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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 9:36 a.m., in room
2221, Dirksen Senate Oftice Buildinf, Hon. David Durenberger
(chairman of the subcommittee) presid n%. ' ;

Present: Senators Durenberger, Dole (chairman of the full com-
mittee), Baucus, and Bradlgﬁi.1 ,

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 refected 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:]

[Press release No. 82~110 Mar. 9, 1982)

SENATE FINANCE SUBCOMMITTEE ON HEALTH SETS HEARING ON PROPOSALS T0 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.
1260) introduced by Senator Max Baucus (D., Montana) and the Peer Review Im-
, ﬁrovement Act of 1982 (8. 2142) introduced by Senators David Durenberger, John

einz (R., Pennsylvania) and Daniel Patrick Moynihan (D., New York). The hearing
g}g be, n‘lﬁf 9:80 a.m., Friday, March 26, 1982 in Room 2221 of the Dirksen Senate
ce 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

racticable thereafter whether it has been possible to schedule them to present oral

timony. If for some reason a witness is unable to appear at the time scheduled,

n
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he may file a written statement for the record in lieu of the %ersonal appearance. In
such a case, a witness should notify the committee of his inability to appear as soon

as possible.

[Press release No. 82-110 (revised) Mar. 17, 1982)

SeNATE FINANCE SuscoMMITTEE ON HEALTH RESCHEDULES HEARING ON PROPOSALS
’II?SR%}%E IMPROVEMENTS IN PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS
( f:

The Honorable Dave Durenberger (R., Minnesota), Chairman of the Subcommittee
on Health of the Committee on inance, announced today that the subcommittee’s
hearing 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 at
9:30 a.m. The subject matter and location of the hearing will remain the same as
originally 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 the
medical services provided in this country and have a responsibility to the taxpayer
in seeing that spending is contained—but just as importantly, because we have a
responsibility 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 T am gure you are all aware, the President and his advisors have stressed the
absolute necessity of discipline on s nding, and Federal health programs are a
highly visible target for reductions. Such reductions are coming, and yet we must
ﬁnake certain that those reductions do not translate into inadequate or lesser qual-

y care.

Let me reiterate Senator Durenberger’s point. This committee supports the con-
cept owrofessional review as both a cost containment and qualitgr assurance mecha-
nism. We need to improve on the concept as it was contained in the PSRO rogram.
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 toda(y. Last year at about
this same time we held a hearing on the groposed 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 professional
standards review while eliminating support for the poor performers. The purpose of
this hearing is to take testimony on proposed legislation designed to r irect and
simplify the procedures under which review services are performed, enhance the
cost-effectiveness of the process, and stimulate private séctor involvement. :

1 am pleased to be joined by my distinguished colleague Senator Baucus, ranking
minority member on the Subcommittee on Health, in sponsoring legislative pro&os-
als to make major improvements in the program. Although we have offered di or-
ent approaches, the froposals are identical in intent—to img;ove 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 Confress, have a_ responsibility to the American people to
assure 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 this concern—it is at best a partial solution. Nonetheless, we simply
cannot afford to turn away from the many dedicated physicians in this country who
are trying to help their government with the serious problems we face in financing
health care services.

is help is not restricted to just Medicare and Medicaid. It is encouraging to me
to see the results being accomplished by private employers and insurers as a result
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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 p{ocess, and stimulate private
sector involvement in peer review.

I am pleased today to be joined by my distinguished colle%gue
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.

e 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, eénd 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 aeer 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

eople we ¢an 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 othet 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 oi)lening 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 8. 1250. Two of the provisions of that bill
found their way into the Reconciliation Act that was 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-
aid programs rely on PSRO’s. ‘
ore 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 ﬁrogram.
- 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.

n the ensuing years, PSRO’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 by the American Association of PSRO’s
indicated that by 1980, Ilust 2 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
gerformers- have been identified and dropped from the program.

he 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 gossible alternative profession-
al review mechanisms. I welcome this 0pportunity. 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
?e to control inappropriate utilization of costly health care serv-
ces. ‘
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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-
E}?‘re;li statement for the record and summarize that statement at

is time. a :

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

(The statement of Mr. Thompson follows:]



STATEMENT OF
GEORGE THOMPSON

-ASSOCIATE ADMINISTRATOR FOR OPERATIONS

HEALTH CARE FINANCING ADMINISTRATION

tR, CHAIRMAN, IT IS A PLEASUKE TO BE HERE TODAY TO DISCUSS THE PROFESSIONAL
STANDARDS REVIEW (PSRO) PROGRAM, THE AMENDMENTS TO THAT PROGRAM PROPOSED BY
YOU AND OTHER MEMBERS OF THE SINATE FINANCE QOMMITTEE, AND OUR MUTUAL
"CONCER! REGARDING THE NEED TO CONTROL INAPPROPRIATE UTILIZATION OF COSTLY
HEALTH CARE SERVICES. WITH ME TODAY ARE JAMES SOOTT, 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 STANDARDS AND
QUALITY BUREAU.

INTRODUCTION

TEN YEARS AGO THE PSRO PROGRAM WAS CREATED AND CHARGED WITH ASSURING THAT

~ CARE PROVIDED TO MEDICARE AND MEDICAID PATIENTS WAS MEDICALLY NECESSARY,
PROVIDED IN THE APPROPRIATL SETTING AND MET PROFESSIONALLY~RECOGNIZED

STANDARDS. PSROs WEKRE SEEN AS AN IMPORTANT TOOL FOR CONTAINING PROGRAM

COSTS BY DENYING PAYMENT FOR UNNECESSARY SERVICLS AND DECREASING UTILIZATION

THROUGH IMPROVED PATTERNS OF HEALTH CARE DELIVERY.

TODAY, AS WE REVIBW A DECADE OF PSRO ACTIVITIES, WE MUST CONCLUDE THAT THE
PROGRAM HAS FAILED TO HAVE A SIGNIFICANT EFFECT ON CURBING THE COSTS OF
FEDERALLY FINANCED HEALTH CARE. IN THE MEDICARE PROGRAM ALONE, COSTS
CONTINUE TO ESCALATE TO A FJINT WHERE THEY ARE CLEARLY RUNNING OUT OF
CONTROL. ..

COSTS OF THE MEDICARE PROGRAM IN 1981 WERE $42.5 BILLION, AN INCREASE OF
OVER 21 PERCENT FROM THE PREVIOUS YEAR. IN 1982, MEDICARE EXPENDITURES ARE
PROJECTED TO REACH $49.8 AILLION, AN INCREASE OF OVER 17 PERCENT FROM 1981,



TWO-THIRDS OF MEDICARE BENEFITS ARE FOR INPATIENT HOSPITAL CARE WITH ANOTHLR
FIFTH PAYING FOR PHYSICIAN'S SERVICES. HOSPITAL LENGTHS OF STAY _ -
CONSISTENTLY RUN 50 PERCENT LONGER IN SOME REGIONS THAN IN OTHERS—-FOR THE
SAME DIAGNOSIS AND PROCEDURE, AND HOSPITAL ADMISSION RATES CONTINUE TO RISE,
EVEN AS THE HEALTH OF THE ELDERLY CONTINUES TO IMPROVE. RECENT ESTIMATES BY
THE MEDICARE HOSPITAL INSURANCE TRUSTEES PROJECT THAT PROGRAM OUTLAYS MAY
EXCEED INCOME 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 PROGRA!l, AND TO ASSURE THAT OUR DOLLARS ARE SPENT IN A FASHION
WHICH PROVIDES FOR ACOOUNTABILITY. IN ADDITION, YOU HAVE BEEN ONE OF THE
LEADERS IN THE OONGRESS IN SUPPORT OF BRINGING MORE COMPETITIVE, MARKET
PLACE CONTROLS INTO THE FIELD OF HEALTH FINANCING AND DELIVERY. THE
ADMINISTRATION SHARES THESE OBJECTIVES AND WE APPRECIATE THE OPPORTUNITY TO
WORK WITH YOU AND THIS COMMITTEE AS WE SEEK TO DEVELOP NEW APPROACHES AND
SOLUTIONS TO OUR DIFFICULT HEALTH CARE COST CONTAINMENT PROBLEMS.

LEY ME TURN NOW TO THE BILLS BEFORE US TODAY, BOTH BILLS WOULL MAKE
INNOVATIVL CHANGES IN THE BASIC STRUCTURE OF THE PSRO PROGRAlM.

S. 2142, UTILIZATION AND QUALITY CONTROL PEER REVIEW ACT

S. 2142, INTRODUCED BY YOU, MR. CHAIRMAN, ALONG WITH SENATOR HEINZ AND
SENATOR MOYNIHAN, PROPOSES TO REDIRECT, SIMPLIFY, AND ENHANCE THE
COST-EFFECTIVENESS OF THE PSRO PROGRAM. IT WOULD DO THIS BY ESTABLISHING A
PERFORMANCE~RASED CONTRACTING PROCEDURE TO REPLACE THE CURRENT FEDERAL
GRANTS~SUPPORTED SYSTEM, THE INTENT IS TO MAKE THE FEDERAL GOVERNMENT A
PRUDENT PURCHASER OF REVIEW SERVICES. THE SECRETARY WOULD HAVE THE
AUTHORITY TO ENTER INTO PERFORMANCE-BASED CONTRACTS WITH PHYSICIAN
ORGANIZATIONS OR WITH OTHER ORGANIZATIONS SUCH AS INTERMEDIARIES OR
CONTRACTORS EMPLOYING A SUFFICIENT NUMBER OF PRACTICING PHYSICIANS TO
CQONDUCT PEER REVIEWS, AND OOULD TERMINATE THESE CONTRACTS IF THEIR TERMS
WERE NOT BEING MET. REVIEW ACTIVITIES COULD NOT BE DELEGATED TO HOSPTIALS.
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S. 2142 WOULD ALSO OONSOLIDATE THE GBOGRAPHIC AREAS SERVED BY THESE REVIEW
ORGANIZATIONS AND WOULD MAKE OTHER CHANGES DESIGNED TO SIMPLIFY THE PROGRAM.

S. 1250, PROFESSIONAL STANDARDS REVIEW AMENDMENTS OF 1961

SENATOR BAUCUS' BILL, S. 1250, INTRODUCED IAST YEAR, IS INTENDED TO MAKE THE
PSRO PROGRAM MORE EFFICIENT BY CONSOLIDATING PSRO AREAS GENERALLY ON A
STATE-WIDE BASIS., THE BILL WOULD REQUIRE FOCUSED REVIEW OF SERVICES WHERE
INAPPROPRIATE UTILIZATION 1S LIKELY TO OCCUR. IT WOULD ALSO HOLD CLAIMANTS
LIABLE FOR PAYMENT IF THE PSRO HAD GIVEN PRIOR NOTICE ON INAPPROPRIATE
UFILIZATION AND A REASONABLE TIME HAD ELAPSED TO CORRECT THE PROBLEM. SOME
PROVISIONS IN S. 1250 WERE, OF OOURSE, ENACTED AS PART OF THE OMNIBUS BUDGET
RECONCILIATION ACT OF 1981,

ON BALANCE, WE OONSIDER MANY OF THE CHANGES PROPOSED IN THESE TWO BILLS TO
DE IMPROVEMENTS OVER THE PRESENT SYSTEM.

VE ARC PLEASED TO NOTE THAT MANY OF THE REFORMS YOU HAVE PROPOSED, MR.
CHAIRMAN, ARE PHILOSOPHICALLY CONSISTENT WITH THIS ADMINISTRATION'S VIEWS.,
YOUK BILL ELIMINATES MANY OF THE DETATLED FEDERAL REQUIREMENTS WHICH, AS YOU
HAVE POINTED OUT, HAVE SERVED TO LIMIT INNOVATIONS. IT IS ALSO A MOVEMENT
IN 2 DIRECTION WE FAVOR; THAT 1S, TOWARD A SYSTEM THAT 1S LESS REGULATORY,
AND ONE WHICH INTRODUCES A COMPETITIVE ASPECT INTO REVIEW ACTIVITIES AND
SEEKS TO ASSURE THAT ONLY THE GOOD PERFORMERS ARE RETAINED.

THERE IS NO QUESTION BUT THAT WE SHARE A COMMON OBJECTIVE: TO DEVELOP A
SYSTEM TO MODERATE THE OOST OF THE MEDICARE PROGRAM AND ASSURE
ACCOUNTABILITY OF THE DOLLARS SPENT.

