of private sector participation in and

support for utilization review activities.
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With your permission, Mr. Chairman, I would like to submit, for the

record, a proposed amendment to S.2142that would prohibit hospitals, insurers

and third party administrators from becoming the Federally designated

Utilizatlon and Quality Control Peer Review Organization.

2152(c) For purposes of this section and Sec. 1153 (b)(2) no

utilization and quality control peer review organization shall

Itself be or be affiliated with 1) any entity which directly

or indirectly pays medical expense benefits to facilities

under review or 2) any such facility or association of

facilities within the local or regional area to be served by

the utilization and quality control peer review organization.

Conclusion

In closing, we think that S.2142 is an important piece of legislation.

Our experience has shown us that concurrent utilization review lowers costs by

lowering utilization,.without sacrificing quality. By removing barriers to

private sector involvement, this bill fosters review of all patients, which is

an important first step toward systemvide cost containment. If amended as

recommended, S.2142 could enhance the cost-saving potential of utilization

review by streamlining and strengthening the current program, and by allowing

the private sector to expand their activities into areas that are now

impenetrable.
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Mr. O'BRIEN. First of all, I would like to say that we enthusiasti-
cally support Senate bill 2142. We have found through our experi-
ence over the last decade that peer review organizations and hospi-
tal utilization review have been very effective means of controlling
costs. We- do feel that utilization review should apply to all pa-
tients; that is, both private and public sector patients. We feel also
that this bill is an excellent example of a workable partnership be-
tween the public sector and the private sector.

At Connecticut General, we have been working withpeer review
organizations since 1971. This started in the Hartford County area
in Connecticut, and we have expanded to other areas across the
country. We have found that as a minimum, utilization review
saves $3 in hospital costs for every $1 spent. And in some areas it
has gone as high as $7 of savings for every $1 spent.

We now findthat we are actively marketing this as a part of our
cost containment program to all of our customers. The coined name
for the cost containment program is REMEDI. A key part of
REMEDI is the utilizatio-.i of PSRO's that are in existence through-
out the country.

Unfortunately, utilization review only works in the private
sector when the hospital is willing to participate. Unfortunately
today, many, many hospitals do not want to participate in private
sector hospital utilization review programs. We do feel, however,
that the bill will help substantially to encourage these hospitals to
actively participate.

As a suggestion, on page 28 the bill talks about the release of
data. We submitted in our written testimony a couple of minor
changes. One of them is that we feel that the words "release of
medical records" should be substituted for "data," otherwise, the
hospital could release summary data which would be inadequate
for the PSRO to work with. -

We feel that Senate bill 2142 improves the hospital utilization
review process. It consolidates geographical areas. It eliminates del-
egated review. I think it will reduce regulation and allow the free
market to operate.

I do think, however, that one of the major objectives of this bill
will be compromised if either hospitals or insurers are allowed to
act as the review organization. With respect to hospitals, I think it
would be very difficult for them to change their own behavior and
reduce their costs. On the one hand, if insurers act as the review
organization, it would basically involve using a competitor. I be-
lieve that most insurance companies, including Connecticut Gener-
al, would not find it possible to operate that way in a very competi-
tive marketplace. So what would happen is that the private sector,
if an insurer were acting in this review capacity, would not partici-
pate to asgreat an extent as possible in the program.

The end result is that the review organization would have less
private funds flowin* into it than if someone other than a hospital
or an insurance carrier acted in that review capacity.

The conclusion that I have is that this bill is a major step in the
right direction toward cost containment. We are very supportive
with a couple of minor changes which we have suggested in our
written testimony. Thank you.

Senator DURENBERGER. Thank you, Mr. O'Brien.



123

What do you think on that latter point about hospitals or insur-
ers being the contractors? What do you think of my so-called threat
theory that I articulated at the end of the last panel? That is, that
one way to get physicians more involved in the peer review process
is to leave the option to contract with insurers or hospitals. Is there
enough of a threat there? I really hate to start dictating whether
you can be for profit or not for profit and all these sorts of things. I
would rather leave it as open ended as possible.

Is there any reality to the threat that leaving it open that way
will cause physicians to be more involved in peer review?

Mr. O'BRIEN. I would take a more practical approach. If it were
written-in the bill that the hospital had to make available medical
records on both public and private patients, the physicians would
participate. And I do think that we would find that many of the
physicians would structure these review organizations across the
country. I think you would find some pockets of resistance, but if it
is written in the law that the medical records have to be made
available, I think it would be effdctivea.

Senator DURENBERGER. Would either of the other of you like to
comment on that?

Mr. HEINTZ. I would suspect the concern that we have, that it
may be a perceived threat and it may stimulate greater physician
involvement, but our experience would indicate that physicians
will become involved if they are given the proper incentive or dis-
incentive, as you commented earlier. If review of medically neces-
sary services and appropriateness of the setting of services becomes
a part of a benefit plan or a reimbursement situation, so that the
funding is really tied for the services to both-services that are pro-
videa by hospitals and by physicians within hospitals and by physi-
cians, that review networks, I think, will spring up, and we really
ought not to tie ourselves-in our testimony we did not refer to
PSRO one time. The two organizations that we presently have con-
tracts with hap pen to also be PSRO's, but they are review organi-
zations first and foremost. And if they prove over time to be unsuc-
cessful in helping us deal with the volume part of our equation, we
will contract with other physician-based organizations.

I think with a bill like 2142 and physician organizations having
an opportunity to contract on a performance basis with the Gov-
ernment for review, we will see more and more of those. There are
other alternatives other than just the insurer.

Mr. GOLDBECK. I think that there is a necessity to separate out
the issue of making data on all classes of patients available from
the issue of what organizations are eligible to do the review. There
is nothing wrong with having for-profit groups doing review. As
one who also runs a not-for-profit organization, I know that the fi-
nancing can be structured in such a way that people can live very
handily. There is no purity of purpose or performance that can be
guaranteed by insisting that it be a not-for-profit group.

The eligibility of insurance carriers and delegated review to the
hospital is a question that should be examined based on whether or
not you feel that there will be a reduction in the quality of the
review product you get. In both cases, I think the answer is yes,
although for different reasons.
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Senator DURENBERGER. On the issue of the for-profit versus not-
for-profit, though, I guess Dr. Weeks suggested to us that we look
at this in terms of ideal world versus real world, and he suggested
that at least in West Virginia, in his experience, the adverse expe-
riences with fiscal intermediaries as part of this process in which
we are all involved might make it difficult for the community in
which he operated to accept a for-profit contractor. I guess we are
not forcing one or the other in this process.

Do you agree with his position that we ought to stay away from
for-profit?

Mr. GOLDBECK. I do not think you should exclude for-profits. I
think communities should either exclude or include for-profits or
not-for-profit groups depending on who can get the job done there
and which kind of an entity is viewed as acceptable within that
community. But you should not write the rules so that one or the
other has to be the contrator.

Senator DURENBERGER. Do either of the other of you have an
opinion on the for-profit?

Mr. O'BRIEN. I would agree with that.
Mr. HEINTZ. I would, too.
Senator DURENBERGER. While Max is gathering his thoughts, let

me ask you one question, Willis.
I think all of you have characterized peer review as cost-effective,

so that is clearly one reason why business, as employers, particu-
larly gets involved in the review. What other reasons in your expe-
rience are there for businesses to be involved in one way or an-
other in peer review beyond just cost effectiveness? Are there other
reasons?

Mr. GOLDBECK. Yes; I think that the only way a responsible em-.
ployer can sell cost containment to the employees, and it ought to
be the same motivation for Government, is to link it to improve-
ments in quality of care. When a review mechanism identifies
someone as being in the hospital inappropriately, it is not only a
financial saving; it can be a lifesaving and certainly a life-enhanc-
ing discovery. There is no reason why any employer should spend
employees' compensation and stockholders' revenues to support the
sustenance of a system that is treating people inappropriately-in
the wrong settings, for the wrong amounts of time, and so forth.

If you can set.up a mechanism by which the peers of that system
can provide a responsible'critique, a protective arm, if you will, for
every dollar that is saved, there will be a greater saving in the
quality of care and quality of life.

Senator DURENBERGER. Thank you.
Max?
Senator BAUCUS. Doctors, I was wondering if you want to add to

the questions I asked the earlier panel. That is, whether they felt
there was about a 10-percent overutilization in hospital care, as
stated by the administration. Do you agree with that statement?

Mr. GOLDBECK. I would be inclined to think from a national
standpoint, that is low. It seems that in any private review system,
in any system where there is a reasonable degree of cost sharing
imposed, where there are ambulatory services made available,
where there are well-designed prevention programs, that a very
significant reduction in hospital care can be-attained.
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Look just at the proposed hospice legislation which is being con-
sidered by the Congress right now. That alone could remove termi-
nally ill patients, some 100,000 a year in the medicare program
alone, from extensive amounts of unnecessary acute care hospital-
ization. Consider the studies showing the degree to which physician
and hospital visits are actually for psychosomatic problems rather
than for physical problems-the list goes on and on and on. Ten
percent is a low number.

Senator BAUCUS. I can understand your point'that hospitals prob-
ably cannot be trusted to reduce utilization, but why cannot insur-
ance companies do a better job in reducing overutilization?

Mr. O'BRIEN. Let me try to respond to that. I am not in favor of
having insurance companies function in that capacity for several
reasons. One is, the health insurance market today is a very com-
petitive environment from an insurance company s standpoint. If
one company were allowed to provide this mechanism, they would
have access to data of their competitors. Two, they have a conflict
of interest because they could do an effective job on their patients,
thereby reducing the cost to their clients, and not as effective a job
for the other carriers, thereby making their products more expen-
sive in the marketplace.

I just do not think it would work well. What we would find is
.most of the companies would not participate. Therefore, private
sector funds would not be flowing into the review organition, and
the cost to the Federal Government would not be reduced.

I think we can get both the private sector and the public sector
involved in utilization review. We are more than willing to fund
utilization review through a charge for each patient that is re-
viewed, which in effect reduces the cost to the Federal Govern-
ment.

Senator BAUCUS. Have you talked with insurance companies? I
do not know whether they are interested in this proposal or not.
You have raised some very good points.

Mr. O'BRIEN. I am testifying on behalf of 309 that write 85 per-
cent of the health insurance business, so they are very interested
and very supportive.

Senator BAUCUS. They are supportive of--
Mr. O'BUIEN. This bill that we are talking about, S. 2142.
Senator BAUCUS. But just so we are clear, are you saying they

are excited about the idea of reviewing each other's--
Mr. O'BRI4N. No; I have two exceptions. One is that I do not

think hospitals or insurance companies should be the review orga-
nization. The other minor change is on the data versus medical
records.

Senator BAUCUS. I understand. Do you agree with Dr. Goldbeck,
is that correct?

Mr. GOLDBECK. Willis Goldbeck. I am not a doctor.
Senator BAucus. I am sorry.
Mr. GOLDBECK. I am not. [Laughter.]
Senator BAUCUS. Do you agree with Mr. Goldbeck, his statement

that probably the 10-percent figure is low?
Mr. O'Bnizx, I would think it is. Our experience has been for

just one account that we work with, we were able to reduce their
hospital expense in .a 24-month period by $1.4 million. So I think

94-587 0-82-9
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we are talking about substantial reductions in hospital confine-
ment across the country. I would say that 10 percent is low.

Senator BAUCUs. Thank you.
Mr. HEINTZ. Senator, if I might, I think a distinction needs really

to be made between-and I am not certain whether the 10-percent
figure relates to totally unnecessary hospitalization services or
whether it relates to services in an appropriate setting. What we
found in our review programs is, there is a very real difference. In
some cases, lengths of stay are extended justifiably in the physi-
cian's and the patient's minds because, for example, they no longer
need the acute care in-patient services of a hospital, but there is no
other place to go. There is no other coverage for extended care or
some other skill level care, or a bed just simply is not available.

The other illustration of that is that unnecessary surgery, we
have found in our experience at Deere and Co., that at least based
on our data, indicates that we really do not have unnecessary sur-
gery being done with our employees, but rather surgery being done
in the wrong place; that is, in the in-patient facility in a hospital
bed for 2 or 3 days, when those procedures could be done on an out-
patient hospital basis or in a freestanding surgery center.

So to some degree it depends on the 10 percent-there may be 10
percent of unnecessary hospitalizations, period, but it is a much
higher figure if you take into account services that are being pro-
vid ed on an in-patient acute care setting that could be more cost
effective and more efficient and with as high a degree of quality
provided in a different, lower level of setting.

Senator BAUCUS. But do the private or public health insurance
programs reimburse for those out-patient procedures?

Mr. O'BRIEN. Yes; a good contract would.
Senator DURENBERGER. Thank you very much.
Our next panel consists of Dr. Charles R. Griffin, president of the

South Carolina Medical Foundation in Columbia; Dr. Michael
McGarvey, New York Statewide Professional Standards Review
Council, Inc., of New York, N.Y.; Dr. John Graham, president, ac-
companied by Mr. Patrick Byrne, director of Health EServices Infor-
mation, Foundation for Health Care Evaluation, Minneapolis,
Minn.

We will start with Dr. Griffin and go in the order you were intro-
duced. Thank you all for being here.

STATEMENT OF DR. CHARLES R. GRIFFIN, PRESIDENT, SOUTH
CAROLINA MEDICAL CARE FOUNDATION, COLUMBIA, S.C.

Dr. GRIFFIN. Mr. Chairman and members of the committee, I am
Dr. Charles Griffin, president of the South Carolina Medical Care
Foundation, and I am also in family practice in Pendleton, S.C.

I am pleased to appear before you today representing 85 percent
of the licensed practicing physicians in South Carolina who are
members of and support PSRO. We in South Carolina believe that
our PSRO is fulfilling the expectations that Congress had for the
PSRO program when they enacted the law in 1972. The South
Carolina Medical Care Foundation applied for and was funded as a
PSRO in July of 1974 and currently has full designation status as a
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PSRO. In the 1981 PSRO evaluation, we were ranked as the
number one PSRO in the Nation.

You have copies of my printed testimony describing the tremen-
dous impact the PSRO had on the health care delivery system and
demonstrates to you what a group of physicians can accomplish
when they are committed to the program.

The PSRO in South Carolina has placed great emphasis on assur-
ing that high quality medical care is delivered in our State. Quality
review studies have been conducted to insure that the care being
rendered meets the standards established by PSRO, and we have
demonstrated that the medical profession is capable ofmonitoring
the care rendered by physicians effectively.

Therefore, we would ask that in your consideration of Senate bill
2142, you offer a physicians' group such as ours the first opportuni-
ty to be the utilization and quality control peer review organiza-
tion. My experience has been that groups such as hospitals and in-
surance carriers conducting utilization review have been ineffec-
tive.

Another part of S. 2142 pertains to facilitating private review. A
number of South Carolina industries have expressed a serious in-
terest in having the foundation review the hospital care of their
employees and dependents covered by their corporate health insur-
ance policies, but efforts toward this were foiled so far by lack of
cooperation from hospitals.

Industry has a problem that must be addressed, and that is not
only are health care costs continuing to rise at a rate far greater
than the overall inflation factor due to the development of newer,
more expensive diagnostic modalities and therapeutics, but addi-
tional costs are being shifted to the private sector as cuts are made
in medicare and medicaid programs. PSRO is not the total solution,
but it definitely is an important part of an overall cost contain-
ment strategy.

In closing, I would like to reemphasize my suggestion that prefer-
ence be given in the bill to existing physician-controlled review or-
ganizations as the methodology has been refined, data systems db-
veloped, personnel competency improved, and physicians are com-
fortable in working within the existing peer review system.

Thank you for this opportunity to appear before the committee
and I will be glad to answer questions.

[The prepared testimony of Dr. Griffin follows:]

k



" 128

STATEMENT OF CHARLES R. GRIFFIN, M.D., PRESIDENT, SOUT CAROUNA MEDICAL
CARE FOUNDATION

Mr. Chairman and members of the Committee, my name is Dr. Charles R.

Griffin, and I am the President of the South Carolina Medical Care Foundation

which is the Professional Standards Review Organization for the State of

South Carolina. In addition to my PSRO activities, I am in Family Practice

in Pendleton, South Carolina. Accompanying me today is Mr. William Mahon,

Executive Director of the South Carolina Medical Care Foundation.

I am pleased to appear before you today representing eighty-five percent

(85%) of the licensed practicing physicians in South Carolina who are members

of and support the PSRO. We in South Carolina believe that our PSRO is

fulfilling the expectations that Congress had for the PSRO program when

they enacted the law in 1972. The South Carolina Medical Care Foundation

applied for and was funded as a PSRO in July of 1974. In July of 1975 we

received designation as a conditional PSRO and in January of 1981 we received

full designation status as a PSRO. In the 1981 PSRO evaluation we were

ranked as the number one (1) PSRO in the nation.

I would like to share with you some of the impact the PSRO had on the

health delivery system in order to demonstrate to you what a group of physicians

can accomplish when they are committee to the program. In 1980 the PSRO

was able to demonstrate a reduction in medically unnecessary days of care

of twenty-six thousand (26,000) days. If we apply a conservative per diem

charge for a hospital day of one hundred and fifty dollars,($150.00) we

have a total dollar saving of three million nine hundred thousand dollars

($3,900,000.00). This is almost three million (3,000,000) more than the

PSRO's annual budget.
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In the area of hospital ancillary services the PSRO set an objective,

in 1980, to reduce the use of Intermittent Positive Pressure Breathing (IPPB)

by twenty percent (20%). We not only met our objective but exceeded it

for a total reduction of thirty-five percent (35%). Translating this to

a dollar figure we find that the total savings was two million four hundred

and sixteen thousand three hundred and seventy-five dollars ($2,416,375.00).

I have attached as exhibits our impact evaluation by objective for both

1979 and 1980 for your information.

The PSRO in South Carolina has placed great emphasis on assuring that

high quality medical care is delivered in our State. Quality Review Studies

have been conducted to ensure that the care being rendered meets the standards

established by the PSRO. Under the direction of the Foundation Board of

Directors and with the help of hundreds of physicians who serve on PSRO

committees or as Physician Advisors we feel we have demonstrated that the

medical profession is capable of monitoring the care rendered by physicians

effectively.

Physician commitment has been the keystone of our success in South

Carolina and we would ask that in your consideration of Senate Bill 2142

that you offer a physicians group such as ours the first opportunity to

be the utilization and quality control peer review organization. Over the

years that I have been in practice I have participated in attempts by other

groups, such as hospitals and insurance carriers, to conduct utilization

review and my experience has been that they are ineffective. On the other

hand I have been active in the PSRO which is governed and operated by physicians

and I have seen dramatic improvements in the way health care services are

utilized as well as im provement in the quality of care.
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Another part of S.2142 I would like to address is the section titled

"Facilitation of Private Review". A number of South Carolina industries

have expressed a serious interest in having the Foundation review the

hospital care of their employees and dependents covered by their corporate

health insurance policies. Burlington Industries authorized the South

Carolina Medical Care Foundation to contact hospitals and inform them of

Burlington's desire for review, this was done and only two hospitals responded

to the letter and both refused to allow the review to be implemented. Industry

has a problem that must be addressed and that is not only are the health

care costs rising as a result of inflation but additional costs are being

shifted to the private sector as cuts are made in the Medicare and Medicaid

program. PSRO review is not the total solution but it very definitely is

an important part of an overall cost containment strategy.

From an economic point of view the expansion of PSRO activity to the

private sector would result in significant cost reductions to the government.

The more review a PSRO does the lower the unit cost becomes. Another part

of the bill that would have the same effect would be the redesignation of

areas both by increasing the review load and by eliminating the fixed costs

that are common to all PSRO's by reducing the number of organizations.

In closing I would like to reemphasize my suggestion that preference

be given in the bill to existing review organizations becoming the "utilization

and quality control peer review organization". The years of experience

that PSRO's have had should not be allowed to go to waste. In the effective

PSRO's the review methodology has been refined, data systems have been

developed, personnel have reached a high level of competence and most

importantly physicians have become comfortable in working within the

existing peer review system.

Thank you for allowing me the opportunity of appearing before this

committee. I would be pleased to answer any questions you may wish to ask.
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1979 - 80 Grant Proposal
Monitoring Objectives

I. Determine medical necessity of admission and continued stay
retrospectively on a twenty percent (20%) random sample of
patients exempted from review.

CURRENT DATA

Based on a sample of surveys conducted during 1979 and 1980 we
can demonstrate a reduction in medically unnecessary days of care.

1979 Average Percent Medically Unnecessary Days = 13%
1980 Average Percent Medically Unnecessary Days - 11%

DAYS SAVED

Based on an estimated titled days of care per annum at 1,300,000

1979 169,000 Medically Unnecessary Days of Care
1980 143,000 Medically Unnecessary Days of Care

A reduction of 26,000 Medically Unnecessary Days of Care in a one
(1) year time period.

SPECIFIC INTERVENTION

Hospital is notified.of specific cases where avoidable days were
found as well as the overall percentage of medicaly unnecessary
days of care. Remedial measures taken have resulted in a reduction
of these avoidable days and proven the Foundation's hypothesis
that physicians whose patients are exempted from review do not
lapse into inappropriate practice patterns as a result of their
focused status.

1979 - 80 Grant
Objective - Data Objective II

To reduce the incidence of Intermittent Positive Pressure Breathing

(IPPB) by twenty percent (20%) statewide.

CURRENT DATA

1979 Patients receiving IPP = 20,936
1980 Patients receiving IPPB = 13,501

DIFFERENCE 7,435 (35%)

IMPACT

Average cost of IPPB 325.00 x 7,435 patients = $2,416,375

SPECIFIC INTERVENTION

PSRO developed specific criteria for use of inhalation therapy and
distributed them to all hospitals with notice that IPPB charges would
not be approved unless service was ordered by a physician initially
and reordered every two (2) days as well as meeting criteria.
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1979 - 80 Grant
Objective 5.3 A

Decrease the average length of stay by one (1) day.

