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FOREWORD

Tlie Congressional Budget Act provides for the adoption by May 15
of each yvear of a First Concurrent Budget Re~olution setting an over-
all budgetary framework within which the Congress will operate as it
considers revenue and spending legislation for the upcoming fiscal
vear. The revenue and spending totals in the First Budget Re~olution

+ are not binding under the usual rules of the Budget Act. In the Fall

of cach year a binding Sccond Concurrent Budget Resolution is
gdopted to reaffirm or revise the budgetary totals which were mcorKo-
ct

* rated in the First Budget Resolution. The Congrussional Budget

provides for a “reconciliation™ procedure under which the Second
Budget Resolution may include instructions directing specified House
and Senate committees promptly to report out legislation raising
revenues or reducing spending in programs within their jurisdiction
by specific amounts. The Congressional Budget Act does not provide
for a reconciliation procedure under the First Budget Resolution.
However, the act does permit the inclusion in that Resolution of any
“procedure which is considered appropriate to carry out the purposes
of this Act.”

The First Concurrent Budget Resolution for fiscal year 1981 (H.
Con. Res. 307) does include reconciliation instructions to the Com-
mittee on Finance and several other committees of the Senate and
House. In the case of the Finance Committee, the resolution includes
both revenue and spending instructions. The conmunittee is directed
by the resolution to recommend reductions in outlays for spending
programs under its jurisdiction totaling $2.2 billion for fiscal year
1981, decreases in budget authority totaling $0.9 billion, and increases
in revenues for that yvear totaling $4.2 billion.

The revenus changes will ba incorporated in a separate document.
This committee print incorporates committee report language and bill
language relating to the outlay and budget authority reduction pro-
visions required of the Finance Committee, assuming that these pro-
gisions will appear as title VI of the overall reconciliation bill in the

enate.

()
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SPENDING REDUCTIONS: RECOMMENDATIONS OF THE
COMMITTEE ON FINANCE REQUIRED BY THE RECON-
CILIATION PROCESS IN SECTION 3(a)(15) OF HOUSE
CONCURRENT RESOLUTION 307, THE FIRST BUDGET
RESOLUTION FOR FISCAL YEAR 1981

I. Summary of Finance Committee Recommendations

The recommendations of the Committee on Finance for amend-
ments to reduce spending in programs under its jurisdiction for fiscal
year 1981 pursuant to tﬁe reconciliation instructions of House Con-
current Resolution 307 have been drafted as a separate title VI. Refer-
ences in this summary and in the following general discussion of title
VI to “the committee” should be considered as references to the Com-
mittee on Finance.

LEGISLATION ALREADY ENACTED INTO LAW

At the time the Budget Resolution was under consideration in the
Senate, two Finance Committee bills were awaiting final action—
H.R. 3236, the Social Security Disability Amendments of 1980, and
H.R. 3434, the Adoption Assistance and Child Welfare Act of 1980.
Both of these measures have now been enacted into law. The $225
million of savings in these two new laws is creditable towards the $2.2
billion required under the reconciliation instructions.

UNEMPLOYMENT COMPENSATION PROVISIONS

Elimination of national trigger—Under present law States gen-
erally pay unemployment benefits for a maximum of 26 weeks. In
times of high unemployment, however, the Federal-State extended
unemployment compensation program becomes effective. Under the
extended benefits program an additional 13 weeks of benefits are pay-
able. Half the cost of these extendgd benefits is borne by the Federal
unemployment tax and half is borne by State unemployment taxes.
The extended benefits program goes into effect on a State-by-State
basis if the State insured unemployment rate reaches a level of 4
percent and is also 20 percent higher than the rate during the com-
parable period of the 2 previous years. At State option, the program
can also become effective whenever the State insured unemployment
rate is 5 percent or higher regardless of how it compares with the rate
in the 2 prior years. In addition to these “State triggers,” the program
becomes effective in all States whenever the national insured unem-
ployment rate reaches a level of 4.5 percent. (For both State and
national triggers, the rate is measured over a moving ‘)enod of 13
consecutive weeks.) The committee provision would eliminate the
national trigger so that the program would go into effect only in
those States where one of the State triggers applies. No savings are

1)
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now estimated for this itemn for fiscal year 1981 because the national
trigger would not have been reached this year under the CBO assump-
tions which were used to develop the budget resolution. In fact, how-
ever, it now seems likely that CBO reestimates later this year will
indicate that the national trigger level will be reached. At tiu timo,
the provision will represent a savings of several hundred million .
dollars for fiscal year 1981. This provision was previously approved
zbv lg.le committee and passed by the Senate as an amendment to H.R.

Waiting period for benefits.—Under present law, some States pay
unemployment benefits starting with the first week of unemployment
while other States provide that benefits will become available only
after the uncmployed individual has served a “waiting weck.” (In
some cases, States which have a waiting-week provision pay benefits
retroactively for the waiting week after the individual has experi-
enced a specified duration of unemployment.) The committee amend-
ment would eliminate the Federal 50 percent matching share for the
first week of extended unemployment compensation in any State
which does not have a waiting week for regular benefits. (The elimina-
tion of Federal matching for the first week of extended benefits would
also apply to States which have a waiting week which is subject to
retroactive payment when the worker completes a certain duration
of unemployment.) This provision is also included in H.R. 4612, as
previously approved by the committee and the Senate. The provision
18 estimated to save $25 million in fiscal year 1981.

Optionadl State trigger.—Under present law, States must implement
the extended benefit program when the State insured unemployment
rate is both 4 percent or higher and 20 percent above the level prevail-
ing in the State in the 2 prior years. When the “20 percent higher” fae-
tor is not met, States may at their option provide for the program to
become effective when the State insured unemployment rate is at least 5
percent. If States choose this option, the trigger point for the program
must be set at 5 percent. In other words, States may not provide that
the program will beconie effective only if the rate is at least 315 percent
or 6 percent. The committee amendment would modify the optional
State trigger provision so that States could specify any rate of insured
uanemployment which is 5 percent or higher as the optional trigger
noint (that is, the point at which the extended benefit program would
veconie effective in the absence of the +20 percent higher” factor). This
provision is also included in H.R. 4612. It would reduce program costs
.n fiscal 1981 by $30 million,

Unemployment benefits for cx-servicemen—\U nder present law fed-
crally funded unemployment benefits are provided to former service-
:nen upon their separation from military service. To qualify. an indi-
ridual is required to have served on active duty for a period of at least
0 days ang to be separated under other than dishonorable or bad-
ronduct circumstances. The 90-day requirement does not apply where
.eparation results from a service-incurred injury or disability. The
~omimittee amendment would require that, except in cases of service-
:ncurred disability or injury, individuals must have served a minimum
sf 1 year before unemployment benefits would be payable. This provi-
.ion 18 also in H.R. 4612. It would save $43 million in fiscal 1981.
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Unemployment benefits for Federal e ployecs.—Under present law,
a Federal employee who suffers unemployment may qualify for unem-
ployment compensation under the same rules as apply to employees of
private businesses in the State in which lie was fa.sf employed. The
costs of benelit payments to former Federal employees are reimbursed
to the State paying benefits by the Federal Government. At present,
all such costs are funded through a single appropriation account within
the budget of the Department of Labor rather than being charged to
the appropriations of the employing agencies. The committee amend-
ment wouﬁd establish a special account within the Unemployment
Trust Fund from which States would be reimbursed for the costs of
unemployment benefits based on Federal employment. Each agency
wouh‘ be required to reimburse that acecunt from its appropriations
for the costs attributable to its employvees. This provision was also
included in H.R. 4612. It is estimated to reduce Federal expenditures
in fiscal year 1951 by $11 million.

Limitation on cxtended ben fits for nonrexidnts.—Under present
law, States are required to pay unemployment benelits to individuals
who meet the State qualifying requirements even if they are or become
residents of another State. If an individual works and qualifies for
benefits in a State in which the extended unemployment program is in
effect, that State will be required to pay him such benefits (so long as
lie meets the requirements for them) even if he has changed his resi-
dence to a State in which the extended program is not in operation
(because the new State of residence has a lower rate of insured unem-
ployment). The committee amendment would limit benefits in the case
of persons who change their State of residence. If an individual
changes his State of residence after the beginning of a period of
unemployment during which he would otherwise qualify for extended
benefits, no extended benefits will be payable if the new State of resi-
dence is one in which the extended benefit program is not triggered on.
This limitation would not apply to the first 2 weeks after the indi-
vidual takes up residence in the new State. This same provision was
included in H.R. 4612. It is estimated to reduce expenditures in fiscal
1981 by $46 million.

Extended benefits not payuble on the basis of less than 20 weeks of
employment.—Under existing law, most States pay regular unem-
ployment benefits for a maximum of 26 weeks. In times of high unem-
ployment, benefits are payable for an additional period of up to 13
weeks under the extended benefits program. The committee amend-
ment would require that benefits not be paid under the extended benefit
program to any individual who has less than 20 weeks of qualifyin
employment in the base period. It is estimated that this provision wiﬁ
reduce benefit costs by $120 million in fiscal 1981.

Eztended benefits not payable to persons who leace jobs voluntaril
or for misconduct.—When an unemployed worker has voluntarily le
his job without good cause. has been discharged for misconduct, or has
refused what the State agency considers a suitable job offer for him,
he becomes ineligible for benefits. However, in many States the dis-

ualification is lifted after a period of time. Other States continue the

isqualification for the duration of unemployment. The committee has
included a provision under which an individual who had been dis-
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ualified for one of these reasons could not be paid extended benefits

even though he may have been reinstated to regular State benefit
status because his State provides for only a limited period of disquali-
fication). This provision will result in benefit savings of $32 million
in fiscal year 1981.

Ezxtended bencfits not payable to persons refuxing any reaxonable
400 offer—Gicnerally. a worker qualifies for up to 26 weeks of benefits
if he was laid off from work for reazons other than his own misconduct
or his own voluntary decision to quit and if he rematins ready. willing.
and able to accept new cmployment. Newly unemployed workers are
not required to take any available job but are permitted to ~eck a job
which matches their previous experience, traiming, and earnings level.
After seeking such work unsuccessfully for a reasonable period of
time, however, individuals may be required to ~eek jobs not meeting
their full qualifications as a condition of continued benefit eligibility.
The committee amendment would establish a requirenaent that, as a
condition of eligibility for extended unemployment henefits, the unem-
ployed individual must be willing at that point to accept any job which
meets minimum standards of acceptability (such as Im.~iv health and
safety standavds. compliance with the Federal minimmum wage, and
other existing Federal standards). This provision will reduce program
costs by $94 million in fiscal year 1981,

SUPPLEMENTAL SECURITY INCOME (SSI) PROVISION

Limit SSI cligibility for individuals who disposc of resources.—
Under current law. the disposal or transfer of a resource prior to the
filing of an SSI application does not preclude eligibility, even though
the 1individual woqu be ineligible if he retained the resource. This 18
true with respect to cash and real or personal property although the
resource may have been sold for less dmn its market value. The com-
mittee provision would delay SST eligibility in the case of applicants
who dispose of resources for less than current market value 1if retain-
ing such resources would make them ineligible for benefits. The pro-
vision would make an individual ineligible to the extent that within
the two years prior to application he disposed of assets for substan-
tially less than their fair market value. This amendment would result
in estimated savings of £15 million in fiscal year 1981.

SOCIAL SERVICES PROVISION

Federal day care regulations.—When the Social Security Act was
amended in 1974 to establish a new title XX social services program,
a provision was included requiring that day care services provided
under State social services plans must meet the 1968 Federal Inter-
agency Day Care Requirements, with some modifications. However,
because of the controversial nature of those requirements, the Congress
also included a provision requiring the Secretary of Health and
Human Services to make a study of the appropriateness of the stand-
ards imposed by the legislation. and to submit a report of his findings
together with recommendations to the Congress prior to July 1, 1977.

In response to the concern expressed by a number of States that they
could not meet certain staffing requirements, which were to become
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effective October 1, 1975, the Congress enacted temporary legislation

delaying their implementation and providing, instead, that ay care

grovidcd with Federal funds must meet the stafling standards of the
tate. This temporary legislation was extended several times.

On March 19, 1980, the Department of Health and Human Services
issued final rules for day care, to become effective September 19, 1980.
These regulations are to apply to services funded under title XX and
title IV (WIN and child welfare services). .\ number of States have
expirussed concern about the cost and effect of implementing the new
standards. In view of this concern, the committee has included a pro-
vision to defer implementation of the new regulations for purposes
of Social Security Act programs until October 1, 1981, providing in-
stead that child care provided prior to thut date would be subject to
State standards. Savings are estimated at $20 million in fiscal year
1981.

TERRITORIAL PROVISION

Public assistance payments to territorial jurisdictions.—Under the
Social Security Act there is a dollar ceiling on Federal matching for
costs of cash assistance, administration and social services provided
under the programs of aid to families with dependent children and
aid to the aged, blind and disabled in the jurisdictions of Puerto Rico,
Guam and the Virgin Islands. The permanent ceiling under prior law
was $24 million for Puerto Rico, $1.1 million for Guam, and $0.8 mil-
lion for the Virgin Islands. The jurisdictions were limited to 50 per-
cent Federal matching. For fiscal year 1979, under temporary legisla-
tion cnacted in November 1978, the ceiling on Federal funds for the
jurisdictions was tripled, from $26 million to $78 million, and the

ederal matching percentage was raised from 50 percent to 75 percent.

H.R. 3434, as recently enacted, includes a provision which would
make permanent, beginning with 1980, the increases provided for the
jurisdictions in the earlier temporary legislation, that is, a tripling
of dollar ceiling amounts. The committee amendment would defer the
implementation of the full amount of these increases. Under the
amendment, the amount of the increase would be limited to one-fourth
of the total for fiscal year 1980 ($13 million rather than $52 million,
to allow some increase in the last quarter of 1980) and to one-half the
total for fiscal year 1981 ($26 miflion rather than $52 million). The
full amount of the increased funding would thus become effective be-
ginning with October 1, 1981. Estimated savings would be $39 million
1n 1980 and $26 million in 1981.