ADMINISTRATION OONCERNS AND ALTERNATIVE APPROACHES

WE BELIEVE A MAJOR' REFORM IS IN ORDER, ONE THAT DOES NOT MANDATE A NATION
WIDE SYSTEM WHERE IT IS NOT NECESSARY, RESTRICT SELECTION OF REVIEW
ORGANIZATIONS, OR REQUIRE DUPLICATIVE REVIDW PROCESSES. AFTER 10 YEARS, AND



MANY ATTEMPTS TO IMPROVE ITS EFFECTIVENESS, THE CURRENT PEER REVILV
ORGANIZATION SYSTEM HAS PROVEN TO BE, AT BEST, ONLY MARGINALLY
COST-BENEFICIAL. . . -

THE TWO NATIONAL EVALUATIONS OF THE PSRO PROGRAM, PERFORMED BY THE
DEPARTMINT IN 1978 AND 1979, SHOWED CONSISTENTLY MARGINAL IMPACT OF PSRV
REVIEW, ACCORDING TO THE 1979 STUDY, REVIEW RESULTED IN A 1,7 PERCENT
REDUCTION ‘IN MEDICARE DAYS OF CARE AND A RESULTING SAVINGS OF ABOUT 26 CENTS
FOR EVERY DOLLAR SPENT. HOWEVER, THERE WAS WIDE VARIATION FOUND IN
INDIVIDUAL PSRO PERFORMANCE WITH SOME PSROs HAVING LITTLE OR NO IMPACT ON
UTILIZATION,

LIKEWISE, THE CONGRESSIONAL BUDGET OFFICE (CBO) ALSO ANALYZED THE DATA USED
IN THE 1979 PSRO PROGRAM EVALUATION. CBO AGREED THAT SOME SAVINGS ACCRUED
TO THE MEDICARE PROGRAM THROUGH DECREASED HOSPITAL UTILIZATION. HOWEVER,
CBU FOUND THAT SOME OF THESE MEDICARE SAVINGS WERE PASSED ON AS COSTS TO
PRIVACE PATIENTS AND THAT, OVERALL, PSROs OOST SOCIETY SUBSTANTIALLY MORE
1HA THEY SAVED,

WE ALSO WOULD NOTE THAY THE PSRO PROGRAM HAS LIIPOSED A SUBSTANTIAL
REGULATORY BURDEN O HOSPITALS, PHYSICIANS AND MEDICARE CONTRACICURS.
DUPLICATIVE SYSTEMS OF DATA COLLECTION AND PROCLSSING ARE MAINTAINED TO MEET
THE PSROs' WEED TO SUPPORT THEIR RCVIEW FUNCTIONS AND THE CONTRACTORS' NEED
70 PAY BENETICIARY CLAIMS, IN ADDITION, ALL INVOLVED ORGANIZATIONS MUST
MAKE SEPARATE REPORTS ON PSRO REVIEW ACTIVITIES AND OOSTS TO THE FEDERAL
GOVERNMENT. GIVEN THE REGULATORY BURDEN OF PSRO REQUIREMENTS, ALONG WITH
THE DISAPPOINTING FINDINGS ON COST AND UTILIZATION CONTROL, WE MUST LOOK FOR
A MORE PRODUCTIVE ALTERNATIVE TO THE CURRENT PSRO SYSTEM,

LAST YEAR, CONGRESS ELIMINATED MANDATORY PSRO REVIEW OF MEDICAID PATIENTS
AND. GAVE STATES THE FLEXIBILITY TO DESIGN THEIR OWN SYSTEMS TO CONTROL
MEDICAID UTILIZATION. WE BELIEVE IT IS TIME WE ACTED TO END THE CURRENT
PSRO SYSTEM AND WITH IT DIRECT FEDERAL SUPFOKT OF THE PSKO PROGRAM AND THE
FALLBACK SYSTEM OF INSTITUTIONAL UTILIZATION REVIEW (UR) FOR MEDICARE AND
MEDICAID, INSTEAD, WE ARE PROPOSING ALTERNATIVE WAVS TO CONTROL .
UTILIZATION, )
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IN LIEU OF THE CURRENT FEDERALLY FUNDED PSRO AND UR SYSTEM, WE PROPOSE
ADOPTION OF NEW APPRQAC’HES TO CONTROLLING UTILIZATION. UNDER SUCH SYSTEMS,
A STATE COULD CONTRACT WITH PSROs TO PERFORM REVIEW, IF IT BELIEVED THIS
WOULD BE AN EFFECTIVE 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 WOULD ALSO IMPLEMENT A SYSTEM OF MEDICARE UTILIZATION REVIEW PERFORMED BY
THE MEDICARE CONTRACTORS., UNDER THIS APPROACH, WHICH IS STILL BEING
REFINED, OONTRACTORS WOULD APPLY EXPERIENCE DEVELOPED FROM THEIR NON-FEDERAL
BUSINESS AND EXAMINE PROBLEM AREAS SUCH AS WEEKEND ADMISSIONS, MONDAY
DISCHARGES, ONE DAY STAYS, OVERUSE OF" ANCILIARY SERVICES, AND LONG
PRE-OPERATIVE STAYS. CONTRACTORS WOULD BE ALLOWED TO DESIGN THEIR OWN
PROGRAM OF REVIIW, BASED ON PSRO EXPERIENCE AND THEIR OWN ANALYSIS OF
PROVIDER PERFORMANCE. FUNDING PRIORITY TO SUPPORT THIS REVIEW WILL BE GIVEN
TO MEDICARE CONTRACTORS WHOSE HOSPITALS GENERALLY SHOW A RELATIVELY HIGHER
LEVEL OF INAPPROPRIATE UTILIZATION THAN SIMILAR HOSPITALS IN OTHER AREAS.
MILICARE CONTRACTORS WILL NOT HAVE TO ESTABLISH A NEW DATA SYSTEM OR

CARKY OUT THE BURDENSOME REQUIREMENTS REQUIRED BY PSRO REVIEW. THE
INCREMEWTAL COSTS OF USING CONTRACTORS AS WELL AS THE ADMINISTRATIVE BURDEN
FOR ALL INVOLVED ORGANIZATIONS IS RELATIVELY LOW. WE WILL REQUIRE PERIODIC
REPORTS OF PROGRESS IN ACHIEVING TARGETS, AND WILL MONITOR THESE CLOSELY.

OUR LEGISLATIVE PROPOSALS FOR MODIFYING MEDICARE OONTRACTING PROCEDURES,
WHICH WE HAVE PREVIOUSLY DISCUSSED WITH THIS SUBCOMMITTEE, COMPLEMENT OUR
PLANS FOR CONTRACTOR UTILIZATION REVIEW. THE REVISED CONTRACTING SYSTEM,
WHICH WOULD STIMULATE INNOVATION AND OOST EFFECTIVENESS IN CONTRACTOR ~
OPERATIONS, WOULD ALSO RESULT IN INCREASED ACCOUNTABILITY OF CONTRACTORS IN
ALL AREAS OF THEIR WORK, INCLUDING UTILIZATION REVIEW ACTIVITIES.

THE MEDICARE CONTRACTOR ACTIVITIES WILL BE COMPLEMENTARY TO EFFORTS IN THE
PRIVATE SECTOR, WHICH IS NOW DEVELOPING COMMUNITY-BASED, LOCALLY LED HEALTH
CARE COALITIONS AS THE FOCAL POINT FOR COST RESTRAINT. THESE COALITIONS ARE
OOMPOSED NOT ONLY OF HEALTH CARE PLANNERS AND PROVIDERS BUT ALSO OF LOCAL
BUSINESS AND QOMMUNITY LEADERS WORKING TOGETHER TO RESTRAIN DEMAND AND
PRODUCE A MORE OCOST-EFFECTIVE HEALTH CARE SYSTEM.
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OCONCLUSION

WE ARE OPTIMISTIC ABOUT THE POTENTIAL THESE COMPLEMENTARY APPROACHES OFFER
FOR CONTROLLING UTILIZATION. WE BELIEVE THAT MEDICARE CONTRACTORS AND
MEDICAID STATE AGENCIES HAVE THE EXPEKIENCE AND THE ABILITY TO CREATE A
WORKABLE REVIBW SYSTEM, BUT WITHOUY THE REGULATORY BURDEN IMPOSED BY THE
CURRENT SYSYEM. ACTIVITIES PROMOTED BY THE PRIVATE SECTOR EFFORTS WILL
CERTAINLY PROMOTE A COOPERATIVE APPROACH FROM BOTH HEALTH GARE PROVIDERS AND
CONSUMERS .

WE BELIEVE THIS COMBINATION OF FEDERAL, STATE AND PRIVATE EFFORTS WILL
SUCCEED. IT INVOLVES NEW APPROACHES WHICH BUILD UPON PAST EXPERIENCE.
EFFECTIVE PSROs CAN CONTINUE TO SELL THEIR SERVICES TO PUBLIC AND PRIVATE
PURCHASERS, INCLUDING MEDICARE OCONTRACTORS. BUSINESS AND INDUSTRY HAVL
ALREADY SHOWN A DESIRE TO PURCHASE PSRO REVIEW SERVICES FOR THEIR HEALTH
CARE PLANS. WE ALSO WILL REIMBURSE HOSPITALS AS PART OF THEIR OPERATING
COSTS, PUK REVIEW SERVICES PURCHASED FROM A PSRO.

SUCCESS 1S ESSENTIAL, FOR IF WE FAIL IN CONTROLLING COSTS, HOSPITALS,
PHYSICIANS AND CONSUMERS MUST BE PREPARLD FOR A RETURN TO A STRICT AND
SEVERE KEGULATORY APPROACH. WE ALL AGREE THAT SUCH A SYSTEM IS NOT
DESIRABLE, AND WE WILL WORK WITH YOU TO ASSURE THAT AN EFFECTIVEC AND
EFFICIENT METHOD FOR QONTROLLING THE UTILIZATION OF HEALTH SERVICES IS IN
PLACE.

MR. CHAIRMAN, IN SUMMARY, WHILE WE SUPPORT THE APPROACH IN THE PRESIDENT'S
BUDGET, WE ARE WILLING TO CONTINUE THESE DICUSSIONS WITH YOU AS WE WORK
TOWARD A §HARED OBJECTIVE. I WOULD BE PLEASED TO ANSWER ANY QUESTIONS YOU
AND THE COMMITTEE MAY HAVE.
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Mr. THompsoN. Ten years ago today the PSRO program was en-
acted to insure that mmedicare 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 (Fromote 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 dprcagram. 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 alse-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’s, in 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 focusmg 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 Pres:dent’
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 O~—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

Departmént of Health and Human Services

Health Care Financing Administration
Health Standards and Quality Bureau

N . February 16, 1982
(Revised as of April 12, 1982)

|

PSRO Code
PSRO Name
Page 1 ~ PSRO PERFORMANCE EVALUATION
Point
value
I. Organization and Program Manasgement 138
- Met Not Met
A, Mministrative and Financial Management 50
1. Budget expenditures are maintained within () () 25
negotiated limits; PSRO has not exceeded
its overall budget levela (Note: 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 (23)
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 « ) 7
(lack of audit trail supported by invoice,
voucher, or other documentation). s '
b. Inability to allocate costs, i.e. not only { ) 7
between Parts I and Parts II, III, and IV
but also between Pederal and Non-Pederal
sources/costs.
¢. Pailure to obtain prior app:dval. per « ) Y |
PSRO policy requirement.
d. Sustained dollar ($) findings exceeded ~( ) ! 7

S8 of awsrded Part I costs found to
be allowable. -
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Page 1A - PSRO PERFORMANCE EVALUATION

B.

Cost Efficiency

1.

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

Actual HRUC per d{scharge 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.

1f 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, £ill i:n
information for three quarters only-and do calcul:tion.
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.

. Pollow 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 11 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 1B - PSRO PERFORMANCE EVALUATION

a.

If all reports required are available:

. Determine the number of delegated and
nondelegated hospital discharges from the HCFA
1218 covering the applicable period. Assign
partially delegated discharges as "delegated" if
only the Review Coordinator (RC) function is
delegated; assign to "nondelegated"” {f 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 1V)
costs. (If funds were shifted to or from Part IV
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 269s that
relate to the same time period of the HCFA 121s
used above. Add amounts in row "b" of SF 269
(Total outlays this report period) column "£"
(Total II and III) from the SF 2698 to obtain
Total Part II and III conste.

. 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.

If reports for the final quarter are not yet
available, follow the general directions in step "a"
and £i1l 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.
to determine this rate.

‘e

If not, a separate calculation must be completed
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PSRO Code

-

Page-2 ~ PSRO PERFORMANCE EVALUATION

WORKSHEET (a)

Use for calculating unit cost when all quarterly reports are available for grant budget
period being evaluated. ‘\

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

Negotiated Delegated Unit Cost Rats
Times Delegated Discharges

Part IV Costs -
Part II & III Costs: Quarter 1
Quarter 2
Quarter 3
Quarter 4
Total Part IXI & III Costs .