CURRENT DATA

No. of Cases Average Length of Stay

1978 PHDDS 128,649 8.93
1979 PHODS 146,549 8.11

1980 PHDDS 138,477 8.15

1979 Medicaid Data Days of Care per 1000 - 1,040

1980 Medicaid Data Days of Care per 1000 a 968.6

*DIFFERENCE

Average Length of Stay - .82 Days

Days of Care per 1000 = 71.4

DAYS SAVED

Average Length of Stay - 146,549 x .82 = 120,170
Days of Care per 1000 - 242M x 7.14 = 17,278

SPECIFIC INTERVENTION

The PSRO contracted with Yale University to develop South Carolina specific
length of stay norms. These norms were shorter than PAS norms previously
used thus review took place earlier. During 1980 we have focused eighty
percent (80%) of our admissions and implenente-d SI/IS criteria but as
the 1980 data shows there has been little change in the Average Length
of Stay.
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1979 - 80 Grant Proposal

Eliminate unnecessary surgery.

CURRENT DATA

1977 1978 1979

Cholecystectomy 2.6 2.5 2.8
Hemorrhoidectomy .7 .7 .6

Hysterectomy 1.7 1.6 1.5

The above rates are reflective of an acutal decrease in the number of
procedures performed, with fifty-six (56) fewer hemorrhoidectomies
performea in 1979 than in 1977 and forty-five (45) fewer hysterectomies.

The necessity of cholecystectomies has been studied in all hospitals
with ninety-eight percent (98%) of the surgery meeting nationally
established criteria.

SPECIFIC INTERVENTIONS

A statewide audit of hysterectomies was conducted in 1978, with specific
follow-up of physicians with procedures of questionable need. As well,
one (1) surgeon was notified in 1978 that he was in potential violation
of obligations. This physician has recently been mailed a notice of
violation, for deficiencies, including performance of hysterectomies
without documentation of medical need.

The indications for hemorrhoidectomies were studied on a regional and
individual basis in 1978 and 1979.



1977

CHOLECYSTECTOMY

HEMORRHOIDECTOMY

HERNIAS

1,337/524,808
2.6/1000

367/
.7/1OdO

1978

1,293/519,791
2.5

343/
.7/1000

1,390/1,254/
2.4

1979

1275 + 277
1,552 /562,757

2.8

237 + 74
311 / .6/1000

2,281/
2.7

1980
1312 + 303

1515 /

228 + 81
309 /

2,027/
4.0

HYSTERECTOMY 881/ 840/
1.7

836/
1.6

892/
1.5 1.

co

1977 and 1978 Number of discharged from PHDSS

1979 and 1980 From AUTOGRP

Number beneficiaries - from William Mahon's chart.
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1980 - 81 Grant Proposal
Section 5.4 Objective I

Reduce inappropriate variations in hospital utilization.

A. Reduce average pre-operative days for elective admissions to two (2)
days or less in those hospitals with an average pre-operative stay
of more than two (2) days by April 1, 1981.

CURRENT DATA

Average Pre-Operative Length of Stay (Elective Surgery)

1979 Average Pre-Operative Length of Stay 2.07

Total Patients 29,140

1980 Average Pre-Operative Length of Stay 1.91

Total Patients 28,982

Difference .16 Days

DAYS SAVED

28,982 x .16 = 4,637.1

SPECIFIC INTERVENTION

PSRO wrote letters to hospitals with excessive pre-operative days asking
for justification. Medical Care Evaluation Studies were conducted on
selected procedures. Claims rebuttal procedure implemented.
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1980 - 81 Grant Proposal
Section 5.4 Objective B

Reduce average length of stay in hospital at skilled level of care from

present average of 17.3 days to fourteen (14) days by April 1, 1981.

CURRENT DATA

Average Length of Stay awaiting skilled placement:

1979 Total Average Length of Stay 37.68

Total Patients 1,643

1980 Total Average Length of Stay 35.84

Total Patients 1,510

Difference 1.84 Days

133 Patients

NOTE: Total Average ,Length of Stay used due to lack of accurate
data because of focusing.

DAYS SAVED

1510 x 1.84 = 2778.4

133 x 35.84 = 4766.7

SPECIFIC INTERVENTION

PSRO has implemented Pre-Admission Certification in Long Term Care.
Encouraging hospitals to start discharge planning at admission when
nursing home placement is anticipated. Also uniform level of care
criteria has been implemented in Acute and Long Term Care facilities.
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1979 - 80 Grant
Objective 5.3 II C

Analyze the ten (10) diagnoses representing an average length of stay
higher than the average length of stay for Region IV to determine reasons
for the higher length of stay and develop mechanisms for intervention
by January, 1980.

CURRENT DATA

Disease of the gallbladder and bile duct without operation and without
secondary diagnosis

1978 PHDDS NATIONAL REGION IV SOUTH CAROLINA

10.5 10.9 11.5

1979 5.3

TOTAL PATIENTS 202

DIFFERENCE 6.2

DAYS SAVED

202 x 6.2 = 1,252.4

SPECIFIC INTERVENTION

Two (2) physicians were identified as major problems. One (1) responded
to educational efforts and has improved drastically. The other did
not and a sanction letter was issued.
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1979 - 80 Grant
Objective 5.3 II C

Analyze the ten (10) diagnoses representing an average length of stay higher
than the average length of stay for Region IV to determine reasons for the
higher length of stay and develop mechanisms for intervention by January
1, 1980.

CURRENT DATA

Gastric and Peptic Ulcer without second diagnosis and without operation.

1978 PHDDS NATIONAL REGION IV SOUTH CAROLINA

5.9 5.8 6.6

1979 PHDDS 6.4

TOTAL PATIENTS 328

DIFFERENCE .2

DAYS SAVE

328 x .2 = 65.6

SPECIFIC INTERVENTION

Medical Care Evaluation Studies were conducted and identified problems
corrected through communication.

1979 - 80 Grant
Objective 5.3 II C

Analyze the ten (10) diagnoses representing an average length of stay
higher than the average length of stay for Region IV to determine the
reason for higher length of stay and develop mechanism for intervention
by January 1, 1980.

CURRENT DATA

Acute Myocardial Infarction

1978 PHDDS NATIONAL REGION IV SOUTH CAROLINA

15.0 13.6 14.6

1979 PHDDS 12.3

1980 PHDDS 12.2
Number of Patients (1979) = 3,108
Difference 2.3 Days

DAYS SAVED

3,108 x 2.3 = 7,148.4

SPECIFIC INTERVENTION

A statewide study of Acute Myocardial Infarction was conducted which
showed a high mortality rate in many small hospitals. A medical education
program was conducted by the State Medical Association as a part of
their annual convention. Restudies have indicated reductions in mortality
rates and data shows a decrease in length of stay.



139

Senator DURENBERGER. Thank you very much, Dr. Griffin.
Dr. McGarvey?

STATEMENT OF DR. MICHAEL McGARVEY, NEW YORK
STATEWIDE PROFESSIONAL STANDARDS REVIEW COUNCIL,
INC., NEW YORK, N.Y.
Dr. MCGARVEY. Mr. Chairman, I very much appreciate the

chance to be with you here today and to talk about something good
that is happening in New York State that has to do with the
PSRO's and their performance.

I am a physician currently on the staff of St. Vincent's Hospital
in New York City, but for 4 years prior to this, I functioned as the
chief medical officer for the New York State Regulatory Agency. So
I have had the dubious privilege of being both regulator and regu-
lated.

First, I would like to make the point that today's modern high
technology hospital, unless there is a compelling medical reason to
be in it, is a very dangerous place to be. It is also very expensive.
Therefore, anything that helps to keep patients out of the hospital
unnecessarily has very significant both human and financial bene-
fits.

The PSRO's in New York State have proven their ability to do
this. In the 2 years of 1978 and 1979, the PSRO's in New York
State denied over 395,000 medicare and medicaid hospital days.
This yielded a savings of $34 million above and beyond the PSRO
costs.

In 1980 the PSRO's in the State exceeded the State's own $5 mil-
lion medicare savings projections by about three-quarters of a mil-
lion dollars, saved the taxpayers $2.66, we estimate, for every med-
icaid dollar spent on the PSRO's.

The State, which I think you may have some sense can be rather
skeptical and difficult, was sufficiently impressed with the perform-
ance of the PSRO's that it has in fact entered into performance-
based contracts with the remaining 14 PSRO's in the State for
medicaid review for 1982 and 1983.

The second point that I would like to make is that I think we
have to be exquisitely careful about separating the issues of compe-
tition in medicine from those that have to do with regulation
versus deregulation. In fact, I would be willing to say that the
notion of a free market economy in the health care sector is a
myth.

Third, I think from 4 years' impression of the State of New York,
I think that medicare and medicaid patients are protected from
abuse substantially more than private paying patients. Most of the
devastating consequences to patients as a result of inappropriate
medical care that we saw were on private paying patients.

Fourth, I would say that I think in New York State the PSRO's
command the respect and support of the medical community be-
cause they involve the most responsible and competent and profes-
sionally respected individuals in the medical community in the
State. The PSRO's are as tough as they have to be, and I can cite a
number of examples about changing major behavior on the part of
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hospitals and of individual physicians, saving an enormous amount
of money.

Finally, I would just say that I think there are no quick fixes,
much as Americans like quick fixes. I think we have all come to
understand how enormously complicated this field is. The'PSRO's
have taken roughly 10 years to come to this point. They have cost
the Federal Government literally hundreds of millions of dollars to
develop. They are just at this point, not surprisingly, coming to the
stage of some maturity. I think to throw them out at this point
would be very, very sad; very expensive, and would represent
either gross ignorance or gross irresponsibility.

I think that the proposals contained in your bill and Mr. Baucus'
all move toward what we would very much applaud. That is the
enhancement of the PSRO's process with the next step in main-
taining an effective physician-based peer review system in this
country.

[The prepared testimony of Dr. McGarvey follows:]
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PRESENTATION OF

MICHAEL R. MCGARVEY, M.D.

ON BEHALF OF THE

NEW YORK STATEWIDE PROFESSIONAL STANDARDS

REVIEW COUNCIL, INC.

I am Michael McGarvey, M.D. I am an attending physician

at St. Vincent's Hospital in New York City. From 1978 through

1981 I was chief medical officer of the health regulatory agency

of the State of New York. In recent months I have become a

member of the board of directors of the New York County Health

Services Review Organization. This has given me a far different

perspective -- much closer and moce detailed -- than I had as a

state government official. Having switched from regulator to

regulated, I am more impressed than ever by the capacity of a

mature and effectively staffed PSRO to serve the public interest

as a professional review agent.

I am more than ever convinced that we must separate the

issues of "competition in medicine" from those of regulation and

deregulation-. In the health care field it is unreasonable, and

frankly, naive, to think the bulk of the general public will

ever become sophisticated, informed consumers in the same way

they are about automobile tires or shampoo, or even about in-

surance and banking. If anything, increased competition in the

health field puts the patient at greater risk and requires sophisti-

cated and accurate regulatory efforts to protect both patients and

94-5W8 0-82----10
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payers, or rather, taxpayers. I am convinced that the PSROs

remain the best, most accurate, and most sensitive regulatory

mechanism available for the protection of those at risk.

And when I speak of those at risk, let me make a point that

startles most people when I mention it: private patients in our

hospitals are at greater risk of substandard medical care than are Medicare

and Medicaid patients. 7he reason is that hospital personnel are very conscious

of the fact that Medicareand Medicaid patients' records are under intense scrutiny

by PSRO physicians and nurses. It is only human and to be expected that this

scrutiny brings about more conscientious attention to the patients' care.

Not all PSROs function with equal success. The government

last year terminated about forty of the country's original PSROs

But the more than 100 surviving PSROs have a track record that

constitutes the most persuasive reason to keep them and support

them adequately. For the rest of my remarks I will confine my-

self to the New York experience since that is the one I know

very well, and also because it exemplifies what can work well by

way of health quality and cost monitoring.

Fir-st, the financial side, which is impressive. In 1980

Governor Carey projected the PSRO review would save the state

over five million dollars that year. The PSROs substantially

exceeded the forecast.

That year the PSROs denied over 57,000 unnecessary Medicaid

acute care hospital days, and freed those beds for patients who

needed them. The PSROs in New York State saved the taxpayer
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$2.66 for every Federal Medicaid dollar spent on them.

In the two-year period 1978-1979, PSRO monitoring saved

thirty-four million dollars over and above what it cost the

government to fund the PSROs. The number of disallowed

Medicare patient days was 279,279, as well as 116,017 Medicaid

days.

In other words, the state government did not look on the

PSROs as a costly necessary evil. They were seen as improving

patient care and saving millions of dollars at the same time.

Moving to some of the ways PSROs go about their job

protecting patients, let me cite a few random examples taken

from the past year's records of local PSROs in different parts

of New York State.

- One PSRO became concerned about the number of admissions and

the inordinate lengths of stay of patients of about two dozen

physicians in its area of jurisdiction. The PSRO developed

profiles of each of the physicians and asked the hospitals where

the doctors had admitting privileges to scrutinize and challenge

all the doctors' admissions. The result was a reduction of 34

percent in admissions and 32 percent in days of hospital care.

During the year additional physicians were profiled, with still

more reductions in admissions and days of hospital care. The

overall outcome was a reduction of more than 19,000 days of care.

If you apply a cost of $250 a day for a hospital bed, that review

by one PSRO of a limited number of doctors in a small area
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represented a saving to the taxpayer of more than $4,750,000.

This is only one dramatic example among many of the deterrent

effect of expert, painstaking peer review on physicians'

practices.

o Another PSRO saw that many patients with congestive

heart failure and pneumonia were staying in local hospitals a

long time. They determined to cut 10 percent off the length of

stay for such patients in hospitals above the county norm. By

close monitoring of patients and hospital records, the PSRO in

one year saved a total of more than 5,000 days, just for patients

in those two disease categories. At an average of $250 a .day,

that came to more than one and-a quarter million dollars.. .all

of that in Medicare and Medicaid coverage.

o In another part of the state, a local PSRO reduced the

number of common surgical procedures to such an extent that

$621,000 was saved in the cost of hospital care.

o The PSROs are as tough as they have to be. In one of

several similar instances, the PSRO reprimanded a hospital for

poor quality of'care and overutilization of services. The result

was a sizable shakeup in both the administration and medical

staff. People were fired and new and better individuals were

installed. More nurses were hired to review daily the care

patients were receiving. Some attending physicians had their

hospital privileges removed and others were required to have

second opinions on surgical procedures and to have preadmission
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certification on all patients they wanted to have admitted.

I could spend hours giving examples of the close scrutiny

the PSROB give, even to individual patients. A PSRO check noted

a lab report showing elevated potassium, and that the danger

of hyperkalemia had not been recognized by the patient's own

physician. Corrective action was taken. In another case, the

attending physician was on vacation and the covering doctor, who

didn't know the patient, had failed to note an abnormal EKG. The

PSRO reviewer spotted it and immediately involved the responsible

physician for resolution of the problem.

PSRO follow-through is really remarkable. I know a case of

a communications gap in which no single person was really to

blame, but the PSRO physician saw the problem. It involved a

patient with a wound infection who was placed in isolation but

kept there too long. Attending physicians didn't realize the

patient was in isolation, and the nurses thought that the attendings

thought he needed-to be isolated. The PSRO reviewed the case and

questioned the need for two months of isolation of the blind and

elderly patient, who was becoming depressed. The patient was

moved to a six-bed room and immediately improved.

The point is that besides the money arguments in favQr of

supporting the PSROs, there is compelling medical and humanitarian

necessity. The taxpayer needs the PSROs. The patient needs the

PSROS.

Regarding New York State I can give you complete assurance
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that the PSROs have the respect of the physician community.

They are endorsed by the State Medical Society. They have the

personnel and the expertise to review care and costs effectively.

No group is qualified to do it better, or as well. They have

helped New York State achieve its goals of improving care and

reducing excess use of facilities. They have weeded out poor

practitioners, and will continue to do so. Only a physician

organization is really qualified, or will ever have the necessary

credibility to monitor physicians on a continuing basis.

The PSROs have set up strong channels of communication

between the State and themselves by developing statewide

standards of care, protocols for effective Medicaid review, and

giving the state input from the medical community. Finally,

the state's 14 'PSROs working through their Statewide Council

have achieved statewide consensus and uniformity, an enormous

accomplishment in a state as large and diverse as New York.

As more and more people are saying, if the PSROs go, some-

one will have to reinvent them, or their equivalent.

Thank you.
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Senator DURENBERGER. Thank you.
Dr. Graham.

.STATEMENT OF DR. JOHN GRAHAM, PRESIDENT, FOUNDATION
FOR HEALTH CARE EVALUATION, MINNEAPOLIS, MINN., AC.
COMPANIED BY PATRICK BYRNE, DIRECTOR OF HEALTH SERV-
ICES INFORMATION
Dr. GRAHAM. Thank you, Mr. Chairman. May I say it is a pleas-

ure to be here, from your home State.
I am Dr. Jack Graham, practicing obstetrician-gynecologist in

Minneapolis and president of the Foundation for Health Care. I am
accompanied by Mr. Patrick Byrne, director of odfrHealth- Systems
Information Department. I will not read from my text. I will speak
as an overview of that.

Our purpose here is to speak in support of S. 2142. I would like
to commend Senators Heinz and Moynihan and especially you, Mr.
Chairman, for introducing this bill, and I think I would be remiss if
I ignored Senator Baucus' work on S. 1250 last year. We at the
foundation, we in Minnesota, find it very supportive to have the
support for the PSRO function at the national level.

I would like to point out that our presence here is not to be con-
strued as condemning existing PSRO. PSRO has its accomplish-
ments and they have had their accomplishments in Minneapolis-St.
Paul and in Minnesota. Days of care have been reduced and quality
has been maintained. We have some information available which
we can make available to you demonstrating that fact.

These accomplishments have not gone unnoticed by private in-
dustry. Sixteen of our area's largest employers came to the founda-
tion and asked the foundation to establish a peer review mecha-
nism for them. Since that has occurred, we have reduced the days
of utilization per thousand enrollees by some 200 days. The employ-
ers have not hesitated to express their satisfaction at what we have
been able to accomplish. I think there is a message in this- for the
Federal Government.

Your proposed legislation offers several improvements over the
existing law. It establishes a contractual involvement where the
Government gets accountability, the review organization maintain
autonomy, and there is a readily avoidable contract if the desired
results do not occur. There is improvement in the method of reim-
bursement. It will separate the peer review function from the Gov-
ernment. There is a ubiquitous paranoia out there that PSRO's are
nothing more than Government agencies. I think the wording in
the legislation clarifies that.

In this case, the review organizations will be judged on a preset
performance expectation. This is a fair way to judge progress. The
bill offers the opportunity of expanding service areas. This will pro-
vide economies of scale and yet local physician involvement can be
maintained by the use of regional councils.

There are improvements in the program. The emphasis, if this
legislation is enacted, will be on results and not process. It elimi-
nates mandatory delegation. We feel that that is a good thing to
do. However, we would argue that if some delegation could be held
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out as a possible incentive for those doctors or hospitals who do
perform well.

Finally, it encourages private review. We would suggest that an
additional method for improving the environment for private
review would be to exempt companies participating in private
review from antitrust concerns.

We find this legislation very much to our taste. We have struck a
bargain with private industry to do their review and they are satis-
fied and we stand ready to provide the same service for the Federal
Government. Thank you very much.

[The prepared testimony of Dr. Graham follows:]
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TESTIMONY ON THE "PEER REVIEW IMPROVEMENT ACT OF 1982"

by

John Graham, M.D.,
President

Foundation for Health Care Evaluatipn
Minneapolis, MinnesotA

April 1, 1982

Mr. Chairman, members of the committee, staff, honored guests, I am Jack Graham, a

practicing obstetrician and gynecologist and president of the Foundation for Health

Care Evaluation. I am accompanied today by Mr. Patrick Byrne, Director of Health

Services Information, Foundation for Health Care Evaluation.

The Foundation commends Senators Durenberger, Moynihan and Heinz for their

sponsorship of S. 2142 and Senator Baucus for his sponsorship of S. 1250. As a

physician, I am heartened by the expressed intent of these bills to retain the concept

of regional peer review. As president of the Foundation, I see the need for such

legislation to further the original purposes of P.L. 92-603.

In introducing this bill, Senator Durenberger emphasized that the reasons for which

PSRO was creatd, inappropriate usage and costly health care services, remain with us

today. Appropris 4ely, this is the theme of the Foundation's annual report, "Now more

than ever."

Now more than ever, Medicare beneficiaries deserve the assurance that the care they

receive meets professional standards of quality.

Now more than ever, the American taxpayer deserves to have meaningful and

accountable controls over the expenditure of health care dollars.
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Now more than ever, communities are turning to market forces as an alternative to

regulation. Competitive peer review can stimulate health care competition.

The Foundation has achieved significant annual declines in Medicare days of care per

1,000 and received high marks in the national PSRO evaluation. Nevertheless, we

know that federal support of Medicare review in Minnesota would be eliminated under

the administration's sweeping proposal to eliminate all PSROs. Proposed as a pro-

competition, cost-saving measure, the administration's rather vague program would

have neither effect. Rather, those committed to stimulating health care competition

and reducing costs should support S. 2142. We support this bill and companion

measures because they are consistent with what has been occurring in our community

and many others.

The Foundation was organized in 1971 as a private peer review organization. It joined

the national PSRO program three years later. Despite programmatic rigidity and

limited funds, the Foundation has had some noteable successes in the PSRO program.

Of equal importance is the fact that the PSRO program allowed peer review

organizations to develop organizational and methodological expertise and vital support

systems such as data. Just as the better PSROs began to achieve proficiency,

however, they have been "rewarded" with decreased funding, an uncertain future, and

the withdrawal of the support of national organizations representing physicians and

hospitals.

The private sector, however, has had the wisdom to cut through this political haze.

Private industry values the investment which the federal government has made in peer

review. -Employers want to assure their employees that they are concerned about

quality, as well as, cost. Private peer review offers them this assurance. Companies
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are concerned about accountability for cost containment. Peer review offers this. In

less than a year, 16 firms have enrolled slightly under 150,000 beneficiaries in the

Foundation's Private Review Prog",mrA)thmswill join soon including the state of

Minnesota for Medicaid. The Foundation is unwilling to release the results of an

evaluation, still in progress-o wp.ver,-participating firms have not been reticent in

claiming substantial reductions in health care expenditures since private review

started. Symbolic of how resources available through peer review organizations can

help to stimulate health care competition is the role of the Foundation in health care

data. The Foundation is providing certain kinds of data only to purchasers of care to

help them better manage health care expenditures. The Foundation offers other

information only to providers to help them better market the services they provide.