SOCIAL SECURITY PROVISIONS

Therce-month limit on retroactice benefits.—Individuals who apply
for benefits under the social security program are now allowed to back-
date their applications by as much as 1 year to claim benefits for months
prior to the actual date of application. The conunittee amendment
would limit retroactivity of applications to a period of 3 months. The
3-month period (as is the case with the present 12-month period) would
run from the date the application is filed and not from the date on
which a decision is made on the claim. It is estimated to reduce fiscal
year 1981 Federal expenditures by $150 million.
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Social security benefits for prisoners.—Under present law individ-
uals who are inmates of penal institutions or other incarcerated per-
sons, such as the criminally insane who are confined to mental insti-
tutions, may beceme vntitfed to social security benefits if they can
mect the several conditions required for benefits. The committee amend-
ment would restrict the payment of benelits to persons convicted of
crimes. Under the provision, benefits would not be payable to con-
victed felons except as specifically provided for by a court of law dur-
ing their participation in an approved program of rehabilitation which
is expected to result in their return to productive employment. The
amendment would also provide that a person may not be considered
a full-tine student for purposes of st u(l(-m benefits while he is incar-
cerated. Morcover, any disabling condition arising in the commission
of a crime would not be considered in determining whether an individ-
ual was under a disability for benefit purposes. A disabling condition
which arises while an individual is imprizoned could not qualify him
for disability benefits for so long as he remains in prison. This proposal
is estimated to reduce benefit costs hy $16 million in fiscal year 1981,

Reallocation of O ASDI taxcs between O ASI and DI trust funds.—
The optimum level of reserve in the social security trust funds has
generally been considered to be an amount equal to approximately
1-year’s benefit payments. Because of high inflation and other factors,
the funds in recent years have fallen far below these optimum levels.
The old-age and survivors insurance fund in particular has fallento a
level at which possible cash-flow problems could occur sometime in
1981. However, under current estimates, sufficient funds can be made
available to assure continuing cash flow capability for the cash benefit
trust funds through the end of 1981 and 1nto 19582 from the existing
cash benefit tax rate. To accomplish this. however, it is necessary to
reallocate the distribution of that tax rate for 1980 and 1981 between
the two cash benefit trust funds. While a reallocation of the social
security cash benefit tax rate does not have any direct budgetary
impact, the absence of such action would necessitate some other means
of providing adequate financing to maintain cash flow in the QASI
trust fund. Regardless of what funding source was used, any such
alternative metﬁod of meeting the cash flow requirements (e.g. a gen-
eral fund appropriation or an additional social security tax) would
result in an increase in budget authority at a time when the committee
is under reconciliation instructions to reduce budget authority. On
this basis, the committee has included an amendment to reallocate the
OASDI tax,

PROVISIONS RELATING TO MEDICARE AND MEDICAID

Hospital rouline cost limits.—The bill would establish a new
method of reimbursement for routine operating costs for hospitals
under the medicare and medicaid programns. The new mechanism, to
be eifeciive: July 1, 1980, would provide for incentive reimbursement
rewarding hospitals whose routine operating costs are below average,
and penafizing hospitals whose routine operating costs are substan-
tially above average. The bill requires the Secretary to appoint a
Health Facilities Costs Commission to recommend refinements in medi-
care and medicaid hospitals reimbursement.
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Closure and conversion of underutilized facilitics—The bill would
provide for including in short-term hospitals, reimbursement pay-
ments for increased operating costs and, in the case of nonprofit insti-
tutions, for increased capital costs, associated with the closing down or
conversion to approved use of underutilized bed capacity or services.

Coordinated audits.—The bill would provide for medicare, medi-
caid, and the maternal and child health programs to share findings
from a single audit where these programs reimburse the same entity
on the basis of its reasonable costs. .

Apportionme nt of procider costs.—The bill provides that medi-
care would not reimburse any institution for a disproportionately high
share of costs until evidence is produced which justifies a specific ad-
justment under given circumstances for given facilitics. The effect of
this amendment would be to make such modifications, efective April 1,
1980, in the 814 percent routine nursing cost differential that medicare
now pays to hospitals the modification wili be determined on the bases
of a study to be carried out by GAQO and will represent a more
equitable method of reimbwising for routine nursing costs.

Inappropriate hospital services—The bill would provide that in
certain cases medicare and medicaid payments to hospitals be made
at the average skilled nursing facility, intermediate care facility or
detoxification facility payment rate (as appropriate). rather than the
higher hospital rate, for patients medically determined by PSRO
reviewers to need the lower level of care rether than acute hospital
care. The bill would also authorize that benefits be provided and pay-
ment be made under medicare to qualified nonhospital inpatient de-
toxification facilities.

PSRO reciciwe of hospital adivissions routine tests and preoperative
stays.—The bill would direct PSRO’s to review arcas of frequent
overutilization (such as diagnostic tests routinely provided on ad-
mission without a physician’s order and weekend elective admissions
and preoperative stays for elective procedures in excess of 1 day) to
assure that payment 1s made under medicare and medicaid only where
such services are medically appropriate.

Ambulatory surgery.—The bill would permit medicare reimburse-
ment to be made to free-standing ambulatory surgical centers and
physicians performing surgery in their offices for the use of surgical
facilities needed to perform a listed group of surgical procedures.
Such procedures include those which are often provided on an inpa-
tient Easis but can, consistent with sound medical practice, be per-
formed on an ambulatory basis. Financial incentives to provide and
use this type of services are included.

Critcria for determining reasonable charge for physician serv-
ices.—The bill would modify existing medicare criteria for determin-
ing reasonable char, for physician services. It would require
calculation of statewide median charges (in any State with more
than one locality) in addition to the local prevailing charges. To the
extent that any prevailing charge in a locality was more than one-third
higher than the statewide median charge for a given service, it would
not be automatically increased each year.

Procedures for determining reasonable cost and charge (hospital-
based physician services and business services).—The bill would pro-
vide, except under certain specified circumstances, that compensation
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paid to contractors, employees or related organizations. consultants,
or subcontractors at any tier would not be recognized for medicare-
medicaid reimbursement purposes where the payments (in whole or
part, in cash or kind) are based upon percentage arrangements, Per-
centage arrangements involving payment to ho=pital based physicians
would nevertheless be recognized if the amount of reimbursement does
not exceed an amount that would reasonably have been paid under an
approved relative value schedule which takes into consideration the
physician’s time and effort.

Qutpaticnt scrcices charge limit—~The bill would vequire the
newly established Health Facilities Cost Commission to give priority
to the development of limitations on reimbursement for Tmspital out-
patient service costs. Further, the Sceretary would be required to issue
regulations providing for the establisliment of ~uch limitations.

Medicave liabitity in accident cases—"Tnhe bill would provide
that medicare not be the payor of first resort in cases where the patient
was involved in an accident and his care could be paid for under lia-
bility coverage of the individual who was at fuult or under no fault
msurance,

Access to and purchase of medicaid scrvices—The biil gives the
States greater discretion in arranging for care and ~ervices for medie-
aid recipients through cost-effective arrangements. Provision would
be made to assure that beneficiaries have reasonable aceess to services
(including emergency and elective services) that fully meet program
standards of quality. In addition, provision would be made to avoid
having an adverse effect on appropriate and necessary use of hospitals
with graduate medical education prograums.

Medicare hospital reimbursement :  periodic interim  poymerts
(PIP).—The bill amends the medicare periodic interim payment

PIP) procedure for hospitals so that payment would be withheld

uring September 1981, in order to increase the lag between rendition
of a service and payment for it to about six weeks. the delay experi-
enced by hospitals that u-e the standard billing method. The deferred
payments would be paid to the hospitals in October 1981,

Disallowance of State claims for Fedoial nuedicaid funds.—A\t
present, when a State’s claim for medicaid matching funds is dis-
allowed by the Federal Government, the State may appeal the deci-
sion and retain the funds that are in di~pute until a final determination
is made. The bill authorizes the Secretary of HHS to offset amounts
in dispute from other medicaid funds due the State until the appeals
process has been exhausted. If the final decision is in the State’s favor,
the Federal Government would repay the money to the State with
interest.

Reimbursement undcr medicaid for skilled nursing facilitics and
intermediate care facilitics—The bill amends section 249 of the Social
Security Amendments of 1972, which requires States to pay skilled
nursing facilities (SNF'<) and intermediate care facilities (ICF’s)
on a reasonable cost-related basis. This provision would be amended
to permit States, effective October 1, 1920, to develop their own pay-
ment systems for skilled nursing facility and intermediate care facility
services. The State would have to asswre the Secretary of HHS
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that its rates are reasonable and adequate to meet the costs incurred
by efliciently and economically operated facilities in providing care
and services in conformity with applicable State an Federal laws
and regulations. .\ State, at its option, could include as part of its
rate reasonable allowances in the form of incentive payments related
to eflicient performance and to attract investments necessary to assure
the reasonable availubility of services.

Home health ayency rcimburscment lindts—The bill limits al-
lowable costs for home health agency services under medicare to
amounts not in cxeess of the 73th percentile of weighted average
audited costs. These limits would be upplied separately to cuch type
of visit, ratlier than on an aguregate basis, when revisions in the
existing cost reporting procedures make this possible. The allowable
cost of skilled nursing visits and howme health aide visits may not
exceed medicaid skilled nursing facility per dicmn rates, hospital-based
fucility rates in the case of hospital-Dased home health agencies and
other skilled nursing facility rates in the case of norhospital-related
agencies.

Cdlewlating medicare reasonable charge s—Medicare reasonable
charges are updated in July of cach year to keep puce with economie
changes. Al bills that the medicare carrvier receives after the charges
are updated are, [therefore] paid at the higher. In effect, the amount of
the medicare payment often depends on how long the claimant delays
billing rather than on the charge levels in effect when the medical
service was provided. To eliminate this Inequity, the bill contains a
provision under which the medicare reasonable charges that are pay-
able would depend on the date the medical service was rendered rather
than the date the medicate claim was processed.

FUND TRANSFER PROVISION

Transfer jrom general funds to trust funds.—The social sceurity
and medicare programs are funded through carmarked payroll taxes
paid into the “i'u*a.sury. Amounts exactly equal to the tax collections
are appropriated out of the General Treasury and into the social
security and medicare trust funds under a permanent standing appro-

riation in the Social Security Act. Under the accounting system used

or purpuxs of the Budget Act. budget authority for trust fund
programs is considered 10 arise at the moment when the tax recelpts
are appropriated into the trust funds. As a result, the various savings
provisions approved by the committee in trust fund programs will
not result in a reduction in the 1981 budget authority for those pro-
grams although they do result in 1981 outlay reductions and do reduce
the amount of budget authority that will ultimately be needed to
operate the programs. In order to meet the reconciliation requirements
for fiscal 1951 degrt authority reductions, the committee agreed to
a provision under which $0.6 billion in ~ociai security and medicare
tax receipts which would otherwise be transferred to the trust funds
at the end of September 1981 will instead be transferred to the trust
funds after the end of that month. This will reduce budget authority
for fiscal 1981 by that saie amount.



T ST 2 T A 0 SR EXIE WIS TRETIF 2 Fogt B €0 SRR el

10

SPENDING REDUCTIONS UNDER FINANCE COMMITTEE PRO.
POSALS FOR RECONCILIATION PROCESS FOR FISCAL YEAR

1981 BUDGET RESOLUTION

{In millions)

Budgat
authority Outlays
Social security disability amendments (H.R.

3236). . e -$12 -$133
Social services amendments (H.R. 3434)..... —-92 -92
A. Unemplogment Compensation Provisions:

Sec. 601 Elimination of national trig- o
e 1) S
Sec. 602 Waiting period for benefits........... - g
Sec. 603 Optional State trigger................. -30
Sec. 604 Unemployment benefits for
ex-servicemen............ -43 -43
Sec. 605 Unemployment benefits for
Federal employees........ —11 -11
Sec. 606 Limit on extended benefits
for nonresidents.................... -46
Sec. 607 Extended benefits:
Not payable on the basis of less
than 20 weeks of employment............. -120
Not payabie to persons who leave
jobs voluntarily or for miscon-
duct.... ... ...l e -32
Not payable to persons refusing
any reasonable job............... ... ... .. -94
B. Sec. 611 Limit SSI eligibility for individ-
uals who dispose of resources.......... -15 -15
C. Sec. 621 Temporary suspension of Fed-
eral day care regulations................. -20 -20
D. Sec. 631 Public assistance payments to
territorial jurisdictions................... -26 -26
E. Social Security Provisions:
Sec. 641 Reallocation of OASDI taxes
between OASI and DI...... @ ...
Sec. 642 3-month limit on retroactive
benefits............ PR +5 —150
Sec. 643 Social security benefits for
prisoners.................. +1 -16
F. Health provisions: ) o
Sec. 651 Hospital routine cost limits. -10 -70
Sec. 652 Closure/conversion of un-
derutilized facilities................. -2

Sec. 653 Coordinated audits.......... -4
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SPENDING REDUCTIONS UNDER FINANCE COMMITTEE PROPOSALS

-l

RESOLUTION—Continued

[in millions]

= Ad

FOR RECONCILIATION PROCESS FOR FISCAL YEAR 1981 BUDGET

Budget
authority

Outlays

iR bR E R e

F. Health provisions—Continued

, Sec. 654 Appo?ionment of provider 3
§ costs..........coiaiiinntn. -
Sec. 655 Inappropriate hospital serv-

icCes............... FETTRO -33
Sec. 656 PSRO review of hospital ad-

missions routine tests and

preoperative stays........ -1
Sec. 657 Ambulatory surgery...................
Sec. 658 Criteria for determining

reasonable charge for

physician services..................
Sec. 659 Procedures for determining

reasonable cost/charge
(hosglta]-based physician
and business services).... +1
Sec. 660 Otllﬁp@ttnent services charge 2

imit........ . -

Sec. 661 Medicare liability in acci-

dentcases.............. .. +1
Sec. 662 Access to and purchase of

medicaid services......... -91
Sec. 663 Medicare hospital reim-

bursement: periodic in-

terim payments (PIP)..... +2
Sec. 664 Disallowance of certain

State medicaid claims..............
Sec. 665 Reimbursementunder med-

icaid for skilled nursing

and intermediate care

facilities.............. e -2
Sec. 666 Home health agency reim-

bursement limits.......... +3
Sec. 667 Calculating medicare rea-
. sonable charges.......... +6

Kl 23 Rt s B B TR 2 i TRt g0 o b 8 B0 K X il Rl ¢ k2

[ P

G. Sec. 671 Transfer of funds to trust funds.. —600 .

-151

—25
-5

Total.......oooiiiiiiiii —943

! Based on economic assumptions used in First Budget Resolution; anticipate4

reestimates will result in savings.

3 Without reallocation, increase in budget authority would be required.

Source: Congressional Budget Office.

€e-52 0 - 80 - 2
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IL General Discussion of Finance Committee Amendments

A. Provisions ReLATED 1o UNEMPLOYMENT CoMPENSATION (PART
A oF TitLe VI)

ELIMINATION OF NATIONAL TRIGGER UNDER THE EXTENDED BENEFITS
PROGRAM

(Section 601 of the Bill)

Present law.—TIn most States, unemployvment benefits are payable
under the regular State program of unemployment compensation for
a maximum of 26 weeks. The costs of these regular benefits are financed
entirely from State unemplovment taxes. In times of high unemploy-
ment. however. the Federal-State Extended Unemployment Com-
pensation program becomes eperative. This program provides for an
additional benefit duration for workers who have exhausted their
entitlement to regular State benefits. Benefits are payable under the
extended program for half as many wecks as benefits were payable
under the regular program. In other words. when the extended pro-
gram is in effect. unemployed perzons can receive up to 13 additional
weeks of benefits for an overall maximum of 39 weeks. Half of the cost
of extended benefits is paid for from State unemployvment taxes and
half of the cost is borne by the Federal Unemployment Tax.