Plus Part IV Costs
Total Part II, III, & IV Costs

?
Divided by total number of Discharges

Bquals Actual HRUC per Dischacrge

T

Negotiated HRUC per Discharge

xi Negotiated HRUC is greater than sctual HRUC:

Divide Actual HRUC = . Subtract from 1.00 and multiply 1.00
’ Negotiated HRUC times 100 to obtain percent below -

negotiated unit cost.

.

If Actual URUC is greater than negotiated HRUC:
. .

Divide MNegotiated HRUC =
Actual HRDC

-

. Subtract from 1.00 and multiply 1.00
times 100 to obtain percent above -
negotiated unit cost.

t
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PSRO C le

- e———

Poage 3 - PESNO PERPORMANCE EVALUATION

Worksheet (b)

Use this worksheet when all quarterly reports are not yet available for grant
budget period being evaluated. Pi{ll {n all information for those quarters
available and also f£ill in the Negotiated Delegated Unit Cost Rate,

Part II & il Costs and Negotiated HRUC. Central Office will complete the

calculation.
Column 1 Column 2 Column 3
Delegated Disharges Nondelegated Discharges Total QTR Discharges
QTR 1
QTR 2 R - .

QTR 3 ——— -

QR4 - —

Totals

Total of Column 1 =
Times Negotiated Delegated
Unit Cost Rate -

Total Part IV Costs $

Add Part II & III Costs =

Total Part II, III & IV Costs =

—— et

- 3 _ ( Actual HRUC)

Total Part IX, III & IV Costs $
Divided by Column 3 Total

Discharges L

.

Negotiated HRUC - 8 '



. PSRO Code

Page 4 - PSRO PERFORMANCE EVALUATION

Cost Efficiency

10

2,

Actual versus Negotiated Hospital mvtcw_ Unit

Cost (HRUC) Per Discharge

Indicate into which category the actual HRUC per discharge falls:

b.

e,
a.
..
f.
9.
h.

Exceeded the negotiated HRUC by more than 1% (

Exceeded the n«}ottuted HRUC by .6% (
up to 18

Exceeded the negotiated HRUC up to .59% (
Met or was .59% below the HRUC (
Was .6% to 1.59% below the RRUC (
Was 1.6% to 2.59% below the HRUC (
Was 2.6% to 3,594 below the HRUC {
Was 3.68 or more below the HRUC (

Total Cost Per nilchl;go

+ by

)
)

)

=30
-13

-5
5
10
15
20
28
60

Obtain actual program management and support (PM&S) unit cost.

Prom the 8P 2693 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 B.l.

PM&S Costs

Quarter 1
Quarter 2
Quacter 3
Quarter 4

Total PM&S Costs
Total Hospital Discharges

PMES Unit Cost
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PSRO Cod:
Page 5 - PSRO PERFORMANCE EVALUATION

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

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 categofy the PSRO's total cost per discharge

falls:
(1) $17 or more () «10
(2) 816 to 16.99 () .= 5
(3) $15 to 15.99 () 0
(4) $14 to 14.99 () 10
(5) $13 to 13.99 () 20
(6) $12°to 12.99 () 30
(7) §$11 to 11.99 () 40
(8) $10 to 10.99 (.) 50
(9) Under $10.00 ( ) 60
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- - PSRO Code
Page 6 - PSRO PERFORMANCE EVALL TION ~ point
Value
II. Performance of Review Operations - Compliance and Process 435
A. Acute Care Review 45
Met Not Met
Indicators of acute care review process are:
l. The review process is resulting in the () () 15
issuance of at least 10 denials per
1000 discharges under review.
2. PSRO monitors a sample of Review Coordinator () () 20
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 gamples of focused out cases () () 10
to determine appropriateness of focusing
decisions. :
B, Special Actions to Address Identified Problems. 205
1. Modification of Review System. s
(a) PSRO is addressing medical practice () () 15
.

problems identified by MCEs/QRSs and
= utilization review through education
(1.e. documented feedback, consulta-
tion or structured seminars) of
practitioners or hospital staff with -
aberrant practice patterns.



PSRO Code __ -
Page 7 - PSRO PERFC JANCE EVALUATION i
Met Not Met
(b) PSRO is addressing identified problems () () 10
by pertorming preprocedure review.
\
(c) PSRO is addressing identified problems () () 15
by performing preadmission review
other than preprocedure review.
(d) PSRO has recommended rebuttal for () () 20
individual cases or classes of cases
or revocation of an institution's
wvaiver of liability. -
(e) PSRO has *carved out® medically ) ) 15
unnecessary days during a cecrtified . H
stay.* . A
* NOTE: Carve out days are days denied as not medically necessary during an othervise

approved stay.

Por purposes of this evaluation, item B.1.(e) can be marked "met" when days
have been carved out even though waiver has not been revoked or rebutted.

Exapples of carved out days are:

1. Unneccessary weekend admission. -
(The Review Coordinator reviews a patient's chart on Monday and finds
that the patient was admitted on Priday to have elective surgery
performed on Monday. Over the weekend no tests or treatménts 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 adnission 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 ary b
they were unnecessacy 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. )



PSRO Code

Page 8 -~ 3RO PERFORMANCE EVALUAT N ,
Met Not Met

2.  Adverse Actions ’ 130

(a) PSRO has a defined set of procedures () (S 10
for dealing with actions potentially
or actually sanctionable under
Section 1160, The procedures include a N
decision-making process at the PSRO
Board level. -

(b) PSRO can document that it provided a () (I 40
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.) : :

(e} PSRO can provide written documenation « ) () 40
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.) -

() .PSRO has either resolved problem(s) « ) () 40
after Section 1160 sanction warning
or proceeded with sanction(s) recommend-
ation(s).



PSRO Code

Page 9 - PSRO PERFORMANCE EVALUATION
Met  Not ..et

C. Medical Care Evaluation Studies/Quality Review Studies

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

2. Complete the appropriate section of the following:

a. PBSRO meets at least 758 of the { ) ()
numerical requirement for MCEs as outlined
in Transmittal No. 43 (Pollow up
studies cannot be counted as MCEs
for this purpose. See Section
D, V, pg. 6, Transmittal 43).

No. Required No Completed
or

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

No. Required No. Completed
or

c. PSRO completed the number approved by () ()
the Project Officer under other
waiver provisions.

No. required NOo. completed .

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

~ "
]
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Page 10 - P: O PERFORMANCE EVALUATION

D.

Data System

1.

2.

3.

PSRO PHDDS data covering 908 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 28 has been received
by Central Office, HSQB by 60 days following
the end of the quarter. (This criterion
will be marked in Central Office.)

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

The PSRO data system provides batch

reports which facilitate the {dentifica-
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.

PSRO Code

Not Met

15

20
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¥ige 11 - PSRO PERFORMANCE EVALUATION °

Met Not Met

E. Profiles*

1. PSRO 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 t ) t )
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 PHDDS
abstract does not meet this criteria.

3. PSRO presented profiles on individual () ()
and relative hospital performance *o
fts hospitals at least every six months.
These profiles should reflect the
hospital‘s performance on 508 or more of
its rederal caseload. The PSRO works with
the hospitals to use profile data to
verify and specify problems, and
assists hospitals in developing action
plans to dorrect problems. !

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

20

10

30

25

"

Profiles are defined in 42 CFR 466.2 as:

"aggregated data in formats that display patterns of health care services over a
defined period of tima.”

. -
Case-mix adjustment is & statistical adjustment procedure that allows a single
utilization figure (such as ALOS) for a physician or hospital to be meaningfully

compared to other phys.cians or hospitals even though they may be treating patients

with a different diagnostic mix.



28

PSRO Code __

Page 12 - PSRO PERFORMANCE:EV&LUATION

-
0N
o
o

III. Performance of Review - Impact/F tential Impact
)

A. Management of oﬁjectives

|

=Documentation for items 1, 2, 3, 7, 8 and 9 should

be based on the most recently awarded grant (current
year) for all PSROs. Documentation for items 4, S and
6 should be based on the same time period used for

III B. - C.

l. PSRO had a minimum of 4 objectives which met all of () S0
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);

b. based on data; ,

¢. based on validated problems;

d. were measurable with appropriate baselines
and targets; .

e. included well-defined methodologies;

f. were monitorable by activity cr impact data on
at least a quarterly basis by the PSRO;

g. had cpecitic timeframes £or interventions and
intended outcomes;

h. in the aggregate, affected a major segment (at least
5%, subject to specific'review based on objectives)

of the PSRO populatlon subject to review (adequate
breadth).

2. PSRO had at least one quality objective; or. () 5
PSRO had more than one quality objective. () 10
3. PSRO submitted objectives as prescribed in () 5
Chapter 1V of the Grant Application and Instructions.
Check ( ) the one statement which best describes the
objectives in each of the following items:

4. Documpntation supports the .fact that the PSRO followed-through with the
proposed implementaticn of 'the approved objectives. (as modified, 1if

appropriate):
(a) No follow through () ]
(b) For less than a majority { ) 8-
(c) Por a majority of objectives () 10
(@) Por all objectives () 20
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PSRO Code -
. Worksheet for ITI.A.1
. -t ) -
1. 2. 3. 4. S. 6. 7.
Potentfally will
Objective Intervention is D collectively
number Baseline and goal rates appropriate and affect at least S%
{Provide National priority/ acre measurable with data its scope is Milestones included. of PSRO area dis-
key on Impact or known priority pro- source and time periods consistent with Monitorable by PSRO Problem charges (List est-
separate- Quality Obj. blems addressed. {dentified for both the goals. quacterly Validated imated number
sheet) {Mark Y or Q) (Mark with X) {Mark with X) (Mark with X) {Mark with X) {Mark with X) affected below)
-~ - - I
¢ Minimum of 4 objectives must meet all of the criteria (columns } through 6) Total affected:
above, and collectively mcet the last criterion
Objectives acceptable not acceptable ({insert number) S of area total:
Project Officer:s __ Date:
Total No. of Discharges 1981
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1

5‘

6.

Objectives were adequately developed prior to submission so that
after they were submitted the PSRO did not discount objectives
ag’ not an actual problem (e.g. situation justified).

) 0
) 5
)

) 20

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

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

(b) Less than a majority adequately developed

{¢) A majority of objectives adequately developed
(d) All objectives adequately developed

P

0
5
10
20

— - ~—

The objectives as submitted by the PSRO and approved by the
Project Officer included alternative methodologies to assure
success.

(a) No objectives

(b) Less than a majority

(c) A majority of objectives -
(d) All objectives

o~~~
WO

-~

The apgroved 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

(b) Less than a majority

() A mdjority of objectives
(d) All objectives

o~ o~~~
—
ooWwm o

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 1) the formula described in the impact utilization
gection and 2) the worksheet provided on page 15 immediately
following this section.) Check appropriate box:

a, 0.0050 or Less .

b. Greater than 0.0050 but less than or equal to 0.0100
c. Greater than 0.0100 but less than or equal to 0.0150
d. Greater than 0.0150 but less than or equal to 0.0200
e. Greater than 0.0200 but less than or equal to 0.0250
f. Greater than 0.0250 but less than or equal to 0.0300
g. Gredter than 0.0300 but less than or equal to 0.0350
h. Greater than 0.0350 but less than or equal to 0,0400
i, Greater than 0.0400 but less than 0.0500

j+ Greater than 0.0500

HOUOIAUMEHWNO

.~ e o~ o~

N N N s S s
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Projected Utilization

Baseline Period

t Chart (Ttem ITT A.9)

Period
[~ 2y | (&) = i§5) ey

(L}] (5) 6
Objective Anticipated Days | Anticipated Days
Number Saved Saved
(Provide Anticipated Mjusted ALOS Admnissions
Key on Number Number Frac- Wumber of fcol 1 x (fcol 1 -
Separate of Dis- of Dis- tional Discharges 1 2 col
Sheet) - charges ALOS charges Change-| (3a- 3ax3b ) ALOS ~cot §) x col 2 )

Totalj(Sa) {Sa)

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

(8)

Total Medicare hospital days

in FyY 81 (from BECFA 121)

9)

days saved by PSRO
objectives (Express as
decimal to 4 places)
{Box 7 + Box 8)

Fraction of projected hospital

18
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B.

Impact on Utilization

1.

Based on Utilization Objectives

N
(V.
o

|

o
(=
(-]

t

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 followings

a,

b.

d.