These activities are strongly supported by the physicians in Minnesota. In a recent

statewide survey of physicians 70 j ercenti indicated that the Foundation was the best

organization to conduct peer review; 75 percent indicated that it was the best

organization to gather and analyze data on health care.

The phenomena described above are not unique to Minnesota. There are many

competent peer review organizations contracting with private industry to reduce costs

without jeopardizing health care quality. Many of these are actively engaged in data

analysis and education to stimulate competition in health care. Most enjoy both the

endorsement and active participation of the physicians in their area. It is from this

base, and not from the administration's vague proposals, that change will occur.

The question is not whether there will be regional peer review. Many communities

have resolved that question, affirmatively. The questions are whether the benefits of

peer review will continue to apply to Medicare recipients and if so, the form which

this should take.
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There are compelling reasons to continue peer review of Medicare recipients. First

and foremost is the fact that many PSROs have substantially reduced days of hospital

care through efforts to date. Second, is the real threat that these gains could be

reversed if Medicare review is eliminated while peer review in the private sector

continues. As a provider I know that many of my colleagues have a tendency to follow

the path of least resistance. If the pressure is "off" for federal patients but "on" for

other patients, there is little doubt that Medicare days of care will stabilize or

increase. Third, we are vitally concerned with quality, as well as, cost issues. PSROs

alone have demonstrated a willingness and capacity to take on this responsibility at a

regional level. Finally, without federal support for Medicare review vital national

resources such as the Uniform Hospital Discharge Data Set could be diminished in

extent or quality. PSROs have directly or indirectly managed this resource which is

used extensively by those outside the program.

The PSRO program for Medicare could be continued in its present form. However, the

Foundation believes that the Peer Review Improvement Act of 1982 will enhance peer

review in two principle respects. The bill establishes peer review organizations as

competitive private sector entities. The bill also affords these organizations with

increased program flexibility.

There are six improvements which this bill makes in contracting provisions.

The PSRO program, like many federal programs, has been burdened by unnecessary red

tape in the form of government memoranda and transmittals. These extend to all

areas of internal operation including who should be on the board, how much the CEO

should be paid and how results should be reported. The Foundation feels that a simple

performance contract, readily voidable if results are not forthcoming, offers the
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government better accountability and the organization the managerial autonomy it

needs. The bill replaces grants with performance contracts.

While PSRO grants vary in size, they do not vary in type. All are essentially cost

reimbursement coupled with unit costs for discharges reviewed. This situation does

not provide incentives to reduce costs. In fact, reimbursement per discharge creates a

disincentive to achieve reductions in admissions, a basic purpose of PSRO. The bill

offers the promise of options such as cost plus and capitation payment.

The PSRO program has been hampered by the fact that many have viewed it as a

federal program. This has created we-they dichotomies between peers. The entire

tone of the Peer Review Improvement Act re-establishes peer review organizations as

community-based entities which contract with government without becoming a part of

government. This is a subtle but strongly felt point.

In a rush to demonstrate accountability to congress, the PSRO program has found'

itself in the awkward position of being evaluated with criteria established after the

fact. Not only is this unfair, it does not increase future accountability since the rules

of the game are constantly changing. In last year's national evaluation, the Foundation

was judged on criteria developed after the grant was made, partially on performance

in a review area assumed after the grant was made and before data was available to

document performance. The Peer Review Improvement Act addresses this problem.

Peer review organizations would be Judged according to performance on a negotiated

contract. Such contracts would establish in advance, anticipated results and terms of

payment.

Undoubtedly there is a balance between local physician involvement and the economies

of scale which larger areas afford. Both are essential. However, there is reason to
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believe that larger and statewide peer review organizations have some advantages

over organizations serving smaller geographic regions. First, with respect to

contracting, they simplify the oversight role of state and federal governments.

Second, peer review organizations which serve larger areas recognize the need to

involve physicians at the local level. Most have gone out of their way to set up

regional councils to ensure active participation. Finally, we have learned that there is

a core level of administrative support which is essential. Cuts in Part I expenses

(administration) tend to have an equal or greater adverse effect than cuts in direct

review expenses. Administrative costs such as relationship building, education,

program development and financial management are expensive but highly beneficial.

The implication is that these administrative costs should not be reduced but should be

spread over a large volume of patients under review. The proposed bill enables peer

review organizations to achieve these aims.

Peer review organizations have been granted what amounts to monopoly status in a

given area. Again, the goal of assuring physician participation remains valid. It is a

little frightening to think that the Peer Review Improvement Act could lead to fiscal

intermediaries or even commerical enterprises assuming Medicare review

responsibilities. The fact that this spectre is so alarming increases its appeal for the

Foundation. We are confident that we would win Medicare contracts on the basis of

performance and physician support, not simply because we were there first. Under

current Internal Revenue Service rulings, it is likely that peer review organizations

will have to pay taxes on private review. So, the possibility of peer review

organizations themselves being for-profit cannot be ruled out. We would suggest that

congress consider two issues with respect to contractor eligibility. First, is peer

review (for government or the private sector) a for-profit or not-for-profit activity?

Second, are there ways of substantiating the level of physician support claimed by the
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peer review organization or any competitor? The bill would benefit if language

clarifying the congressional intent was added.

With respect to program, there are four major improvements which we believe this bill

makes.

P.L. 92-603 and accompanying regulations contain considerable specificity on the

types of cases to be reviewed and the review methods to be used. There may have

been reason for such uniformity early in the life of PSRO. That time has passed.

When private industry approached the Foundation, they said: "You're the experts, you

tell us what kind of program we need." The Foundation has enjoyed the freedom to be

creative. As a result, the program offered private industry is quite different from the

PSRO program. It is unfair to say that program innovation under PSRO was

proscribed. But, It has not been encouraged. The Peer Review Improvement Act

eliminates earlier language about review process and services to be reviewed. This

should stimulate refinement and change. The emphasis in this bill is on results, not

process.

The Peer Review Improvement Act eliminates delegated review. The Foundation's

Private Review Program is non-delegated. There are indications that non-delegated

review should become the predominant form of peer review. However, there may be

certain review goals for which delegation remains the best strategy. Delegated

quality assurance activities, for example, have been particularly effective since they

are Integrated into ongoing medical staff activities. Furthermore, the Foundation

views delegation as an incentive for hospitals ard physicians. The Foundation suggests

that the focus of congressional action should be on making delegation optional rather

than on eliminating it entirely. This is consistent with the overall intent of the bill

which is to afford program lattitude.
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There are no provisions under current law which encourage private review. Far-

sighted program personnel in the federal government have tried to assist PSROs. The

Peer Review Improvement Act essentially affirms such behaviors.- Other provisions of

the act would mandate provider disclosure of patient care information on those

enrolled in private review. This may be helpful in some parts of the country. Since

the Foundation maintains a separate data sytem for private review, it cannot comment

on the potential value of this provision. However, the general thrust of these sections

of S. 2142, facilitation of private review, is laudable. Two other legislative initiatives

which would facilitate private review merit consideration. Private industry is

reluctant to make private review "binding for payment" because of the threat of

antitrust action. It would be helpful if congress would clarify its intentions with

respect to whether or not binding private review constitutes an antitrust violation.

Another area of consideration would be the integration of private review into laws

requiring employers to offer dual choice in health plans. If private review is available

in an area, employers could be encouraged to offer it as a benefit to their employees.

The dual choice provision has helped to encourage HMO development. It could have

similar effects for private review. As a physician I have always been strongly

supportive of efforts which help to ensure that patients are assu ed a common

standard of care regardless of the source of reimbursement. As president of the

Foundation, I recognize that a larger volume of review translates into improved cost

effectiveness for all participants.

Uncertainties over data confidentiality have always plagued the PSRO program. We

are reluctant to confront our peers in the absence of detailed information. We have

been reluctant to request-such information fearing that we might not be able to

protect it. We have learned from others that tight confidentiality and disclosure

policies paradoxically lead to greater data availability. For example, metropolitan
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hospitals through their Council of Community Hospitals have established rigid control

over data release. The trust so engendered has lead to substantial data sharing among

hospitals. There is a lesson to be learned in this for peer review. That is, eliminate

mandatory disclosure and encourage voluntary disclosure. The Peer Review

Improvement Act adopts this position and frees peer review organizations from the

threat of inappropriate disclosure through the Freedom of Information Act. Our intent

is to use this safeguard to vigorously pursue peer review while at the same time

encouraging providers to share less sensitive and more informative data with the

public and each other as a spur to competition.

In the area of programming, there is an important area which is not addressed by the

bill. Peer review could play a more active role in health care reform if the bill

provided for demonstration projects on financial incentives. We concur that general

technical assistance grants should be eliminated since program development is a cost

of doing business and not the responsibility -of government. Little is known about the

link beteween peer review and financial incentives. Yet, the potential yield from. such

integration appears to be enormous. In the Foundation's Private Review Program,

informal arrangements allow reimbursement to be made for alternative care which

benefits the consumer, the employer and the provider. Such arrangements have

substituted cab fare to a physical therapist for lengthy hospitalization, and defined

procedures which can be safely performed in the doctor's office, for example. In the

future we hope to experiment with prospective reimbursment for days certified and

perhaps with incentive reimburesment for physicians and hospitals who consistently

demonstrate cost efficient and high quality patterns of care. We see such initiatives

as the future of peer review. But, it is difficult to foresee how such local, private

sector efforts could become institutionalized in the national Medicare program

without controlled research in several areas. We feel that the Peer Review

94-587 0-82-11
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Improvement Act could be strengthened by making limited provision for research and

development grants on this topic.

To say that the Peer Review Improvement Act of 1982 "makes a good thing better,"

oversimplifies. This bill offers a new definition of the way in which peer review

organizations do business with the government. The bill clears the way for new

program initiatives. In achieving these ends, the bill gives peer review a fresh start.

This may be its greatest contribution. Opinions about PSRO are so divisive and rigid

that many have stopped listening. The Peer Review-Improvement Act offers a new

congressional mandate. This mandate makes clear that while peer review is the

preferred approach to controlling the costs and improving the quality of care,

physicians cannot be complacent about business as usual. Competition for the role is

genuine, accountability is direct, the need for innovation is immediate. Peer review

organizations have already struck this bargain with the private sector. The Foundation

welcomes similar terms from the federal government.

Thank you.

Mr. Chairman, members of the committee, if there are any questions we would be

pleased to entertain them.

0
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Senator DURENBERGER. Thank you very much for your testimony.
All of your written statements will be made part of the record. I
appreciate very much your being able to abbreviate so succinctly.

Let me start with Dr. Griffin from the number one PSRO in the
United States of America. I am just concerned about your observa-
tions relative to preference. I guess I assumed that given the per-
formance standards that are suggested in the bill and Jack
Graham just pointed out the bill requires us to use people who pro-
duce results, not just process, that we seem to like here at the Fed-
eral medicare level, why would you have concern that your organi-
zation might not be chosen?

Dr. GRIFFIN. Well, it has been my understanding that it could
open to the best bid. You know, people from the private sector form
private review groups. In Qur State we have a good track record.
There is good expertise available. It is functioning quite well, cer-
tainly not without some bumps in the road, but if we had to par-
ticipate in a price-effective competition with someone who does not
have a track record, but someone who would open up for profit and
certainly to try to cut expenses and spend a little of that money
lobbying for their business, I am not sure that that would be the
safest way to go at the present time. I think the safest way to go is
with the proven record.

Senator DURENBERGER. I think I understand better your concern.
I guess as I view the proposal, it is a concern without foundation,
but if there is a way that we can eliminate that concern in some
appropriate fashion, I imagine it would be well for us to do it.
Maybe we should make sure that the medicare administration has
some incentives of its own to go with the best rather than some-
thing that might look better but not have a proven track record.

Before I leave you, let me ask you what experience you have had
with delegated versus nondelegated review in South Carolina.

Dr. GRIFFIN. Delegated hospitals, those who have chosen to con-
tinue to be delegated, have functioned quite well. The ones that are
not delegated for their own reasons, I have no percentage or fig-
ures at the present time, but overseeing all of it by sitting as chair-
man of the board, I have seen no difference.

The ones that were delegated and chose to go nondelegated had
reasons, and therefore are equally effective at the present time.

Senator DURENBERGER. Dr. McGarvey, what is your opinion
about whether or not the success of the operation in New York
would be compromised in any way under a contract system such as
'the one that is proposed in S. 2142? Any problems at all?

Dr. MCGARVEY. No, I think no. In fact, it really would be quite
parallel to what the State is beginning to do under the medicaid
arrangements anyway. I think the notion of a performance-based
approach makes very good sense and I think that the provisions
that you made in the bill for exempting it from some of the bur-
densome aspects of the usual Federal contracting process are very
well taken.

Senator DURENBERGER. Do you see any problem such as Dr. Grif-
fin has suggested in the legislation now if we have a very good peer
review organization already at work if this legislation were passed?
Are they somehow put at risk in our contracting procedures?
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Dr. MCGARVEY. I think I share his reservations that if you have
a situation in which a for-profit organization is interested in get-
ting it and cuts its bid so that it comes in lower without having any
real experience in it, that you might put yourself in a bad situa-
tion. I would be the first to say that I think sometimes there is an
unjustified and inappropriate self-righteousness on the part of not-
for-profit agencies, but I think it is also the case that one might
consider some sort of a first refusal option for a nonprofit or exist-
ing review organization.

Senator DURENBERGER. Jack, let me ask you. You made some ref-
erence, and I know it is in your written testimony, to a physician's
survey in Minnesota and I am concerned whether or not you have
seen any changes in views held by physicians on the whole issue of
Federal involvement, financial involvement in peer review. The
AMA has a suggestion for a purely voluntary system, and how do
you read Minnesota physicians and where they have come withregard to that?Dr. GRAHAM. Well, I -think the survey showed that Minnesota
physicians do support the foundation and -its function. I think it
showed that they do support some surveillance of the health care
system. It is my personal view, and I think this is the view of most
Minnesota doctors, that a voluntary system just is not very effec-
tive.

Senator DURENBERGER. It has been suggested that those who per-
form review services for Medicare patients and the contractors who
pay our bills should be given some financial incentives. Do you
have any suggestions as to the type of incentives that would be ap-
propriate for those groups?

Dr. GRAHAM. Well, I think there are some incentives I could dis-
cuss with regard to physicians in hospitals who do a good job, if
this is what you are asking me.

Senator DURENBERGER. Yes.
Dr. GRAHAM. I think one thing would be to hold out the possibil-

ity of delegated review for those people who do a good job. I think
if this could be an anticipated reaction for those who do a good job,
that would be a positive incentive.

Within our private review program, we are looking at the possi-
bility of prospective reimbursement. By that I mean if a patient
with a given diagnosis has an anticipated length of stay, payment
could be made upon the time of admission for that patient. This
would appreciably improve the cash flow of the hospital, and hospi-
tals are a cash flow business. We feel this would be a significant
incentive for hospitals to perform well.

Senator DURENBERGER. The last question I want to ask you is on
this business of our suggesting the form of organization. Particular-
ly you have heard the discussion this morning about for-profit
versus not-for-profit organizations. What is your position on that
issue?

Dr. GRAHAM. Well, the foundation is not threatened by the possi-
bility of a for-profit operation. Our survey showed that the founda-
tion has strong support within our State. We think we can compete
with anybody. I think our private review performance shows that.
We have wide acceptability among employers. They feel that we do
a good job.
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I do think that any review organization must have broad physi-
cian support, not physicians brought in from outside, but local phy-
sicians. By definition, that is what peer review is.

But we do not feel a threat there. I think it is improper to say
competition is. good for everybody else, but we do not want it. We
feel that we can compete with anybody.

Senator DURENBERGER. Thank you-all very much for your testi-
mony. I appreciate your being here today.

The last panel consists of Dr. William H. Hotchkiss, secretary-
treasurer, board of trustees, accompanied by Mr. Ross Rubin, direc-
tor of the Department of Federal Legislation, American Medical
Association in Chicago; Dr. Bernard Zamostien, chairman of the
Pennsylvania Medical Society, Le Moyne, Pa.; and Msgr. James
Fitzpatrick, senior vice president, accompanied by Mr. Lind-
say Robinson, vice president of regulatory and professional affairs
of the Hospital Association of New York State, Albany, N.Y.

Welcome, gentlemen. We will start with Dr. Hotchkiss.

STATEMENT OF DR. WILLIAM S. HOTCHKISS, SECRETARY-TREAS.
URER, BOARD OF TRUSTEES, AMERICAN MEDICAL ASSOCI-
ATION, CHICAGO, ILL., ACCOMPANIED BY BRUCE BLEHART,
DEPARTMENT OF LEGISLATION
Dr. HOTCHKISS. Mr. Chairman, my name is William S. Hotchkiss.

I am a physician in the practice of thoracic surgery in Chesapeake
and Norfolk, Va. I am the secretary-treasurer of the board of trust-
ees of the American Medical Association, and accompanying me
today is Mr. Bruce Blehart of the association's department of Fed-
eral legislation.

The American Medical Association is pleased to have this oppor-
tunity to testify before you concerning S. 2142 and S. 1250. In our
review of these proposals, we have concluded that they would con-
tinue many of the objectionable features of the existing PSRO pro-
gram. We previously testified before this committee recommending
that the PSRO program be terminated. Accordingly, we are op-
posed to the enactment of either bill.

The program that would be established under S. 2142 remains
strikingly similar to the existing PSRO program. This similarity is
most apparent in the mandatory nature of both programs. This is
underscored by the fact that the Secretary shall enter into con-
tracts with review organizations to conduct review activities of
services furnished to medicare beneficiaries.

It is further emphasized by the fact that the bill states the func-
tions that the review organization must perform.

Just as the PSRO program shifted from a quality orientation to a
cost orientation, we see nothing in the bill that would likely cause
a different result. The. mandatory nature of the proposal would
give the Secretary significant bargaining power in negotiating con-
tracts with review organizations, and cost could become an overrid-
ing factor in negotiating objectives that will again be used in judg-
ing an organization's performance. Similarly, S. 1250 would not
change the major substantive direction of the PSRO program.

While S. 2142 does authorize the review organization to deter-
mine the extent of review that it will conduct, it also gives the Sec-
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retary the authority to direct that review. This power in the Secre-
tary is significant in our view because of the fact that the Secre-
tayt also has the utlimate authority to terminate at will a contract
with a review organization.

The review organization is also authorized under the proposal to
conduct prereview of services furnished to medicare beneficiaries.
Prereview, by its very nature, would be based on arbitrary stand-
ards that cannot take into account the individual factors that go
into determining an individual plan of medical care. The exercise
of such authority could act as a barrier to access to medical care.

We also object to the broad authority of authorizing review orga-
nizations to inspect facilities where services are furnished to medi-
care beneficiaries. Such review authority is redundant and it would
be contrary to current deregulatory efforts to eliminate unneces-
sary and duplicative inspection activities. This provision would au-
thorize the review organization to inspect physicians' offices. Not
only would the review organization be authorized to pass judgment
upon the care a physician furnishes in his or her' own office; the
organization would also be authorized to review records and pass
upon the office site. Very clearly, these elements present a poten-
tial improper intrusion into the physician's practice.

Mr. Chairman, the responsibility for peer review should rest with
physicians and cannot be delegated to others. While we understand
that physicians' services would be reviewed by a physician under S.
2142, this review function could actually be performed by an orga-
nization that did not have even a single physician as a member.
The bill's structure could readily result in a designation of a non-
physician organization, including a medicare fiscal intermediary or
carrier, as a review organization. We find such provisions highly
objectionable.

Mr. Chairman, we appreciate the fact that in introducing S. 2142
you intended to provide needed improvement in the Government's
program to review care provided under the medicare program.

however, we believe that the bill so closely parallels the existing
PSRO program that it will lead to the same problems endemic to
that program.

At this point, Mr. Chairman, we feel that it is appropriate to re-
iterate a statement expressed 1 year ago before this committee by
the AMA.

The AMA recognizes the responsibility of the profession to work to assure quality
care for patients undergoing medical treatment in this country. I want to assure
you that in the absence of government direction and interference, the profession
will vigorously renew and strengthen private sector peer review activities.

Since making that statement last March, the AMA house of dele-
gates has adopted principles for voluntary medical peer review, and
the association is currently developing recommendations for the
component medical societies to implement voluntary medical peer
review.

In past testimony, the AMA has called for the repeal of the
PSRO program. We believe that it would be inappropriate to re-
place this program with a similar one that is so fraught with simi-
lar problems.

In making this statement, we do believe that a system of volun-
tary medical peer review could act effectively in reviewing, to
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assure the quality of medical care for all patients, and that this
could be accomplished without the substantial Government ex-
pense of either the PSRO or the proposed review organization pro-
gram.

The AMA will continue in the development of voluntary peer
review. We believe that a voluntary system of peer review would
serve the best interests of both the recipient and the providers of
medical care.

I want to say at this point that we have had an excellent work-
ing relationship with this committee and with its staff and that we
look forward to discussing working with you on voluntary peer
review in the future. Thank you.

[The prepared testimony of Dr. Hotchkiss follows:]
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STATEMENT

o f the

AMERICAN MEDICAL ASSOCIATION

to the

Subcommittee on Health
Commi ttee on Finance
United States Senate

RE: S. 1250-- Professional Standards vieww Amendments of 1981
S. 2142 -- The Peer Review Improvement Act of 1982

April 1, 1982

Wt. Chairman and Members of the Committee:

My name is William H. Hotchkiss M.D., and I am a physician in the

practice of thoracic surgery in Chesapeake, Virginia. I am a member of

the Board of Trustees of the American Medical Association. Acompanying

me today is Bruce Blehart of the Association's Department of Federal

Legislation.

The American Medical Association is pleased to have this opportunity

to testify before you concerning S. 2142, a bill to amend the Social

Security At and provide for a new system of "utilization and quality

control peer review" under the Mdicare and Medicaid programs. In

addition, this testimony will also relate to S. 1250, a bill that would

make changes to the current PSRO program by consolidating PSRO areas and

authorizing PSROs to focus their review activates. (A summary of these

proposals is attached to this statement as an appendix.)
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In our review of the proposals under consideration we have concluded

that the proposals would continue many of the objectionable features of

the existing Professional Standards PevieV Organization (PSRO) program.

i. previously testified before this Committee recommending that the PSRO

program be terminated. Acordingly, we are opposed to enactment of

either bill.