Present law provides for the extended benefit program to be opera-
tive in any State when the insured unemployment rate (the number
of persons receiving unemplovment benefits as a percentage of persons
working in jobs covered by the program) is sufficiently high under
any one of three tests or “trigaers.” Under the basic State trigger.
the program is in operation when the insured unemployment rate
for the State is at least 4 percent and that State’s insured unemploy-
ment rate is at least 20 percent higher than the average insured un-
employment rate in that State during the comparable period in the
two prior years. If the State insured unemploynent rate is not at
least 20 percent above the rate for the 2 prior vears. a State may
nevertheless elect to have the extended bhenefit program become
effective whenever the State insured unemplovment rate reaches a
trigger level of 5 percent. In addition to the hasic and optional State
trigger provisions, present law also includes a national trigger. When
the national insured unemplovment rate is at a level of 4.3 percent
gr higher, the extended benefits program must be operated by all
States.

Committee amendment—The committoe amcndment would elimi-
nate the national trigger for paying extended unemployment benefits.
Unemployment benefits are provided in order to protect workers
against the involuntary loss of income that occurs when they lose their
jobs and for the period thereafter while thev are trying to obtain new
employment. In times of high unemployment, the availability of jobs
is curtailed and the competition for thein is increased. At such times,
it is likely that an unemployed worker will need more time to find a
new job. This relationship between the overall level of unemploymezai
and the amount of time it takes to find a new job is the basic justifica-
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tion for a program of extended benefit duration. The committee be-
lieves. however. that that relationship is more properly reflected in
the State triggers than in the national trigger. When a worker becomes
unemployed. the question of how long he will have to search for new
employment is dependent upon the availability of, and competition
for, jobs in the area where he resides, not upon the national average
unemployment situation.

When the extended unemployment compensation program was
originally enacted in 1970, extended benefits conld be triggered on for
an individual State only if the State insured unemployment rate was
both 4 percent and was at least 20 percent higher than in the 2 pre-
ceding years. In the case of a prolonged national recession, States
would be unable to meet the 20 percent higher™” requirement even
though they might be experiencing a very high level of insured unem-
ployment. For this rea<on. the national trigger did ~erve as an im-
portant safeguard under that original legislation. In the 1976 amend-
ments, however. the law was changed to provide for an optional alter-
native State trigger based on an absolute State insured unemployment
rate of 3 percent. The committee believes that that change in the law
eliminated the need for a national trigger.

The elimination of the national trigger for extended benefits is
effective as of October 1. 1980. No savings are now estimated for this
item for fiscal yvear 1981 because the national trigger would not have
been reached this yvear under the CBO assumptions which were used
to develop the budget resolution. In fact. however. it now seems likely
that CBO reestimates later this year will indicate that the national
trigger level will be reached. At that time, the provision will repre-
sent a savings of several hundred million dollars for fiscal year 1981.
This provision was previously approved by the committee and passed
by the Senate as an amendment to H.R. 4612.

WAITING PERIOD FOR BENEFITS
(Section 602 of the Bill)

Present law.—Although there are certain Federal requirements
which State unemployment compensation programs must meet, States
have broad discretion to determine qualifying requirements, benefit
amounts, and duration of regular benefits. Most State unemployment
compensation laws provide that no benefits will be payable for the
first week in which the worker is unemployed and otherwise eligible.
Twelve States. however, do not now provide for such a “waiting week.”
These are: Alabama. Connecticut, Delaware. Iowa, Kentucky, Main
Maryland, Michigan. Nevada, New Hampshire, Pennsylvania, an
Wisconsin. Three other States (New York. Rhode Island, and Geor-
gia) have a waiting week but will pay benefits for that waiting week
in some circumstances, and nine States (Hawaii, Illinois, Lousiana,
Minnesota. Missouri. New Jersey, Ohio, Texas, and Virginia) %ay
compensation for the waiting week retroactivelv after the worker has
experienced a specified duration of compensable unemployment.

Committee amendment.—The committee recognizes that eligibility
and benefit provisions of the unemployment compensation program
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have, with relatively few exceptions, been left to State discretion, and
the committee does not wish to depart from that general practice by
requiring that all States establish a waiting week for benefits. At the
same time, the committee notes that a large majority of States do have
a waiting week and most States do not make exceptions or pay retro-
actively for the waiting week. The existence of a waiting week does
not impose an undue hardship since maost workers will have some
resources to fall back on for the very early stages of their unemploy-
ment. It does, however, have a very iimportant positive effect in that
it gives the uremployved worker a stronger financial incentive to seek
reemployment immediately. The committee feels that most States have
properly concluded that the system should convey the message that
the priority is: 1) look for a new job and 2) apply for unemployment
benefits, rather than the reverse,

Under present law. the Federal statute actually tends to reward
States which have elected not to have a waiting period. In such States,
50 percent Federal funding for extended unemployment benefits
begins with the 27th weck of a worker's unemplovment. while in
States with a waiting period such funding begins with the 28th week
of a worker’s unemplovment. The committee believes that this fiscal
incentive should be modified so as to favor States which do utilize
the waiting week rather than States which do not. The committee
amendment provides that there will be no Federal matching of ex-
tended unemployment compensation for the first week in which such
compensation is payable unless the State law provides for a waiting
week (and does not make payment for the waiting week on a retro-
active basis). (The same rule would apply to the first weck of sharable
regular compensation in States which provide more than 26 weeks
of regular benefits.) In other words, if a State pays benefits for the first
week of unemployment (on either a current or retroactive basis). the
first week of extended benefits after the worker exhausts his regular
benefit eligibility would be funded entirely from State funds and
Federal matching would apply to the second through the thirteenth
week of extended benefit eligiY)ility.

This provision is also included in H.R. 4612, as previously approved
by the committee and the Senate. The provision, which is effective
October 1, 1980, is estimated to save $25 million in fiscal year 1981.

STATE OPTION AS TO CRITERIA FOR STATE “ON” AND “OFF” INDICATURS

(Section 603 of the Bill)

Present law.—As explained in the description of section 601 above,
one of the three “trigger” situations in which extended benefits may
be payable is the optional State insured unemployment rate of 5
percent. Prior to the 94th Congress, permanent law provided for ex-
tended benefits to be payable on a State-by-Siate basis only under
the mandatory trigger of a State insured unemployment rate of 4
percent or more which was aiso at least 20 percent above the rate
which the State had experienced during a comparable period in the
2 prior years. Because that requirement prevents benefits from being
payable in States with high but persistent levels of unemployment,
temporary legislation had been enacted on several occasions to waive
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the 20 percent higher” requirement. To meet this problem on a per-
manent basis, the 1aw was amended to give cach State the option of
triggering into the program at a 5 percent msured unemployment rate
without regard to now that tevel of unemployment compared witn
prior years. ' )

Conunitice ame ndment.—Inasmuch as the 5 percent State trigger 1s
optivnal witn the States, the committee sees no reason why dtates
should not be given the additional flexibility to set the trigger level ut
waatever level of msured unemployment which the State may find
appropriate so long us it is at least 3 pereent. At the time the optional
5 percent State trigger was under consideration by the Congress, there
wus disugrecment as to the most appropriate level and the Senate
version ot that legislation provided for a trigger level of 6 percent.
Since the question of whetier to pay benefits at all under this trigger
has been left to the States, it seeins reasonable to give the States this
additional flexibility to set the trigger at 5, 515, 6 or whatever per-
cent they find most appropriate.

This provision is aiso included in ILR. 4612, It would reduce pro-
gram costs in fiscal 1951 l?' 930 million. It would Le cffective with
respect to weeks of unemployment beginning after October 1, 1980.

FEDERAL SERVICE OP EX-SERVICEMEN
(Section 604 of the Bill)

Prcsent laie—Under a special provision of Federal law, States pay
unemployment benefits to recently discharged servicemen. These
benefits are fully reimbursed to the States out of Federal general reve-
nues. Benefits are payable provided that the discharge was not dis-
honorable or for bad conduct and provided that the individual com-
E{etcd at least 90 days of active service (uniess discharged earlier

rcause of a service-incurred injury or disability).

Committee amendment.—The committee understands that benefits
are being paid under this provision in a very substantial number of
instances in which individuals are leaving military service after quite
short periods of service—well below the ordinary term of an enlist-
ment. While there are a variety of reasons why enlistments are termi-
nated early, the committee believes that compensation for ex-service-
men 1is primarily intended to be available to those who have com-
pleted more substantial periods of service. The committee amendment
would modify existing law to extend from 90 days to one year the
minimum length of service generally required to qualify for fed-
erally funded compensation payments. It would be effective Octo-
ber 1, 1980.

This provision is also in H.R. 4612, It would save $13 million in
fiscal 1981.

BENEFITS ON ACCOUNT OF FEDERAL SERVICE TO BE PAID BY EMPLOYING
FEDERAL AGENCY

(Section 605 of the Bill)

Present law.—Under present law, individuals who are terminated
from Federal employment (or partially terminated) may apply for
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benefits with the State agency of the State in which their Federal
employment was located. Unemployment benefits are payable to such
individuals under the same rules and procedures as apply to indi-
viduals in that State who lose jobs in private employment. To the
extent that benefits are based on Federal employment, the State is
reimbursed by the Federal Government (out of appropriated funds)
for the benefit costs. The Federal costs of benefits for former employees
are appropriated into a single account as a part of the annual Labor-
HHS Appropriations Act.

Commaittee amendment.—An important element in the unemploy-
ment compensation program in the States is the experience-rating
systemm which provides a strong incentive for employers to avoid
unnecessary employee turnover and to monitor claims for unemploy-
ment to assure that awards are not being made by the State agency
to persons not entitled to benefits. Under existing law this same type
of incentive does not exist for Federal agencies since they have no
fiscal stake in the question of whether or how much unemployment
compensation is paid to their employees. The costs of such compensa-
tion is borne by a government-wide account which is not reflected in
individual agency budgets and therefore not subject to any effective
review by the appropriations subcommittees responsible for monitor-
ing these budgets.

The committee amendment would modify this arrangement by
providing that the budget account from which States are reimbursed
would receive its funding not from a single direct appropriation but
rather from pavments made by each agency out of that agency's
appropriation. This should make each agency more aware of the
need to monitor, and in appropriate cases contest, benefit. claims of
former employees in order to avoid excessive costs which would have
to be absorbed from other parts of the agency’s budget.

Under the committee amendment, a separate account for Federal
em[l)\loyee benefits would be established. This account would be placed
within the Unemployment Trust Fund but would be funded entirely
from general revenues. It would operate on a revolving fund basis
starting with a transfer to the account on September 30, 1980, of the
amounts that have already been appropriated to pay for Federal
employee unemployment benefits. Starting on that same date. States
would be reimburred out of this account for their henefit payments to
Federal employees. The employing agencies would. in turn, be re-

uired to reimburse the account out of their individual appropriations.

dditional appropriations could be made to the account to assure an
ader*uate working balance and any excess amounts in the account
would be transferred back to the general fund of the Treasury.

Although the change becomes effective as of October 1, 1980, the
committee recognizes that it will take some time and effort for the
Labor Department to begin making determinations as to the amounts
owed the account by each agency and for the readjustment of budgets
to accommodate this change. For this reason. the amendment is in-
tentionally drawn in a manner which does not mandate a particular
time limit within which determinations and reimbursements must be
made. The amendment provides that agencies will make transfers to
the account on a quarterly basis reflecting what they owe the account
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on the basis of Labor Department determinations which have been
completed as of the start of that quarter. While this does provide
great leeway to the Department in implementing this provision, the
committee intends that the Department should move as quickly as
feasible to begin implementation and should assure that agencies are

romptly made aware of the fact and purpose of this change in the
aw,

This provision was included in H.R. 4612. It would result in esti-
mated savings of $11 million in fiscal year 1981,

LIMITATION ON EXTEXNDED BEXNEFITS FOR NONRESIDENTS

(Section 606 of the bill)

Present lawe.—Under present law, States are required to pay unem-
ployment benefits to individuals who meet the State qualifving re-
quirements even if they are or become residents of another State. If
an individual works and qualifies for benefits in a State in which the
extended uncmployment program is in effect. that State will be
required to pay him such benefits (so long as he meets the require-
ments for them) even if he has changed his residence to a State in
which the extended program is not in operation (because the new
State of residence has a lower rate of insured unemployment).

Comumittee amendnent.—The committee amendment would limit
benefits in the case of persons who change their State of residence.
If an individual changes his State of residence after the beginning
of a period of unemplovment during which he would otherwise

ualify for extended benefits, no extended benefits will be payable if
the new State of residence is one in which the extended benefit pro-
gram is not triggered on.

Extended benefits are intended to allow individuals additional
time to find new employment inasmuch as employment opportunities
are more diflicult to find in States where therve is a high level of un-
cmployment. When an individual moves from such a State into a
State with a relatively lower level of unemplovment. the justification
for continued payment of extended benefits would scem to be elimi-
nated. In many cases. such a move would be premised precisely on
the availability of employment in the new State. To allow some period
of transitional readjustment. however. the committee provision would
not apply to the first two weeks after the individual takes up resi-
dence in the new State. This same provision was included in H.R.
4612. It would be effective October 1, 1980, and is estunated to save
$46 million in fiscal year 1981.

LIMITATION ON PAYMENT OF EXTENDED UNEMPLOYMENT BENEFITS
(Section 607 of the bill)

Present law.—Under existing law, regular State unemployment
benefits are payable out of State unemployment payroll taxes to work-
ers who are involuntarily unemployed and who are willing and avail-
able to accept employment which is consistent with their abilities and
prior work experience. Generally, States pay beuefits for 8 maximum
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of 26 weeks. In times of high unemployment, an extended benefits pro-
gram beconmes effective. Under this program up to 13 additional weeks
of benefits are payable. The benefits are funded half from State pay-
roll taxes and half from the Federal unemployment tax. Under present
law, each State establishes the qualifying requirements for regular
benefits and individuals who meet those requirements are automatically
eligible for Federal-State extended benefits if the extended benefits
program is in effect.

All States establish certain prior employment requirements to estab-
lish eligibility for benefits. While some States have established rules
that allow benefits only for persons with a substantial earnings history,
other States require much less previous work. This can result in ex-
tended benefits being paid to an individual who has qualified on the
basis of a minimal period of employment.

When an unemployed worker has voluntarily left his job without
?od cause, has been discharged for misconduct, or has refused what
the State agency considers a suitable job offer for him, he becomes in-
eligible for benefits. However, in many States the disqualification is
lifted after a period of time. Other States continue thesfilxsqualiﬁcation
for the duration of unemployment. A recent research study by SRI
International concluded that the average length of unemployment
tends to be lower in States which impose disqualification for the dura-
tion of unemployment.