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

The objectives 1isted on the chart are listed on an
attached key.

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

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

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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PSRO Code__
Utilization Impact Chart - Item III B
——— =
Baseline Period ct Period -
(1) {2) (3a) 1) (5) (6)
Objective Actual Days Actual Days
Rumber Saved Saved
(Provide Actual Adjuosted ALOS Amissions
Key on Number Humber Frac- Number of {col 1 x ({col 1 -
Separate of Dis~ of Dis— tional pischarges Eol 2 col 3c]
Sheet) charges ALOS charges Change 3a- ) ALOS —col 4]) x col 2 )
Total) (Sa) (€a)

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

(8) Total hospital days used

{from HCFA 121)

(9) Praction of projected hospital
days saved by PSRO
objectives (Express as
decimal to 4 places)

{Box 7 + Box 8)

ge
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Instructions for Completing the Utilization Impact Chart

General Instructions

1'

2.

3.

"0

5.

6.

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 PSRO and the Project Officer
reflecting all modifications that have been made over the course of the
grant period.

List 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).

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.

Only approved objectives may be considered. oOnly 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 {f it i{s not specifically part of the
proposed outcome of a stated PSRO objective.

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. -

-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-nf-stay for the same procedure(s).
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7.

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

among objectives 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
PHDDS 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
length-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 after 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.

geroing-out neqative 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

\
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8‘

9.

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 zeroced-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. 1t is not allowable to zero-out negative impact for a specific
diagnosis group at an individual hospital.

Weekend admissions; Sunday/Monday discharges. 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 (Priday or Saturday) and all other admissions. 1If
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 i{s 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.)

Emergency adiiissions. 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 admigssions 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. 1If 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
go 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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10.

11.

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. (8ince this is not really an
admissions objective, the number of discharges in the impact period
would not be adjusted.)

Reductions in one and two-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 shculd be
adjusted to account for changes in the eligible population.)

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
necassary 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.

Por example, assume that the objective was to reduce admissions in
Calendar Year 1981, and therefore, the baseline period is Caleniar Year
1980, 1If 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 method 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 change by
averaging the changes from 1978-79 (A) and 1979-60 (B) or (A + B)

2
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12,

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 chenges 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 gsame columns used for admissions should be used for total days of
care objectives.

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 12ls 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.
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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 Perjod - The most recently completed grant budget period except for
the PSROs listed on pages i and il 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 O
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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 objéctive 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 figur
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 5. 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 = (Column 1) X (Column 2 - Column 4). 1f
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 Jdays 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 for 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

percentage.
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2,

Based on National Medicare Days of Care

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
Based on Ancillary Services Review Objectives

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

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

C. 1Impact On Quality .

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 Comgletfqg the Qualitv 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 dnd MCE/QRS reports.

Impact {s measured in most recent completed

grant budget perjiod except for the PSROs listed

Not Met

on pages i and ii of the instructions. That listing contains

specific time periods to be covered for Section III.

—
(=4
o

40
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2.

3.

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
jdentified 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.

The amount of credit will depend on:

a.

b.

The degree of problem resolution.

The degree of problem 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). -

The deg}ee 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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C.

(3)

(4)

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

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:

. 1inappropriate 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.

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

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.

wh%
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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 3
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 ;}4? 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 bageline 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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Page 17D - PSRO PERFORMANCE EVALUATION =
" 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.

(£) Praction 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.....cvccveveeesacasell
(2) Major loss of function...cecaveceveess07?
(3) Other adverse effectS.cceveecsncesss 03

(4) Other patient care
quality problemsS..cccsssesccscecccesall

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.

94-587 0—82——38



Page 18 - PSRO PERPORMANCE EVALUATION ~ PSRO Code -
Quality Impact Chart -
Objective Baseline Period Impact Period
Number or
MCE/QRS (1) (2) 3 (4) (5) (6) N
Number Impact Mijusted
(Provide Rate for Adjustment Case
Key on Cases Cases Problen Factor Reduction
Separate Total with Total wWith {col 4 3 {col 5 X in Problem
Sheet) Cases Problem Cases Problem col 3) {col 1) {col 2 - col 6)
¢
Do _Not Write Below This Line !
(8} Weighting for Problem's Adverse Effect:
(a) (b) (c) (@ (e)
Objective, Adjusted Adverse Weighted Total Discharges
MCE, QRS Reduction | Effect Reduction Subject to PSRO
Number (col 7) Factor {col b X col c) Review (from

Total

HCFA 121)

{(£)
Praction of
Discharges Impacted
(Express as decimal
to 4 places)
Total of col. 8d + 8e

Score

9¥
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Seg%tor 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. TuompsoN. 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 sharé 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 ability to work- jointly -with-medicare-to-deal with
medical utilizati view. elps strengthen their hghd. 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. Thom{)son, in your prepared statement you say that ‘“‘Con-
tractors would be allowed to design their own program of review in
fél.lat. eff;gctive PSRO’s could sell their services to the fiscal interme-

iaries.

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 inatter, 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. TaompsoN. Would you repeat that?

Senator Baucus. Implicit in your answer was that they are not
presently cost-effective.

Mr. TaHompsoN. Oh no, quite the contrary. I think that there are

.some that are.

Senator BaAucus. 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.

nator BAucus. As I understand what you are sayin?, 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?

r. 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 thei 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,
1v;vohleg’?zthe pressures are very different there than they were prior

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
i;ou are saying. I hear your words but I do not hear any reasons. I

ear you restating your conclusion without any reasons for it.

What has changed?

Mr. THoMPsON. The pressures to——
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Senator BaAucus. 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 inflation. 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 BaAucus. Have you made a non-in-depth stnudy?

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 19727

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. A

r. 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 ai-
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 rlght 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. THomPpsoN. 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'a 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.

enator Baucus. Would you please, fully?

Senator DURENBERGER. And quickly.

Mr. TuompsoN. 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 constmers, 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:
o0 reduce average length of stay by-l/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,, US REPRESENTATIVE
~—_FROM TEXAS

Dr. Paur. 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-interest 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 dexegulatory 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 aﬁproach: 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
exgansive 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 tendenc?' 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 -
macrket or at the local level to be used in——

hS«elr{lator Baucus. I understand where you are coming from, I
think.

Dr. PauL. Pardon me?

Senator BAaucus. 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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TESTINMONY
PRESENTED TO THE
COMMITTEE ON FINANCE
" SUBCOMMITTEE ON HEALTH
UNITED STATES SENATE
on
S.2142
"PEER REVIEW IMPROVEMENT ACT OF 1982"
- by
HON. RON PAUL, M.D.

MEMBER OF CONGRESS
April 1, 1982

As a member of Congress and a pracéicing physician, I come
before you today to discuss $.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 §.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 difﬁérence. After ali,
what real difference does it make whether the federal government
contracts out the enforcement of harmful reqgulations, 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 h
PSROs already in existence, and to mandate the establishment of
new PSROs where none now exist. 1In this way, 5.2142 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 revie& programs than already exists. In no way

is it a derequlatory 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 ta interfere in medical decisions.
It is furtbher 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....
wWhen 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, thesc 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 sanétion'against providers
", ,.in case such acts or conduct involved the provision ©r 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 pfoblem 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 whdt

“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 éble to withdraw from the system, aftef experiencing
it firsthand, have often chosen to do so. But 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 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 spehding our time and the taxpayers' money trying

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

94-587 0—82——b6
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at least try a new approach: T overnment should get out of
medical care, and let the free market provide the planning.

Federal intervention canin no way impiovo medical care, but
it gcan impose higher costs and make it much harder for physicians
to do their real job--that is, to care for patients. This is what
has happened in the past with PSROs, and the problem will only get
worse if the PSRO presence in ihoroancd. 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 thc patient's interests to
the interests of the bureaucrats is characteristic of all government
interference in medical care, and the more extensive that inéo:torcnco,
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 Association of Foundations for Medical Care in Bethes-
da; Dr. Harry Weeks, chairman of the legislative committee, ac-
companied by Ms. Ltyle 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. SuNDERBRUCH. 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 opfortunity 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. Qur
commitment continues, as evidenced by our sponsorship of the Afe
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 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. C 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 ?uality 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. C-

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-
1{1 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 understandi:i 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
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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 8. 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:]



66

TESTIMONY OF THE
AMERICAN ASSOCIATION OF FOUNDATIONS FOR MEDICAL CARE

PRESENTED BY
JOHN SUNDERBRUCH, M.D.

Mr. Chaiman, my name is John Sunderbruch. [ am president of the
American Association of Foundations for Medical Care énd a practicing
physician in Davenport, Iowa. I am a;companied by Mr. Boyd Thompson,
executive vice president of our Association.

1 appreciate this opportunity to present the views of our Association
on 5.2142, 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 Anerican Association of Foundations for Medical Care originated
a3 a regional group of Foundations for Medical Care (FMCs) based primarily
fn the far west. FMCs were the first physician organfzations to establish
sophisticated, effactive programs of peer 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., [PAs and
related HMOS now make up & major part of our Association. Some years ago,
we helped organize the Amrﬂcan Association of Professional Standards Review
Organizations.

The commitment of our organization to improved compatition in health
care is a matter of public record for many years now, Our commitment continues,
43 evidenced by our spomorsMp'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.

A brief description of how these origin‘n FMCs worked will be helpful,

[ believe, 1n 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
(8lue Cross/Blue 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 subiscriber group. The Foundation then develops an agreement
with 1ts membar physicians and other providers which 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
formal system of "peer review" by colleagues in active medical practice and,
to the greatest extent possible, to participate in thid review process. FMC
peer 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 1t 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, 1t 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
1s 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 ;nd 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 revie;; the final ;1str1bution 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 alwaysw
" 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 1llustrate 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 [owa 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% reductionhin 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 our members will be very interested in responding\
to the incentives in your bil1 for effective private peer review, as well
as review for public programs.

We agree with your basic premise in fashioning this legisiation --
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 objeétives. .

The main message we want to leave with the committee is that we believe
$.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. Chairmman, 1 will be glad to answer any questions you or other members

of the subcammittee may have.
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Senator DURENBERGER. 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. Weeks. Mr. Chairman, my name is Harry Weeks. I am a
practicing physician from Wheeling, W. Va., past president of the
AAPSRO and with me today is Lyla Hernandez, our executive di-
rector. I appreciate very much this opportuniay 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 ,%gvportunity 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

rivate review and an additional 18 are in the process of negotiat-

contracts.
u.lg‘hough 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-
tended discussions with our membership reveal their reluctance to
support S. 2142 without certain changes which we believe would
imlglrove the prospects that we will reach our common objectives.

irst, we strongly believe that fprefen'ence 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 w111
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:]
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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 8
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 c-onducting 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 thst 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 cere
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 exsmples
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, end 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 10 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 achleved through reductions in ALOS for Medicare.

The American Hospital Association reports that the average adjusted cost per patient day for a hospital to provide
serviges 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 <s the amount saved. .