BACKOUW

Since the early 1960s, the MA has recognized the need for profes-

sional review activities by medical society review committees and utili-

zation review committees of hospital medical staffs. In 1969, three

years before the PSRO program was enacted, the AMA stated that there was

"no greater challenge facing the profession today than to secure univer-

sal acceptance and application of the review concept as the most meaning-

ful method for creating a public awareness of medicine's efforts to

assure high quality of. medi-cal services at a reasonable cost." At the

time of enactment of PSRO, the MA expressed concern over that program's

potential to create "deleterious effects on the quality, confidentiality

and cost of medical care." Nevertheless, once it was law, the Associ-

ation sought to make the PSRO program a viable one that would work to

assure the delivery of quality medical care.

For the first nine years of the PSRO program's existence, the AMA

worked to improve the program and to maintain it as a mechanism to

improve the quality of medical care. However, there has been a growing

disenchantment with the program in the profession and elsewhere, and the

AMA's House of Delegates called, in December 1980, for the repeal of

federally directed peer review programs. At that meeting, the following

policy statement was ado ---
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The current Association policy shall be to continue
professionally directed efforts to ensure that care
provided to patients is of high quality, appropriate
duration and is rendered in an appropriate setting at a
reasonable cost and to encourage the elimination of all
government directed peer review programs, including PSRO.

In testifying before this Committee one year ago on the PSRO program, the

AMA strongly emphasized that this position was not a withdrawal of our

support for professional peer review of medical service to ensure quality

care. We stated that "what the AMA is rejecting is a federally directed

review program where the federal direction is no longer interested n

patient care or quality service, but has become devoted to the

single-minded purpose of restricting health expenditures."

COMMKNIS

Madatory kture of S. 2142 and S. 1250

In out view, the program that would be established under S. 2142

remains strikingly similar to the existing PSRO program. This similarity

is moe't apparent in the mandatory nature of both programs. This is

underscored by the fact that the Secretary "shall" enter into contracts

with Review Organizations to conduct review activities of services

furnished to Mbdicare beneficiaries. It is further emphasized by the

fact that Section 1154 of the bill states the functions that the Review

Organization "must" perform.

Mr. Chairman, we recognize that the stated purpose of S. 2142 is to

promote the delivery of health care services that are effective, effi-

cient, economical and of high quality. This, however, was also the

stated purpose of PSRO. Just as the PSRO program shifted from a quality

orientation to a cost orientation, we see nothing in the bill that would
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likely cause a different result. The mandatory nature of the proposal

would give the Secretary significant bargaining power in negotiating

contracts with Review Organizations, and costs could become an overriding

factor in negotiating objectives that will again be used in judging an

organization's performance.

While S. 1250 would authorize focused review and consolidate review

areas, it would not change the major substantive direction of the PSRO

program 

Hevim unuctions Under S. 2142

In negotiating and contracting with a Raview Organization, the

Secretary's actions will be based on provisions in the bill, including

those setting out a series of functions that a Review Organization is

empowered to perform. Section 1154(a)(1) states that the Review

Organization "shall" review the activities, in its review area of physi-

cians and other health care practitioner and providers where services

are furnished to Medicare beneficiaries. In addit.ien, the Review

Organizations are authorized to (1) conduct ixe- and pcwt-review of

services, (2) exmine the records of any practitioner :)r provider

providing services to Medicare beneficiaries, and (3) inspect the facili-

ties where care is furnished by a practitioner or provider to Medicare

beneficiaries. According to the proposal, theje last three review

elements are to be conducted "to the extent necessary and appropriate to

the performance of the contract. Section 1154(a)(4) also authorizes the

Review Organization to individually determine the types and kinds of

cases it will review under the contract with the government.
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Our analysis of these provisions indicates authority for federal

direction of the review activities. Uhile the proposal does authorize

the Review Organization to determine the extent of review that it will

conduct, it also gives the Secretary of RES -the authority to direct that

review. Section 1154(a)(8) mandates the Review Organization to perform

the duties and functions and assume the responsibilities and comply with

other requirements that the Secretary establishes. This power in the

Secretary is significant in our view because of the fact that the

Secretary also has the ultimte authority to terminate at will a contract

with a Review Organization.

The broad authority to review virtually every function where Title

XVIII reimbursement is mde would embrace the provision of medical care

in the physician's office and the records that would thereby be gener-

ated. The fact that the Review Organization will be authorized to

inspect physicians' offices and review physicians' office records raises

the potential that the program could direct medical care and interfere in

the physician-patient relationship. The AMA is opposed to this element

of S. 2142.

The Review Organization is also authorized under the proposal to

conduct pre-review of services furnished to Medicare beneficiaries. A

decision to undergo -medical treatment is generally made in the context of

the physician-patient relationship. Pre-review, by its very nature,

would be based on arbitrary standards that cannot take into account the

individual factors that go into determining an individual plan of medical

care. The exercise of such authority could act as a barrier to acces of

medical care.
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We also object to the broad authority of authorizing Review Organi-

zations to inspect facilities where services are furnished to Medicare

beneficiaries. Such review authority is redundant as facilities pro-

viding inpatient services to Medicare beneficiaries are generally

obligated to meet Medicare conditions of participation. Such provisions

would be contrary to current deregulatory efforts to eliminate unneces-

sary and duplicative inspection activities.

W6 are even more concerned over the fact that this provision would

authorize the Review Organization to inspect physicians' offices. Sch

an intrusion would be inappropriate and could drive a wedge in the

physician-patient relationship. Not only would the Review Organization

be authorized to pass judgment upon the care a physician furnishes in his

or her own office, the organization would also be authorized to review

office records and pass upon the office site. Very clearly, these

elements present a potential improper intrusion into the physicians'

practice.

Physician Participation Uder S. 2142

Mr. Chairman, the responsibility for peer review should rest with

physicians and cannot be delegated to others. Under S. 2142 this review

function could actually be performed by an organization that did not have

even a single physician as a member. We recognize the proposal does

state a preference that the Review Organization will be composed of "a

substantial number of the licensed doctors of medicine or osteopathy

engaged in the practice of medicine or surgery in the area." However,

the Secretary is empowered to enter into a contract with virtually any

other organization after making a determination that there is no group
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within the designated area tha- mets the above requirement and that is

willing to enter into a contract proffered by the Secretary to conduct

review activities. Moreover, the Secretary has authority to terminate a

contract with a Review organization at will. The bill's structure could

readily result in the designation of a non-physician organization,

including a Medicare fiscal intermediary or carrier, as a Review Organi-

zation. We find such provisions objectionable.

CONCLUSION

Mr. Chairman, we appreciate the fact that in introducing S. 2142 you

intended to provide needed improvements in the government's program to

review care provided under the Medicare program. However, we believe

that the bill so closely parallels the existing PSRO program that it will

lead to the same problems endemic to that program. Just as the PSRO

program set out to be a mechanism to assure quality medical care and has

instead developed into a program principally geared to cost savings,

quality of care could become a secondary consideration for Review

Organizations •

At this point, Mr. Chairman, we feel that it is appropriate to

reiterate a statement expressed one year ago when Joseph F. Boyle, M.D.,

Chairman of the AMA's Board of Trustees, testified before this Committee:

The American Medical Ass Jciation recognizes the respon-
sibility of th" -rnfncaion to work to assure quality care
for patients undergoing medical treatment in this
country. I want to assure you that in the absence of
government direction and interference, the profession will
vigorously renew and strengthen private sector peer review
activities. It must be remembered that when PSRO was
enacted, it merely capitalized upon then ongoing peer
review. We at AMA intend that peer review activities --
of which there are many -- be encouraged to take up the
slack in review activities if government programs are
terminated.
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W*. Chairman, since making that statement last Mrch, the AMA Houe of

Delegates has adopted principles for voluntary medical peer review and

the Association is currently developing recommendations for the component

medical societies to implement voluntary medical peer review.

In past testimony, the AMA has called for the repeal of the PSRO

program. Ve believe that it would be inappropriate to replace this

program with a similar one that is so fraught with similar probleMo. In

making this statement, we do believe that a system of voluntary medical

peer review could act effectively in reviewing to assure the quality of

medical care for all patients, and that this could be accomplished

without the substantial government expense of either the PSRO or the

proposed Review Organization program. The American Medical Association

will continue in the development of voluntary peer review. We believe

that a voluntary system of peer review would serve the best interests of

both the recipient of and the provider of medical care.

Wr. Chairman, we request your support and the support of the

Committee in our endeavors to develop voluntary medical peer review.
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S EMARY OF S. 2142 AND S. 1250

Ptwpose

S. 2142 would repeal the existing PSRO program and replace it with

Utilization and Quality Coatrol Peer Review Organizations (Review Organi-

zations). The Secretary would be empowered to contract with these Review

Organizations for the purposes of "promting the effective, efficient,

and economical delivery of health care services, and of promoting the

quality of services" for which payment is made under the Medicare

program. In addition, state Medicaid agencies would be empowered to

contract with Review Organizations for utilization review with the

federal share of expenditures being 75%.

Arm Designations

Both proposals would empower the Secretary to designate geographic

areas that would constitute review areas. In general, there would be a

presumption that each state would generally be designated as such a

geographic area. In situations where a local or regional area has enough

review activity, over 75,000 annual hospital admissions under S. 2142 and

over 100,000 annual admissions under S. 1250, the Secretary may establish

a specific regional area. For each area designated by the Secretary

under S. 2142, the Secretary must enter into a contract with a Review

Organization to conduct peer review. In situations where no Review

Organization exists in a designated area, the Secretary would be

empowered to enter into a contract with "any other organization" that is

capable of carrying out review functions.
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S. 1250 would create an eleven nmber advisory group to assist the

Secretary in consolidating PSRO areas. Of these eleven members, six of

them would be required to be physicians who have demonstrated their

effectiveness and efficiency while serving as a member of a PSRO. In

situations where the number of PSROs in a state is to be reduced, the

existing PSRCs within the state will be invited to submit consolidation

plans to the Secretary. In designating a statewide PSRO, the selected

organization must allow for "local physicians to retain responsibility

for reviewing care in their local areas." The section of the PSRO Act

pertaining to polling of physicians prior to the creation of a PSRO would

be repealed under S. 1250, and the Secretary's termination of a PSRO

would not be subject to judicial review.

Orgnization of Utilization Qua.litit, Control Peer Review Organizations

(S.2142)

A Review Organization would consist of a "substantial number of the

licensed doctors of medicine or osteopathy" in a specific geographic

area. In situations where the Review Organization does not have adequate

personnel to conduct review functions, it must have available to it the

services of a sufficient number of physicians to assure that adequate

peer review would take place. M-nimally, the Review Organization must

perform review functions with respect to in-patient and out-patient

hospital care. It also must perform a review of the pattern of quality

of care against objective criteria that define acceptable and adequate

practice.

94-M 0-82-12
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Contracts between the Secretary and the Review Organization would be

for an initial term of 2 years and renewable on an annual basis. In

developing the contract, review objectives would be negotiated and these

negotiated objectives would be the measuring gauge of the Review Organi-

zation's performance. Both parties would have the right to terminate the

contract upon 90 days' notice to the other. Federal payments to a Review

Organization would be based on an amount deemed by the Secretary to be

necessary and proper to pay for the cost of administrative functions.

Review Organizations would also be encouraged to make their services

available, on a contract basis, with "private agencies paying for health

care" and to stats agencies administering Title XIX programs.

In situations where the Secretary decides to terminate a contract

with a Review Organization, there must be a showing that the Review

Organization has not substantially fulfilled its review requirements.

Prior to an action to terminate the contract, the Secretary must provide

the organization with an opportunity to present pertinent information

regarding its performance. To review such data, the Secretary would

create a panel to present a report of findings. After the panel has

submitted its report, the secretary would be empowered to terminate a

contract upon 90 days' notice, and the Secretary's decision would not be

subject to judicial review.

Functions of U( CPROs and Foctued Review

A Review Organization that enters into a contract with the Secretary

must review the professional activities of "physicians and other health

care practitioners and institutional and noninstitutional providers of
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health care services" where payment is made under Title XVIII. This

review would be to determine whether services or items furnished are or

were medically necessary, whether the quality of services furnished meets

professionally recognized standards, and whether services furnished could

be "effectively provided more economically on an outpatient basis" or in

a different type of health care facility.

To review services of a physician or osteopath, the Review Organi-

zation imst have the review conducted by a physician or osteopath. The

Review Organization would be empowered to determine whether payment

should be made under Title XVIII for reviewed services. Such a deter-

mination would be conclusive, with the Review Organization notifying the

practitioner or provider of its disapproval of a claim. An opportunity

to discuss a negative determination would be provided.

The Review Organization would be able to conduct focused review by

its authority to determine the types and kins of cases it would review.

In making its review, it is to "apply professionally developed norms of

care" and base its determinations upon regional patterns of practice.

The Review Organization would be empowered to undertake review activities

"either before or after, or both before and after, the provision of

services." In addition, the organization shall, "to the extent necessary

and appropriate" examine the pertinent records of providers or practi-

tioners where a review is taking place, and inspect the facilities where

services are provided.

S. 1250 would also mandate that each PSRO focus its review activities

on areas where there is likely to be inappropriate utilization.
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Information and bcorda (S. 2142)

In collecting information, the Review Organization would keep and

maintain records in a form to be determined by the Secretary. Carriers,

other peer review organizations, and other public or private review

organizations as deemed appropriate by the Secretary would have access to

information to "coordinate activities." Information collected by a

Review Organization could also be disclosed to assist the Secretary in

identifying and investigating fraud and abuse, and for federal or state

health planning activities. For purposes of the Freedom of Information

Act, a Review Organization or other peer review organization would be

deemd not to be an agency of the U.S. government.

Sanctions

Pursuant to S. 2142, a health care practitioner, hospital, or other

health care, facility, organization or agency that provides services under

Title XVIII must assure that it would provide beneficiaries with eco-

nomical and medically necessary care that meets professionally recognized

standards of health care. In situations where the Review Organization

determines that such care was not provided in either a substantial number

of cases or there were gross and flagrant violations of the obligation to

furnish appropriate care, a recommendation my be forwarded to the

Secretary to exclude- the practitioner or provider from receiving Medicare

reimbursement. The Review Organization's recommendation would become

final upon either an action by the Secretary or the end of a 120-day

period if the Secretary fails to act. Such a determination would be

effective upon "reasonable notice to the public and to the practitioner"

or provider. The practitioner or other provider would have a right to

Judicial review of such a determination.
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Payments for claims under Titles XVtII or XIX my be withheld under

S. 1250 pending a final determination in situations where a claimant has

been notified by a PSRO that "a pattern of inapproprifte utilization has

occurred in the past, and such claimant has been allowed a reasonable

time to correct such inappropriate utilization."

S. 2142 provides both civil and criminal immunity to individuals who

provide information to peer review organizations in situations where that

information is rilated to the performance of review functions, and the

information furnished is not knowingly false. In addition, providers

would be deemed to be immune from civil liability where they acted "in

compliance with or reliance upon professionally developed norms of care

and treatment" as developed or accepted by a Review Organization.

-10"- "a I
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Senator DURENBERGER. Thank you. Let me just say you are fortu-
nate the chairman of the committee is not here today. [Laughter.]

The second member of the panel is Dr. Zamostien.

STATEMENT OF DR. BERNARD ZAMOSTIEN, CHAIRMAN, PENN-
SYLVANIA MEDICAL SOCIETY, LE MOYNE, PA , ACCOMPANIED
BY STEVEN KEYS, EXECUTIVE DIRECTOR, PENNSYLVANIA
MEDICAL CARE FOUNDATION
Dr. ZAMOSTIEN. Thank you very much.
Mr. Chairman, ladies and gentlemen, it is a privilege to speak

before you here today on Senate bill 2142, the Peer Review Im-
provement Act of 1982.

I am Bernard B. Zamostien, a practicing certified family practi-
tioner from Philadelphia. I serve as the president of the Pennsylva-
nia Medical Care Foundation, which is a unit of the Pennsylvania
Medical Society. I am also a former member of the Philadelphia
board of directors of the PSRO for the past 6 years.

Senator DURENBERGER. And you have been here before, too, isn't
that right?

Dr. ZAMOSTMEN. Both the Pennsylvania Medical Society and its
medical care foundation have a history of endorsing the concept of
physician peer review. In the early 1970's the foundation repre-
sentatives met with the Senate Finance Committee and its staff to
discuss the original PSRO concept, namely the Bennett amend-
ment. Upon its passage, the foundation submitted a successful pro-
posal to the then Department of Health, Education and Welfare to
act as the first statewide PSRO support center in the country. And
this proposal has subsequently been used as a model for support
centers and statewide councils over the entire Nation.

Most recently, the Pennsylvania Medical Care Foundation has
been awarded an extended contract with the Pennsylvania Depart-
ment of Public Welfare for the operation of a professional review
network. And under this contract, the foundation performs peer
review of physicians providing services to medicaid patients in an
ambulatory or an inoffice setting.

This review network features a central program administration
and an oversight committee by i the physicians from the founda-
tion's board of directors, and local committees reviewing the prac-
tice patterns of their peers. And this is an expansion of our previ-
ous contract that we had with the Department of Welfare for drug
prescription review, about which they were very happy and we
showed them that it was both locally acceptable and economically
performed.

Since the intent of Senate bill 2142 seems to be the elimination
of unnecessary regulations by Government involving the operation
of peer review organizations, an approach such as that has been
taken by the Pennsylvania Medical Care Foundation and the Penn-
sylvania Department of Public Welfare seems to have merit. Re-
quirements and reporting are simply stated, and they are allowing
our physician review committees to focus their attention on the
actual review process, rather than on burdensome compliance regu-
lations.
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This straightforward-review process is a lesson that was learned
from the PSRO program, where many one-time supporters of the
program became frustrated when the organizations were stymied
by Federal regulations and guidelines, and many were tempted to
abandon the program.

While the present bill does indicate your awareness of the bur-
densome regulatory effects of the PSRO program, I certainly urge
efforts to eliminate all unnecessary and counterproductive regula-
tions.

Consistent with our policy of physician peer review is the under-
standing that this review must be performed by physicians repre-
sentative of the medical community, and whose decisions should in-
clude the quality and the appropriateness of medical care and serv-
ices delivered. While many groups claim to be able to perform peer
review, we must caution that many of these groups do not repre-
sent the medical community. Data processing firms and others may
claim to perform peer review, but these may do so with very limit-
ed physician involvement.

Therefore, when a peer review organization is being considered
by the Secretary and the Congress, those organizations truly repre-
senting a substantial number of physicians should receive the top
priority.

While the bill requires local review, some consideration should
be given to statewide administration in those States where the
number of medicare discharges necessitate regionalization.
Statewide administration with regional or local review committees
can provide continuity of care of review procedures and results,
and can eliminate administrative overhead created by several re-
gional review organizations.

Any federally mandated review program should recognize those
principles of peer review that are important to the medical commu-
nity; namely, local review, physician responsibility, evaluation of
quality, medical necessity, efficiency, and appropriateness. And the
educational aspects of peer review should be present in any pro-
gram. A peer review organization should be given freedom to devel-
op policies and procedures to obtain the desired results. A viable
program should allow those providers who have constantly demon-
strated positive utilization and quality practices to be rewarded by
a lesser level of review. The emphasis should be on results, not on
the process.

And I believe that organized medicine in Pennsylvania has dem-
onstrated an interest in the organization and operation of peer
review programs. We have a responsibility to review the decision of
our peers, and I urge that any peer review legislation that is en-
acted continue to recognize the importance of physician peer
review.

I thank you very much.
[The prepared statement of Bernard B. Zamostien, M.D., follows:]
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REMARKS OF BERNARD B. ZAMOSTIEN, M.D.

PRESIDENT, PENNSYLVANIA MEDICAL CARE FOUNDATION

BEFORE THE SENATE FINANCE COMMITTEE ON HEALTH

APRIL 1, 1982

Summary of Key Points:

History of Foundation Involvement in Peer Review

Activities

-Elimination of Unnecessary Regulation of Peer Review

Organizations

- Qualifications of a Peer Review Organization

- Statewide Administration of Peer Review, With Local

Review Committees

- Recognition of Standard Principles of Peer Review

- Level of Review
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REMARKS OF BERNARD B. ZAMOSTIEN, M.D.
BEFORE THE SENATE FINANCE COMMITTEE ON HEALTH

April 1, 1982
Washington, D.C.

Mr. Chairman, Ladies and Gentlemen:

It is a privilege to speak before you here today on Senate Bill
2142, the "Peer Review Improvement Act of 1982."

I am Bernard B. Zamostien, a family practitioner from
Philadelphia. I serve as the President of the Pennsylvania Medical
Care Foundation, which is a unit of the Pennsylvania Medical
Society. I am also a former member of the Philadelphia PSRO Board of
Directors.

Both the Pennsylvania Medical Society and its Medical Care
Foundation have a history of endorsing the concept of physician peer
review. In the early 1970's, Foundation representatives met with
the SenateFinance Committee and its staff to discuss the original
PSRO conceptw-the Bennett Amendment. Upon its passage, the
Foundation submitted a successful proposal to the then Department of
Health, Education and Welfare to act as the first statewide PSRO
support center in the country. This proposal was subsequently used
as a model for support centers and statewide councils.

Most recently, the Foundation was awarded a contract with the
Pennsylvania Department of Public Welfare for the operation of a
Professional Review Network. Under this contract, the Foundation
performs peer review of physicians providing services to Medicaid
patients in an ambulatory or in-office setting. This Review Network
features central program administration, oversight by physicians
from the Foundation's Board of- Directors, and local committees
reviewing the practice patterns of their peers. An expansion of our
previous contract for drug review activities, the Network continues
to demonstrate a high quality of review that is both locally
acceptable and economically performed.

Since the intent of Senate Bill 2142 seems to be the
elimination of unnecessary government regulation involving the
operations of peer review organizations, an approach such as that
taken by the Pennsylvania Department of Public Welfare has merit.
Requirements and reporting are simply stated and allow our physician
review committees to focus their attention on the actual review
process, rather than on burdensome compliance requirements. This
straight forward review process is a lesson that was learned from
the PSRO program. Many one-time supporters of the PSRO program
became frustrated when the organizations were stymied by federal
regulation and guidelines, and this caused many to abandon the
program. While the present bill indicates your awareness of the
burdensome regulatory aspects of the PSRO program, I urge special
effort to eliminate all unnecessary aynd counter productive
regulation.
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Consistent with our policy of endorsing physician peer review
is the understanding that this review is performed by physicians
representative of the medical community and whose decisions should
include the quality and appropriateness of medical services
delivered. While many groups claim to be able to perform peer
review, I caution you that many of these groups do not represent the
medical community. Data processing firms and others may claim to
perform peer review but these may do so with limited physician
involvement. Therefore, when a peer review organization is being
considered by the Secretary, those organizations truly representing
a substantial number of physicians should receive the top priority.