Generally, a worker qualifies for benefits if he was laid off from
work for reasons other than his own misconduct or his own voluntary
decision to quit and if he remains ready, willing, and able to accept
new employment. For the benefit of both the worker and the labor
market, newly unemployed workers are not required to take any avail-
able job but are permitted to seek a job which matches their previous
experience, training. and earnings level. After seeking such work un-
successfully for a reasonable period of time, however. individuals may
be required to seek jobs not meeting their full qualifications as a con-
dition of continued benefit eligibility.

Committee amendment.—The amendment proposed by the Commit-
tee on Finance would establish certain limitations on the payment of
Federal-State extended benefits to unemployed workers. For the most

art, Federal law has left to the States the discretion of establishing

nefit qualification rules since regular unemployvment benefits are en-
tirely financed from taxes imposed by State legislatures. However, in
recent years, very substantial costs have been incurred to pav extended
benefits. Half the cost of these benefits is borne from the Federal un-
employment tax which is paid by all employers including those in
States where the extended benefits program is not in operation. A very
significant part of the cost of the extended benefits program has also
been paid from interest-free loans from the Federal Treasury to a
number of States that have not fully funded the heavy benefit costs
of recent yvears. For these reasons and because benefits payable for a
period in excess of six months have a somewhat different character
from benefits payable during the first few weeks after unemployment
occurs, the committee recommends an amendment designed to better
target these lon:r-term benefits to individnals who become unemployed
after substantial attachment to the work force and who are clearly
making all reasonable efforts to return to work.
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The first part of the committee provision would require that bene-
fits not be paid under the extended benefit program to any individual
who has less than 20 weeks of qualifying employment in the base

riod. It is estimated that this provision will reduce benefit cost by

120 million in fiscal 1981.

Under another part of this provision, extended benefits would not
be payable to an individual who had been disqualified for refusing em-
Kloyment. or because he quit voluntarily or lost his job by reason of

is own misconduct (even though he may have been reinstated to
regular State benefit status because his State provides for only a lim-
ited period of disqualification). This change will result in benefit sav-
ings of $32 million in fiscal year 1981.

The committee amendment would also establish a requirement that,
as a condition of eligibility for extended unemployment benefits, the
unemployed individual must be willing at that point to accept any
jobw icfz meets minimum standards of acceptability.

For the purposes of the extended benefits program, any work would
be considered suitable if it:

was within the capabilities of the claimant;

met the conditions of present Federal law;

met the conditions of State law and practices pertaining to suit-
able or disqualifying work that are not inconsistent with the pro-
visions of this section, such as not requiring an individual to take
a job that involves traveling an unreasonable distance to work or
poses an unreasonable threat to the individual's morals, health
or safety;

Eaid wages at least equal to the Federal or, if higher, any appli-
cable State or local minimum wage;

paid gross average weekly remuneration equal to the individ-
ual’s weekly unemployment compensation benefit. plus any “Sup-
plemental Unemployment Benefits™ (SUB) to which tge indi
vidual might be entitled because of agreements with previous
employers: and

was listed with the State employment service or offered in writ-
ing. (A written job coffer would involve a written statement as to
the availability of the job and the hours and wages it involved.
It would not have to include other details such as a description of
fringe benefits.)

State agencies would be required to refer claimants of emergency
benefits to any job that would (ll)e considered suitable for the individual
under the provisions of this section.

If, however. an individual furnishes satisfactory evidence to the
State agency that his or her prospects for obtaining work within a
reasonably short period in his customary occupation are good, the
determination of whether any work is suitable for the individual would
be made in accordance with Stare law and practices pertaining to suit-
able or disqualifying work rather than the provisions of this section
pertaining to suitable work. .An example of the type of evidence re-
quired would be a recall notice from a former empioyer.

A similar requirement was previously enacted in the legislation ex-
tending the now-expired Emergency Uncmployment Compensation
Act of 1974. This provision will reduce program costs by $94 million
in fiscal year 1981.
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B. SurrLEMENTAL SecuriTy INcoMe Provisions
(Paxr B or TiTLE VI)

LIMIT ON DISPOSAL OF ASSETS FOR PURPOSES OF SSI ELIGIBILITY
(Section 611 of the bill)

Preseit law.—Under current law, the disposal or transfer of a re-
source prior to the filing of an application for benefits under the
supplemental security income program does not preclude eligibility,
even though the individual would be incligible if he retained the
resource. This is true with respect to cash and real or personal property
although the resource may have been sold for less than its market
value or even given away.

The committee has been told that transfers of this type frequently
occur, particularly in cases where an aged individual may face sub-
stantial medical expenses. For example, in connection with protracted
nursing home care, by transferring assets to a relative, the individual
qualifies not only for SSI but also for medicaid. Morcover. under cer-
tain court decisions, the absence of an SSI provision in this area has
been found to lead to similar problems in connection with the medically
needy segiuent of the medicaid program. (The committee does not in-
tend that its recognition of the existence of these court decisions should
be construed as agreement that they are correct.)

Committee amendment.—The committee believes that it is inap-
propriate for the public assistance programs to be burdened with the
assumption of the support and medical care of individuals who have
ample personal resources. For this reason. the committee amendment
would require that any resources which an individual has given away
or sold for less than fair market value would still be considered as
available for his support. during the 2 years following the transfer
of the asset. The amount considered to be available for ~upport would
be the value of the transferred asset less any comnpensation received
for it. The committee recognizes that there may be cases in which such
a transaction takes place 1n good faith and unfore~cen circumstances
subsequently require an individual to apply for assistance. The com-
mittee believes that such a situation would be quite rare: however,
the provision would allow the rebuttal of the presumption that a
transfer of assets was made in order to qualify for bem-!its or ussist-
ance. The burden of proof in such cases would te on the individual and
would require a clear showing that at the time the tran-fer took place
there could not have been reaonable expectation that SXI or medicaid
benefits would be needed.

The committee is aware, as indicated above. that certain courts
have held that the absence of a provision of this type in the SSI
statute precludes States from applying such a rule in “medically
needy” cases. The adoption of this provision will remedy the problems
this has created for the States. However. the committee does not intend
that its adoption of this rule for SSI recipients should require States
to apply exactly the same provisions in *“medically needy” cases. States
that determine medicaid eligibility on the basis of January 1972 plans
could also apply this limitation.
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C. SociaL Services ProvisioN (Parr C of TitLe VI)

FEDERAL DAY CARE REGULATIONS
(Section 621 of the bill)

Present law.—A provision was included in the original title XX
legislation to require that day care services provided uncer State social
services plans must meet the 1968 Federal Interagency Da?v Care
Requirenients, with some modifications. However, because of the con-
troversial nature of those requirements, the Congress also included a
provision requiring the Secretary of HWealth and Human Services to
make a study of the appropriateness of the standards imposed by the
legislation, and to submit a report of his findings together with recom-
mendations to the Congress prior to July 1, 1977,

In response to the concern expressed by a number of States that
they coufd not meet certain stafling requirements, which were to become
effective October 1, 1975, the Congress enacted temporary legislation
delaying their implementation auﬁ providing, instead, that day care

rovided witii Federal funds must meet the staffing standards of the
State. This temporury legislation was extended several times.

On March 19, 1980, the Department of ilealth and Human Services
issued final rules for day care. to become effective September 19, 1980.
These regulations are to apply to services funded under title XX and
title IV (WIN and child welfare services). The regulations contain
requirements which cover the following areas: program of activities,
Lealth and safety, physical environment, stafl training. group composi-
tion (including stafling requirements), parent involvement, social
services, nutrition, and the role of State agency administration. Ac-
cording to the Department, the estimated average cost of care provided
in a child care center under the new regulatioas 15 $3,500 per child
year. This includes direct costs of providing care as well as administra-
tive, training, medical, and other costs related to the provision of care.

Committce amendment.—\ number of States have expressed concern
about the cost of implementing the new standards. indicating that the
believe that their enforcement will result in reducing the available
supply of care, particularly for low income families, who are the

rimary recipicnts of Health and Human Services funded care. It
1as also been observed that some States are already experiencing dif-
ficulties in finding day care centers to serve children, and that without
money to pay for stricter requirements, the ditficulties of finding care
will ﬁe increased. The result could be to force AFDC mothers to
forego employment. and increase the likelihood that they will remain
on welfare. In addition, some States are apparently giving considera-
tion to eliminating the use of Federal fumi)s for day care services in
order not to be required to meet the new standards.

In view of these concerns. the committee agreed to defer implemen-
tation of the new regulations for purposes of Social Security Act pro-
grams until October 1. 1981. The committee amendment provides in-
stead that child care provided prior to that date would be subject to
State standards. This would allow time for further consideration of
legislation to modify the proposed standards or to provide additional
resourves to enable States to meet those standurds. Savings are esti-
mated at $20 million in 1981.



E bl L S

T E - e

Wb e Plel 1o - -

LR 3

ne i Aw g

Wihade A hEb e e’ wal Y00 WL B R (1

D. ProvisioN RerLatiNag 10 Fexping or TERRITORIAL ProOGRAMS
(Parr D or Trrre VI)

PUBLIC ASSISTANCE PAYMENTS TO THE TERRITORIES

(Section 631 of the Bill)

Present law.—Under existing law there is a dollar ceiling on Fed-
eral matching for costs of cash assistance, administration and social
services provided under the programs of aid to families with depend-
ent children and aid to the aged. blind and disabled in the jurisdictions
of Puerto Rico, Guam and the Virgin Islands. The annual permanent
ceiling is $24 million for Puerto Rico, $1.1 million for Guam, and $0.8
million for the Virgin Islands. The jurisdictions are limited to 50 per-
cent Federal matching.

For fiscal year 1979, under temporary legislation enacted in Novem-
ber 1978, the ceiling on Federal funds for the jurisdictions was tripled,
from $26 million to $78 million, and the Federal matching percenta
was raised from 30 perceni to 75 percent. As can be seen from the
table, these increases did not result in a general increase in welfare
payment standards. Instead, statistics show that special pavments were
made to individuals who were already receiving welfare. Puerto Rico,
for example, amended its State plan to provide a special allowance for
furniture, household replacement, and personal items, including cloth-
ing, not in the basic allowance. This resulted in a 652 percent increase
over the prior month in the AFDC average payment per family in
June 1979, and an increase of 1.548 percent in the month of September
for persons who were already on the AFDC rolls. Puerto Rico’s aver-
age payment per family for September was $756.79, compared with a
national average per familv of $277.48. The average payment amount
declined to former leve's beginning with the first month in fiscal
year 1980.
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AFDC PAYMENTS iN PUERTO RICO, GUAM, AND THE VIRGIN
ISLANDS, APRIL-NOVEMBER 1979

A. Puerto Rico

Amount of assistance

Average Percent in-
Number of payment crease over
Month tamilies per family  prior month
April. ... ... L. 41,597 $46.71 ............
AY e e 41,247 46.21 ég
June........ ... 40,572 347.62 +6
July. ..o 40,281 47.98 "
August........................ 40,201 45.9 1
September.................... 40,530 756.79 +1,5
October....................... 40,978 55.85 8
November..................... 43,834 47.23 1
% Virgin Islands
ﬁ)ril .......................... 964 $158.69 ............
AY e 964 325.29 +105
June........... .. 968 152.97 8
July. ..o 964 150.77 !
August........................ 966 195.87 +30
September.................... 951 194.36
October................o... 954 147.24 1
November..................... 959 146.38 ¥
C. Guam
April.. . ... ... 1,244 $204.03 ............
- ) 1.268 203.17 v
June. ... 1,295 203.35
July. .o 1, 1286 203.58
August........................ 1,260  204.49 (?
September.................... 1, 1258 206.46 +
October............c.......... 1, '295 207.30 8
November..................... 1, 1292 206.96 !

1 Decrease.
! Less than one-half percent increase.
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ASSISTANCE PAYMENTS TO THE AGED, BLIND, AND DISABLED
IN PUERTO RICO, GUAM, AND THE VIRGIN ISLANDS,
APRIL-NOVEMBER 1979

A. Puerto Rico

Amount of assistance

Average Percent
Number of payment per increase over
Month recipients recipient prior month
April. ... ... 37,684 $17259 ... .......
AY e 37,793 17.62 ;3
June.................. .. 38,091 82.86 +3
July. ..o 37,815 17.75 ")
August........................ 37,655 17.32 Oéz
September.................... 37,495 201.91 +1,
October................ e 37,704 17.93 8
November..................... 38,802 17.52 '
B. Virgin Islands
April. ... . 415 $76.75 ............
AY . 412 176.00 +129
June............ . 419 75.27 8
July. ... 413 74.94 !
August. ... ................... 416 95.99 +28
September.................... 406 94.97 1
October....................... 405 72.47 !
November..................... 403 72.15 }
C. Guam
April. .. ... . 870 76.70 ............
) 2 882 76.94 3
June............ . 886 77.36 3
July. .o 897 77.49 3
August........................ 895 77.69 s
September.................... 889 77.89 :
October....................... 884 77.86 !
November..................... 898 77.66 !

1 Decrease.
? Increase less than one percent.
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Committcs amendment.—H.R. 3434, as recently enacted, included &
provision to make permanent, beginning with 1980, the increases pro-
vided for the jurisdictions in the earlier temporary legislation, that
is, a tripling of dollar ceiling amounts. The committee un:l:iment
would defer the implementation of the full amount of the increases.
Under the committee agreement, the increase would be one-fourth of
the total for fiscal year 1980 ($13 million rather than $52 million, to
allow some increase in the last qusrter of 1980), and one-half the total
for fiscal year 1981 ($26 million rather than $52 million). The full
amount of the increased funding would thus become effective beginning
with October 1, 1981. This would give these jurisdictions time to
develop a plan to provide for an equitable distribution of their in-
c funds. Estimated savings would be $39 million in 1980 and
$26 million in 1981.

E. ProvisioNns ReratTiNG TO OLD-AGe, Survivors, AND Disaswmrry
INsuraNCE PrograMs (Pakt E or Trrie VI)

REALLOCATION OF OASDI TAXES BETWEEN OASI AND DI TRUST FUND@

(Section 641 of the Bill)

Present law.—The optimum level of reserve in the social security
trust funds has generally been considered to be an amount equal to
approximately 1 year's benefit payments. Because of high inflation and
other factors, the funds in recent years have fallen far below these
optimum levels. Although the 1977 amendments sought to restore
somewhat the financial condition of the funds, adverse economic con-
ditions have caused the reserve levels to continue to decline. The old-
af and survivors insurance fund in particular has fallen to a level at
which possible cash-flow problems could occur sometime in 1981.