Given the above, then, the 504,359 days reduction reported by these twenty-two PSROs yields 3 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 raduction 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/1,000 for Medicare patients and had intervened to reduce
the extent of that prablem (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
PSRO:s 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 these 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 8: Reductions in Average Length of Stay (ALOS) by Procedure by PSRO and Region of the éoumry

ALOS _ | Days ALOS Oays
Reglon and PSRO | Procedure 1979 | 1980 | Saved | Region and PSRO | Procedure 1979 | 1980 Saved
NORTHEAST Repair of Abdominal
PN ; e of bone Hernia 1.7 991 119

Area F
11 PSRO with major surgery |19.0 | 18.2 | 720 New York County | Abdominat

Health Services Hysterectomy 13.0 | 127 164

Rhcde Isand Cholecystectomy 151 | 13.2 11,081
R0 (Ta o (313 | 217|552 | Piew YL viaatseetony 110 | 108 s
- T.URP 128 | 122 284 Meniscectomy 125 | 931 134
Five County Arteriography snd : T.&A 20 19 %
Organizstion for Phlebography 114 78| 468 Dm:: g:g?m“
Medical Care and | Appendectomy 9.3 78] 150 operation 108 | 108 46
PSR {New York) | Low forceps with/ oI pers # Pr : :
JWithout Episiotomy | 37 | 35| 38 e rune® tar | el s
roplasty of hip 244 | 218 268 e ) y
T.U.RP, 138 {128} 330 Cholecystectomy 148 | 133 | 989

Arthroplasty of hip 25.3 | 234 |1277
74 | 86| 232 T.U.RP.. . 123 [ 114|128

Repair of Inguinal
Hernia
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ALOS ALOS
Region and PSRO | Procedurs 575 11550 Sores | Rovion snd PSRO | Procedure ~570 1980 Tg "
Repsir of Inguinsl Northern Virginia Unilateral repair of
Hernis 6.8 63| 894 FMC inguins! Hernis 7.3 69 88
Repair of Abdominal T.URP. 126 | 110 | 353
Hernia age 64 with Cholecystectomy 145 | 13.1 350
- minor repair 6.9 65| 676 Open reduction of
Suprapubic {racture of femur
Prostatectomy 16.4 16.8 161 with internal -
tixstion 240 | 236 ”
Kings County Health | Pscemaker insertion
Care Review repairs 163 | 166 | 910 Colonial Virginis Minor repsir of
Organization (NY) | Cholecystectomy 18.1 173 | 800 FMC hernie of
T.U.R.P, 174 15,7 {28980 abdominal cavity 9.2 7.0 20
Disesse of Gallbladder
Nassau PRO (NY) Elective surgery 7.0 6.4 {6,000 and Blle Duct with
operation 14 [108 19
PSRO of Rockland Disesse of female
INY) T.U.R.P. 137 [ 121 ] 256 genitsl organs with
hysterectomy 118 0.4
Bronx PSRO (NY) |Benign Prostate
Hypertraphy with North Central T.U.R.P, o1 | 110 66
T.U.R.P. 166 | 149 | 850 Medical Peer Cholecystectomy 13.7 129 302
Review
PSRO of Union Maintenance Foundation
County (NJ) Chemotherapy 22 19 46 (NC}
Insertion of permanent
kot 162 [ 148 [ 105 | Piedmont Medical | Myperplasia of
Normal dellveries Foundation Prostate with
(Medicald) 39 38 38 INC) T.URP, (X ] 0.0 | 248
Total Abdominal Cholecyatectomy 119 [108 | 208
Hysterectomy - 1.2 0.2 80
Total Cholecystectomy, Community Medical
(Msdicere) 163 | 164 ]| N8 Services
Totsl Cholecystectomy Association (EL) | Cholscystectomy 148 | 129 1981
s Modle;llg) 119 [100] 114 Ao
uprapul - Pusrto L
mtm)omv vee | 183 108 tMC Cholecystectomy "8‘ H 104
T.URP, %g g.i 1e
Pamsaic Valley %IA—
PSRO NV} Cholecystectomy 160 [ 149 | 47 Hernia tepelr 7 8
Oz:: Nn:‘\'l‘on of |1580 | 188Y
Southwestern Abdominal/vaginel ture .Q&L
Penntyivenis Hysterectomy 84 | 28] 18 internal fixation 0 L
PSRO Harnls repalr In
hoepital D -
{Medicere) 82 e? 42
Hernis repair in CENTRAL
hospltel E 1970 | 1680
{Medicare) 108 | 104 10 - [TAME- XN
Hernls repelr in Region X
t‘\onlul K' ”9 “ % PRO (OH) TURP, 1814 -g&- 304
Medicald g (1K
Hernie mt in Phwaiclane Posr Cystoscopy Eg‘- -\9:.:‘- 180
howmital ysiclans
{Medlicaid) 8.1 (A} 10 Review
Astociation (OH) | T.U.R.P, 141 | 11,2 | 204
Highlands PSRO
Corp, (PA) T.U.R.P. (X 36| 685 | Ares VIl Peer Prostatectomy 131|122 84
Review Bresst blopey 114 00 | 149
South | Abdominal hernia Organization Urathrel dilation 100 80 ]
Pennsyivanis o0 greater 68 with (oH) . Transurethral
PSRO major surgicel repsir | 6.9 64| 730 destruction of
Disesse of vesctier bladder lesion 100 | 102 e
system with Hemorrholdectomy 0.7 89 41
reconstruction of
srtery or amputstion Wastern Michigan
of extremity 21,1 | 19.6 |1,073 PSRO Hip frecture 280 |200 | 30
SOUTH Upper Peninsula Q2. 1LQtr2,
Waest Virginia Normal Quality Normat
Madical Institute | delivery 42 36| 180 Assoclation (M) delivery .2 34 60




ALOS Deys . ALOS Days
Region and PSRO | Prosedure 1976 | 1900 | Saved | Region end PSRO | Procedure 1979 | 1800 | Soved
Foundation for Cholecystectomy 164 | 183 9 | wasr
Medical Cere Inguinal or femorsl A Utsh PSRO Inguinat
Bvelustion of herniorrhaphy 3t hernlorrhaphy 34 3.1 | 180
Southesstern
Wisconein Greater Oregon Suprapubic
PSRO prostatectomy 10.1 79 7%
st Contral -
lilinols BHC T.UARS., ns {13 18 | Multnomeh FMC X
(OR} Menlacectomy X ] 81 | 182
Medios! Utliization |Dilstion &
Review of Currettage 37 | 34| 116 | Ares XXIiI PSRO
Southern |llinole (cA) Cholecystectomy 163 {131 2627
Konems FMC T.U.RP, 1268 | 11.2 (3,041 | Mid-Peninsuls
PSRO (CA) T.U.R.P, 143 {121 132
Southesst 1000 | 1081
Loyisiens San Dlego/imperial
Mediosl Quality |T.U.R.P, 129 [120] 13 PSRO (CA) T.U.RP, 8.0 70 | 180
Review 1079 | 1980 .
Foundstion Qted San Francisco
Hernls repalr }g;o 13'.71 48 PRO (CA) T.U.RP, 8 a1 | 268
m.x..ngu. Superior Celifornia  [T.U.R.P, (X} 62 | 220
Dilation & Currettage | 3.8 2| 200 PSRO Total hip
. replacernent 167 136 | 372

Reductions In disgnosis-epecific length of stay, Table 8 shows the thirty-two PSROs which reported they had
uncoversd and corracted problams in lengths of stay for severa! diagnoses, Based upon PSRO actions, reductions totalling
0 savings of 43,847 days or $3,522,517 were achisved in this ares,

Teble §: Reductions in Average Length of Stay (ALOS) by Diagnosis by PSRO and Region of the Countrv

ALOS

. Deys ALOS Deys
Region and PSRO | Disgnosie 1978 | 1000 | Saved | Region and PERO  {Disgnoeis 197¢{ 1900 | Seved
NOATHBASY 080 | 108 Bronx PSRO (NY) [AM.1, 128 |169 | 600
1 1
Western e AMKe A PSRO of Union C.V.A. (Mudicare) 120 88 | 243
Massech County {NJ) Unsoacified
PSRO . Disbetes 184 [121 | 743 preumonia
(Medicers! 133 132 48
Charles River 1979 | 1980 Unspecified AM.1, 133 (123 | 47
Health Care AM.I. 104 |183 | 36 AM.1, of other
(P'::’ndmon CV.A, 130 (128 a7 Interior well 148 137 97
Easex PRO (NJ) AM.. 170 |16.2 | 608
Rhode Island ve heart Pneumonie sge<31 (X ] 48 | 33
MRO fallure 120 (114 [1319
Highlands PSRO lschemic heert
PSRO of Rocklend Com. (PA) dissase 98 84 18
{NY} AM.I, 168 1183 | 240 Olsbetes 127 9?7 18
AM.1, 2086 {181 178
Mt Sovicms’ | Distrm 25 1'07 |18 | sstom poonen vz lowa |
A astern Pennsylvania
Review Preumonia, sge>30 Heslth Care
without operstion [X] ¥ ] Hi) Foundation AM.I, 189 |163 | 138
PERO of Queers Heort follure 127 {123 [1862 | Southcentrsl lschemic heart
County (NY) Aoute isshemia Peansylvenia dissase 968 | 00 hag
heert dissese 08 02 [ o47 PSRO AM.I, 163 [1867 pae
Preumonia 120 {116 |1282 -
Complicated disbetes {18.1 | 14,0 {1,188 | Southwestern AM.I, 170 (187 | 249
Uncomplicated Pennsylvenie Congestive heert
disbetes 112 (103 | 604 PSRO fellure 113 (112 | 220
AM.L 14,7 139 (2377
SOUTH
Pive County AM.I. 144 [ 133 | 413 | Montgomery County
Orgeniaation for | lschemic heert : Medice! Care '
mlm vc)lfl ond disssss 113 83 | e8s Foundation (MD) [C.V.A, Fo.l 178 | 101
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ALDS Days | R and PSRO | Disgnosis ALOE  lbwve
Region end PSRO | Disgnosis 1979 | 1980 [Saved svlon 1879 | 1880 | Seved
Baltimore City Congestive heart CENTRAL
PSRO (MD) follure 17.7 | 16.2 | 735 | Region Six PRO Cerebrovascular
(OH) disease 126 | 120] 628
West Virginia AM.l. 16.5 12.2 | 1980
Maedical Institute | AM.I. 18.1 18.7 | 455
Western Michigan
Colonial Virginia AM.I 12.7 | 166 | 200 PSRO Pneumonie 132 | 104 560
FMC - | Diabetes 145 | 106 40 - .
ischemic heart . Eest Central Disbetes Mellitus 10.6 8.1 | 1223
disease 69 6.5 16 thinols FHC Chronic ischemic
Pneumonia 71 5.3 18 heart disesse 9.5 85 [1.169
Cersbrovesculsr
Piedmont Medical AMI. 15.4 162 174 dissase 15 10.6 | 2370
Foundation (NC) | P i 16.3 | 146 | 119 Heert fallure 122 9.7 | 3810
Pneumonia 106 | 10.1| 483
North Centre! Adult AM.I. 13.2 124 708
Medical Peer disbetes 104 103 180
Review Blackhawk Ares
Foundation (NC) Health Care
Review Org. (IL) | Pneumonis 9.2 90| 118
Centrsl Piedmont
PSRO (NC) C.V.A. 136 | 1.6 | 184 | Indiana Area | Chronic lschemic
PSRO heert disease 118 | 109 | 450
West Central
Fiorids PSRO Diabetes 15 9.5 | 874 | Kansas FMC Disbetes 0.9 84 |2,164
Virgin Islands C.V.A, 23.7 124 [1,130 { WEST .
Medical Insti Pre. ! 119 | 11 48 | Greater Southern Pneumonia 172 | 131 103
PSRO . Arizona PSRO C.V.A. 168 | 13.7| 380
Multnomsh FMC
(OR) C.V.A, 123 | 103 | 1956
Area XX1I PSRO
(CA) Disbetes 1na 88 | 1888

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 Preoperative Length of Stay (LOS) by PSRO and Region of the Country

Pre-op LOS Days Pre-op LOS Days
Region and PSRO | Procedurs 1979 |1980| Seved Region and PSRO Procedure {1970 [1980 | Saved
NORTHEAST Five County Unilaters! inguinat
Connecticut Area Organization for hernis 2.1 1.7 30
11 PSRO T.U.R.P. 4.3 3.6 35 Medica!l Care and | intracspsular fens
. - PSR (NY} extraction 1.3 1.4 10
Rhode Island PSRO | Cataracts 2.0 1.1 1,159 Open reduction of
fraction of femur 35 24 56
New York County | Vaginal hysterectomy] 1.7 1.6 2
Health Services Cholecystectomy 3.0 27] 198 | PSRO of Rockland
Review . Unilateral Inguinal (NY) Herniorrhaphy 21 20 8
hernia repair 1.5 14 179
Arthroplasty of hip 3.5 21 941 | Nassau PRO (NY) Elective surgery 1.7 1.4 3,000
T.U.R.P. 34 3.1 417
Suprspubic PSRO of Queens Elective surgical
prostatectomy 3.5 30] 134 County (NY) admissions
Blepharoplasty 1.1 1.0 53 {Medicare) 35 22 7475
- Elective surgical
Kings County Heaith Cholecystectomy 8.1 5.6 60 asdmissions
Care Review Medicare elective {Medicaid) 1.3 1.0 |1,728
Orgarnization surgery 4.0 2.5|15.000
{NY) Medicaid elective Passaic Valley
surgery 2.1 1.0]22,000 PSRO (NJ) Cholecystectomy 35 26| 201
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: Pre-op LOS Days Pre-op LOS Osys
Region and PSRO | Procedure 1979 | 1980 | Saved Region and PSRO | Procedure - 1979 11980 | Saved
Estex PRO (NJ) Abdominal/vaginat Piedmont Medical | Cholecystectomy 28 24 87
hysterectomy 26 23| 131 Foundation (NC) | High pre-op LOS ail
Cholecystectomy 5.1 48 | 149 procedures 2.9 2.5 | 6,000
PSRO of Union Vaginal hysterectomy | 1.5 14 ]
County (NJ) Unilateral repair of
Inguinal hernia 18 18 39
Gastroscopy 18 14 46
DiagnosticO & C 18 12| 136 | CENTRAL
Unijlatera: extended Region V) Peer
simple mastectomy | 3.0 23 n Review
Insertion of temporary Carporation (OH) | T.U.R.P. 5.0 48 180
cardiac pacemaker 4.2 23] M7
Appendectomy 14 0.9 35 | Western Michigan Lens extraction 3.3 1.0 | 1840
PSRO Hip fracture 8.0 40| 760
Southwestern Cstaract .
Pennsylvania removal 1.4 12| 194 | lowa FMC T.U.RP, 40 36| 960
P$RO Intracapsular lens
’ extraction 14 13| 450
Southeentral Cholecystectomy 3.7 35| 420
Pennsylivania -
PSRO T.U.RP. 3.8 35 | 440 | Kansas FMC T.U.RP. 43 40| 558
Amputation of
lower limb 9.7 92| 200
SOUTH
Delaware Review -
Org. | Elective surgery 47 2.7 {153
West Virgi WEST
mm‘m nla | Cholecystectomy §8 | 53| 100 | Grester Southern | Preop LOS ~ . s80
hd > R re 3 34
herniorrhaphy 22 18 80 Arizons PSRO Medica: ]
Intracapsuler lens -
extraction 17 | 13| 160 | MpRETER Caosctaion 22 | 1a] 2
Asthroplasty 43 3.1 240 :
T.U.R.P. 50 | 41| 90 { superior California | T.U.R.P. 18 | 12 ss
Colonisl Virginia | Complete or radical PSRO T e ssty 26 | 14{ 120
FMC mastactomy 44 33 33
Hystarectomy 24 | 19| 44 | pivarside County | Total replacement 22 | 13| 34
Cholecystectomy 54 52 60 2
Inguinofemoral PSRO (CA) Cholecystectomy 33 8] 520
'nh«nlorrf;::):\’\:‘ , 20 1.8 38 | san Francisco
tracapsu U.R.P. : 4
ox on 20 16 . PRO (CA) T.U.R.P 28 2 286