While the bill requires local review, some consideration should
be given to statewide administration in those states where the
number of medicare discharges necessitate regionalization.
Statewide administration, with regional or local review committees,
can provide continuity of review procedures and results, and can
also eliminate the administrative overhead created by several
regional review organizations. If this approach is permitted, the
medical community in' each state would be in a position to determine
the boundaries and areas to be covered by local review communities,
as was the case with our Pennsylvania Medicaid review program.

Any federally mandated review program should recognize those
principles of peer, review that are important to the medical
community. Elements such as local review; physician responsibility;
evaluation of quality; medical necessity; efficiency and
appropriateness; and the educational aspects of peer review should
be present in any program. A peer review organization should also be
given freedom to develop policies and procedures to obtain the
desired results. A viable program should allow those providers who
have consistently demonstrated positive utilization and quality
practices to be rewarded either by a lesser level of review or other
methods. The emphasis should be on results and not on the process as
is the case with the PSRO program.

I believe that organized medicine in Pennsylvania has
demonstrated an interest in the organization and operation of peer
rev.(.w programs. We have a responsibility to review the decisions
of our peers and I urge that any peer review legislation that is
enacted continue to recognize the importance of physician peer
review.

Thank you.

BM
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Senator DURENBERGER. I thank you very much.
Monsignor Fitzpatrick, welcome back.

STATEMENT OF MSGR. JAMES FITZPATRICK, SENIOR VICE PRESI-
DENT, HOSPITAL ASSOCIATION OF NEW YORK STATE, ALBANY,
N.Y., ACCOMPANIED BY LINDSAY ROBINSON, VICE PRESIDENT
OF REGULATORY AND PROFESSIONAL AFFAIRS
Monsignor FITZPATRICK. Thank you, Senator.
I am Msgr. James Fitzpatrick, senior vice president of the Hospi-

tal Association of New York State. I will summarize my testimony,
Mr. Chairman, in deference to your patience.

Senator DURENBERGER. Thank you. All of the written statements
will be made part of the record.

[The prepared testimony of Monsignor Fitzpatrick follows:]
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STATEMENT OF

HOSPITAL ASSOCIATION OF NEW YORK STATE

PRESENTED BY

REV. MSGR. JAMES H. FITZPATRICK
SENIOR VICE PRESIDENT

ON

S.1250, PROFESSIONAL STANDARDS REVIEW AMENDMENTS OF 1981

AND

S.2142, PEER REVIEW IMPROVEMENT ACT OF 1982

Mr. Chairman, members of the Committee, I am Reverend

Monsignor James H. Fitzpatrick, Senior Vice President of the

Hospital Association of New York State (HANYS). I am here

today, on behalf of the 350 voluntary and public hospitals

and related health care facilities which comprise our Associa-

tion, to present testimony with regard to S.1250 (the "Profes-

sional Standards Review Amendments of 1981") and, S.2142 (the

"Peer Review Improvement Act of 1982") - legislation designed

to preserve the federal role in peer review of hospital and

other health care services.

At the outset, I want to make clear the support of the

hospital industry in New York State for the continuation of a

federal role in the peer review process. As it has involved

practicing physicians at the local level and strived to develop

local standards to review both the quality and appropriateness

of medical care services, the peer review process has proven to

be a valid one. While we will not judge the-effectiveness of

the program on a nationwide level, and feel that many of the

benefits of the program are not economically quantifiable, we

feel that New York's program - as well as PSRO programs in other

states - has proven successful. We are, therefore, opposed to

the elimination of the program and feel that any projected
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savings which might result from such elimination may well be

offset by changed utilization patterns.

While we view the two pieces of legislation pending before

this Committee as possibly appropriate vehicles for the preser-

vation of peer review and the Federal Government's continued role,

we wish to raise some general concerns. When first established

in 1972, the PSRO program was based on two guiding principles:

quality assurance; and, utilization control. Controlling

inappropriate utilization clearly plays a role in assuring

the services rendered program beneficiaries are of good quality.

Such controls have also yielded the most directly measurable

savings. In the ensuing debate over the validity of the con-

tinuation of the program, we have lost sight of the quality

assurance aspect of the program and focused almost entirely on

the issue of cost benefits. This focus has, however, been

short term. It is through the program's involvement of local

providers that the long term and most profound benefits can be

realized. Through peer review, provider behavior and practice

patterns can be changed and this, we suggest, is the key to

improving both the quality of care and effecting long term

savings. While the Federal Government, as a major payor of

health services, has a legitimate interest in controlling the

cost of government programs, it also has a legitimate interest -

a responsibility - to assure that the quality of care is at

least adequate to meet needs and ultimately showing continued

improvement.

To expand on this, it is, in our opinion, only through the

continued involvement of local providers that utilization review

can impact both quality and cost. We understand the administra-

tion is giving consideration to contracting with fiscal irter-

mediaries to perform utilization review as an alternative. This

is an approach we would urge you to reject. Such an alternative
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is unlikely to receive the support of providers and, as a

result, much of the system's ability to impact upon the

quality of care would be lost. Additionally, if the

intermediaries were to avoid one of the greatest costs to

the PSROs, data collection, they would have to use the

billing information from claims forms to conduct review.

It is clear from experience that billing information is not

adequate to assess the quality or the appropriateness of

medical services. The intermediaries would ultimately have

to revert to an examination of medical records by physician

reviewers and the program costs would rise significantly.

Again, we feel the provisions of S.2142 and S.1250 to maintain

local provider involvement are essential to satisfying the

need to assure that the quality of care meets the patient's

needs and can be more cost effective than is currently the

case.

The comments which follow highlight the sections of S.2142

and S.1250 in which we feel some amendments are necessary to

the development of an alternative peer review system. We trust

that these comments will be of assistance to the Committee in

your deliberations.

DELEGATED REVIEW

Currently, PSROs are allowed to delegate their utilization

review functions to hospital utilization review committees in

instances where such committees have proven their ability to

undertake such functions. However, if S.2142 were enacted as
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currently written it would repeal this delegation option. Due

to various accreditation standards, State law and other factors,

utilization Review and quality assurance programs will continue

on the institutional level even without PSROs or some similar

review agency. Rather than require unnecessary duplication of

these activities, we would recommend that where review require-

ments can be met on an institutional level, delegated review

be allowed. Similar to the current program, payment for delegated

review would be negotiated between the contracting review agency

and the provider based on provider costs.

DESIGNATED AREAS

Both bills provide for a consolidation of review areas -

a goal we fully support - through employment of an admissions

based formula. To the extent that S.1250 takes into consideration

both Medicare and Medicaid admissions, we prefer S.1250. However,

since review organizations will be encouraged to perform review

for private insurers as well, the potential base of admissions

requiring review is much higher than the Medicare and Medicaid

admission figures. We recommend that the standard be modified to

allow for a population base or a total admissions base determina-

tion.

DESIGNATION OF PEER REVIEW ORGANIZATIONS

We would agree with the provisions of S.2142 to allow a

variety of private sector organizations to enter into contracts

to conduct peer review . We are concerned, however, that

organizations currently functioning as Medicare fiscal inter-

mediaries may be open to a conflict of interest if they were
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also to be responsible for peer review. In either case,

physician support of the fiscal intermediaries may be difficult

to obtain. We would recommend that the language of this section

prohibit the Secretary from contracting with payors of service

for review functions. We would further recommend that the

Secretary by required to give priority consideration for contracts

as peer review organizations to existing nonprofit organizations

which have already developed active physician involvement and

support.

POST DISCHARGE CARE

As written, S.2142 would allow only two days of payment to

a hospital in cases where additional time was needed to arrange

for post discharge care. We view this as a totally unrealistic

provision.. The problem of delays in arranging for post discharge

care is a national issue and has grown particularly severe in

New York State. Because it is principally a shortage of long

term care beds, or other alternatives, that has created the

problem and not a situation under the hospital's control, we

must strongly object to this provision of the bill. We would

recommend it be deleted in recognition of the above and because

provisions of the Omnibus Budget Reconciliation Acts of 1980 and

1981 would address the situation by establishing lower rates of

reimbursement for patients on alternate care status. To~?rdr---

payment after two days would financially cripple hospitals in

Pew York State and fail to address the causeof the problem.

SANCTIONS

S.2142 provides that if the Secretary fails to act within

120 days of submission of a recommendation for sanctions

against a provider by a peer review organization such provider

would be suspended from participation in the Medicare program

until the Secretary acts. We would recommend that this section

be amended to require that the Secretary act within 120 days of

such recommendation being submitted to him.
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FOCUSED REVIEW

Both bills provide that review organizations will develop

a plan of focused review within their designated areas. To the

extent that the provisions of S.2142 make a greater degree of

reference to focused review and provide that such review be

based upon the standard norms of practice within a given area,

we prefer the provisions of S.2142.

MEDICAID REVIEW

S.2142 provides that states which contract with a review

organization designated by the Secretary for the functions

specified in the bill to review Medicaid claims under a state

plan will receive federal reimbursement of 75 percent of their

expenditures made to the contracting organization. We believe

this section should be strengthened to provide that states will

be eligible for federal reimbursement of review costs only if

they contract with a review organization desisnated by the

Secretary and only if such methods are standards employed by

the review organization for Medicare be applied to Medicaid as

well. Our concern here is that hospitals and other providers

of service not be subjected to different standards of review.

for different categories of patients based upon source of

payment, as is currently the case in New York State. This

only leads to confusion and inefficiency in the system and

adds to the administrative burden placed upon providers.

We thank the Comittee for affording us the opportunity~of ..

presenting testimony on the pending legislation and stand

ready to provide whatever other assistance you might request.

4.8 0-82-18
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Monsignor FITZPATRICK. Thank you.
At the outset I want to make it clear that you have the support

of the hospital industry in New York State for the continuation of
a Federal role in the peer review process. We are indebted to you,
Mr. Chairman, Mr. Baucus and our own Senator Moynihan for
your efforts in this behalf.

We are therefore opposed to any elimination of the program and
feel that any projected savings that might result from such elimi-
nation may well be offset by changes in utilization patterns.

The PSRO program was based on two guiding principles: quality
assurance and utilization control. Through peer review, provider
behavior and practice patterns can be changed. And this, we sug-
gest, is to key to improving both the quality of care and affecting
long-term savings.

We understand and we have heard this morning that the admin-
istration is giving consideration to contracting with fiscal interme-
diaries to perform utilization review as an alternative. We would
stand opposed to this concept. If intermediaries are to avoid one of
the greatest costs in peer review, that is, the data collection, they
would have to use the billing information from claims forms to con-
duct such a review- We feel that is inappropriate and they would
have to set up a whole new data base in terms of the medical infor-
mation. We feel strongly that local provider involvement is essen-
tial to satisfy the need to assure that quality care meets the pa-
tients' needs.

However, if S. 2142 were enacted as currently written, it would
repeal this delegation option. We speak in favor of retaining the
delegation option because it does, as has already been indicated,
offer an incentive to institutions, and it would offer the opportuni-
t of not c-gating another duplication in the health care field.
Whether we have the peer review program or not, hospitals, by
regulation, by the Joint Commission of Accreditation Standards,
will be doing utilization review. And I think those that do it ade-
quately could well fit within the area of this bill.

We ask that there be some consolidation of review areas through
the employment of an admissions-based formula. To the extent that
S. 1250 takes into consideration both medicare and medicaid admis-
sions, we prefer that there would be one system applying to both
programs. We would urge that there be a population base or a total
admission base for the determinations.

Designation of peer review organizations-we recommend that
the language of this section prohibit the Secretary from contracting
with payers of service for review functions. We have already
touched on that.

Postdischarge care. As written, S. 2142 would allow only 2 days
of payment to a hospital in cases where additional time was needed
to arrange for post-discharge care. This is a situation beyond the
hospital's control, at least in New York State, where we have had a
moratorium on the construction of nursing home beds.

We would further point out to you that there is an opportunity
here of coordinating this section of your proposed bill with the pro-
visions of the Omnibus Budget Reconciliation Acts of 1980 and 1981
which addresses the situation by establishing lower rates of reim-
bursement for patients in alternate levels of care status.
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The sanctions also give us some measure of concern. We would
recommend that this section be amended to require that the Secre-
tary act within 120 days of such a recommendation for sanction
against a provider after it has been submitted to him. The suspend
sion of participation in the medicare program could cause a consid-
erable amount of problem here.

On focus review, we would prefer the previsions in S. 2142.
On medicaid review, S. 2142 provides that a State would be reim-

bursed 75 percent of their expenditures to the contracting agency
to do peer review on medicaid patients. We believe this section
should be strengthened to provide that States will be eligible for
Federal reimbursement of review costs only if the contract is with
a review organization designated by the Secretary.

That is our testimony, Mr. Chairman. We appreciate the oppor-
tunity to be here. We leave ourselves to answer any questions you
might have.

Senator DURENBERGER. Thank you very much for your testimony.
I thank all of you for being here.

The comments about medicaid suggest an observation at this
point. As we go through the process of redefining federalism-I
guess you are all aware of the President's proposal on trading off
certain aspects of the public assistance program-it seems to me,
that the direction we are probably moving in is to federalize some
portion of medicaid. There are some Governors that are proposing
that we take on at the Federal level the elderly and the disabled
and leave others at the State level. While I might have some sym-
pathy for it as a notion, frankly I do not think that is necessarily
an appropriate way to segregate society and necessarily perhaps

-come up with different levels of services.
So the direction we may go is to find a core set of benefits in

medicaid, to federalize those along with medicare, and recognize
the fact that you cannot federalize all of Government's involve-
ment with the access of the poor, and disabled, and the elderly. In
health care in this country, there are great values in State and
local administered programs. I sense that the direction we are
headed is to recognize that there will always be charity hospitals
and there will always be a substantial burden in the health field at
the local and the State level. For us to even purport to be federaliz-
ing that Whole area is to fly in the face of reality.
'So as we think through the best approach to peer review, I think

that is an additional element that we have not gotten into- here- . .
today and I do not intend to get into very far, but we ought to have
in mind that this new federalism proposal will be here within an-
other few weeks. It will be acted on, I am sure, some time before
the end of this year. There may be some new relationships that de-
velop as a result of that.

Let me ask you, Dr. Hotchkiss, about the AMA's position on peer
review. Earlier this morning I talked with Dr. Weeks, the physi-
cian from Wheeling, W. Va., about the nature of his practice in the
discussion of for-profit versus not-for-profit peer review organiza-
tions. It turned out that his private practice -was for profit, and
that he at least alleged that most physicians are in the business, in
part to heal the sick and to keep people well, but also in part to
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make enough of a profit so they can sustain their families and so
forth.
1 So, given that fact and given the fact that the money to heal the

sick and keep people well and provide for your own family" must
come from somewhere.- Looking at the health care delivery system
and the, financing system in this country we see that various
people play various roles. Employers of people provide part of your
profit. Insurance companies, through employers or through indvid-
uals, pay part of your profit. And the Federal Government and" the
State government pay for part of your services and therefore your
profit.

I am curious to know why the AMA takes one position with
regard to our buying services through medicare or medicaid and I
assume another position with regard to insurers or employers
buying those services. Or is your position that insurance companies
and groups of employers should not put together and contract for
peer review? Is your position that all peer review ought to be based
in medical societies?

Dr. HOrcHKIss, Our position is that we are against federally con-
trolled, federally mandated peer review. We are strongly in favor
of peer review and have been for as many years as you can remem-
ber back. The first tissue committee, for example, in the world oc-
curred in a U.S. hospital in 1919, and these committees have been
there ever since. Tissue committees were in most all of the hospi-
tals when I entered practice in 1951. We have many, many other
peer review committees in the hospitals. We have utilization
review committees which appeared in the late 1950's, blood trans-
fusion infection committees, antibody committees, and as many
other committees as you can think of conducting professionalreview. So we have been doing peer revew for a long, long time.

Now as far as the for-profit issue, as I said in my statement, we
are not for any kind of PSRO or federally controlled peer review.
So, whether it is going to be for profit or otherwise, I do not really
have strong feeligs about it.

The PSRO i Tidewater, Va., which includes the Norfolk area,
actually delegates this review work to the utilization review com-
mittees in 21 of the 28 hospitals. This indicates that the hospital
staffs are doing a good job. Somebody said a while ago you cold
not trust the hospitals to do utilization review. It is not the hospi-
tals that conduct such review; it is the doctors, the staffs in the
hospitals, and they have v different viewpoint from the hospital ad-
ministrion.

So I do not think profit or nonprofit makes a Whole lot of differ-
ence. T.e PSRO is authorized to pay the doctors who serve on the
utflizatibn review committees -in the hospitals. I have served on a
number of them over the. years. I have yet to see dollar one. I have
not looked for dollar one very hard because that is not where I
make my living. It is such a small part of money anyway, com-
pared to the practice of medicine, that I say well, if the hospital
needs it, let them keep it.

Senator DURENBERGER. I trust you understand that what we are
doing here is talking about a change in peer review. I mean clear-
ly, as I indicated in my opening statement, we signaled last year
the demise of the old system, the one that I think you described as
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Federal involvement, Federal dictates, and Federal regulations, the
system includes a section called 1155, which is restated in my bill
as 1154, which deals with your statement. It deals with our invad-
ing phyicIans' offices to be inspecting them. I do not think we in-
spected any-physicians' offices under the old section and I do not
contemplate that we will under the new.

But the point of my using the for- rofit illustration is that every
once in a while those who pay the bill get dissatisfied with physi.
cian peer review. And let us say in the Twin Cities, in Minneapolis-
St. Paul, to get away from Norfolk, Va., that this dissatisfaction
leads large employers and insurance companies to get together and
form a peer revieworganization of some -kind, and the peer review
organization is doing a pretty good job. It is starting to'bring down
utilization and cost to the employers and the insurers and they like
it. They say this is a good d e.al.

Since we. have 25 or 80 percent of the persons who are part of the
health care system in the Twin Cities, should we not contract with
that same organization for services?

Dr. HowHKmS. I think you can contract with any efficient peer
review organization that exists. Now since we testified before, our
House of Delegates has passed a set of principles that indicates
what would, we feel, make up an. appropriate peer review commit-
tee. In addition, a peer review committee should have an organized
structure, it should be continuous, educational, and it should main-
tain confidentiality and so forth.
.We will consider at the board of trustees meeting here in April a

further recommendation that would have the State societies, all
the State constituent medical societies, proceed further to wrap
this up in an organized peer review package.

Furthermore, the Joint Commission on Accreditation of Hospi-
tals, which is a voluntary accrediting organization for hospitals in
the United States, whose certification almost all hospitals seek, has
a quality assurance program which wraps up the activities of these
various hospital committees in a quality assurance program.

So there is motion going on in the private sector that will create
organized, working, efficient private sector-

Senator DURENBERGER. Are you going to be at that April meet-Dr. HomcHss. I certainly w.
Senator DURENBERGER. OK. 1 just want you to understand where

the author of S. 2142 is coming from. I have a responsilbflity for
what the President said is $60 billion, and I guess it is actually
more than that, worth of trust fund moneys that people are paying
for. I am not anxious to have a bunch of Government bureaucrats
or insurance company clerks out there making decisions for me in
terms oftwhat is appropriate utilization of services. I would rather
have that done in the community or even on a statewide basis, by
physicians.

So I have designed a piece of legislation that has the number of
S. 2142 so that I know that in some fashion the community and
physicians are operating in my best interest in discharging my re-
sponsibility. And I just want you to know that as you go into that
meeting because as I read this statement which you were fortunate
enough to be delivering on behalf of the American Medical Associ-
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ation, their view of this legislatioh and what we propose to do flies
in the face of reality.

We are just trying to do what any responsible organization or in-
dividual would do, what insurance companies are doing, what
groups of employers are doing by way of working with physicians
in the peer review process. And we are just trying to set the
ground rules for our own involvement so everybody understands it.
That is how simple this is.

Dr. HoTCHKISS. Senator, I understand what you are saying and I
appreciated your remarks at our leadership conference about 5
weeks ago, and I remember one of the principles you set forth was
that the Government is a better purchaser of services than a deliv-
erer of services, and you cited your bill to effect that.

I have tried real hard to read that into it and I have read your
bill very carefully, and I just cannot in my own mind read it into
it. Of course, I am not a lawyer. I do not have a legal mind. When I
say that, some people say well, you must have an illegal mind. I do
not know what kind of mind I have, but I cannot quite read that
into it.

Now as far as the $60 billion, I would like to assure you that the
American Medical Association is very, very concerned about this
$60 billion and all other expenses, and we are trying to do every-
thing we can to bring the cost of care under control, but I do not
want to take up the time to go too far down that road.

Senator DURENBERGER. I would take just 1 minute to read into
the record how S. 2142 fits into the statement of principles, and
you might just take some notes on this. One of your first principles,'Medical peer review is an organized effort to evaluate and analyze
medical care services', et cetera; I think if you look at page 7 of my
bill you will find a lot of comparability there. -

Your second one is "Medical peer review is a local process." If
you look at page 3, lines 21 to 27, you will find that set out.

The third.principle is "Physicians are ultimately responsible for
all peer review of medical care." If you look at my legislation you
will see an emphasis on peer review unless physicians refuse to be
involved in the process.

Dr. HOTCHKISS. Or unless the Secretary says--
Senator DURENBERGER. And No. 4, the fourth principle you will

find on page 2, lines 19 to 29, page 9, lines 18 to 19, page 11, lines
13 to 24, page 18; lines 25 -to 32.

Principle No. 5 you find articulated on pages 6 and 7, line 27, on
page 6, line 15 on page 7. -

Icould go on and I will for the record, but the--
Dr. HOTCHKISS. Could we get a copy of those? I could not get

them.
Senator DURENBERGER. You bet. I appreciate your patience with

my patience with the AMA today. And I have a lot of patience be-
cause you are a key part of this system, and we are going to come
together on this one sooner or later.