Committes amendment.—The financing of the social security pro-
gram will require detailed review next year. Under current estinates,
sufficient funds will be available to assure cuntinuing cash flow capa-
bility for the cash benefit trust funds through the end of 1981 and into
1982 from the existing cash benefit tax rate. However, it will be neces-
sary to realiocate the distribution of that tax rate for 1980 and 1981
between the two cash benefit trust funds. (This reallocation would
have no impact on the medicare trust funds.) While a reallocation of
the social security cash benefit tax rate does not have any direct budg-
etary impact, the absence of such action would necessitate some other
means of providing adequate financing to maintain cash flow in the
OASI trust fund. Regardless of what funding source was used, any
such alternative method of mceting the cash flow requirements (e.g. &
general fund appropriation or an additional social security tax)
would result in an increase in budget authority at a time when the
committee is under reconciliation instructions to reduce budget author-
ity. The committee therefore has included a reallocation of the OASDI
tax asshown below.
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CASH BENEFITS SOCIAL SECURITY TAX RATES—EMPLOYER AND
EMPLOYEE, EACH

{tn percent]
Present law Committee amendment
Total Total
Year OASH Dl tax OASI DI tax
1980........ 4.33 0.75 5.08 4.52 0.56 5.08
1981........ 4525 .825 535 4.70 .65 5.35

CASH BENEFITS SOCIAL SECURITY TAX RATES—
SELF-EMPLOYED PERSONS

[in percent]

Present law Committee amendment
Total Total
Year OASI Dl tax OASIH Dl tax
1980........ 6.01 1.04 7.05 6.2725 0.7775 7.05
1981........ 6.7625 1.2375 8.00 7.025 975 8.00

END-OF-YEAR CASH BENEFIT FUND BALANCES

[As a percent of followiryg year outgo]

Present Law Committee amendment
Combined Combined
Year OASI Dl funds OASI DI funds
1980........ 15 44 18 18 20 18
1981........ 6 61 12 12 13 12

Note: Estimated by Social Security Administration actuaries.

LIMIT RETROACIT7E BENEFITS TO 3 MONTHS

(Section 642 of the Bill)

Present law.—Individuals who apply for benefits under the social
security program are now allowed to effectively backdate their appli-
cations by as much as 1 year to claim benefits for months prior to the
actual date of application.
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Committee amendment.—In the last Congress, the administration
submitted a recommendation with its fiscal 1979 budget to change this
provision so as to limit retroactivity of applications to a period of
3 months. The old-age, survivors, and disall))ility insurance program
is intended t> provide a source of monthly income for persons vﬂgéa
support in the form of wages of an insured worker is reduced because
of that worker’s death, cﬁability, or retirement. Ordinarily, indi-
viduals who may be eligible for benefits apply for benefits promptly
upon becoming eligible or even some months in advance of eligibility.
In some instances, however, an individual may not file an appﬂcation
until after eligibility has already existed for some time. \ period of
retroactivity Frior to the month of application is provided to protect
against loss of benefits based on delavexf filing which may have resulted
from circumstances beyond the individual’s control. The committee
believes that a retroactivity period of 3 months prior to the month
of application should provide ample opportunity for individuals to
meet the program's filing requirements. The 3-month period would
rur from the date the application is filed and not from the date on
wlich a decision is ma(& on the claim. The committee amendment
includes this provision. It is estimated to reduce fiscal year 1981
Federal expen(i)itures by $150 million.

SOCIAL SECURITY BENEFITS FOR PRISONERS

(Section 643 of the Bill)

Fresent law.—Individuals who are inmates of penal institutions or
other incarcerated persons, such as the criminally insane who are con-
fined to mental institutions, may become erntitled to social security
benefits if they can meet the several conditions required for benefits.
The fact that they have been convicted of crimes and are incarcerated
or are otherwise 1nstitutionalized does not interfere with their rights
to benefits. This is in contrast to the old public assistance programs cf
the act (titles I. X. XIV) uand the new =upplemental security
income program (title XVI), all of which cxplicitly deny payments
to an inmate of a “public institution.” (That exclusion applies to

rison inmates and also to other individuals who are residing voluntar-
ily or involuntarily in institutions maintained by public funds.)

Two related social security provisions of current law and regula-
tion, however, do authorize the withholding of benefits to persons con-
victed of certain crimes. One originated as an amendment to the Social
Security Act in 1956, which allows a judge, as part of a sentencs, to
deny payment of social security benefits of any type to an individual
convicted of subversive crimes against the U.S. (iovemment (espio-
na§e, sabotage, treason, sedition, etc.).

he second provision. provided for by regulation. precludes paying
benefits to people convicted of killing a relative, and then claiming
benefits based on the earnings record of the person they killed.

The data on the number of incarcerated persons receiving social
security benefits is limited. Data from the 1970 census showed that
approximately 4,000 prisoners in Federal, State and local penal insti-
tutions were receiving some form of social security benefits. A recent

64-262 0 - B0 - 3
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rough analysis of Federal prison inmates performed by GAQO showed
that 224 such inmates cut of 17,000 who had known social security
numbers were receivinﬁ benefits (approximately 1.5 percent). Another
5,000 inmates appeared not to have social security numbers, or their
numbers were not known. Based on these data, the actuaries estimate
&b;:t approximately 6,000 prisoners are now receiving social security
efits,
Comanittee amendme: £.—The committee believes that the basic pur-
poses of the social security program are not served by the unrestricted
ayment of Lenefits to individuals who are in prison or whose eligi-
giht,y arises from the commission of a crime. The disability program
exists to provide a continuing svurce of monthly income to those
whose carnings are cut off because they have suffered a severe disabil-
ity. The need for this continuing source of income is clearly absent in
the cuse of an individual who is being maintained at public expense
in prison. The basis for his lack of other income in such circumstances
must be considered to be marginally related o his impairment
at best. The conuittee provision therefure would require the suspen-
sion of benefits to any individual who would otherwise be receiving
them on the basis of disability while he is imprisoned by reason of
a felony conviction. This suspension would apply except to the ex-
tent that a court of law specifically provides to the contrary as a part
of its approval of a plan of vocational rehabilitation services for that
individual, and cnly for so long as the individual continues to par-
ticipate satisfactori{y in an approved vocational rehabilitation pro-
gram, which is expected to result in his return to substantial gainful
employment. The committee amendment would also provide that an
individual may not be considered to be a full-time student for pur-
poses of social security student benefits while he is incarcerated. In
addition, the amendment provides that disabilities to the extent that
they arise from or are aggravated during the commission of a crime
may not be considered in determining whether or not an individual
ualifies for social recurity benefits. Impairments not arising from
the commission of a crime but occurring while an individual is in
rison could not be considered for purposes of disability eligibility so
ong as the inlividual remains in prison. This provision is estimated
to reduce benefit costs by $16 million in fiscal year 1981,

F. HeaLtH ProvisioNs
(Part F of Title VI)
CRITEKIA FOR DETERMINING REASONABLE COST OF HUSPITAL SERVICES
(Section 651 of the Bill)

Expenditures for hospital care have been increasing at double-digit
rates for many years. Preliminary estimates for calendar year 1978
indicate that hospital expenditures for that year were 12 percent higher
than 1977. Expenditures for hospital care, $76 billion 1n 1978, repre-
sent 40 percent of all national health expenditures. Hospital expendi-
tures is fiscal year 1978 represent 3.6 percent of the GNP and $341 per
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capita. Historically, hospital costs per patient-day have risen much
more rapidly than consumer prices in the economy as a whole.

This rapid growth in the costs of hospital care has focused increass
ing attention on hospitals and the present methods currently used to
reimburse hospitals. Cost-based reimbursement in particular has been
the subject of widespread criticism. There is little in the way of pres-
sure on hospitals so paid to contain their costs, since any increases
are simply passed along to the third parties that reimburse on a cost
basis. The present “reasonable costs” procedures under the medicare
program are not only inherently inflationary—because there are no
effective lunits on what costs will be recognized as reasonable—but
also contain neither incentives for eflicient performance nor true dis-
incentives to ineflicient operation.

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

The bill does not seck to replace the Voluntary Effort but rather
to reform the method of reimbursement for hospitals under the
medicare and medicaid programs. Under the new method, to be
effective with hospital reporting periods that begin after June 30,
1980, reimbursement for most of a hospital's inpatient routine costs
(essentially costs other than ancillary expenses such as laboratory,
X-ray, pharmacy, etc.) would be related to a target rate based on
similar costs incurred by comparable hospitals. Hospitals whose rou-
tine operating costs were below the average for comparable hospitals
would be rewarded with incentive payments, and payments to hospitals
with routine operating costs which are substantially above the average
would be reduced.

This initial system, described more fully below, would be studied
and cxtended on an as-ready basis. The committee expects that the
new system will be extended to hospitals® ancillary costs and other
costs that are excluded initially as soon as adjustments for patient-
population differences and other methodological prerequisites are de-
veloped. Based on recommendations of a proposed Health Facilities
Cost Commission, a permanent system would be developed over time
which would establish payment rates and provide incentive payments
with respect to all hospital costs and to costs of other institutions and
organizations which are reimbursed on a cost basis. Continuing efforts
would be made by the Commission to refine and improve the system
of classification and comparison so as to achieve the greatest equit
rossible. The Secretary would appoint the members of the new Heal

acilities Cost Commission on or before October 1, 1980. The Com-
mission would consist of 15 persons who are expert in the health
facilities reimbursement area. At least five of the members would be
representatives of hospitals (and other providers which are subject to
the new reimbursement method) ; at least five would be representatives
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of public (Federal, State, and local) health benefits programs; and
the remainder would be persons who, through training, experience or
attainments, are particularly and exceptionally well qualified to ~erve
in carrying cut the Commission’s functions.

The method of reimbursement established by the bill for routine
hospital costs would be as follows. Comparisons among hospitals
would be made by :

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

2, Comparing the routine costs (as defined for purposes of
applying the medicare routine cost limits under present law) of
the hospitals in cach group, except for the following routine vari-
able costs: capital and n'futml costs; cost of approved educstion
and training programs for health care personnel’; costs of interns,
residents and nonadministrative physicians; cnergy costs, and
malpractice insurance costs.

When classifying hospitals by type, hospitals which are primary
affiliates of accredited medical schools would be a separate category.
The Health Facilities Cost Coramission should give priority to the
development and evaluation of alternative definitions and classifica-
tions }:)r this category of medical schools. The Commission should
insure that the treatinent of these medical center, tertiary care,'teach-
ing hospitals accurately reflects the hospital’s role as a referral center
for tertiary care patient services, as a source for the development and
introduction of new diagnostic and treatment technologies, and, or
as the source of care for a high concentration of patients nceding
unusually extensive or intensive patient care services provided in
routine scrvice cost centers. In addition, these hospitals generally
provide a broad range of graduate medical education programs and
undergraduate medical clerkships. The committee recognizes that some
medical schools, because of their organization and objectives, have
more than one primary affiliate, and the primary affiliate classification
should provide for the possibility of including more than one hospital
in unusual situations. The primary atliliates category should not in-
clude affiliated hospitals which are not primary aflifiates within the
meaning of the concept described above.

A per diem target rate for routine operating costs would be deter-
mined for each hospital by :

1. Calculating the average per dicm routine operating cost for
each group of hospitals under the classification system ?excluded
would be newly-opened hospitals and hospitals which have sig-
nificant cost differentials because they do not fully meet the stand-
ards and conditions of participation as providers of services; and

2. Determining the per diem rate for each hospital in the group
by adjusting the labor cost component of the group’s average per
diem routine costs for area wage diﬂ'erentia{‘;. In the first year
of the program only, an adjustment would be allowed where
the hospital can demonstrate that the wages paid to its employees
are significantly higher than the wages other employees in the
area are paid for reasonably comparable work (as compared to the
ratio for other hospitals in the same group and their areas).
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The Secretary would adjust the per diemn target rates by adding an
annual estimated percentage increase in the cost of routine and
services hospitals purchase, with an adjustment for actual changes at
the end of a hospital’s accounting year.

The committee recognizes that all the data for precise determination
of routine operating costs and the labor and nonlabor components of
such costs may not be available from cost reports for accounting years
that begin in and prior to, 1980. To the extent necessary, the Secretary
will be expected to make reasonable estimates on the basis of the data
available to him. That is reasonably related to actual hospital cost
experience.

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

In the second and subsequent years of the program, the hospital’s
maximumn payment rate would be increased by the actual dollar in-
crease in the average target rate for its group during the preceding
year. In calculating the group averages, one-half of costs found ex-
cessive would be excluded from the calculation.

To case transition of the program, only one-half of the bonuses and
penalties would be applied «ﬂnring the first 2 years.

Adjustments to a hospital’s target rate would be made for changes
in the hospital's classification. Hospitals which manipulate their pa-
tient mix or patient flow, reduce services, or have a large proportion
of routine nursing services provided by private-duty nurses would also
be subject to an adjustment. Also. a hospital would qualify for an({
higher target rate that is applicable to the hospitals placed in the bed-
size category which contains hospitals closest in size to its actual
bed size. The target rate for hospitals which have average lengths-of-
stay which are less than other hospitals in the same category could be
calculated by multiplying the average reimbursement per patient stay
for the hospital's category by the number of patient stays for that
hospital, not to exceed 1ts actual routine costs.

Adjustments would be made to the target rates of hospitals which
demonstrate that their costs exceed their target rates because of (1)
unusually high standby costs justified by low utilization in under-
served areas; (2) atypical cost patterns of newly opened hospitals;
(3) services changed for such reasons as consolidation, sharing, and
approved addition of services (e.g., costs associated with low utiliza-
tion of a new wing); and (4) greater intensity of patient care than
other hospitals in the same category. Some hospitals have consistently
shorter lengths of stay in treating patients than their groug‘ average
for a reasonably similar mix of patients with comparable diagnoses.
To the extent. that a hospital can demonstrate that the shorter stays
result from an “intensity” of service which makes it necessary for the
hospital to incur additional costs, such additional costs per day would
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be recognized under the “intensity” exception provision, except where
a hospital has had its target rate calculated on the cost-per-stay basis
(to take into account shorter lengths of stay).

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

A State which cxceeds, in the aggregate, the costs which would other-
wise have been paid under the Federal programs for any two-year
period would be covered under the Federal himits beginning with the
subsequent year. The amount of the excessive payments would be
recouped over subsequent periods through appropriate reduction (not
in excess of 1 percent annually) in the cost limits otherwise applicable.

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

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

‘The committee expressed concern over the possibility that the new
limits on reunbursement might lead to increased costs for other payors.
The new Health Facilities Cost Comuission should review the op-
cration of the new medicare-medicaid hospital reimbursement systeimn
and report on the extent, if any, to which houspitals bill other payors
to cover costs disallowed by medicare and medicaid.

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

1f the HEW Secretary proposes to modify the method of reimburse-
ment for reasonable costs under titles V, XVIII, and XIX of the
Social Security Act, he must submit such proposals to the Health
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Facilities Costs Commission. If the Commission disagrees with the
proposals, regulations implementing such proposals must be submitted
to the Congress and may not become effective for 60 days. In addition,
section 660 of this bill requires the Commission to give priority to
studying and recommending to the Secretary limits on reasonable costs
and charges for outpatient services.

PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF UNDERUTW
FACILITIES

(Section 652 of the Bill)

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

The bill provides for including in hospital reasonable cost paymen
reimbursement for capital and increased operating costs associa
with the closing down or conversion to approved use of underutilized
bed capacity or services in nonprofit short-term hospitals. A hospital
could appiy for such payments before or after the conversion or closing
takes place. In the case of for-profit short-term hospitals, reimburse-
ment would be limited to increased operating costs. This would include
costs which might not be otherwise reimbursable because of payment
“ceilings”, severance pay, “mothballing” and related expenses&n addi-
tion, payments could be continued for reasonable capital costs in the
form of depreciation allowances, or reimbursement for interest pay-
ments which would ordinarily be applied toward payment of out-
standing debt which had been incurre(f in connection with the termi-
nated beds. In the case of complete closing down of a hospital, pay-
ments would continue toward repayment of any debt, to the extent pre-
viously recognized by the program, and actually outstanding.

The Secretary would establish a Hospital %‘ra.nsitiona Allowance
Board which would consider requests for such payments. Appropriate
safeguards would be developed to foregtall any abuse or speculation.
Prior to January 1, 1983, not more than 50 hospitals could be paid a
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transitional allowance in order to permit full development of proce-
dures and safeguards. This limited application will also provide Con-
gress with an opportunity to assess the effectiveness and econoinic efJect
of this a proacg in encouraging hospitals to close or modify excess
and costly capacity without suffering severe financial ty. The
Secretary of HHS is required to report to the Con%reas, on or before
January 1, 1982, an evaluation of the effectiveness of the program and
any recommendations.

The committee recognizes that a facility which is generally under-
utilized, and which would therefore be potentially eligible for a transi-
ticnal allowance to finance a facility conversion, may be the sole or

rimary source of care for needed health services in the conununity. It
18 the intent of this committee that the availability of a transitional
allowance not encourage the conversion of a facility that is needed in
the conununity. Therefore, it will be necessary for the Hospital Transi-
tional Alivwance Board to determine that the facility conversion will
not have an adverse impact on access 0 needed health care services
before the Board may reconunend that the Secretary establish a transi-
tional allowance for the hospital. Only in those cases in which reason-
able access to needed hiealth care services will not be jeopardized may a
transitional allowance be reconanended.

COURDINATED AUDITS UNDER THE SUCIAL SBCURITY ACT
(Section 653 of the Bill)

The bill provides for the cvordinated use of audit findings in the
administration of medicare, medicaid and the maternal and child
health program.

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

The committee bill therefore requires that, if an entity provides
services reimbursable on a cost-related basis under title XVIII and
titles XIX or V, audits of books, accounts, and records of that entity
for purposes of the State Federal programs are to be coordinated
through common audit procedures. Ordinarily, it is expected that the
common audit would be performed for the purposes of reimbursement
under title XVII1. However, in those cases where the Secretary finds,
in the interest of efliciency and economy, that a State audit would be
more appropriate, the State could, if it agrees to do so, perform the
common audit for the three pro 1S

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

APPURTIONMENT OF PRUVIDER COST
(Section 654 of the Bill)

Under a policy that medicare adopted in July 1949, hospitals are
reimbursed for a disproportionately large share of the costs of routine
nursing care on the theury that older hospital patients require an
above-average amount of routine nursing services per day. This in-
patient routine nursing salary cost differential is 815 percent of the
Inpatient routine nursing salary cost. However, there was no objective,
convincing evidence that this “plus factor * was warranted at that tine,
either in the case of individual hospitals or in the aggregate. Since
July 1969, when the inpatient routine nursing salary cost differential
becatne effective, thers nave been changes in medicare law, changes in
the way services are furnished, and changes in the way medicare re-
unburses for routine services that make the cost differential even less
tenuble today. One argument against the coxt ditterential is that the
increase in the number of below-uge-6d population beneficiaries has
made an average routine per diem amount for all beneficiaries (ex-
cluding recognition of any differential) mora appropriute. Also, with
the growth of special-care beds (intensive care, coronary care, ete.),
there has been a shift of the intensely ill from general routine-care
areas to these special-care units. There has been greater utilization of
these special-care units than of routine care areas by medicare bene-
ficiaries. More intensive nursing care is now being given in these
special-care units, making the nursing cost differential for routine
SCrVices unnewssary.

The bill provides that no medicare payiments may be made if the
payment exceeds the proportional share of the cost. as measured by
days of utilization or provider charges, untii ~uch time as ev idence can
be produced which, in the judgment of the Comptroller General, end
concurred in by the Secretary of HHS. justifies a specific plus factor
as warranted under particular circumstances for certain facilities.

Under the bill, the routine nursing cost differential would be re-
tained through March 1981. During this time. GAO would conduct
a study to determine which hospitals (classified. as appropriate. by
type, size, location, patient characteristics, average length of ~tay,
types and availability of nuising service, etc.) might be entitled to
a nursing cost differential and the amount that was warranted. Dur-
ing the second half of fiscal year 1981, payment of the nursing cost
diﬁ'erential would be suspended while the results of the GAQ study are
translated into new, more equitable nursing cost differential payment
regulations. These new regulations would ﬁecnme effective in October
1981 and would apply not only prospectively but also retroactively,
where applicable, to services furnished during the latter half of fiscal
year 1981. It is the committee’s intent that the Comptroller G~neral
will initiate the required studies without delay.
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REIMBURSEMENT FUR INAPPROPRIATE INPATIENT HOSPITAL SERVICES

(Section 655 of the Bill)

Professional Standards Review Organizations (PSRO’s) have
found thousands of medicare and medicaid patients being kept in
costly acute-care hosyital beds instead of being appropriately placed
in nursing facilities home care programs or detoxification units. The
situation occurs most frequently in those areas where there is a surplus
of hospital beds and a shortage of long-tern care beds.

To prevent this wasteful expenditure of public funds and encourage
a more rational use of health resources, the bill provides that, effective
October 1, 1980, medicare and medicaid payments to hospitals would
be made at the average skilled nursing facility (SNF), intermedi-
ate care facility or detoxification facility payment rate (as may be
appropriate) in the State, rather (han the much higher hospital rate,
for patients medically determined by PSRO reviewers to need care
in such a lower-cost facility home care vrogram. (In no case, how-
ever, could a facility that has a unit that can provide the appro-
priate level of care be paid more under this provision than it could be

aid if it had placed the patient in the appropriate unit). For example,
if the PSRO determined that a hospitalized medicare patient could
more appropriately be cared for in a SNF, and that he would be eligible
for medicare benefits if he were an inpatient in such a facility, medicare
payments for his hospital care would be paid at the SNF rate. Days
of care paid by medicare at the reduced, SNF rate would be counted
against the patient’s eligibility for skilled nursing facility benefits,
and the skilled nursing facility benefit coinsurance rates would also
be applicable. To prevent undue hardship. the limitation would not
apply in those geographic areas where the appropriate State or local
ﬁ:lnning agencies certify that there is no general excess of hospital
s (adjusted for patients in hospital beds who do not need that level

of care) and there is a shortagre of fong-torm care beds.

In addition, the bill provides for payment to be made under medi-
care for inpatient detoxification services in a freestanding facility that
is not a hospital. The “detoxification facility services” to be covered
would be the same as those that are reimbursable when provided in a
hospital. The terin “detoxification facility” means a public or nonprofit
facility other than a hospital which (a) is engaged in furnishing the
above services to inpatients; (b) is either accredited by the Joint
Commission on Accreditation of Hospitals as meeting its Accredita-
tion Program for Psychiatric Facilities standards (1979 edition) or
found by the Secretary to meet such standards; (c¢) has arrangements
with one or more hospitals, having agreements in effect under section
18686, for the referral and admission of patients requiring services not
available at the facility; and (d) meets such other requirements as
the Secretary may find necessary in the interest of the health and
safety of individuals who are furnished services by the facility.

A physician (qualified to make such determinations) who has
examined the patient prior to initiation of detoxification must certify
that he needs to be detoxified on an inpatient basis.
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Reimbursement for detoxification services would be made under
medicare—Part A, on a reasonable cost basis, with no deductible or
eoinsurance. ,

The Secretary shall study and make recommendations, within 18
months of enactment, concerning the appropriateness of extendin
coverage to post-detoxification rehabilitation and to outpatient detoxi-
fication. The Health Facilities Cost Commission would review and
recommend a method of classifying and comparing detoxification
facilities in time to permit application of the reimbursement methodol-
ogy within 2 years of enactment. )

g%SRO’S would be directed to review the appropriateness of the serv-
ices furnished by detoxification facilitics for which medicare reim-
bursement is claimed. The committee understands that 3-5 d:&vs will
ordinarily be sufficient for patients to complete the detoxification
process.

PSRO REVIEW OF HOSPITAL ADMISSIONS, ROUTINE TESTING AND PREOPERA-
TIVE BTAYS

(Section 656 of the Bill)

Present policies direct PSRO's to review the appropriateness of
hospital services reccived by medicare and medicaid patients. This
review has been limited largely to a review of the need for the patient
to be admitted to the hospital and on the appropriateness of.the
lengtl: of the stay. Because of inadequate appropriations, PSRO's
have generally been unable to undertake the review of the ancillary
and outpatient services that hospitals provide, as required by exist-
ing law. PSRO studies and testimony before the committee have
amply demonstrated the extent to which unnecessary or avoidable
utilization occurs with respect to certain hospital practices that have
not been subject to nera‘ across-the-board review, including : diag-
nostic tests routinely provided on admission without a physician’s
order: weekend elective admissions (i.e.. Friday and Saturday ad-
missions) to hospitals which are not equipped or staffed to provide
needed diagnostic services on weekends: and preoperative stays for
elective procedures of more than one day without justification for the
additional days.

The bill direets PSR{)’s that are able to do so to give priority to
reviewing these arcas of relatively frequent overutiiization to assure
that payment is made under the public programs only when the
routine tests and unusually long preoperative stays and weekend ad-
missions for elective conditions are medically appropriate.

For example, as is now the case in some PSRO's elective admissions
for surgery that involve preoperative stays of more than 1 day
would require specific PSRO approval in order to be reimbursable.
Similarly. weekend admissions for elective conditions would be reim-
bursable only where the PSRO finds that the hospital is equipped and
staffed to provide necessary services over the weekend.

The committee recogmizes the need for additional funds for the

PSRO program to engage in these reviews and expects that such
funds will be made available.
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CERTAIN SURGICAL PROCEDURES PERFOKMED ON AN AMBULATORY BASIS
(Section 657 of the Bill)

Currently, medicare can reimburse the physician for his profes-
sional services in any setting. Also, the institutional costs of ambula-
tory surgery in a hospital outpatient department can be reimbursed.
However, a charge for the use of special surgical facilities in a phy-
sician’s private office or a free-standing surgical facility that is not
hospital affiliated is not reimbursable. o )

Under the bill the physician performing certain listed surgical pro-
cedures in his oflice would be compensated for his special, surgical
overhead through an all-inclusive rate if he accepts an assignment;
there would be no deductible and coinsurance applied in such cases.
Such procedures would include those which are often provided on an
inpatient hospital basis but can, consistent with sound medical prac-
tice. be performed on an ambulatory basis. The rate would encomp:
reimbursement for the facility, physician related services, including
normal pre- and post-operative visits and routine laboratory and other
diagnostic tests usually ussociated with the procedure.

The list of procedures cligible for such reimbursement would be
specified by the Secretary following consultation with the National
Professional Standards Review Council and appropriate medical
organizations including specialty groups. Subsequently, procedures
could be added or deleted as experience dictated.

Normal review of ~uch clauims by Professional Standards Review

‘Organizations, carriers and other present review mechanisms should

work to safeguard against inappropriate or indiscriminate perform-
ance of procedures on an ambulatory basis.

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

The overhead fuctor is expected to be calculated on a prospective
basis (and periodically updated) utilizing sample survey and similar
techniques to develop reasonable estimated overhead allowances for
each of the listed procedures which take account of volume (within
reasonable limits). The committee does not intend that individual
financial records be audited in order to determine a hysician’s or a
center’s specific overhead aliowance. What is intende(f is a reasonable
estimate of xuch costs of performing such procedures generally.

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

The committee is concerned that in some cases, a patient’s stay in 4
hospital is ununecessarily protracted because it is less expensive to the
me(ficare patient to receive diagnostic tests while in the hospital than
prior to being admitted. The bill eliminates the financial incentives to
unnecessarily utilize hospital care in cases where necded diagnostic
services are provided in the hospital’s outpatient depar.ment within
the 7-day period prior to the patient’s admission. The Secretary, in
consultation with the National Professional Standards Review Coun-
cil, would be required to specify those prevperative medical and other
health services which could safely be performed on an outpatient as
well as inpatient basis. A physician performing a listed service on an
outpatient basis within the 7-day period prior to the patient's admis-
sion for surgery (to which the service relates) would receive reim-
bursement equal to 100 percent of medicare’s reasonable charge if he
agreed to accept such payment as payment in full.

CRITERIA FOR DETERMINING REASONABLE CHARGE FOR PHYSICIANS'
SERVICES

(Section 658 of the Bill)

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

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

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

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

shortage areas to move up to the 75th percentile on the basis of their
actual fee levels.
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PROCEDURES FOR DETERMINING REASONABLE COST AND REASONABLE CHARGE

(Section 659 of the Bill)

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

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

‘The contracts for these support services specify that the remunera-
tion to the suppliers of the services shall be based on a percentage of
the gruss or net billings of the health care facilities or of individual
departments. Other exan les involve landlords receiving a percentage
of provider gross (or net) income in return for office space, equipment,
shared waiting rooms, laboratory services, custodial and office halp
and administrative services. Such arrangements can be highly infla-
tionary and add costs to the programs which may not reflect actual
efforts expended or costs incurred.

The prohibition against percentage arrangements contained in this
section of the bill would include payment of commissions and/or
finders' fees and lease or rental! arrangements on a percentage basis.
It would also apply to management or other service contracts or
provision of services by collateral suppliers such as pharmacies, labo-
ratories, etc. The percentage prohibition would flow both ways either
from the supplier or service agency back to the provider or organiza-
tion, or from the original provider or organization to the supplier or
service agency.

The committee does not, however, intend this provision to interfere
with certain types of percentage arrangements which are customarily
considered normal commercial busines. practices such as the commis-
sion paid to a salesman. Further, the bill does not prohibit reim-
bursement for certain percentage arrangements such as a facility
management contract where the Secretary finds that the arrangement
contributes to efficient and economical operation.