IMPROVING QUALITY
Eighty-tive PSROs reported on 357 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
physiclans and other health care practitioners, carrection of institution-wide or areawide problems, elimination of
unjustifiable surgical procedures, reduction in mortality rates, improved use of medications, incressed appropriateness
in the use of ancillary services plus much more,

The tremendous volume of actjvity 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 Myocardist Inferction. A'abama Medical Review, Inc., the PSRO for the entire state of Alabama, found
unacoceptably high acute myocardial irfarction mortality rates in thirty hospitals in the state due to delays in placing
patients on cardiac monitors ard to delays in starting 1Vs, PSRO physicians met with their peers to discuss these prob-
lems and arranged for insecvice training and continuing medical education efforts, A follow-up audit documented a
71% improvement in timely placement of patients on cardiac monitors and a 62% improvement in the expeditious
administration of I Vs,

94-687 0—82—6
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The Central Pledmont PSRO iocated In Durham, North Carolina found that the mortality rate for scute myo-
cardisl Infarction (AMI) patients in one area hospits! was 46.7%, a rate desrned much too high by the physiclans, Ase
result, PSRO physiclans met with their pesrs at that hospits!, discuseed the problems uncovered, and arrenged for medi.
csl education on AMIs. One year later, analyses showsd that the mortality rate for AMI in that hospits! had been reduced
by 37%, -

The Reglon 111 Professional Revisw Organization in Findlay, Ohlo identified a 67% mortality rate for AMI
patients In one sres hospitsl, The PSRO phyalicians met with the hospital chief of statf to discuss sppropriste trestment
methods 8s wel! a8 contraindicated treatment. In addition, dus to the size and resources of the Institution It wes recoms
mended that serious cases be considered for transfer to nearby fecliities better equipped to handle them, The PSRO
reported that the AMI mortality rate dropped from 67% to 0% with sericus cases being transferncd to 8 neasrby coronery
care unit,

The Kern County PSRO located In Bakerstield, Californis reported high incldences of mortality in four eres
hospitals following myocardisl Infarctions. Further investigation showsd that two of these hospitals did not have suffl.
clent resources to provide adequate backup for M patients. 100% non-delegeted concurrent review in these two facilities
provides for transfer of stabllized MI patients to speciality units in other hospitsls and has resulted in reductions in
mortality rate of 83% and 80% respectively for thess two hospitals. Medical stat! In the remaining two hospitsls 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 West Virginia Medical Institute, the statewide PSRO located In Charleston, Identified 8 prob.
lem In wastsge of blood and blood ordering practices for surgical procedures and/or Inefficient blood bank practices,
327 physiclans, Blood Bank and laboratory personnel were Invoived and 24,680 federal patients were atfected annually.

Working clossly with the Amaerican Red Cross Blood Services (ARCBS) the PSRO compared sctus! ordering snd
transfusing practices to current scceptable ARCBS stendards and implemented corrective sction where indicated, The
ARCBS covering West Virginia reports s decresse In blood wastage from 10% to 6,7% following the study, Given that the.
net distribution of blood for this ares was 44,760 units at 8 cost of $38/unit, the decrease wastege has resulted In savings
of 82,868,

icians Peer Review Organization loceted In Ashland, Ohlo found sn overuse of the test type
and crommatch in twenty-four faciiities stfecting 8,000 patients, The PSRO informed statf of each hospitel 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 utllization techniques, Results show that sppropriste replacement of the ty,
snd crossmatch by the type end screen has occurred In 80% of the cases. Since the aversge type-and crossmatch costs
$40.00 while the sverage type and screen costs only $7.00, the PSRO estimates savings at $132,000,

The Rhode lsland PSRO In Providence found Insppropriste sdministration of single unit trassfusions in one
hospitel affecting 220 patlients. Based upon direction of the PSRO, in-house sducational sessions were conducted In the
Deprriment of Anesthesia, the Department of Nuraing and among the Chiefs of Service. A resudit showed that insppro-
priate single unit transfusions for non-surgicel and Intra-op patlents were reduced by 100% and inappropriate post-op
single unit transtusions were reduced by 80%.

Physlcian behavior, The Southwestern Pennsylvania PSRO locsted th Gresnsburg Identified one genars! surgeon
who was tresting 8 large numbaer of medics! service cases in 8 manner his peers judged inconsistent with good quality.
In examining the denlal letters Issued at the hospital In which this physician practiced, It was found thet 24% of the
denlals for the entire hospital were attributable to this single physician,

The PSRO physicisna made several sttempts during 1980 to work with the general surgeon to correct the identl-
fied problems, but the general surgeon refused to change his pattern of practice. The PSRO, was, therefors, left with no
alternative but to file s sanction recommaending exclusion of this physician from recelving Medicare and Medicaid pay-
maent for services. A decision by the Secrstary on that senction is still pending with the Department of Health and
Human Services.

Physiclans In the Riverside County PSRO located in Rivarside, California identitied one internist who was pro-
viding Inadequate medical care. A conference was held by PSRO physicians with the internist to discuss these problems
and pre-admission certification review was Instituted on this internist's patients, Concurrent review of this nternist's
practice was implemented and showed dramatic impravement in all problem areas.
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The Nassau Physicians Review Organization in Westbury, New York discovered ong physicianm 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 statf. 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 Surgery 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 carregtion in medical practice. The physician was also placed on pre-
admission certification and concurrent review was intensified, Boilowing the phyasician's failure to correet his problems,
the PSRO recommended to the Department of Health and Human Services that this practitioner be excluded from
participating In Medicare and Medicaid. This sction was granted and the physiclan has been tuspended for five years
from the Medicare and Medicald programs,

The Kentucky Pesr Review Qrganization identified one physician practicing poor quality medicine and having

- & high rate of unjustitied sdmissions to howitals, At the PSRQ's urging, this physician attended medicel education

courses on various topics in which he had demonstrated deficiencies, The phyasician also hired 8 voung ssscciate to essist
him In his practice. Rollow-up monitoring of the physician's practice sthowa improvements In the quality of care and

. decline in unjustified admissions.

The Colonlal Virginla Foundation for Medical Care located In Virginia Beach identitied deficiencies in the prec:
tice patterns of twenty-aix physiclans in the PSRO's area, Monitoring reports were sant to the hospitals in which these
phyaiciana practiced with requests for review and commant by those involved, Special chart monitorings of thees physi:
clans’ casss wers conducted, Discussions of deficiencies with the Invaived physicians were conducted, Concurrent review
of these twenty-six physiciens was intensified, Results show that twenty-four of the twenty-six physiclans demonstrated
Improved care. The two physicisns who did not demonatrate improvement are under continued monitoring,

Other quality improvements, The Eastern Massachusetts PSRO located in Cambridge found that one howital
was inadequately prepared to conduct resuscitative etforts on chiidren dus to lack of proper equipment and lack of
adequately trained personnel, A conference was held with this howpital during which proper procedures snd equipment
needs were discussed. The hospitsl purchased 8 new pediatric monitor, Training took the form of calling mock codes to
which teams were t0 respond a3 if pediatric resuscitative efforts were nesded, As a result of thase actions, 8 test showed
that the new pediatric code box containing aill needed equipment was at the required site fully squipped. All personnet
responses were appropriate end documented. The code team at this hospital is now fully capable of and prepared to
conduct successful pediatric resuscitative efforts,

-The Foundation for Health Care Evaluation in Minneapolis, Minnesote found poor quality of care in two homl.
tals in the treatment of hysterectomy patients, Physicians and nurses from the PSRO met with their peers in thees two
hospitals to discuss the problem aress snd necessary corrective actions. A follow-up sudit showed sn 88% reduction in
the incidence of urinary tract Injuries, a 24% reduction In the Incidence of primary hemorrhage and a 91% reduction in
the incidence of urinary tract Infections.

Medical Utllization Review of Southern lllinols, the PSRO loceted In Fairview Helghts, found that in 38 tacilities
In its ares there wes a lack of sppropriate discherge plsnning involving all actively practicing physiclans, oll nurses In.
volved in post-hospitel care and all social service personnel invoived in planning posthiospital care, Physicians and nurses
from the PSRO conducted workshops on discherge planning for those involved. The PSRO impiemented 8 *'Discharge
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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 lowa 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 8 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 snd
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 a8 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 8 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.

Twenty-eight PSROs reported correcting 83 problems in long-term care facilities.

Five PSROs reported eleven improvements in the delivery of ambulatory care services.

Nine PSROs reported reductions in numbers of admissions to hospitals.

Seven PSROs reported reductions in admissions/1,000 Medicare or Medicaid beneficiaries.

[« 3 e N« N o]

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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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 ghysicians 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. SunpersrucH. Well, I suppose I cannot answer that too well
because I did not have that problem in Iowa. It took us over 1%
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 %o 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 together representing a bii 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 DURENBERGER: Do you associate with other physicians in
that practice?

Dr. WeEks. 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. Weeks. Yes.

Senator DURENBERGER. Why is it then that you object to a for-
profit organization being involved in peer review?

Dr. WeEks. I beg your pardon?
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Senator DURENBERGER. Why do you object to a for-profit organi-
zation contractiry for peer review? .

Dr. Weeks. I do not know that I iemnally would exclude this
totally in all circumstances. I think those who look upon this
device as a for-profit businees set themselves aside as being suspect.
In_other words, I have talked frankly with m& board of trustees
aboft‘lt the x ii:ility that if PSRO goes down the tubes, let us set
up for profit.

Senator DURENBERGER. 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 whg the profit part of -
an organization would do violence to peer review

Dr. Weeks. 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.

’?hSenl:tor DURENBERGER. I am glad you got that into the record.
; ank you.

Senator Baucus. .

Senator BAaucus. Yes, I am curious as to what your reaction is
the administration’s statement earlier that 10 percent of hospital—
care today is unnecessary. Do you agree with that statement?

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

In my State it is a curious phenomenon. I am dealinq 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 i-loapital for every
social need that they have, and have for years and years. And we
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 generall&,athat is

ngrally the present system is the best way to work at that prob-

em : -

Dr. Weeks. I do and I will tell you why. I deal with a number of
very small, rural h:::g}tals where there are anywhere from threa to
seven doctors on staff. These physicians know very well what the
froblema are relating to utilization and medical necessity and so
orth. They cannot, 1 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 uss as an
excuse to 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 this.
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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
iS!;attI;e medicare program by the role that the FI has played in my

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 hagpen.

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
ghink you 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. SunperBrUCH. No, we have had very fine experience. We
have had a very different exFerience 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 DoLE. 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 somne hard decisions, and medicare, medicaid in reimburse-
ment of physicians, reimbursement of hospitals, limits on 223 and a
number of other areas that we hoFe will have the unanimous sup-
port of those in the health care field.