Dr. HOTCHKISS. We want to work with you on it.
Senator DURENBERGER. Great. Thank you very much.
I wonder if it would be appropriate to ask the other two wit-

nesses to help me in some way to encourage the AMA, and I know
your testimonies are somewhat different in your view of S. 2142,
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but perhaps, Dr. Zamostien, you could make some comment about
where they ought to be headed.

Dr. ZAMOSTIEN. Well, it is very difficult, of course, for me to say
what the AMA should do. We are certainly involved in local situa-
tions, rather than just only national situations. And in Pennsylva-
nia, I have been on a PSRO board for 6 years, as I mentioned.

At this time, I would like to introduce Mr. Stephen Keys, who is
the executive director of our Pennsylvania Medical Care Founda-
tion.

In Pennsylvania, we certainly have involved ourselves in local
areas. I have been serving on a PSRO. I serve on the review com-
mittee in our hospital. Yes, I think we need peer review. We need
it very badly

I think that the peer review has to be done by physicians. As
mentioned in one of the previous testimonies, yes, we do employ
the services of nurse coordinators to help us out, but the eventual
decisions are being made by physicians, and we are in favor of
that.

As far as whether you want to call it PSRO or MGQ or whatever
you want, I do not care what you call it, but we do have to have
peer review and the medical profession, and I can certainly speak
or Pennsylvania, is definitely involved in it and wants to be. We

have our little areas where we have to talk to somebody and talk
them into it, but generally speaking physicians are willing to have
peer review by physicians.

Senator DURENBERGER. Monsignor Fitzpatrick?
Monsignor FITZPATRICK. I have been trying, to light that candle for

84 yegirs that I have been a hospital administrator, Senator. I think
perhaps the stimulus that I give is a disincentive, and it is the his-
tory we had in New York State. The State imposed an onsite nurse
to declare the appropriateness of that patient being in the hospital.
Now you can imagine the conflicts- that administrators went
through with an inhouse Gestapo nurse going after the medical
profession.

Senator DURENBERGER. OK. Thank you all very much. We appre-.
ciate your taking the time to be here.

The hearing is concluded.
[Whereupon, at 12:15 p.m., the subcommittee was adjourned.]
(By direction of the chairman the following communications were

made a part of the hearing record:]
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April 9, 1982

Statement of

The American Association of Oral and Maxillofacial Surgeons'

for

Committee on Finance
Subcommittee on Health
United States Senate

Regarding Proposals to Make Improvements
in Professional Standards Review Organizations

In the Omnibus Reconciliation Act of 1980, Congress

took a much needed and important step toward facilitating the

participation of dentistry, and its' specialty, oral surgery,

in the peer review process; Each PSRO was authorized'to offer

membership to dentists who hold independent hospital admitting

privileges. AAOMS urges this Committee at least to preserve

participation by dentistry in the current re-evaluation of

PSROs. In any reorganized structure the Committee may establish,

the Committee should further assure that dentists participate

fully in any review of their peers.

The members and staff of AAOMS will be leased to

consult with the Committee's staff concerning appropriate pro-

cedures to fulfill the foregoing principles. /,

Respectfully submitted,

Edwin S.st ohen
Richard A. Brady
Counsel for AAOMS
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Statement of

INTERNATIONAL CHIROPRACTORS ASSOCIATION

AND

AMERICAN CHIROPRACTIC ASSOCIATION

submitted to

Health Subcommittee,

U.S. Senate-Finance Committee

April 2, 1982

The International Chiropracto s Association and the American Chiro-

practic Association together represent approximately 23,000 practicing

chiropractors in the United States. Dr. Ronal' Beideman, a chiropractor,

serves on the Department of Health and Human Services' National Profes-

sional Standards Review Organization Advisory Council. We certainly

appreciate having this opportunity to express our views on PSROs before

this Committee.

In 1972, the PSRO program was created under P.L. 92-603 for the

purpose of assuring that health care services delivered to Medicare and

Medicaid patients are necessary, appropriate and of acceptable quality.

-Perhaps the purpose of this program can be summarized by a statement

delivered by Senator Wallace F. Bennett on the floor of the Senate, Just-

prior to the passage of the PSRO legislation. Senator Bennett said:

"The PSRO amendment represents the best and perhaps-the last

opportunity to fully safeguard the public's concern with

respect to the cost and the quality of medical care."

The ACA and ICA realize that health costs have been skyrocketing

over the past few years. The Federal Government is currently searching

for ways to reduce health expenditures via such options as block grants,
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competition proposals, program cutbacks, and elimination. While we

strongly believe that wasteful federal'spending in all areas including

health should be eliminated, we do not believe that spending for PSROs

should cease.

The problem of rising health costs is highly complex and cannot be

solved by any "quick fixes or easy solutions." -At this time, it is our

understanding that not all of the 147 PRSOs currently functioning in this

country are cost-effective. But the majority of the PSRGs are cost-

effective and their wholesale elimination would prove "penny wise and

pound fool sh."

The ICA and the ACA support the continued funding of those PSROs

which are cost-effective. For example, according to the New York

Statewide Professional Standards Review Council, Inc., PSROs in New

York State saved a characteristically tight state budget over $5 million

in 1980. The single PSRO in the state of Montana, while doing Utiliza-

tion review for hospitalization under Medicare, shortened the average

hospital stay by * day in 1979 according to the Montana Foundation for

Peer Review. This change reduced the number of overall days spent in

the hospital by 19,000. Hopefully, successful efforts such as these can

be duplicated in other states.

Besides supporting the specific legislative proposals in this area,

we also support the government's continued role in the area of hospital

utilization peer review. We do not believe that a voluntary peer review

would be in the best interest of the general public or the various provider

groups. The ICA and ACA strongly recommend that any legislation pertaining

to hospital utilization review include specific language mandating re-

presentation of alternative provider groups and health oriented consumer

groups. We believe this will also help peer review to function more

effectively.
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The ICA and the ACA support the goals of the legislation introduced

by Senators Durenberger and Baucus. Specifically, certain parts of S.2142

and S.1250 warrant a more in-depth comment.

We believe that the provisions contained in both bills which would

allow the Secretary to terminate a PSRO after 90 days of operation is

an excellent method to help promote efficiency in the actual administra-

tion of PSROs. The 90 day period allows the Secretary to quickly

eliminate an ineffective PSRO and solicit another which is better

qualified.

We believe the proposal in S.2142 which defines Utilization and

Quality Control Peer Review Organizations should also mandate that al-

ternative health care providers and other health related consumer groups

be represented on all hospital utilization review groups. We believe

that a diversity of qualified health care viewpoints are necessary to

effectively review hospital utilization. For example, there have been

many reported instances of chiropractic care helping an individual to

avoid major back surgery and long-term hospital. care.

We have some concern with the proposal in S.214.,Zthat private (for

profit) organizations should be allowed to compete for PSRO contract

agreements. While we want to help promote a greater efficiency among

PSROs, we feel that these review organizations must include strong

representation from their peer group.

We support provisions in S.1250 which count hospital admissions

under both Medicare and Medicaid for the purpose of determining a peer

review area. We believe this method of determination will lend itself

to producing a more realistic peer review area.

We are committed to the concept of peer review. The cost control

battle continues and PSROs and UR systems are demonstrating some

effectivene'ts in controlling this difficult area. The system's focus
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however must be on quality care and then on cost. Appropriately in a

"review" situation of a health care provider, the scrutiny must be from

the health providers' peers. This is a very important factor. A sub-

stantial number of doctors of chiropractic should be appointed to any

review group scrutinizing a chiropractor's services in order to assure

adequate peer review. We also welcome health care consumer representa-

tion as well.

This committee is concerned with developing a peer review system

which focuses its attention on strengthening the actual review and also

attempts to reduce any burdensome regulations to those being reviewed.

This is in keeping with 'the R.eagan Administration's desire to relieve

the federal government from excess regulation.

S. 2142 does address other problem areas thereby clarifying the

objectives of the total program. Specifically we support the restriction

disallowing insurance companies from being named review organizations.

The health care provider group being reviewed must be judged by its peers.

Presumptively the task of this body is to find a careful balance

between the delivery of quality health care and controlling the cost of

the federal government's financial support (as it is an employer and

participant) in the system. Likewise the retention of the basic theme

of the current PSRO law (while moving to a deregulated basis and thus

allowing more competition) is difficult yet designed to serve the needs

of-the public more efficiently.

The public record reflects that the ACA and the ICA have been

committed to improved competition in the delivery of health care for

many years. Similarly we have had a long standing concern for the

"quality" of the care which is delivered. Appropriately S. 2142 seeks

to address these specific issues. Surely it is agreed that the proper

role of a PSRO is to develop a system of quality assurance while at the
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same time keeping a watchful eye on the cost factor.

Mindful that the principle reasons cited for dropping the PSRO

-program was the desire to reduce federal regulation and increase competi-

tion, one must be equally aware of the tremendous pressure to contain

the escalating costs of delivering health care. Individual employers

and management are cognizant of the ever increasing cost of health care

benefits. The federal government as a major provider of health benefits

is acutely aware of this fact and must be equally concerned. The

diligence of this committee to continue searching for methods to control

the problems currently facing the delivery of health care on a cost-

conscious basis is appropriate.

It would not be a prudent or adequate suggestion to recommend the

dismantling of the peer review organization structure now established.

In order to make that recommendation one must offer an alternative

system that would more efficiently handle the problems that PSROs were

originally designed to resolve. PSROs came into existence to meet the

shortcomings of voluntary self-regu)ation. .To return to that situation

with the additional difficulties facing the health care system today is

not realistic.

The federal government must be able to obtain a "handle" on the

ever escalating costs of delivering health services. Growing hospital

costs threaten to undermine the'health economy Just as the gas crisis

affected the economic welfare of the whole economy. Together we must

search for ways to provide effective health care services efficiently.

We look forward to working with this committee and its staff in its

efforts to address this situation.
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April 1, 1982
SENATE FINANCE COMMITTEE
Subcommittee on Health

Hearings on Proposals to make Improvements
in

Professional Standards Review Organizations (PSRO)

MONTANA FOUNDATION FOR MEDICAL CARE

Testimony in Support of Professional Physician Peer Review
Presented by:

John W. McMahon, M.D., Medical Director, Montana Foundation
for Medical Care

Janice Connors, Executive Director, Montana Foundation for
Medical Care

SUMMARY OF MAJOR POINTS:

I. Effect of Peer Review in Montana

The Montana Foundation for Medical Care has demonstrated the impact

of review activities on the federal patient population. We have also

had reports from the private insurance carriers that they observed the

same beneficial impact in their population groups. This effect should

be studied to demonstrate the total impact of peer review in an area.

II. Suggestions for Better Defining Health Care Costs and Reimbursement Schemes

A. Study cost/benefit ratios of expensive health care technology and

procedures versus increased productivity of patient.

B. Separate the utilization of long term care facilities into medically-

related care and socially-related care. Determine the appropriateness

of utilizing health care dpilars for meeting social needs and develop

proper support for the separate issues.

C. Place a high priority on developing regulations to implement the

swing bed concept.
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0. Establish additional level of care guidelines and reimbursement

schemes to support rehabilitative services.

I1. Durenberger Bill 

The Montana Foundation for Medical Care is supportive of this bill with

suggested modifications.

IV. Improvements Needed in Sanction Process

Decisions regarding the appropriateness, necessity and quality of care

should remain the exclusive realm of the reviewing peer physicians.

The review and approval process should be restructured to decisions of

due process.



I am Or. John McMahon, representing the Montana Foundation for Medical Care.

The Foundation is the Professional Standards Review Organization for Montana.

In a nationwide assessment last year by the Department of Health and Human

Services, it was judged 7th highest of all 182 PSROs. Industry has learned

that the control of product or service quality is vital to corporate strength

and public image. Lessening or absence of control leads to failure. The

same analogy applies to the medical care field. Physician peer review,

through the Professional Standards Review Organization, is the keystone of

quality medical care. I am a strong advocate of physician peer review. I

have been active in the Montana Foundation for Medical Care since its incep-

tion nine years 'ago. It has been two years since representatives of our group

have appeared in Washington. Many changes have occurred in our nation's economy

since that time. It is our desire to give the people of this country a dollar's

worth of quality medical care for every dollar spent. We are very concerned

that, in the area of peer review of medical care, regulations are overtaking

the intent of the law.

As very clearly pointed out by Senator Durenberger when he introduced his bill

for the continuation and reinstitution of physician peer review in the Medicare

program, the worst assessment of the PSRO program has demonstrated that the

dollars saved equal the dollars spent. Again, may I point out that that is

the worst assessment and that assessment was performed by the Congressional

Budget Office.

We should like to illustrate several findings that were not identified in"

that assessment. Our experience in Montana has very clearly demonstrated

that when we were doing concurrent review of hospitalized patients through

June of 1979, the average length of stay under the Medicare program in Montana



205

fell by one-half day per patient. This represented a savings of 19,000 days

of care in one year. Because of budgetary cuts imposed by the Carter admin-

istration at that time, we were forced to go to a retroactive review of

patients' records. As a result, the average length of stay increased by greater

than the half day savings we had achieved. Because of this experience and in

spite of even further budgetary cuts, we streamlined our administration and

went back to concurrent review in our major hospitals in July of 1981. Within

six imionths, the average length of stay in the Medicare program declined by

0.11 days. We expect this trend to continue. Our average cost of hospitali-

zation in the state is $235.00 per day. We realize that there are some ongoing

expenses in the Medicare population even if the bed is vacant. However, it is

clear that concurrent review of hospitalized Medicare patients achieves sig-

nificant cost savings.

To us, an even more striking and significant-trend has been the finding by

Montana Blue Shield and Blue Cross of Montana of an associated decrease in

utilization of hospital beds when we were doing concurrent review. Again,

they saw a similar parallel increase in length of stay when we went to a pro-

grain of retroactive review. These organizations have strongly supported the

Foundation's program because of the spinoff benefit they observed in their

private pay patient qIroup. To our knowledge, none of the national surveys

have looked at the indirect effects of concurrent review on other population

groups. The attached graphs demonstrate this effect across several programs

in individual facilities.

Everyone likes to keep as much of his paycheck as he can. A significant

amount of that paycheck is deducted either by direct employer or employee

94-67 0-82-14
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contribution to health insurance. Active, effective, and expert peer review

is, in our judgment, the greatest single contribution that can he made by gov-

ernment and private enterprise to insure cost effective delivery of medical

care and protect disposable income. We see numerous articles expressing a

desire to cut tile costs of medical care. The cost of medical care will

parallel the rising costs in inflation. We can take better care of more

people and prolong productive life in ways that are immeasurable. None of

the studies critical of the cost of medical care address the increased pro-

ductivity of the patient whose life is prolonged by the costly end stage

renal disease program, or costly coronary artery bypass, or costly organ

transplantation. Somehow, the citizens in this country, ard the government,

benefit directly from the increased productivity of patients under these

programs. National statistics have demonstrated that the life expectancy of

a 54 year old man in the United States has increased four months per year

since his birth. That is a direct result, for the most part, in improvements

in medical care. What we can do as peer physicians is to assure that the dol-

lars being spent on health care are being spent appropriately and necessarily.

It would be possible to redefine some of the items that are now included in

the national health care bill. In our judgment, somme of these items are

social issues. We refer most explicitly to the increased numbers of patients

in long term care facilities. In our judgment, many patients in Montana are

placed in long tenm ccre beds for social reasons. Had these same people had

an opportunity to live either at home with some minimal outside support, or

in a family setting, they would not need long term care. In our judgment,

this is a social placement. It is not a necessary health care expenditure.
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As the present administration's proposal for federal mlanaqement of Medicaid

is carried out, we expect a great upheaval in the placement of some of thesti

patients. We express our concern at this time only to alert Congress in

advance of the siqrniticance of some of these issues. To be absolutely

precise, it is only medically necessary that a patient be placed in a long

term care istitution if for- strict health care reasons they cannot be

mnandged in a lesser setting. Again, our experience in Montana would indi-

cate that a significant population in our long term care institutions

could be managed at home if an appropriate home were available, either

through the family or some social agency. It is not, in our jud(gnent,

an appropriate expenditure of health care dollars when such patients are

placed in long term care facilities for other than health care reasons,

arid the bill is paid by Medicaid.

We would encourage you to advise the administration to proceed with writing

regulations which would implement the swing-bed legislation. In one Montana

community at the present time, long term care beds are simply not available.

We see waiting periods up to 32 days, in one instance, for placement. We

realize that federal pro(Irams have mandated nonsupport of such patierits in

acute care settings, if a long term care hed is availablle within d 100(

mi le geographic radius. Conceptually we question whether nr, not 'mlany of

you realize what this- ieins. It lay assure a loss of continuity in phy-

sicidn care for that patient. Unfortunately, Many faiii lies do riot visit

their loved ones in long terri care institutions with any regularity, even

when that long term care institution is within a i;ile or less of the fam; ily's

home, In most instances, :iuch of the visiting is done by friends, who are

dlsO elderly and frequently partiallyldisabled. A mandate of l()O miles -
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way mean-total isolation of the pati-ent from loved ones and friends. How

many Washington, D.C. residents would like to be placed in New York City,

or Boston, or Baltimore, or Philadelphia? If the swing-bed concept is

realistically implemented, the care of these patients could be paid for

in the acute care setting-at a level equal to that which would be spent in

a long term care setting until a local bed is available. This will not

only save health care dollars, it will give continuity of health cdre in

an environment in which a patient can still be visited by their loved ones

and friends. It is good medicine and it is humane. It was good legislation.

It should be implemented.

We have also experienced multiple problems in our review in classifying

chemical dependence rehabilitation patients and physical rehabilitation

patients. We are limited to the three classifications of acute, skitled.

and intermediate care. We need the flexibility to classify these patients

as to whidt they are - namely rehabilitation patients - and let society,

through private carriers and governmental agencies, determine appropriate

remuneration to the facilities involved. We do believe that this care is

necessary and that we have the expertise to certify the necessity for such

care in individual patients and to insure that it is offered in an appro-

priate setting.

We strongly support the Durenberger bill. We have submitted to our national

organization our comments for suggested modification of this bill. We

strongly believe that any organization (liven a contract to assure quality

and appropriate utilization must be a nonprofit organization with broad

physician support. We would hope and expect that physician organizations
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(such as the Montana Foundation for Medical Care) who have successfully

contracted with the PSRO program, would be given prime consideration under

the new program.

The assurance of confidentiality under the Durenberger bill is commendable.

We are concerned that those who write the regulations based on the Durenberger

bill may again write regulations regarding norms, standards and criteria that

may cause major problems at a later date when sincere physician groups are

attenpting to peer one another. Some have assumed, and we have some bitter

experiences in Montana, that the original PSRO legislation mandated that a

"cookbook" be written to cover all aspects of health care. This is impossible.

Medicine is not an exact science. Norms, standards and criteria can only be

used for screening purposes in the specific management of a patient and a

specific instance can only be based on the physician's experience and his

knowledge of current literature. When this is expanded to include the ex-

perience and knowledge of current literature by his peer colleagues, the

patient can and will be best served. An all-encompassing document that could

cover tile appropriate diagnostic evaluations, ancillary services and evalua-

tions about any specific patient's illness and then progress on to specific

best possible treatment, is not now nor ever will be available.

A significant proportion of the physicians in the United States have demon-

strated that they are capable of insuring that citizens receive tile best

possible medical care in the most cost effective manner. We would like to see

legislation supporting PSRO decisions on the appropriateness and necessity of

care made by these peers. We have had some bitter and frustrating experiences
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in the sanction process. In one instance we wore told that the physician's

records were so poor that we could not determine whether or not the physician

in question was giving quality care. For this reason, a sanction recommendation

which we made was disallowed by the federal government . The federal govern-

ment took this position in spite of the fact tnit numerous peer physicians

advised that the Medicare and Medicaid patient., in our state would be best

served if this physician were no longer certified for payment purposes

under the Medicare and Medicaid programs.

Peer physicians decided that the public would he best served if the sanction

was imposed, but bureaucratic nonphysicians decided that the peer physician

could not make that recommendation because the' )hysiciin's records were so

bad. Adequate records is a quality issue. It is most important for my

patients that I dictate adequate notes that will allow future physicians

to know exactly what I did dnd why I did it. lihen governmentt pays the

bill, peer physicians must be assured that tha, 11K0ney is being spent appro-

priately. Unless mly records are adequate.aaid radable, I am not serving

my patients appropriately. When physician peer groups, after very careful

review and exhaustion of all other avenues to 1,,dnge the physician's inap-

propriate practices, decide that the public would be best served by elimin-

ation of reimbursement to that physican, then , would expect the a(lents

of the federal government to be supportive. mhe MTFMC has recommended

such sanctions on three physicians and in each case the federal government

dropped the sanction. The determination of wtiat is and what what is not

good medical practice must be made by peer phy.,icians and not by nonphysician

agents of the federal government.
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Our prime interest remains quality assurance. When representatives of the

Foundation appeared in Washington in sup iort of peer-review in Senator

Mansfield's time, we very clearly stated that ojr prime interest was insuring

quality care for all of our patients. We havw( oriented all of our programs

in this direction. In our judgment, utilization review continues to be a

quality issue. We have taken upon ourselves tie responsibility to assure

that health care dollars are spent, insofar a, possible, only for necessary

care.

I must emphasize that we believe that the biggest mistake we could make

would be to deny necessary care to any patient. The economic environment is

even more severe now than it was when we were first here. We remain concerned

that, because of financial realities, some patients may be denied necessary

care. We will do all we can to prevent any such occurrence.

We have done our best to serve the public and assuree the availability of

quality health care for all our citizens. We have done this only with the

blessings and encouragement of this committee. We welcome the opportunity

again to apprise you of our successes, as well as our difficulties. We

continue to look forward to a mutually supportive role with government in

assuring the citizens of this country good medical care. There is little

question about whether the patients in the United States have the best medical

care. The question that remains is whether or not we can afford it. It is

our belief that the best medical care is affordable if the advice and recom-

mnendations of strong physician peer groups are heeded by the federal government.-

Thank you.
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April 1, 1982

The American Hospital Association (ARA), which represents more than 6,300

member hospitals and health care institutions, as well as nor than 35,000

Individual members, is pleased to have this opportunity to present its viers

and recommndations on 8.2142, the 'Peer Review Improvement Act of 1982,"

introduced by Subcomittee Chairman David Durenberger and Senators John Beinas

and Daniel Patrick Noynihan.