For example, under some existing management contracts, the con-
tractor receives both a percentage of operating expenses as a base
management fee, and a share of the net revenues of the institution
after all costs have been met. Where the contractor’s percentage share
of net revenues exceeds the percentage on which the base management
fee is calculated, the contractor couﬁle have a strong incentive to con-
tain operating expenses. Of course, under such circumstances, the
reasonableness of the percentages applicable to the operating expenses
would have to be considered in termis of comparison with the costs
incurred in the management and/or operation of reasonably compa-
rable facilities which do not utilize such contracts.
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- In the case of hospital-based physicians, on the other hand, the bill

would permit recognition of percentage arrangements if the amount of
reimbursement does not exceed an amount which would reasonably
have been paid to the physician under relative value schedules ap-
proved for this purpose by the Secretary. Under such an approved
relative value scfxedule, the charges of a given physician would be
subject to a test of reasonableness in terms of that })hysxcw,n’s usual
contribution of time and effort in the provision of the services for
which he bills,

Percentage arranfements entered into by hospitals and hospital-
based physicians before January 1, 1979, could be recognized subject to
the same tests of reasonableness as were prescribed by regulations in
effect on such date until such time as the hospital is able to unilaterally
terminate such arrangement, or January 1, 1982, whichever is earlier.

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

The committee recommends that HHS adopt as its policy under
existing law those provisions relating to the reimbursement of anes-
thesiologists’ services which were included in S. 503, which contained
the predecessor of this provision. That provision would provide that
full fees could be paid to an anesthesiologist only where he personally
performed all the professionally appropriate pre- and post-anesthetie
services and carried out the most demanding procedures in connection
with administration of the anesthesia for no more than two patients.
Payments equal to one-half of the full fee for each patient could be
made where tue anesthesiologist personally directed other individuals
In cairving out :he most demanding procedures, provided the anes-
thesiologist. personally performed the other pre- and post-anesthetic
services and was responsible for no more than four patients during the
cours: of anesthesia administration.

LIMITATION ON REASONABLE COST AND REASONABLE CHARGE FOR
OUTFATIENT SERVICES

(Section 660 of the Bill)

The bill requires the newly established Health Facilities Cost Com-

mission to give priority to the development of limitations on hospital
outpatient and clinic costs. Further, the Secretary is required to issue
regulations Froviding for the establishment of such limitations.
. As aresult of various limits placed by public agencies and others on
inpatient hospital expenditures, some hospitals have sought to have
a disproportionately large share of their total costs financed by the
revenues from their outpatient departments. In addition. reimburse-
ment to community health centers and similar freestanding clinics
which are presently paid on a cost-related basis, have, according to the
General Accounting Office sometimes proved to be excessive.

The bill therefore requires the Health Facilities Cost Commission
(established under Section 202 of this bill) to give immediate priority
to making a study and submitting recommendations to the Secretary
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with respect to setting limitations on costs or charges for outpatient
services. Further, the Secretary is required to issue regulations estab-
lishing such limitations with respect to services provided on an out-
patient basis by hospitals, community health centers, or clinics (other
than rural health clinics) and by physicians using such facilities.

MEDICARE LIABILITY WHERE PAYMENTS CAN BE MADE UNDER LIABILITY
INSURANCE

(Section 661 of the Bill)

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

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

The bill provides that where the medicare patient is involved in an
accident and his care can be paid for under the insurance of the indi-
vidual who was at fault (or under a no-fault plan), medicare would
have residual and not primary liability. Under this provision, medi-
care would pay for the patient’s care in the usual manner and then
seek to be reunbursed by private insurance after, and to the extent
that, liability has been determined. The bill leaves to the discretion of
the Secretary an evaluation of the probability of recovery and the
minimum amounts estimated as recoverable, 5o as to avoid the admin-
istrative cost and effort t‘):)dpuxsuing minor recoveries or situations
where there is little likelihood of ultimate recovery.

ACCESS TO AND PURCHASE OF CERTALN MEDICAID SERVICES
(Section 662 of the Bill)

The bill allows a State to arrange for a purchase services for its
medicaid population through cost-effective arrangements, for serv-
ices that meet applicable State and Federal laws, regulations and
standards.

Under present law, medicaid recipients are permitted to choose from
among hospitals and other suppliers of health care that are covered
by the State pro;i;ram.

While this well-intentioned provision was designed to permit medic-
aid patients to choose among any qualified supplier of covered services,
in the same manner as the patients, it has met with only partial suc-
cess. On the other hand, it has in some instances led to the inefficient
expenditure of often limited medicaid funds by depriving the State of
discretion to purchase or arrange for medicaid services, equipment and
supplies prudently and economically. In some cases, this inability to
negotiate with the health care commurity has required States to pay
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the top dollar for some services—especially institutional services—
while at the same time shortages of funds makes it necessary for the
State to im harsh restrictions on the kinds of health services it
covers mlill e :llam‘bﬁr of éow income people who can qualify for a;d.

The bill wo ow States greater on in or
hospital and other institutional services, clinic sernmry
services and medical supplies and equipment for Medicaid recipients
through cost-effective arrangements. However, the State could not pay
less for inpatient hospital services under this provision than the cost
that is found to be reasonable and necessary in the efficient dm
of hospital services in the geographic area where the hospital is ]

Provision would be made to assure that beneficiaries have reason-
able access to services (including emergency services) that fully meet
program standards of qualitly. n addition, provision would be made
to avoid having a substantially adverse effect on appropriate and nec-
essary use of hospitals with graduate medical education progn.m&

The Secretary 1s expected to carefully monitor the effects, if any, of
operation of this section upon appropriate and necessary uate
medical education. If a (Fattern 1s found indicating serious impair-
ment of such graduate education the Secretary is expected to require
appropriate corrective modification by a State.

MEDICARE HOSPITAL PERIODIC INTERIM PAYMENTS (PIP)
(Section 663 of the Bill)

Medicare currently offers hospitals two payment procedures. F irzi
there is a procedure under which payments are made to the hospi
on the basis of bills which state what covered services have been
furnished during the billing period. On the average, there is a 6 week
lag between the rendition of a service and the receipt by the hospital
of the payment. (Only about 10 to 14 days of this lag is attributable to
time taken by the medicare intermediary in processing the bill.)

Under the alternative procedure, hospitals receive, “periodic interim
payments” (PIP whicﬁ) are not directly tied to the receipt of bills.
On the average, this procedure produces only a three week lag between
rendition of the service and receipt of payment.

The bill would amend the PIP payment procedurs for hospitals
bg providing for payment to be withheld during September 1981 so
that the lag would be increased to the average of about six weeks
delay experienced by hospitals that use the standard method. The
deferred payments would be paid to the hospitals in October 1981.

DISALLOWANCE OF STATE CLAIMS FOR FEDERAL MEDICAID FUNDS
(Section 664 of the Bill)

At present, when a State's claim for Medicaid matching funds is
disallowed by the Federal Government, the State may appeal the de-
cision and retain the funds that are in dispute until a final determina-
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tion is made. A decision on an appealed disallowance can take as long
as two years, and during this period the Federal Government loses
intefrest on the disputed funds whether or not the appeal is settled in
its favor.

The bill authorizes the Secretary of HHS to offset amounts in
dispute from other Medicaid funds due the State until the appeals
process has been exhausted. If the final decision is in the State’s favor.
the Federal Government would repay the money to the State with
interest.

REIMBURSEMENT RATES UNDER MEDICAID FPUR SKILLED NURSING AND
INTERMEDIATE CARE FACILITIES

(Section 665 of the Bill)

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

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

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

The committee bill deletes the present language of section 1902
(8) (13) (E) of the act (which was added by section 219(a) of the 1972
legislation) and substitutes language which gives the States flexibility
and discretion, subject to the statutory requirements of this section
and the existing requirements of section 1902(a) (30) and section 1121
of the Act, to formulate their own methods and standards of payment.

Under the bill, States would be free to establish rates on a statewide
or other geographic basis, a class basis. or an institution-by-institution
basis, without reference to medicare yrinciples of reimbursement. The
flexibility given the States is not intended to encourage arbitrary
reductions in payment that would adversely affect the quality of care.
Under the bill, the State would be required to find, and make as-
surances satisfactory to the Secretary, that the payment rates, taking
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into account projected economic conditions during the period for
which the rates are set, are reasonable and adequate to meet the costs
which must be incurred by efficiently and economically operated facil-
ities in order to provide care and services in conformity with ap-
plicable State and Federal laws, regulations and standards. The State
would also be required to assure the Secretary that it has provided for
the filing by the facilities of uniform cost reports and for tﬁeir periodic
audit by the State.

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

In establishing rates, a State, at its option, could include incentive
allowances designed to encourage cost containment through efficient

erformance, as well &s incentives to attract investment where such
investments would serve to alleviate demonstrated shortages of long-
term care services. In addition, States would continue to have
option provided in current Federal Regulations to adjust rates down-
ward for facilities with service deficiencies where facilities are classed
by quality of service or level of care.

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

LIMITS ON REIMBUKSEMENT FOR HOME HEALTH VISITS UNDER MEDICARE
(Section 666 of the Bill)

On June 3, 1980, the Department of HHS published in the Federal
Register the revised schedule of limits on home health agency costs
that may be reimbursed under medicare for cost reporting periods
that begin during the 12-month period that will begin July 1, 1980.
The limits, which are aut,hori::e(i)c under legislation enacted in 1972,
expressed as costs per visit. Although separate limits are established by
type of service, they are applied to eacﬁ agency as a single aggregate
limit, based on the agency's number of visits for each type of service.
The schedule of limits was based on (1) a classification of home health
agencies according to their location within a Standard Metropolitan
Statistical Area (SMSA).a New England County Metropolitan Area
(NECMA) or a non-SMSA; (2) hmits set at the 80th percentile;
and (3) an estimated inflation factor. The limits, which are presente
below, are adjusted to take account of local wage differentials when
applied to the individual agency—
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FREESTANDING AGENCIES

SMSA (NECMA) Non-SMSA

Type of visit tion Location
Skilled nursing care................... 42.67 44.75
Physical therapy...................... 42.42 49.62
Speech pathology..................... 44.04 48.35
Occupational therapy................. 45.24 57.30
Medical social services. . ............. 48.79 43.46
Home health aide..................... 32.26 31.49

PROVIDER-BASED AGENCIES

Type of visit SMSA (ation  ‘Uocation
Skilled nursing care................... 54.17 47.23
Physical therapy...................... 47.87 46.37
Speech pathology..................... 47.52 *)
Occupational therapy................. 49.94 !
Medical social services............... 54.54 !
Home health aide..................... 47.36 42.

! Insufficient data—Use basic services limits for free-standing non-SMSA agencies.

The committee believes that these limits are set at an unrealistically
high level. In part, this is because the limits are based on unaudited
cost reports which include inflated costs. More important, in averaging
the costs per visit, the costs of a large agency were given no more
weight than those of a small agency. The result of these problems in
the calculation and others is that medicare is now prepared to pay more
1n some instances for a single visit to the patients Eome than is paid for
an entire day of room and board and skilled care at a nursing home.

High payment ceilings are particularly troublesome in the home
health area because many of the private agencies are organized pri-
marily to serve medicare patients. For such agencies there is little
incentive to hold down costs so long as they are reimbursable under
medicare.

The bill would limit allowable costs for home health agency services
under medicare to amounts not in excess of the 75th percentile of
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weighted average audited costs. These limits would be applied sepa-
rately to each type of visit, rather than on an aggregate basis, whea
revisions in the existing cost reporting procedures make this possible.
(This methodology is similar to that used in calculating allowable
charges for physicians’ services.) In addition, the allowable cost af

illed nursing visits and home health aide visits would not exceed
medicaid skilled nursing facility diem rates, hospital-based fa-
cility rates in the case of hospital-based hume health agencies and
other skilled nursing facility rates in the case of nonhospital-related

ncies. -

The bill also makee changes of a technical nature that are intended

only to make home health payment limits more equiteble by assuring
nursing service ocusts and visits are properl Y accounted for. These
changes would in no way affect beneficiaries’ eligibility for home
health benefits. One of these changes provides that visits that are
required by regulation to assure that home health aides’ services are
being properly performed would be recognized for reimburscment
K::Xwes as visits. They are now treated as part of the cies’ over-
Similar treatment would be provided for hoie health assess-
ment visits which are ueeessu?' to determine whether a referred ps-
tient is suitable for home heaith services and eligible for medicare.
For an assessment visit to qualify for visit status (- ven though the
bencficiary was determined 1neligible), the referral would have to be
made by a hospital discharge planner, a physician or other person
who has knowledge of the patient’s health care needs and the home
health benefit requirements and who believes that the patient should
be eligible for covered services.

The committee is also concerned that a given hoine health agency
may have to incur substantially iore travel costs, compared to the
agencies with which it is classified, in order t~ provide needed care to
distant patients. The committee believes that the Secretary should
provide for exceptions to be made for agencies that exceed the pay-
ment limits because of necessary, substantially atypical travel costs
(including both transportation costs and the cost of salaries to per-
sonnel while travelings)f)

DETERMINATION OF REASONABLE CHARGES UNDER MEDICARE
(Section 667 of the Bill)

Medicare reasonable charges are updated in July of each year to
keep pace with certain economic ch.anges. All bills that the medicare
carrier receives after the charges are updated are paid at the higher
rate. In effect, the amount of tﬁs medicare payment often depemg on
how long the claimant delays billing rather than on the charge levels
in effect when the medical service was provided. T» eliminate this in-
equity, the bill includes a provision under which the medicare rea-
sonable charges that are payable would depend on the date the medical
service was rendered rather than the date the medicare claim was
processed.
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G. Fcxp Transrer ProvisioN

(Parr G or Trrz VI)
DEFERRED TRANSFER OF CERTAIN FUNDS TO TRUST FUNDS
(Section 671 of the Bill)

Present law.—The social security and medicare progras are funded
through earmarked payroll taxes. These taxes are paid into the Treas-
ury by employers, employees, and self-employed persons. Amounts
exactly equal to the tax collections are then appropriated out of the
general Treasury and into the social security and medicare trust funds
under & permanent standing appropriation in the Social Security Act.
Under the accounting system used for purposes of the Budget Act,
budget authority for trust fund programs is considered to arise at the
moment when the tax receipts are appropriated into the trust funds.
As a result, the various savings provisions approved by the commit-
tee in trust fund programs will not result in a reduction in the 1981
budget authority for those programs althiough they do result in 1981
outlay reductions and do reduce the amount of budvgct authority that
will ultimately be needed to operate the programs.

Conunittee arendnent.—1In order to meet the reconciliation require-
ments for fiscal 1981 budget authority reductions, the committee
amendment provides that $0.6 billion in sucial security and medicare
tax receipts which would otherwise be transferred to the trust funds
at the end of September 1981 will instead be transferred to the trust
funds after the end of that month. This will reduce budget authority
for fiscal 1981 by that same amount.

I11. Regulatory Impact of Finance Committee Amendmenis

In conformance with paragraph 11(b) of rule XXV of the Stand-
ing Rules of the Senate the following Finance Committee evaluation
is made of the regulatory impact which would be incurred in carrying
out title VI of the bill.