Having now obtained that, I will stop. SLaughter.]

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 ghysician 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. Chaimman, my name is Harry S. Weeks, Jr. I am a practicing
physician from Wheeling, West Virginia, and past pfesident of the
American Association of Professional Standards Review Organizations. .

With me today is Lyla Hernandez, executive director of AAPSBO.

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
1nvést; jts funds. 1 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-
}ive branch which pay for health care, and by state govermment.

I would 1ike now to review briefly for the Subcommittee the most
recent data which indicéte the level of perfommance 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 of fset those savings,

94-687 O0—82—17
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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 fram two separate sources have bean 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 1s available, 1978 and

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

The best measure for inpatient hospital utilization effectiveness
1s, of course, the number of days of hospital care per thousand
beneficiaries. That measure 1s 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 sfay was 647,634 days. The American Hospital
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Association estimated the cost of providing services per patient day
in 1§79 was $217.34, Rather than using 40% of this cost to estimate
savings (as HCFA does when 1t evaluates PSRO), we used the even more
congervative figure of 33%, The reduction in days achieved by these
PSROs, then, gonverts 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 ;verage length of stay is available for 62 PSROs
1p 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 11lustrated 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,



o An add1t16nal seventeen PSROs reportéd decreases in Medi-
care average length of stay totaling 465,095 days for an

_additional savimgs of $27,621,534;— -

o Five PSROs reported on reductions in 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,

0 An additional twenty-two PSROs reported achieving
reductions 1n procedure-specific average lengths of stay R
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.

Tﬁese reports, then, show that during 1980, 62 PSROsAwere able
to achieve reductions amounting to savings of $60,397,973 through
reauctions 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 ouf 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 s not measured by HCFA, The PSRO located
in M{lwaukee, Wisconsin, for example, learned from 1ts data analysis
that 6.5% of the hospital x-rays in 1ts area were retakes even though
this rptélis below the national average (the average retake rate for
the U.é. 1s 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 fram
the unnecessary x-rays has been reduced, The experience of this one
PSRO 1s being made available to other PSROs interested in accomplishing
similar reductions through the clearinghouse activities carried on by
our Association -« not by HCFA,

Mr. Chaimman, 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 govermment to operate.
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These same conclusions were reached by the Health Care Financing
Administration and b& the Congressional Budget Office.

In addition, the increasing number of private sector contracts with
PSROs {ndicate that private business also views PSROS as a good invest.
ment, AAPSRO 1s nearing completion of a survey of PSRO private review
activity which, when completed, will be shared with the Committee, To
date, we have received 12§ 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 1ittle satisfaction from being able to report
these very positive accomplishments of the present program, we Join
Senators Durenberger, Heinz, Moynihan and Baucus in the beliaef that
substan£1al changes should be made to improve the effectiveness of our
. afforts both for publically financed programs and private plans,

We see several important advantages in S.2142, the most far
reaching bi11 before you. Perhaps foremost in the view of our members
1s 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
polictes back and forth on a moménﬁ's notice.

We are also excited about the poss1b111t1e§ for substantially in-
creased activity in private peer review which $.2142 will afford us,
The provisions wh1€h 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
$.1250 and in the Chairrun's bill §,2142 to require that review
organizations be based primarily at the state level 1s to produce
administrative cost savings and facilitate private review by reducing
the number of organizations with which private plans must negotiate
contracts. However, in es;ablish1ng these provisions we hope that
nothing will be done to reduce existing PSROs which have the effgctive-
ness of excellent records of achievement. In addition, the miniﬁum
number of hospital admissions set forth in 5,2142 should reflect all
admissions, not just Medicare admissions since the b1 regulates
organizations which will reziew 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 1ntergst'1n improving his performance. The history is that
the Department takes years to act on these recommendations while the
individual 1involved continues to harm 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 1icensing 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-
T1eve 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 pemnitted to contract
for peer review activities on the basis that such contracts would
create a conflict-of-interest, anti.competitive situation. Blue
Cross/Blue ShieId'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 1t offer 1ts services to other insurers would simply not
be taken up by their competitors thus effectively removing the possib=
' flity of private review in that state.

We also would recommend that, when defining the requirement that
a review organization is to be "composed of & substantial number of the
1icensed doctors of medicine" in an area, the word "substantfal” 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
reqqirement 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 s;me 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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rbutinely screened for hpart.d1sease or high blood pressure before the
drug 11thium was administered. Useé of this drug 1s contraindicated in
suéh 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.eva1uation. including labdratory tests, for all patients who
were caﬁd1dates for this drug. PSRO physicians also established the
criteria for deciding which patients could receive the drug. The
result of this activity 1s a substantial,imp}ovement 1n 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 1f the result could be higher program costs for
‘which it might be penalized rather:than 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 bi11 this Committee will
approve would be administered in the spirit intended by its authors.

Ip this sen;e we share some of the concerns expressed by Senator Baucus.
“'Ne have quite frankly, no specific changes to suggeét be made in the
b111 which weAwould have any confidence would ?anuence an administrator
to act responsibly to carry out the intent of Congress, We do belfeve,
however, that 1f the Committee approves the legislation that 1t shbuld
obtain specific agreements from those now 1n the Department that thq}
will administer the program in the manner intended. Such aséurgnces~
might well be made part of the Committee's report to accampany ;he‘
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 lgotential 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
mq}or 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 projécts are under development in Missouri,
Michigan, Indiana, Illinois, and Ohio for implementation during
1982 and 1988. These initiatives have demonstrated a positive
‘ xl'gtgrn on investment for member corporations of as much as 10 to

imes.
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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 donie for several years, and it ac-
tivel% sufports the concept of review. We believe that the thrust of
this bill 1s 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 a proximatelg 40,000 Deere-insured
persons, has reduced inpatient days per 1,000 insureds by 24.8 per-
cent. The difference betveen 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 l%s 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-
tionts intinappropriate 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 revieworganizations in a single State. While the Mid-
State Foundatioy for Medical Care reviews only 46,000 Federal ad-
missions and 24,000 private admissions, they have been very suc-
cessful, as I hdve 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 inapprog;‘iate
services and associated costs. The cost of health care must be ad-
dressed, however quality of services must not be inappropriately
coxﬂaromised. - A

BGH remains committéd to private review programs as one of
many tools to help reduce the cost of health care services and to
creaté 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-

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 opportunitir.
[The prepared statement of Duane H. Heintz follows:]
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Testimony .
82142
Peer Review Improvement Act of 1982
Senate Committee on Finance
Subcommittee on Health
1 April 1982

By:

l)fuine H, Heintz
Manager, Health Care Sexvices
Deere & Company

Chairman, Board of Directors
Midwest Business Group on Health

Mz, Chairman, members of the subcommittee, and distinguished guests,

I am Duane Heintz, Manager of Health Care Services for Deere & Company
and Chalrman of the Board of Directors of the Midwest Business Group on
Health, I would like to thank you for extending this {nvitation 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-atate 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 Durenbérger
and the other sponsors of this bill in their effort to enhance the cost-
effectiveness 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 béen 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 responsibllity of the Federal Government's role as

a major purchaser of health care services and the requisite accountablility

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, Joliet, and Rock Island=Moline, Illinols, Several add-
itional projects are under development in Missourl, Michigan, Indiana,
Illinois, and Ohlo for implementation during 1982-83, These initlatives have
damonstrated a positive return on investment for member corporations of

as much as 1012 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 revicvw organi.
zations on a contract performance basis, as MBGH member compu:.les 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 coverod persons, has reduced our inpatient days per 1, 000 insured
persons by 21.4%., 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 irisureds by 24,8%, The
difference between delagated and non-delegated is negligible over time, We
would thus urge the subcommittee to allow flexibility in the review procegss
but to exact specific outcome measures for reductions in inappropriate
inpatient days as a basis for the performance contract,

In a similar vein, we would urge the subcommittee to provide exceptions with
respect tothe size; i, 6,, number of admissions reviewed, of review
organizations, While the Mid-State Foundatlon 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 assoclated costs. The cost of health care must be addressed, however,
quality of services must not be inappropriately compromised.

MBGCH 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 bé pleased to participate in this process

at the subcommittee's request,

]

Thank you for your time and your interest in this critical {ssue,
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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. GoLpBeck. 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 bﬁ
every provider who has an honest concern for the quality of healt
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 apply the same rigor of utilization
review and financial accountability for patients whose care is pub-
lic‘li; financed. It simply does not make moral or economic sense.

e 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 indeed only 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 b
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 can 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 thlts B. Goldbeck, Erecutwe Director of the Washlngton Business Group on ‘
Health. - '

Background

The first paper produced by our Group, back in March 1975, was a Statement of Prtnclples
which called for, among other things, "peer and utiltzatlon revleuﬂ' : :

Since then, we have worked to incredse employer involvement with UR systems generally and
PSROs specifically. Local business groups which wé have assisted, such as the Midwest
Business Group on Health, have established active programs to further private sector UR:. .
programs. S o " L

These efforts, combined with those of other business organizations and individual "
corporations, havé 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 8f-these employer programs.* In addition to those of us who
come from business groups, individuals representing such_ftrms _as Caterptllur, Deere, and
Motorola have spoken on behalf of PSRO declarlng the value their companies recetved.

Currently, in ow' work with indivldual employers and the local business groups, the subiect of
data systems for utllization management is the number one topic. Employers are becoming ..
increasingly sophisticated about hedlth care economics and delivery systems. They have
learned that most of their cost management efforts will yield a low return unless buflt upon a
solid foundation of reliable data. In turn, that data needs careful review by local physici.ans.‘
so it can be used to positively influence physicians' patterns of practice. The PSRO system‘
as proposed in $.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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The change to a competitive contract based system

Precisely because UR/PSRO has proven to be cost effective, it {s now appropriate
to place this successful system on a more market forces economic basis. This
change (s also consistent with the general movement toward a more competitive
system. ’

Increased participation by the private sector

We apprec'tate 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 brovlde
quality services with greater cost efficiences, it would be contrary to ow national
economlc goals to forbid their part!ctpatton. ..

The posstbility of Insurance carriers obtaining review contracts causes
considerable concern. This would give the paraticipating carrier a major
competitive advantage, Further, you would have to establish provisions fequiring
that review data collected by one carrier be made avallable 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.

Elimination of delegated review
This {s 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 frO{n the biases and
economic pressures that naturally face any group that had to review itself.

Requiring Medicare to make patient data available

It i3 essential that everyone understand the multiple values of UR/PSRO and that
personal confidentiality i{s not an i{ssue. 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 publi¢, 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. 'I[ 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 whicﬁ 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- owr 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 volid 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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3. Recognizing that the review should encompass both inpatient and outpatient
care. This is particularly appropriate in light of the significant amount of
Corporate reorganization now underwav within the hospital industry and the
emergence of multi-hospital institutions, many of which wiil:-combine voried
systems of health care dellvery.

4. The review process respects unique local conditions and retains the
- involvement of dedicated local physiclians reviewing the appropriatenss of
care.

5. Proteéting 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
with the practice of medicine and because it grants authority to the Secretary of DHHS.

As emplovers strongly supportive of the Administrations’ attempts to reduce undue
governmental regulctions, we have carefully weighed this issue.

;fter careful consideration, we support 5.2142 as a very rational effort to strike a
re#bbﬁsible balance between the goals of health care cost control and governmental

deregulation. This bill does contrthute 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 {s designed to serve both the public and

private purchasers of health care servg‘ces. And, finally, as tax payers, we accept the -
basic commitment inherent in the philosophy of $.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
Exahtples of Private Sector Programs

Minneapolis: 16 employers join with the PSRO/Foundatton for an experimental,
community-wide utilization review program. Participants include Honeywell, 3M,
General Mills, Control Data, and Plllsbury. This (s 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‘léngth of stay fall to 5 days...which
compares very favorably with an average of 7.6 days for the similar Twin Cities
population which s covered by Blue Cross/Blue Shield but does not participate in the
review program.