ARA understands the intent of the legislation - to streamline and improve the

ineffective and needlessly costly Professional Standards Review Organiuation

(PSD) program. However, we believe that federally mandated peer review is

neither appropriate nor effective in controlling costs or assuring the quality

of health care services. In our view, the most effective peer review system

Is one initiated and funded at the local level by the private sector,

voluntary organizations and local government and carried out by the

individual hospitals.
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The AHA House of Delegates last year withdrew its previous support for PSROs

and adopted its present policy supporting repeal of the PSRO law. ABA's

policy is based on the belief that the PSRO program has not been cost ef-

fective, that it has not made an appreciable contribution to quality of care

as originally envisioned, and that it has bound many hospitals in red tape.

The PSRO program has tried unsuccessfully to impose a uniform utilization

review and quality assurance structure on activities that are bestperformed

at the local institutional level. Wel-functioning hospital patient care

appraisal committees can ensure that care provided to patients is of high

quality, appropriate duration, and is rendered in the appropriate setting.

The ARA policy on PSROs is a rejection of an ineffective federal program, not

an abandonment of our couuitment..to assure the quality of care patients

receive-in our nation's hospitals. AHA's policy resolution links PSRO repeal

with concerted action by the ABA to assist member hospitals in upgrading their

patient care appraisal capabilities where such deficiencies exist. An ARA

program, "Quality, Trending and Management for the 80s (QTH)," is one example

of this assistance to hospitals. Q114 is a series of national educational

programs and on-site technical assistance programs designed to help hospitals

organize and manage, their quality assurance programs. Other programs have

been instituted, including one focusing on management theories for improving

employee morale and productivity, and another which provides detailed quality

assurance guidance at the departmental level of the hospital.



214

Last year, the ARA House of Delegates also adopted updated policy and

guideline statements on quality assurance and utilization review in health

care institutions. According to these policies, health care institutions

should conduct quality assurance programs, including mechanisms for

establishing standards for proper health care that are appropriately and rea-

sonably consistent with those developed by professional, accrediting, and

governmental bodies, to determine the quality of care being provided and to

correct identified deficiencies. Health care institutions should also

evaluate the medical necessity, appropriateness and efficient use of health

care services and facilities for all patients as a means of improving the cost

effectiveness of the health care delivery system.

We are convinced that utilization review and quality assurance activities will

not diminish in the absence of federal mandates. There are numerous

incentives for hospitals to perform these functions. The Joint Commission on

Accreditation of Hospitals (JCAH), which accredits 5,000 institutions,

includes both utilization review and quality-assurance standards in its

criteria for accreditation. JCAH standards require an organized, integrated

quality assurance program developed pursuant to a written plan, ongoing

objective assessment of patient care, and correction of identified problems.

JCAH intends to maintain these standards for accreditation regardless of the

presence or absence of utilization review requirements in the Medicare law.
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With the removal of federal mandates, the private sector and local governments

will take the initiative In utilization review and quality assurance where

they perceive the need. More than 80 community-based health care coalitions

have sprung up around the country. Businesses and labor groups are

recognizing common interests in controlling health care costs and are becoming

increasingly involved in local coalitions. These activities promote

innovation and flexibility in response to local needs in the health delivery

system. Incentives for hospitals to perform utilization review will be

further increased as competition is introduced into the health care system.

Provisions of S.2142

While-we support repeal of the PSRO law and oppose any legislation that would

continue a federal role in peer review activities, there are specific

provisions of S.2142 which we believe we must address because of their

implications for hospitals.

Delegated Review

S.2142 would eliminate the authority of a peer review organization to delegate

review authority to a hospital. As previously stated, Ali believes that

utilization review is most effective when performed at the institutional

level. Those responsible for decisions affecting the care of patients in

hospitals aleo must be responsible for evaluating the medical necessity for,

and the quality of, that care. Utilization review is most effective when



216

incorporated in the education of medical staff. Professionals are more

receptive to the findings from quality assurance activities when these

activities are performed by the hospital and its medical staff.

Elimination of delegated review also would result in unnecessary duplication

of review activities and unnecessary additional costs to the health care

system. Hospitals will continue their own utilization reviews and quality

assurance programs to meet JCAH accreditation and their own legal and ethical

commitments to ensure the appropriateness and quality of health care services,

regardless of requirements imposed by federal regulation. Failure to

recognize and make use of these existing review systems is both wasteful and

costly.

The assumption that hospitals cannot review themselves is unfounded and based

on a misunderstanding of hospital practices, policies andaccountability in

this area. For example, Deere and Co., which has used private peer review

programs for its extensive health benefits program, has found that peer review

organizations using delegated review are effective. In its contract with the

Iowa Foundation for Medical Care, which uses delegated review, Deere reported

a 21.4 per cent reduction in inpatient days pex 1,000 insured persons; a 15.3

per cent drop in admissions per 1,000; and a 7 per cent reduction in average

length of stay for the contract period January 1978-September 1981.*

*Source: Mr. Duane H. Heintz, Manager Health Care Service, Deere & Co.,
Moline, Ill., Telephone Interview, April 2- 1962.
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Imposition of Sanctions

S. 2142 would automatically suspend a provider from the Medicare program if

the Secretary did ziot act within 120 days on a peer review organization's

recommendation for suspension. Because suspension from the program would

amount to a loss of significant rights, it should only result from affirmative

Secretarial action accompanied by adequate procedural safeguards. While the

legislation sets up review procedures for cases in which Secretarial decisions

are challenged by a provider, it is unclear whether these or other avenues

would be available after a suspension by Secretarial inaction.

Private Patient Data

8.2142 would require providers, upon request, to release data on non-Medicare

patients to peer review organizations that have contracts for review with

private and public agencies. This requirement is -neither relevant nor

necessary to the operation of the Medicare program. The terms and conditions

of the release of such information should be negotiated by hospitals and

payers under applicable state privacy laws, not mandated by the government.

Post Discharge Care

8.2142 seeks to limit to two days the Medicare-paid time available for making

arrangements for post-discharge care when inpatient care is determined

inappropriate. It would impose an unrealistic time frame on hospitals,

unfairly penalizing them for the shortage of long-term care beds, a situation

beyond their control. In these circumstances, patients could be'left without

needed care because of an arbitrary rule.
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Confidentiality of Information

ARA supports the provision of S.2142 which clarifies that peer review

organizations are not federal agencies subject to the Freedom of Information

Act. However, resolving that question alone does not overcome larger problems

in the PSRO program regarding disclosure of medical information. Hospitals

experience with PSRO's has revealed continuing problems with unnecessary

disclosure of information. We note that the provisions of S.2142 relating to

confidentiality closely mirror the current statute and may perpetuate these

problems.

Development of Evaluation Criteria

ARA believes that the legislation should specifically require that hospitals

have an opportunity to participate in the development of the evaluation

criteria to be included in the contracts with review organizations.

Conclusion

ARA supports repeal of federal PSRO legislation. S.2142, while attempting to

improve the PSRO system, continues the unnecessary-federal mandate for peer

review and could create new problems for hospitals. ARA is committed to

vigorous quality assurance and utilization review activities at the level

where they can be most effectively performed - in the institution. Thus, we

continue to support efforts to develop local utilization review and quality

assurance mechanisms that will serve the needs of all patients.

We thank the subcommittee for-thls opportunity to present our views and would

be pleased to provide any further information or assistance that its members

might request.

/
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April 1, 1982: Hearing on Proposals to Make Improvements
on Professional Standards Review Organizations (PSRO's)

PROFESSIONAL STANDARDS REVIEW ORGANIZATION

WRITTEN TESTIMONY OF LEON BENDER, M.D.

Area 22 PSRO is located on the west side of Los Angeles County. There

are eleven acute care facilities and two specialty hospitals within the

boundaries of Area 22.

Area 22 PSRO is a small, efficiently run review-organization. In 1980,

operating on a budget of close to $500,000, Area 22 saved the government over

$1,500,000 in Medicare costs. The cost-benefit ratio was greater than 4-to-1.

In 1980, Area 22 was ranked first among PSROs in Region IX which covers

California and three other western states.

We have just completed our impact document for 1981, and once again

Area 22 has proven to be cost-effective. Not only did we meet all of our

current objectives, but we initiated several sanction activities. First,

we recommended that action be taken against a physician who continued to

authorize procedures not covered by Medicare. We recommended, to the Secre-

tary of Health and Human Services, to exclude this doctor from Medicare coverage

for two years. Currently we are fighting his appeal In court.

Second, we de-delegated a hospital that had continued problems in Its

utilization review process. At the same hospital we have recommended that

action be taken against a particular physician who twice performed non-covered

procedures that resulted in complications leading to death.

Third, we continuously notified one area hospital that its quality of

care was not up to area standards. Finally the hospital was taken over by a

Health Maintenance Organization, and by working closely with the facility in a

non-delegated mode, the hospital has improved its quality of care. The percentage

of unnecessary days in this hospital was reduced from 7.77% to 1.23%.
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Fourth, in one specialty hospital where a relatively high number of

patients had lengths of stay greater than 28 days, we have informed the

hospital that physician progress notes are required at least three times

a week. Unless this stipulation is quickly met, we will take action against

the hospital.

Fifth, in one area hospital we found severe problems in its decubitus

unit. We rebutted waiver of liability for this diagnosis, which accounted

for a large percentage of their patient load. In March, the hospital was

closed down.

Sixth, in one area hospital there were problems with too few physician

advisors for review, several incidents of inappropriate use of the Acute

Rehabilitation Unit, and many instances of delays-in-service. Working

closely with the hospital, these three problem areas were rectified.

In addition to achieving all our stated goals and initiating sanction

actiyities, Area 22 is a leader in the community. Here is a list of last

year's community activities:

--Area 22 co-sponsored a regional seminar along with the American College

of Utilization Review Physicians.

--Area 22 sponsored an areawide Review Coordinators Advisory Group. A sub-'

sidiary group, the Area 22 Acute and Skilled Nursing Facility Task Force,

began meeting this year.

--Area 22 PSRO participated in seminars with the Advocacy Alliance for Aging

Patients, whose main goal is to improve the quality of care in Skilled Nursing

Facilities.

-- Area 22 has organized groups from the Health-Care-Practioners-Other-Than-

Physicians community to set standards for health care.



-- the Pharmacy Committee of the PSRO has developed guidelines for IV Therapy

programs and has conducted a 'survey on the problem of overutilization of

Cimetidine.

--Area 22 PSRO was one of ten nationwide PSROs to be contacted for informa-

tion on elderly patients for a study by Robert Kane, M.D., of the Rand

Corporation.

--Area 22 PSRO conducted a Migration Study to determine the actual number

of patients in each area taking migration into consideration. Results were

presented to all Los Angeles County PSROs.

--Two doctors from Argentina came to visit Area 22 PSRO in order to learn how

to set up a similar utilization review system back in Argentina.

In short, Area 22 PSRO is an active leader in the community as far as

health care education is concerned.

One would think that Area 22 PSRO, with its number one ranking in

Region IX, its track record of cost-effectiveness, its list of sanction

activities, and its involvement in the comnunity--one would think that Area

22 PSRO would be-a ejffzf-re jwha a PSRO should be.

And yet the proposed legislation (Bill S.2142) threatens to wipe out

Area 22 PSRO--and other small, effective PSROs like us. In fact, incredible

as it may seem, the bill, if passed, would bring a quick end to 16 of the top

25 PSROsl

One cannot help but feel that something is awry in this proposed legis-

lation, for how could a proposition that is supposed to make the PSRO program

more efficient and less costly threaten to wipe out the cost-effective PSROs

and replace them with less effective PSROs.

Can it be that the bill's proponents didn't do their homework? The logic

behind the bill is simple: as long as there is a Medicare program, there needs

94-48 0-82-15
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to be utilization review to ensure that hospitals don't extract unreasonable

Medicare sums. Hence the need for the PSRO program. Yet the Administration

(the same administration that recommends de-centralization wherever possible)

wants to cut the PSRO program. So the bill proposes that there be fewer PSROs.

Simple enough.

But the bill chooses to reduce the number of PSROs in such a way-that

the more effective ones would be wiped out. The PSRO program would be much

less cost-effective (though the total dollars spent would be less), and in

a short time, the efficiency of the program would be so inadequate that those

inclined to argue against the need for peer review would have an easy time

rationalizing the complete defunding of the PSRO program.

The bill states that, if possible, one PSRO will take on review responsi-

bilities for an entire state unless the state has so many annuai-Medicare

discharges that this is unfeasible. Then the state shall be divided into

areas, with no area having fewer than 75,000 annual Medicare discharges.

What follows is a list of the top 25 PSROs according to performance

last year. Of the top 25, only 5 had more than 75,000 discharges. It should

be obvious that the larger the PSRO, the less efficient it tends to be.

If the PSRO program is to be altered, it shouldn't be changed in a manner

that will guarantee its demise--especially when the smaller, more efficient

PSROs have proven that the PSRO program can be quite effectively

What we recommend is that tighter guidelines be placed on PSRO performance.

Those PSROs that fail to meet these guidelines will be-defunded and those areas

that open up will be covered by expanding neighboring, successful PSROs or

private review organizations where no PSRO exists. Why punish the successful
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PSROs simply for being small? Reward them--by giving them contracts for

areas where previous review bodies have been unsuccessful.

The overall tendency in the PSRO program must be to weed out the bad

PSROs, and encourage the good PSROs by allowing them to not only continue

to do review but giving them the chance to expand into those areas where a

void exists in the effective review geography.

The start-up costs of removing an effective PSRO and replacing it with

a novice review organization would be staggering--and senseless.

The PSRO program must be saved by more rational means!!!
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April 1, 1982: Hearing on Proposals to Make Improvements
on Professional Standards Review Organizations (PSRO's)

Ara
PROFESSIONAL STANDARDS REVIEW ORGANIZATION

WRITTEN TESTIMONY OF EDWIN W. BUTLER, M.D.

The Area 22 PSRO, located on the west side of Los Angeles, is a small,

effective organization. In 1980, its ten employees administered over 90

million dollars for 33 thousand Medicare admissions to thirteen hospitals.

In a recent national ranking for PSRO effectiveness by the Department of

Health and Human Services, we were rated #1 for Region IX and #19 nationwide.

We hope to show that not only is a smaller PSRO more likely to be cost efficient,

but also that it is better able to improve the quality of health care and to

be responsive to its particular community.

Our 1981 Annual Report listed four successfully implemented objectives,

which together cut back unnecessary medical procedures and hospitalizations at

a cost benefit of over one and a half million dollars.

1) We reduced the rate of unnecessary retrograde pyelography in patients

undergoing diagnostic cystoscopy in three hospitals by 6.8% (estimated cost

savings $4,800.00).

2) We reduced the average length of stay for diabetes mellitus by 2.3 days

(21%) in our eleven non-specialized hospitals (estimated cost savings $50,000.00).

3) We reduced the average length of stay for cholecystectomy in four hospi-

tals by 2.5 days (15%) (estimated cost savings $69,102.50).

4) We reduced the rate of patients admitted with the diagnosis of decubitus

ulcer by 75% in all our hospitals (estimated cost savings $1,425,938.00).

These four objectives alone saved over four times last year's budget.

In general, we believe that smaller PSROs are more likely to produce cost

savings of this type for the following reasons:

1) They are better able to focus in on the particular physicians, hospitals,

2932 WLSHIRE BOULEVARD, SUITE 201 e SANTA MONCA CALIFORNIA 90403 * (213) 828-7481 1



225

or procedures that need improvement. The inevitable blanket monitoring a

large PSRO will have to maintain will waste time and money focusing attention

in places where there is no problem.

2) They are better able to keep a close surveillance on physicians and

hospitals, because they have more time to focus attention on them. In a

large PSRO, if the cat is 500 miles away, the rodents are more inclined to play.

3) They have more time to spend on implementing actions for improvement

rather than gathering data. Because there will be that much more to obtain and

assimilate, a large PSRO will inevitably be more bureaucratic, more inclined

to red tape and less effective a watchdog.

However, cost effectiveness is only part of the picture. The Area 22 PSRO

has also made dramatic inroads in improving the quality of health care at the

facilities under its Jurisdiction.

As examples, we have reduced the mortality rate of surgery involving

cholecystectomy by 71.42% and have reduced the mortality rate of surgery involv-

ing endarterectomy by 34.62%.

These reductions occuFred because time could be taken not only to analyze

the problem and set goals, but also to get involved with what actually had to

be done to make improvements. A large PSRO may not have the time to concentrate

their attention on the particular hospitals and physicians that needed more "

hssistanceo.

We also believe that a localized PSRO will be more able to interact with

and respond-to its community. Of the 4,000 Area 22 physicians, 1700 belong

to the PSRO with 100 actively erigaged in committee work. This means that the

PSRO is more than Just a professional intrusion in the lives of our doctors,

but a personal element, either through direct participation or by contact with

an active colleague.
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The Area 22 PSRO has also succeeded in reaching out beyond hospital

walls and doctors' offices. In 1981, our Annual Report cited the following

instances of community involvement.

1) We co-sponsored a regional seminar along with the American College

of Utilization Review Physicians.

2) We formed a task force to promote better understanding between

hospitals and skilled nursing facilities. This has greatly improved rela-

tions between these two institutions by facilitating and uncomplicating

transfer procedures and other issues.

3) We became actively Involved in the "Advocacy Alliance for Aging

Patients", whose main goal is to improve the quality of care at skilled

nursing facilities.

4) We have developed, with the Directors of Social Services, "Recom-

mendations for Discharge Planning" when continuing problems relating to late

or ineffective discharge planning was found during monthly concurrent moni-

toring of delegated hospitals by the PSRO review staff.

5) We have arranged for lectures on the PSRO program to be given to

graduate level Health Care Administration students at a local university, at

a two-day regional seminar of Utilization Review Coordinators, at a meeting

of the Statewide University System Review Coordinators, and at a department

head meeting of a large university hospital.

We can only foresee a decline in monitoring If a large PSRO system becomes

a reality. The Area 22 PSRO discovered a doctor practicing for seven years

without a valid license. One hosptial had fiye physicians operating without

valid credentials. Without a vigilant, local PSRO, sanction activities against

doctors and de-delegation proceedings against hospitals will have neither

immediacy nor effectiveness. A large PSRO might allow an offending physician
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to continue practicing until it gets caught up enough to impose sanctions.

De-delegation of offending hospitals will be slow in coming and much

after the fact. A small PSRO is able to work quickly and incisively to see

that abuses are detected early, are corrected quickly, and most importantly,

do not occur in the first place.

In the long run, we cannot see how the centralization of PSROs can do

any good. President Reagan proposed that we de-centralize bureaucratic

tasks and allow them to be performed on a local level. In trying to appease

Reagan's suggested budget cuts, why revert back to centralizing the PSRO

mechanism? There is no indication that a large PSRO would be any more cost-

effective than well-run local PSROs able to directly monitor the activities

of its physicians and health care facilities, and made up of colleagues

known in their localities. The most disastrous occurrence would be the

destruction of the PSRO as a community responsive organization. Its ability

to monitor and imrove the quality of health care will be restricted to an

afterthought.
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March 30, 1982

Senator David Durehberger
353 Russell Senate Office Building
Washington, D.C. 20510

Dear Senator Durenberger:

Thank you for responding to my letter of March 12, 1982 concerning
your bill S.2142, Peer Review Improvement Act.

As you know, Area 22 PSRO was ranked first last year among PSROs
in Region IX, Yet we stand to be phased out if your bill passes.

'In fact, if your bill passes, 16 of the top 25 ranking PSROs would
be defunded -- and yet none or these highly efficient PSROs threatened
with extinction are being represented at the hearings concerning
your bill..

We are not only concerned with our continued existence, but with
the future of the PSRO program, and it seems unreasonable that the
representatives of the large and/or statewide PSROs seem to dominate
the list of those asked to give testimony.

Enclosed you will find a list of the top 25 PSROs ranked according
to performance, along with the number of Medicare discharges for
1980. A quick glance shows that 20 of the top 25, or 80%, of the
most efficient PSROs, had under 75,000 Medicare discharges. Your
proposed legislation would be a drastic move toward inefficiency
in the PSRO program.- the change toward fewer, larger PSROs would
decrease the cost of the PSRO program, but unfortunately it would
greatly decrease the cost-effectiveness.

It is imperative that the successful, cost-effective PSROs be
rewarded with continued grants, while the ineffective PSROs be
phased out. It won't merely do to cut costs if at the same time
one cuts cost-effectiveness And if the PSRO program becomes any
less cost-effective, Its opponents will bury the PSRO program.

I merely,

Frank M. Crowley
Executive Director

cc: Senator Alan Cranston
Representative Henry Waxman
Senate Finance Committee

Enclosures
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NATIONAL PSRO RANKING

PSRO NAME MEI

1. South Carolina Medical Care
Foundation

2. Multnomah Foundation for
Medical Care

3. Delaware Review Organization

4. NY Co. Health Services Review
Organization

5. Region X Peer Review Systems, Inc.

6. Western No. Carolina Medical Peer
Review Foundation, Inc.

7. MontanaFoundation for Medical Care

8. PSRO of Queens Co., Inc.

9. Utah PSRO

10. Piedmont Medical Foundation

11. Crescent Counties Foundation

12. Central Massachusetts PSRO

13. Wisconsin Professional Review
Organization

14. Capital Area PSRO, Inc.

15. Area. 9 PSRO of New York State, Inc.

16. Foundation for Health Care Evaluation

17. Delmarva Foundation for Medical Care

18. Metrolina Medical Peer Review
Foundation.

19. Area XXII PSRO

20. Alabama Medical Review, Inc.

21. Southcentral Pa. PSRO

22. MediQual

.23. Professional Foundation for Health
Care

24.

25.

Riverside County PSRO

Kings Co. Health Care Review
Organization

Source: PSRO health data discharge

DICARE DISCHARGES

99,766

32,667

16,528

101,477

37,862

30,549

37,194

58,157

39,743

39,839

38,695

23,408

143,914
'18,897

40,496

138,452

12,610

47,617

32,500

204,310

75,776

29,398

42,969

28,275

69,475

set, 1980. HCFA, Washington.
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TESTIMONY

FOR THE

ASSOCIATION OF AMERICAN PHYSICIANS AND SURGEONS, INC.

ON

THE UTILIZATION AD QUALITY CONTROL PEER REVIEW ACT OF 1982

THE ASSOCIATION OF AM17RICAN PHYSICIANS AND SURGEONS, INC. IS A VOLUNTARY

ORGANIZATION OF PRIVATE PHYSICIANS FROM EVERY STATE IN THE UNION.

PSRO is an ,ntndnient to thi' Sodiil Security Act signed into law

October.30, 1972 as pirt of P.L. 9?-603. its multiple, effects include

restriction of Social Security beneficiaries to second class medical care

under a new double standard which allows a quality care for private patients

and homogenous mediocrity for government-regulated Medicare beneficiaries.

PSRO is both unnecessary and incompatible with quality medical care. Its

nationwide promotion by the H & H S bureaucracy and by some doctors is

being done by misrepresentation and deception.

Proposed Senate Bill 2142 promises the same control. Proponents

of S.2142 claim that "t is designed to deregulate PSROs by allowing the

government to enter into "performance based contracts" with PSROs already

in existence and, where no PSRO currently exists, "any organization

capable of carrying out the functions of PSRO". However, what does it

matter if the federal government contracts out the enforcement of regula-

tion or does it itself?

Furthermore. S.2142 would call for the creation of PSROs in each

state and additional I'SROs on a local level. Thus, the bill under considera-

tion calls for more re ulation, not less. Even a cursory reading of the

bill reveals intent to create an even more pervasive PSRO program.

S.2142 will continue the restrictions imposed on American medicine

by the current PSRO program:

(1) It represents rationing of medical services to cut costs and

will reduce quality. It is fiscal control, not quality review.
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(2) It invites unethical practice since computerized guidelines

are an invitation to fraud.

(3) It introduces a foreign philosophy that medical care must.

conform to a federal (ookbook for the treatment of all disease.

(4) It gives authority to a commttev (P1SRO selected, dominated

and controlled) to decide upon admissions rather than to take recommenda-

tions by the patient'; doctor.

(5) It allows no such thing as local control or local stbndards

since every act, every review and every facet is directly under the control

of the Secretary of Health and Human Services.

(6) It invtdes the confidentiality of patients' medical records,

even In private doctors' offices by government agents, as is already being

done with hospital records. Records kept by PSROs are public documents

according to a ruling in a lawsuit decided in favor of Ralph Nader's Public

Citizens Health and Research Group, April, 1978. Confidentiality is not

assured by Section 1160of S.2142.

(7) The physician is reduced to a technician since medical care

will be governed by federal PSRO rules which will stamp cases by diagnosis

for the number of day!; of treatment and will det'Fenine who, where-and when

to treat'and to discharge patients.

(8) It Stifles innovation since physicians are required to conform

to established noms of care.

(9) PSRO hs created a massive and expensive new bureaucracy

which is totally unnecessary and has already cost millions of tax dollars.

(10) It makes doctors who sign up for PSRO agents of government

who are no longer able to be advocates for their patients.

(11) Documentation from government files has proven that Medicare

doctor fraud is insignificant. Doctors are not part of the contract between

government and the hospitals. Under the original law and under the proposed
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law, there is absolutely no basis for delegated or non-delegates status.

The local PSRO entity is charged in any case, with complete responsibility

for review, of medical necessity and appropriate level of care.

(12) Signing of any PSRO agreement makes members of the medical

staff agents of government. They are guided into a Memorandum of Understanding

with the local PSRO. Doctors forfeit their Constitutional rights to remain

separate, independent contractors when they sign for delegated review

status. The Memorandum of Understanding is a contract, binding every member

of the medical staff.

(13) If medical staffs become delegated' by signing up, Individual

staff physicians becorie liable for the patient's bill if necessity of care

is denied by the PSRO.

(14) PSRO takes valuable physician time away from patient care

because the physician is required to justify in writing every decision which

conflictS with government rules.

(15) PSRO doctors and staff are paid agents of the federal govern-

ment. Currently, a:lay director of a PSRO may receive up to $56,000 a year

and a physician medical director may receive up to $62,500.

(16)- PSRO drives a third party wedge between the doctor and

his patient.

(17) PSRO, or whatever mandatory government utilization review is

given, is a basic requirement for the nationalization of health care in

America.

Currently I is impossible to, confirm what membership is in any

PSRO. We believe onl:y a fraction are practicing physicians. In the new
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contracting arrangements are left to tlly up to the Secretary of the Health

and iiuman Services. They may vary among areas and they may do private

review contracting on their own, but always with absolute ties back-to

Washington.

Under Section 1155 a Medicare beneficiary is given the right to a

reconsideration in cas.e of a denial of-benefits by the review organization.

Section 1156 is a review of sanctions and penalties to be used against

providers of care; i.e., physicians. These include fines up to $5,000.

Limitation of liability is provided for anyone working within the

system or providing information to the review organization under Section 1157.

Other parts of S;2142 provide for Medicaid (Title XIX) review

by the newly named body.

Senate Bill 2142 is PSRO with a new name with the Secretary in

command.

S.2142 is only part, however, of the burgeoning role of the federal-

takeover of medical cere.. It represents only 4 fraction of the cost of

federal health programs. The real importance of this legislation is its

intent, similar to the intent of other federally imposed rules and regulations,

to usurp state and local laws in order to bring the delivery of medical care

in Ai erica under the control of the central government.

The federal government cannot pretend to be solely responsible for

the financing, and it is axiomatic that what the federal government finances

it must control, of health care for Americans wnder the Welfare clause of

the Constitution since the states and local communities can make an equally

valis claim to competence.
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Since the responsibility fori health care hds been usurped by the

unwise actions of earl er politicians, the cost of medical care has sky-

rocketed. Our present national bankruptcy, which has been brought about

by incredible welfare ,.pending of over 2,000 billion dollars in the past

16 years, is due to irresponsible promises by ambitious politicians. The

health and welfare of Americans is worse, not better in our present welfare

state, and the soluticn to the current health care dilemma is to get the

government out of medicine.

The promise of "free medical care" is magical for the politicians,

but it is disastrous since the demands for anything "free" always go beyond

supply. Of course, it is not free. A statutory debit interest rate running

at over $120,000 per ii minute attests to this.

Government funded health programs are a menace. The costs of

Medicare, for example, have run from 10 to 20 times higher than official

estitiates at the time of the program's inception.

As a part of this system, PSRO, born out of P.L. 92-603 and aided

and abetted by endless Federal Register and Transmittal Letter regulations,

has produced the following system of health care for Americans: Nurses

review records of patients and then report to doctors outside of the

hospital on the status of Medicare patients inside the hospital. The

outside doctors then nike decisions that effect the very survival of those

patients. It is inconceivable that any responsible representative would

grant authority to nurses who are not trained in medicine and a remote,

reviewer who never exaoihes or even sees the patient.

PSRO has never savedmoney; It has squandered millions. A pre-

pondterence of economists call PSRO a failure and a waste of taxpayers' money.



236

We cannot condone in America a system of rationing. We must not

destroy free choice medical care in America. We need decisions now that

emanate from statemen and patriots who will admit that unbridled government

has created the very ')roblems that we face today. Once having passed

predictably unworkable, public laws, Congress has repeatedly abandoned

principled common sense to embrace short ten political expedients that

further compound the-,riginal errors. PSRO is ii this tradition.

Finally, th; Association of American Physicians and Surgeons protests

the bias with which the Senate Health Subcommittee Staff selected testimony

on S.2142 and S.1250. A preponderence of those selected to give oral

testimony on PSRO were those individuals and organizations that stand to

gain direct monetary benefit from the refunding of PSRO. No group of private

physicians was allowed to testify because of the "many requests". The fact

that many state PSROs dere allowed to testify and many regional foundations

for medical care (the same as a PSRO with d different name), as well as the

American Association (f PSROs and the National Association of Foundations for

Medical Care, points to the bias with which the testimony was arranged. It

is not insignificant tiat the American Association of PSROs and the National

Association of Foundations for Medical share the same office and staff and

objectives. If the purpose of a congressional hearing is to better understand

legislation and the affects of proposed legislation and to ascertain for the

members of the committee the.truth, testimony on PSRO on Apr11 1 was an

aberration. If the purpose of such a hearing is to reinforce prejudices,

the testimony arrangement was more than adequate.
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STATEMENT

of the

AMERICAN NURSES' ASSOCIATION

on

LEGISLATION AFFECTING THE
PROFESSIONAL STANDARDS REVIEW

ORGANIZATIONS (PSRO) PROGRAM

We appreciate this opportunity to 'express our views with respect to the

Professional Standards Review Organizations program. The American Nurses'

Association is a professional association and labor organization representing

approximately 170,000 registered nurses nationwide. We believe that the

PSRO review system, in concert with governmental payment and planning agencies,

can provide a means for assuring the quality and controlling the coat of

services under Titles XVIII, XIX, and V of the Social Security Act.

Enacted in 1972, the PSRO program requires local physicians to police them-

selves in an effort to improve the quality and appropriateness of health care

provided to Medicare and Medicaid beneficiaries, reduce the time spent in

hospitals by such beneficiaries, and attempt to cut soaring health care costs.

In last year's budget battle, we opposed attempts by the Administration to

phase out the PSRO program, and we continue to believe that the alarming rate of

inflation in the health care market would only be exacerbated by the elimina-

tion of PSROs.

In this statement, we would like to counter some of the agruments used against

the PSRD program, respond to some of the recent proposals regarding PSROs,

and offer some suggestions as to how the program can become more effective and

Responsive to the health care needs of the nation.

COST-EFFECTIVENESS

Perhaps the most frequent criticism leveled against PSHOs is that they are

ineffective because they fail to save enough money. The Congerssional Budget

Office- reported last year that the program expends slightly more than it saves

in the aggregate. Accordingly, HHS was granted the authority by Congress to

terminate not more than 30 percent of existing PSROs, along with several other
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changes. This was essentially an alternative to the Administraton's desire

to eliminate the program. However, there are statistilc which counter CBOs-

claim, as H.C.1F.A. has reported data which indicated that 70 PSlR)s achieved

reductions in Modicare average length of stay between 1978 and 1979 of 647,634

days, and 62 PSROs achieved reductions of 249,480 days, resulting in an estimated

savings of approximately $64 million.

Moreover, these conclusions with respect to the cost-effectiveness of the

program are somewhat misleading. First, it must be remembered that the PSRO

program was not created in a vacuum, but in response to the failure of the states,

hospitals, and fiscal intermediaries to slow the increase in Medicare costs.

We can only speculate as to the potentially higher rate ol inflation which could

have occurred if the PSRO program had not existed. Second, PSROs are not solely

concerned with the issue of reducing the time spent by beneficiaries in the

hospital; they also deal with the quality of care provided to these patients.

Quality assurance activities are equally important when considering the value

of the program. Unfortunately, evaluation of improvements in the quality of-

care in standard economic times is extremely difficult and has not been under-

taken by CBO. In addition, the positive influence that PSR~s have on physicians

by making them more aware of inappropriate procedures and practices should

not be overlooked. We believe that critics of the program are far too concerned

with stressing cost while overlooking some of the less tangible benefits, such

as improving the quality of care and educating physicians to practice higher

quality medicine, which PS1~s often provide.

We would like to give several examples which address this quality of

care issup. According to a 1981 report of the American Association df Professional

94-87 0-82-16
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Standards Review Organizations Impact Committees-

- Alabama Medical Review, Inc., the PSRO for the entire state of Alabama,

found unacceptably high acute myocardial infarction mortality rates

in thirty hospitals in the state due to delays in placing patients on

cardiac monitors and to delays in starting IVs. PSRO physicians met

with their peers to discuss these problems and arranged for inservice

training and continuing medical eduction efforts. A follow-up audit

documented a 71 percent improvement in timely placement of patients

on cardiac monitors and a 62 percent improvement in the expenditious

administration of lYe.

- The Central Piedmont PSRO located in Durham, North Carolina found that-

the mortality rate for acute myocardial infarction patients in

one area hospital was 46.7 percent, a rate deemed much too high by the

physicians. As a result, PSRO physicians met with their peers at that

hospital, discussed the problems uncovered, and arranged for medical

education. One year later, analyses showed that the mortality rate

for AMI in the hospital had been reduced by 37 percent.

- The Region III Professional Review Organization in Findlay, Ohio

identified a 67 percent mortality rate for AMI patients in one area

hospital. The PSRO physicians met with the hospital chief of staff

to discuss appropriate treatment methods as well as contraindicated

treatment. In addition, due to the size apd resources of the

institution it was recommended that serious cases be considered for

transfer to nearby facilities better equipped to handle them. The

PSRO reported that the AMI mortality rate dropped from 67 percent

to 0 percent with serious cases being transferred to a nearby

coronary care unit.
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- Ohio Area XI Physicians Peer Review Organization located in Ashland,

Ohio found an overuse of the test type and crossmatch in twenty-four

facilities affecting 8,000 patients. The PSRO informed staff of each

hospital of the current blood utilization procedures recommended by

the Red Cross and placed seven of the 58 involved physicians under

concurrent review to improve blood utilization techniques. Results

show that appropriate replacement of the type and crossmatch by the

type and screen has occurred in 50 percent of the cases.- Since the

average type and crossmatch costs $40.00 while the average type and

screen costs only $7.00, the PSRO estimates savings at $132,000.

The Colonial Virginia Foundation for Medical Care located in Virginia

Beach identified deficiencies in the practice patterns of twenty-six

physicians in the PSROs area. Monitoring reports were sent to the

hospitals in which these physicians practiced with requests for review

and comment by those involved. Special chart monitorings of these

physicians' cases were conducted. Discussions of deficiencies with

the involved physicians' were conducted. Concurrent review of these

twenty-six physicians was intensified. Results show that twenty-four

of the twenty-six-physicians demonstrated improved care. The two

physicians who did not demonstrate improvement are under continued

monitoring.

These examples clearly portray the valuable contributions made by

PSROs with respect to quality of care, and argue strongly against the con-

tention that the program is not cost-effective.
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CONSOLIDATION OF PSROs .

The Department of Health and Human Services has been authorized to terminate

not more than 30 percent 6-f the 182 PSR~s that existed last October. As of

February, 1982, approximately 38 PSR0e had been terminated. Both S.2142-and

S. 1250 would require the Secretary to consolidate and reduce the number of

PROs., arguing that many existing PSRO are too small and inefficient to justify

the expense of continued operation.

We have no argument with the desire to eliminate any PSRO which performs

poorly, provided this is coupled with continued or increased support for PSROs

which are effective and efficient. However, .the existing PSRO law does, in fact,

provide an adequate remedy for poorerformance by a given PSRO - namely, replace-

ment. The law provides that the responsibility to evaluate PSRO performances

lies with the Secretary, and lodges with him the authority to replace ineffective

PSR0s. He may replace a PSP0 with an alternative group of physicians, a state

or local health department, or a fiscal intermediary. The Secretary should assert

this authority to differentiate among PSROs, insist upon improvement or terminate

those performing poorly, and continue to support and encourage those PSR0s

which have become viable and responsible entities.

An ineffective PSRO should be promptly replaced, but the Congress should

not, because of individual poor performance, condemn the entire group of PSRWs

or the underlying concept. So long as consolidation of or reduction in the number

of PSRs is accomplished in a rational manner, with due consideration of the

possibility of replacing entities.which perform poorly, it could potentially

result in an improvement in the quality of the overall program.
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PARTICIPATION OF PROPRIETARY ORGANIZATIONS

Under current law, priorty in designation of a PSRO is given to nonprofit

organizations which are composed primarily of physicians who practice in the

area in which the PSO is located. This is to insure that local physicians

in active practice would be in charge of the professional review of health

services. If such a local nonprofit organization is lacking, then (and only then)

may the Secretary select another type of organization to handle local review

responsibilities.

S. 2142 would significantly change existing policy, and eliminate priority

status for nonprofit entities. Thus, proprietary organizations would be

permitted to compete equally for PSRO designation with their nonprofit counter-

parts. Although we agree with the avowed purposes of encouraging cost-effective-

ness and efficiency, we remain skeptical about proprietary participation for

several reasons. First, we do not understand the need for a profit motive in

the operation of a PSRO, since many effective groups currently operate without

the enticement of additional income. Second, we have never been convinced that

the profit motive actually increase efficiency, and are unaware of any studies

which conclusively prove that proprietary involvement in the health care market

actually lowers costs. Third, we fear that the profit motive, rather than the

quality of care, will become the overriding concern of an organization which

must ultimately answer to its stockholders. Finally, we-are wary, since the

Administration has called for the elimination of government funding for PSROs,

that the promotion of proprietary involvement may be the first step toward

eventual withdrawal of active involvement by the federal government in the
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program.

For these reasons, we feel compelled to reject the notion of eliminating

the provisions thpt priority consideration must be given to nonprofit entities,

and would prefer to see the status quo maintained.

INCREASED PARTICIPATION BY NURSING

In the Omnibus Reconciliation Act of 1980 (P.L. 96-499) Congress mandated

that membership on the National Professional Standards Review Council, along

with the Statewide Professional Standards Review Council Advisory Group, would be

accorded to a registered nurse. We believe this action was a positive step

toward recognizing the valuable contributions made by registered nurses in the,

peer review process. We were disappointed, however, that participation by

nurses on individual PSROs was not included in the legislation.

Professional registered nurses already play a significant role in PSR0s

in collecting data and reviewing cases yet have no voice in policy. Nurses

constitute the largest single group of health care workers, are the profession

most continuously involved with the patient, and provide care which is both

pervasive and constant. Registered nurses, by virtue numbers and the types of

practice in which they are engaged, have a significant impact on the cost and

quality of health care services. More than one million nurses provide services in

every type of health care setting, and, in inpatient facilities, provide 24-hour,

7-day week care.

Individuals are admitted to and remain in health care facilities because

they have a need for continuous professional health management. Such need may

be related to medical and/or nursing management of a health problem. In some

instances, such as the need for long-term care, the most valid criteria may be

related to nursing care rather than medical care. The nurse frequently is the

health care professional best abli to determine the level of services needed

by the patient, and whether the facility is capable of meeting these needs.

It seems apparent that the functioning of PSROs would be strengthened with

broader partieipation by professional nurses, and particularly by the inclusion

of nurses where critical decisions are made about health care services. As we

have stated, there currently is extensive participation by registered nurses
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with respect to PSROs, even though the statute does not address specifically

their active involvement, Nurses serve on PSRO boards of directors, as associate

directors, directors of operations, directors of review, and review coordinators.

Virtually all of the hospitals under PSRO review have at least one registered

nurse conducting review. But the law refuse to recognize the ongoing contribution

of nurses to the program by not mandating their inclusion in local PSROs.

Professional Standards Review Organizations were originally authorized by

Congress to help insure the quality of health care and control costs through the

process of professional peer review. However, at present, only physicians may

serve on local councils and participate in policy decisions. The review of

health services is stated as the intent of the PSRO program, but, in fact, the

decision-making and major review activities revolve around physician services

alone. This obviously limits the effectiveness of these bodies. If the PSRO

is to truly provide peer review of health care delivery, it must contain

representatives of other categories of health professionals in addition to

physicians.

We would like to suggest an amendment to existing law which would require

the membership of two registered nurses on each local PSRO who would be elected

by current members of the organization, and would enjoy equal status with

physician members., This would remedy the existing discrimination against non-

physician providers, and could only improve the quality and effectiveness of peer

review.

CONCLUSION

Againi- we wish to reiterate our support for the existing PSRO program, and

we believe the examples we have offered more than adequately prove the success

of the program. We request the support of the Subcommittee with respect to

greater involvement by registered nurses in the peer review process, and thank

the Subcommittee for the opportunity to present our views on this issue.

April, 1982
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,000 P. Pomm+ DIREtCTOR

WASHINSTON. D.C. 11666 TOLEP4ONS 308 504o184H

American Osteopathic Association

March 29, 1982

The Honorable
Bob Dole
Chairman
Senate Finance Committee
United States Senate
Washington, D.C. 20510

Dear Chairman Dole:

I write on behalf of the American Osteopathic Association
with reference to S. 2142, which has been referred to the Finance
Committee. This legislation,-which is offered "to provide for a
new system of utilization and quality control peer review under
the Medicare program," has been carefully reviewed by the AOA's
Council on Federal Health Programs. While the.proposal has some
merit, there are several elements of the bill which cause us to
have serious concerns which we wish to share with you.

At the outset, we would note that the American Osteopathic
Association has historically encouraged and supported true peer
review. Most recently, in July 1981, the AOA House of Delegates
affirmed the Association's commitment "to promote and facilitate
true peer review among and through its members."

The foregoing excerpt from the AOA's position statement on
peer review immediately explains one of our principal concerns
relating to the proposed legislation. Specifically, Section 1152
of the bill will permit contracts with entities other than physician
organizations. While such a result was possible, under the PSRO
program, it could only occur where appropriate physician organ-
izations did not come forward to request designation. We submit
that the language of Section 1152 represents a major departure
from the concept of peer review as a quality assurance mechanism
and moves it into the realm of purely fiscal review. While
fiscal review has always been a legitimate element in the review
process, we believe that abandonment of the principal thrust of
the PSRO program, toward assuring quality in medical care delivery,
disserves the American patient.
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Our remaining concerns relate to two elements of Section
1156.

First, that section sets up the possibility of a provider
being excluded from eligibility on the basis that his services
were not provided "economically." Under existing law, the
provider is charged with the responsibility of providing only
those services which are medically necessary and appropriate. A
determination of compliance with that charge can be made. on a
reasonably objective basis. However, we submit that a determina-
tion of what constitutes "economical" delivery is susceptible to
widely varying interpretations. Granting an administrative
agency authority to exclude a provider from participation, upon
such subjective criteria, creates an environment in which
arbitrary decision making can occur.

Our concerns relative to the new "grounds" for exclusion are
compounded by a further provision in Section 1156. Specifically,
the Secretary Is given final authority for determination of
exclusion, predicated on the reports of the peer review contrac-
tors. If the Secretary fails to act on a recommendation for
termination within 120 days the provider is automatically excluded
from eligibility. Under the provisions of the bill, then, it is
possible for a provider to be terminated, without review and an
affirmative decision by the Secretary and without prior, formal,
fair hearing. We believe that such a scenario violates the
principle of due process.

In conclusion, we would underscore that we offer the fore-
going criticism with constructive intent. Accordingly, we ask
your careful consideration of the issues raised. We will be
pleased to provide, to you or the Committee, any further infor-
mation or assistance you might desire.

Sinq rely,

John P Perrin

JPP/Jf Directo

0