Phoenix:  Motorola, Arizona's largest employer, has worked with the Mar{copa
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 Maricopa reviewed patients. Days per 1,000 are
also some 1/3 less than the non-reviewed Arizona Blue Cross/Blue Shield 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 & Company: A national leader in cost management, Deere's experience with
PSRO in Nlinois and Iowa provides two striking e.mmples that should be encouragtng to -
any purchaser of medicual and health care services:

CATEGORY REDUCTIONS ACHIEVED
Days per 1,000 30.2% . 18.7%
Length of Stay S lday .5 day
Admissions per 1,000 17.3% 10.6%

These examples are also relevant to the ‘design of 5.2142 since the Iowa dase was a
delegated review program and produced savings which, while certainly welcome, were
significantly less than the non-delegated program in Illinois.. Heo

Sundstrand: During the 2 1/2 year period of their PSRO contract, their length of stay

was reduced to below the average of the area (Illinols) as well as the nation: -

Nation ’ 7.1 days
Area 6.4 days
Sundstrand 5.9 days

RPN s e L R 0 . T

Goodyear: A one-day reducﬂon in average iength of stay resulted in a savings of $30,000

on a basis of only 600 admissions for Goodyear's Springfield, Nllinois 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 INSURANCE 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

8. 2142 "PEER REVIEW IMPROVEMENT ACT OF 1982"

PRESENTED BY
G. 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 852 of the health insuruncc written
by commercial 1nsura;ce companies in the United States today.

Mr. Chairman, we wholeheartedly support the continuation of utilization
revievw programs throughout the nation. We believe that 8.2142 contains tﬁe
essential ingredients for an effective public-private partnership that will
sponsor and sustain local utilization review programs.

All of us here téday are concerned about and frustrated by the explosion
of health care costs. The health cost inflation problem 1s so complex that a
ready solution will not be found in any one piece of-legillatlou 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
pudlic 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 doea’not contain enough incentives to

stimulate widespread private sector involvement.
Private insurance companies support utilfzation review

The insurance industry's involvement in util{zation review pre-dates the
Vederal PSRO program. Vor example, in 1971 Connecticut ccnerai worked with
" Aetna Life & Casualty, Travelers, éonnecticut 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 pubdblicly 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
a9 vwell. They {dentify for hospitals the inpatient curgicalerocedurat 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 cénttected in several other aress
with local PSROs and Foundations for Medical Care to perform concurrent
utilizetion review of their insureds. At Connecticut General, utilization
review is one of the components ;} our cost containment program called
REMEDI. Most components of the prograa - second opinion surgery, contract and
benefit plan design, and employee education - are offered nationwide. Our
utilization review activities, however, are restricted tb 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 reviev is essential

It has been poluibie for commercial insurers to contract with the PSROs
only when the.local hospitals have been willing to participate in the program
and to give the PSRO access to the records of privately insured patients. 1In
gdneral. successful private gector review programs exist only where there is a
supportive medical community or the backing of major employers who encouraged
area hospitals to cooperake 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 unwill}ns 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
gector 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 8.2142 to allow the Federally
designated review organization equal access to relevant medical 1hformstion 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. Otherwise, the hospital might claim that
it had satisfied the bill's requirements by nete1§ 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

1
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consideration the following wording change: Section 4(3)(E) should read "to
release medical records . . +" rather than “to release data . . .” .
§+2142 improves utilization review in several other vays

This bill also contains several other 1qgred1cnta essential to the
development of a successful public-private sponsorship of uti{lization review
activities. One is the consolidation of geographic areas. lvndar the current
law, in order to review our insureds in a large metropolitan area, for
example, insurers must negotiate with sgveral PSROs. This introduces an
undesirable element gf complexity and uncortaintyuin that the same insured may
be subject to review during one episode of illnegs and be exempt during
another episode of 1llness at another institution. ~

Another important change this bill proposes is the elimination of
delegated review. The review process can be objective only 1if a review
orgapization. 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
transfornins the current PSRO program from one which is primarily Vederslly
spongored 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

e

the goals of 8.2142. One of the goals of $.2142 {s 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
tugses;. then, that neitﬁer hospitals nor insurers be eligible for the Federal
contract.

We do not believe, Mr. Chairmgn. 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 $.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 disguade many insurers
from signing a contract with a compstitor. 1In addition, insurers would bde
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 willfng"to 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 1ike to submit, for the
record, a proposed auendment to 5.2142 that would prohibit hospitals, insurers
and third party administrators from becoming the Federally designated
Utiifzatfion and Quality Control Peer Review Organization. A

1152(e) For purposes of this section and Sec. 1153 (b)(2) no

utilization and quality control peer review organization shall

ftself be or be affiliated with 1) any entity which directly

or indirectly pays medical expense benefits ‘to fncilitiea'

under review or 2) any such facility or association of

facilities within the local or regional area to be served by

the util{zation and quality control peer review organization.
Conclusion

In closing, we think that 8.2142 1s an important piece of legislation.

Our experience has shéwn us that concurrent utilization review lowers costs by
lowering utilization, .without eacrificing quality. By removing barriers to
private sector involvement, this bill fosters review of all patientl.'uhich is
an important first step toward systemwide cost containment. If amended as
recommended, $.2142 could enhance the cost~saving potential of utilization
reviev 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 appl{;,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 with peer 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
gaves $3 in hosgital costs for every $1 spent. And in some areas it
has gone as high as $7 of savings for every $1 spent.

We now find that 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 Fro am is REMEDI. A key part of
REMEDI is the utilizatio:: 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 as great an extent as possible in the program.

The end result is that the review organization would have less
private funds flowing 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.
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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 effective. -

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-
vided b{l hospitals and by physicians within hospitals and by physi-
cians, that review networks, I think, will spring up, and we really
ou%)t 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 happen 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 phéysician-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. Goupeeck. 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?

r. GoLpBECK. 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. GoLpBECK. Yes; I think that the only way a responsible em-.
gloyer 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 wh{ 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. GoLpBeck. 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 ri%ht 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 ﬁospital-
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 bf)z(aipacity 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. Thaerefore, private
sector funds would not be flowing into the review organization, 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-
view:d, 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’'BzieN. This bill that we are talking about, S. 2142,

Senator Baucus. But just so we are clear, are you saying they
are excited ahout the idea of reviewing each other’s——

Mr. O’'BrieN. No; I have two exceptions. One is that I do not
think hospitals or insurance companies should be the review orga-
nizatigsn. e other minor change is on the data versus medical
records.

Senator Baucus. I understand. Do you agree with Dr. Goldbeck,
is that correct? :

Mr. GoLpBeck. Willis Goldbeck. I am not a doctor.

- Senator BAaucus. I am sorry.
~ Mr. GoLDpBECK. I am not. [Laughter.] :

Senator Baucus. Do you agree with Mr. Goldbeck, his statement
that probably the 10-percent figure is low? )

Mr. O’BrieN. I would think it is. Our experience has been for
just one account that we work with, we were able to reduce their

ospital expense in a 24-month period by $1.4 million. So I think

94-587 O—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 honspitalization 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-
vided 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’BRriIEN. 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, c’president, ac-
companied by Mr. Patrick Byrne, director of Health Services Infor-
i\nagtion, Foundation for Health Care Evaluation, Minneapolis,

inn, i

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, 8.C.

Dr. GrirFIN. 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 of monitoring
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 de-
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:]
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STATEMENT OF CHARLES R. GRipFIN, M.D., PresiDENT, SouTH CAROLINA 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. [n addition to my PSRO activities, | am in Family Practice
in Pendleton, South Carolina. Accompanying me today is Mr. William Mahon,
Executive Director of the South Carolina Medical Care Foundation.

1 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, 1In July of 1975 we
received designation as a conditional PSRO and in January of 1981 we received
full designatfon 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 ayéroup of physicians
can accomplish when they are committeed to the program. In 1980 the PSRO
was able to demonstrate a reduction in medically unnecessary da&s of care

‘of twenty-six thousand (26,000) days. If we app}y a conservative per diem
charge for a hospital day of one hundred and fifty dollars ($150.00) we
have a total doliar 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 ongctive.
in 1980, to reduce the use of Intermittent Posftive Pressure Breathing (IP?B)
by twenty percent (20%). We not only met our objective but exceeded 1t
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).
1 have attached as axhibits our impact evaluation by objective for both
1979 and 1980 for your information.

The PSRO in South Carolina has pl;ced 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 ;outh
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 | 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 1 have been active in the PSRO which is governed and operated by physicians
and [ have seen dramatic improvements in the way health care services are

utilized as well as fmprovement in the quality of care.
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Another part of $.2142 I would like to address is the section titled
"Facilitation of Private Review". A number of South Carolina {ndustries
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 1 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. [ 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 potified.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 Il

To reduce the incidence of Intermittent Positive Pressure Breathing
(IPPB) by twenty percent (20%) statewide.
CURRENT DATA

1979 Patients receiving IPPE
1980 Patients receiving IPPB

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.

20,936
13,501
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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 8.1
1980 PHDDS 138,477 ) 8.15

1979 Medicaid Data Days of Care per 1000 = 1,040
1980 Medicaid Data Days of Care per 1000 = 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 implemented SI/IS criteria but as

the 1980 data shows there has been 1ittle change in the Average Length

of Stay.




1979 - 80 Grant Proposal

Eliminate unnecessary surgery.

CURRENT DATA

1977 1978 1979
Cholecystectomy 2.6 2.5 2.8
Hemorrhoidec tomy .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
performed 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 henorrhoidectomies were studied on a regional and
individual basis in 1978 and 1979.



. ' 1977 1978 1979 1980

CHOLECYSTECTOMY 1,337/524,808 1,293/519,791 1275 + 277 1312 + 303
2.6/1000 2.5 1,552 /562,757 1515 /
2.8

HEMORRHO IDECTOMY 367/ \ 343/ 237 + 74 228 + 81
.7/1000 .7/1000 311 / .6/1000 308 /

HERNIAS 1,254/ 1,390/ 2,281/ 2,027/

. 2.4 2.7 4.0

HYSTERECTOMY 881/ 840/ 836/ 892/

1.7 1.6 1.5

1977 and 1978 Number of discharged from PHDSS
1979 and 1980 From AUTOGRP '

Number beneficiaries - from William Mahon's chart. .

121!
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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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f§80 - 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 [V SOUTH CAROLINA

10.5 10.9 11.5
1979 5.3
TOTAL PATIENTS 202
DIFFERENCE 6.2

DAYS SAVED m
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.

S
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1979 - 80 Grant
Objective 5.3 11 C

Analyze the ten (10) diagnosés representing an average length of stay higher
than the average length of stay for Region 1V 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 1V SOUTH CAROLINA
5.9 5.8 6.6

1979  PHDDS 6.4
TOTAL PATIENTS 328

DIFFERENCE .2
DAYS SAVED

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 11 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 Jaquary 1, 1980. :

CURRENT DATA
Acute Myocardial Infarction

1978 PHODS NAT IONAL REGION 1V 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.
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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. McGaArveEy. 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
{ ha&re had the dubious privilege of being both regulator and regu-
ated.

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
fv.gnne:cesasarily has very significant both human and financial bene-

its. :

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
notii)ln 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. 1In 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 more 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
issueslof "competition in medicine" ffom 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 put:s the patient at greater risk and requires sophisti-

cated and accurate regulatory efforts to protect both patients and

94-687 O—82——10
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payers, or rather, taxpayers. I am convinced that the PSROs
remain the best, most accurate, and most sensitgye regulatory
mechanism available for the protection of those at risk.

And when I speak of those a; 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. The 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.

First, 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. N

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 épent 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 whefe
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.

e 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 disea;; categories. At an average of $250 a day,
tha; came to more than one and ‘a quarter million dollgrs...all
of that in Medicare and Medicaid coverage.

e In another part of the state, a locai>PSRo reduced the
number of common surgical procedures to such an extent that
$621,000 was saved in the cost of hospital care.

® The PSROs are as tough as they have to be., In one of
several similar instances, the PSRO 'repx\'imanded a hospital for
poor quality of care and overutilization of services. The result
was a sizable shakeup in both the adminiétration 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
hoapital privileges removed and others were required to have

second opinions on surgical procedures and to have preadmission
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certification on all patiénts they wanted to have admitted.

I could spend hours giving examples of the close scrutiny
the PSROs 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 ipvolved 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 mbnths 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 hesides the money arguments in faver 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 ére 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
prgctitioners, 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 SERYV-
ICES INFORMATION

Dr. GRanaMm. 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 our-Health 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 qualit
has been maintained. We have some information available whicg
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 cor‘nmittee, staff, honored guests, I am Jack Graham, a
practicing obstetrieian’ and gynecologist and president of the Foundation for Health
Care Evaluation. I am accompanied today by Mr. Patrick Byrne, Director of Health
Services Information, F;zundation 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 éxpressed ir{t}ant 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 reaso;'ns for which
PSRO was creai=d, inappropriate usage and costly health care services, remain with us
today. .Appropriacely, this is the theme of the Foundation's annual report, "Now more

than ever."

Now more than ever, Medicare beneficiaries deserve tbe 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 <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>