A. UNEMPLOYMENT COMPENSATION PROVISIONS

The sections in Part A of title VI of the bill modify a number of
aspects of the unemployemnt compensation programs. Sections 601
and 603, dealing with extended benefit trigger levels, should reduce
the Federal regulatory impact on the States inasmuch as they increase
State flexibility by removing an existing-law mandatory provision and
increase the scope of flexibility under an existing-law optional pro-
vision. Ultimately the economic impact of these provisions is likely to
be a reduction in the unemployment tax burden on employers reflect-
ing a similar reduction in benefits to individuals. The level of this im-
pact is indicated in the budgetary impact section of this report.



5By - Faba

" el w

R 1 2%

40

Section 602 is intended to affect State benefit rules concerning pay«+
ment of bernefiis for the first week of unemployment. These rules may
require some reguiatory activity by the Department of Labor to ex-
plain and monitor the carrying out of these provisions. No significant
amount of paperwork is anticipated. ) ) “

Section 604 simply changes a qualifying service requirement from
one period of time to another ﬁ90 days to one year). . o

Section 605 relates essentially to the method of accounting within
Federal agencies for an existing expenditure item and except for the
impact within those agencies should have no regulatory eflects.

Sections 606 and 607 establish certain new linmits on the payment of
extended unemployment compensation benefits. As such, the pro-
visions can be expected to (and are intended to) have an impact on
individuals who would otherwise receive benefits under this program.
However, those affected would be a relatively small proportion of
the total population extended benefit recipients. The implementation
of these provisions will involve sone regulatory impact on applicants
and on the State agencies that administer the program inasmuch as
these provisions will require somewhat different eligibility rules for
the extended benefit program than those that apply to the regular pro-
gram (except to the extent that States choose to implement these rules
in their regular programs). However, the regulatory impact is not ex-

to be excessive since States already receive information concern-
ing non-resident beneficiaries and the prior wage history of applicants.
The provision barring extended benefit payments to persons who have
left Jobs voluntarily or for misconduct is based on existing State find-
ings and should therefore involve minimal new regulatory impact. ‘Phe
provision denying extended benefits to individuals refusing any rea-
sonable job offer does differ from existing State programs in most ju-
risdictions and will therefore involve ad§iti0nal regulatory measures.
However, an identical provision was previously in force under the now-
expired Emergency Unemployment é)‘omponsation Act of 1974. Conse-
quently, the procedures to carry out this provision should not be .xces-
sively difficult to develop and implement.

The Committee on Finance believes that none of the provisions of
part A of title VI will have any substantial paperwork impact and
that none of them can be expected to affect the personai privacy of
individuals.

B. SSI PROVISION

Section 611 of the bill is intended to eliminate an abusive situation
in which individuals with disqualifying - sxt= intentionally divest
themselves of those assets in order to qualify for cash and medical
assist~ice. The provision will require somme additional paperwork and
som.c disclosure of personal information concerning property trans-
actions which SSI applicants engaged in during the two years prior
to application for benefits. This is, however, consistent with and simi-
!ar in nature to other informationel requirements of existing law con-
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cerning the economic status and resources of applicants for assistance.
The information will be utilized solely for purposes of program
administration. For the great majority of SSI recipients, this require-
ment will have no economic impact. It will, however, have an adverse
econoiiic impact on those individuals who would otherwise attempt to
qualify for benefits by disposing of assets.

C. TEMPORARY SUSPENSION OF DAY CARE REGULATIONS

Section 621 of the bill will postpone until October 1, 1981 the imple-
mentation of regulations recently promulgated by the Department of
Health and Human Services governing cﬁild care for which Federal
funding is claimed under title XX of the Social Security Act. This

rovision will defer the substuntial regulatory impact of those regu-
ations on providers and recipients in order to allow time for Congress
to further examine that impact and to determine whether the regula-
tions should be implemented and, if so, whether additional Federal
resources are required.

D. PUBLIC ASSISTANCE PAYMENTS TO TERRITORIAL JURISDICTIONS

Section 631 of the bill will phase-in the increased funding for terri-
torial public assistance programs which was provided for in Public
Law 96-272 (H.R. 2434). Under this section, the additional fundin
for fiscal 1980 will be reduced from $52 to $13 million and for fisca
1981 from $32 to $26 million. Thercafter, the permanent increase of
$52 million will be effective. This should not affect the long-term eco-
nomic situation of individuals although it will have some economic
impact in fiscal years 1980 and 1981. The provision should require no
additional regulatory activity and no impact on paperwork or privacy.

E. SOCIAL SECURITY PROVISIONS

Section 641 of the bill is an accounting transaction between two
social security trust funds which has no impact of a regulatory nature.
Section 642 sunply reduces an existing law limit on the retroactivity of
benefits from 12 months to 3 months prior to the month of application.
It should have no impact of a regulatory, paperwork, or privacy nature
and should affect on%y those reiatively few applicants who do not file
for benefits until some months after they have become eligible for
them. Section 643 places limitations on the payment of benefits to
prisoners and to persons who become disabled in the commission of
criminal actions. Because of the relatively small number of individuals
affected, the Cominittee believes that this &‘ovision has no significant
regulatory impact. It is estimated that about 6,000 persons are now
receiving benefits while in prison. For those affected, there will be
some impact on economic status and on privacy (in that the Social
Security Administration will be required to determine that they are
in prison and that their disabilities arose in the commission of crimes.)
The Finance Committee does not consider these impacts to be inappro-
priate.
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F. HEALTH PROVISIONS

In implementing the various provisions of Part F of title VI
there will be some increase in Federal regulatory activtiy. It is no%
anticipated, however, that the legislation would impose an unusua.
or burdensome regulatory effect. Several provisions will, in fact,
decrease regulatory activity and associated paperwork.

Section 651 of the bill would generate the most significant new regu-
latory activity since & new method of reimbursement under medicare
and medicaid is required. Revised regulations will be necessary to
implement a procedure for determining hospital “target” rates, as
well as implement a procedure for determining exceptions to those
rates. In addition, the Secretary would be required to implement In‘o-
cedures to evaluate State ratemaking programs for the purpose of de-
termining exemptions from the Federal program.

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

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

Provisions that will decrease regulations and paperwork include
the provision for coordinated audits under titles V, XVIII, and
XIX; and authority for States to arrange for the cost-effective g.ur-
chase of certain services and certain medical devices under medicai

G. FUND TRANSFER PROVISION

Section 671 of the bill is an internal Treasury accounting provision
which has no regulatory impact.

IV. Budgeiary Impact of Finance Committee Amendments

In conformance with paragraph 11(a) of rule XXV of the Stand-
ing Rules of the Senate and with sections 308 and 403 of the Congres-
sional Budget Act of 1974, the following statements are made relative
to the budgetary impact ¢f the Finance Committee amendments in-
cluded in title VI of the bill.

The Finance Committee estimates the budgetary impact of the pro-
visions of title VI to be as shown in the following table. These estimates
were made after consultation with the Congressional Budget Office.

The estimates of the Congressional Budget Office on the provisions
of title VI appear in Appendix B.
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OUTLAY REDUCTIONS UNDER FINANCE COMMITTEE PROPOSALS FOR RECONCILIATION PROCESS FOR
FISCAL YEAR 1981 BUDGET RESOLUTION, FISCAL YEARS 1981-1985

[in millions of doilars)

Fiscal year—
1981 1982 1903 1984 1985
Legislation already enacted: '
Social security disability amendments (H.R, 3236)......... —-133 =374 —656 =972 -1,269
Social services amendments (H.R.3434). .................. -92 -88 -96 =104 -112
A. Unemployment compensation:
Sec. 601—Elimination of national trigger................ ) =300 ™ @) 52
Sec. 602—Waiting period.. ... . ... .. ... ... ... -2 =27 -=30 -32 -
Sec. 603—Optional State trigger ........................ -30 -30 =30 -30 -30
Sec. 604—Unemployment benefits for ex-servicemen..  —43 -47 -51 -55 =57 .,
Sec. 605—Unemployment benefits for Federal em- &
ployees....................... e e e —11 -12 -13 -14 -15
Sec. 606—Limit extended benefits for non-residents. . .. —46 -30 -28 -19 -15
Sec. 607—Extended benefits:
—Not payable on the basis of less than 20 weeks
of employment................... O -120 =180 -90 -35 -20
—Not payable to persons who leave jobs voluntarily
or formisconduct.......... ... ... ... ... -32 —-49 -24 -10 -6

——N%t payable to persons refusing any reasonable

jo
B. Sec. 611—Limit SSI eligibility for individuals who dispose

Of FESOUICES. ... .. . i e -15 -31 -40 -49 -55
C. Sec. 621—Temporary suspension of Federal day care reg-

ulations .. ... ... e cr20
D. Sec. 631—Public assistance payments to territorial juris-

dictions.. ... ... .. =26 e

E. Social security grovisions:
Sec. d64D}—— eallocation of OASDI taxes between OASI
AN Dl e
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Sec. 642—Three-month limit on retroactive benefits... =150 =250 =260 =270 =280

Sec. 643—Social security benefits for prisoners......... 16 -17 -19 21 =24
F. Health provisions: _ o

Sec. 651—Hospital routine cost limits.............. .. .. -70 +134 +46 —-283 521
Sec. 652—Closure/conversion of underutilized facilities. -2 -9 -23 —-44 -72
Sec. 653—Coordinated audits. . ..................... ... —4 -5 -6 —6 -7
Sec. 654—Apportionment of provider costs. . ........... -75 @) 8 ¢ 53
Sec. 655—I|1a£8ropriate hospital services........... ... =151 =230 =2 —29 -2
Sec. 656—PSRO review of hospital admissions routine

tests and preoperative stays. .................... ... ... =25 —65 -86 —102 -119
Sec. 657—Ambulatory surgery............... ..o L -15 —-20 -25 —-25
Sec. 658—Criteria for determining reasonable charge

for 6phglsncaan services......... J -15 ~20 —25 —25 -25
Sec. 659—Procedures for determining reasonable cost/

charge (hospital-based physician and business

services).. ............ R TR =25 -70 -91 -114 -140
Sec. 660—O0utpatient services charge limit......... .. ... =23 26 =31 —-36 —41
Sec. 661—Medicare liability in accidentcases....... ... -14 -32 -75 =135 =156

Sec. 662—Access to and purchase of Medicaid services. —91 -227 =273 -314 =363
Sec. 663—Medicare hospital reimbutsement: periodic

interim payments (PIP).......................... ... —675 4682 ... ... ..
Sec. 664—Disallowance of certain State Medicaid

claims..... P T —147 -83 —16 -18 -20
Sec. 665—Reimbursement under medicaid for ski:led

nursing and intermediate care facilities............... -2 -2 -2 -2 -2
Sec. 667—Home health agency reimbursement limits. .. -73 —86 -99 =114 -131

Sec. 668—Calculating medicare reasonable charges.. —147 =226 -—231 =250 -279
G. Sec. 671—Transfer of funds to trust fURAS . . ... .. .. e

Total. .. -2,397 —-1,860 —2,603 -3,405 =—4,172
! Consistent with the reconciliation accounting system, the 3 No savings under First Budget Resolution economic assumptions.
amounts shown for H.R. 3236 and H.R. 3434 are the gross savings 3 No estimate available.

of benefit reduction provisions rather than the net budgetary impact
of the bills.
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V. Changes in Existing Law Made by Finance Commitiee
Amendments

In conformance with paragraph 12 of rule XXVT of the Standing
Rules of the Senate, changes in existing law made by the Finance
Committee amendments included in title VI of the bill are shown
as follows (existing law proposed to be omitted is enclosed in black
brackets, new matter is printed in italic type, existing law in which no
change is proposed is printed in roman type) :

SOCIAL SECURITY ACT, AS AMENDED

. . . ] ) . .
TITLE II—-FEDERAL OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE BENEFITS

Federal Old-Age and Survivors Insurance Trust Fund and
Federal Disability Insurance Trust Fund

Section 201. (a) * * ¢

(b) There is hereby created on the books of the Treasury of the
United States a trust fund to be known as the “Federal Disability In-
surance Trust Fund”. The Federal Disability Insurance Trust Fund
shall consist of such gifts and bequests as may be made as provided in
subsection (i) (1), and of such amounts as may be appropriated to, or
deposited in, such fund as provided in this section. There is hereby
appropriated to the Federal Disability Insurance Trust Fund for the
fiscal year ending June 30, 1957, and for each fiscal year thereafter, out
of any moneys in the Treasury not otherwise appropriated, amounts
equivalent to 100 per centum of—

(1)(A) 15 of 1 per centum of the wages (as defined in section
3121 of the Internal Revenue Code of 1954) paid after De.em-
ber 31, 1956. and before January 1, 1966, and reported to the Sec-
retary of the Treasury or his d(l:{egnte pursuant to subtitle F of the
Internal Revenue Code of 1954, (B) 0.70 of 1 per centum of the
wages (as so defined) paid after December 31. 1965, and before
January 1, 1968, and so reported. and (C) 0.95 of 1 per centum of
the wages (as so defined) paid after December 31, 1967, and before
January 1, 1970, and so reported. (D) 1.10 per centum of the wages
(as so defined) paid after December 31, 1969, and before January 1,
1973, and so reported. (E) 1.1 per centumn of the wages (as so de-
fined) paid after December 31. 1972, and before January 1. 1974,
and so reported. (F) 1.15 per centum of the wages (as so defined)
paid after December 31, 1973, and before January 1, 1978, and so
reported, (G) 1.53 per centum of the wages (as so defined) paid
after December 31, 1977, and before January 1. 1979, and so reported,
[(H) 1.50 per centum of the wages (as so defined) paid after De-
cember 31, 1978, and before January 1, 1981, and so reported, (T)
1.65 per centum of the wages (as so defined) paid after Deceruber 31,
1980, and before January 1, 1985, and so reported, (J) 1.90 per centum
of the wames (as so defined) paid after December 31. 1984, and before
January 1, 1990, and so reported, and (K) 2.20 per centum of the
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wages (a8 so defined) paid after December 31, 1989, and so reported.]
H) 1.50 per centun of the wages (as so defined) paid after Decem-
er 31, 1978, and before January 1, 1980, and so reported, (I) 1.12
per centum y’ the wages (as so defined) paid after December 31, 1979
and before January 1, 1981, and so reported, (J) 1.30 per centum o
the wages (as so defined) puid after December 31,1980, and before Jan-
1, 1952, and so reported, (K) 1.65 per centum of the wages (as
80 defined) paid after gecemzer 31, 1981, and before January 1, 1985,
and so reported, (L) 1.90 per centum of the wages (as so defined)
paid after December 31, 198}, and before January 1, 1990, and so
reported, and (M) 220 per centum of the wages (as so defined) paid
after December 31, 1989, and so reported, which wages shall be certi-
fied by the Secretary of Health, Elc’luction, and Welfare on the basis
of the records of wages established and maintained by such Secretary
in accordance with such reports; and
(2) (A) 34 of 1 per centum of the amount of self-employment
income (as defined in section 1402 of the Internal Revenue Code
of 1954) reporied to the Secretary of the Treasury or his delegate
on tax returns under subtitle F of the Internal Revenua Code of
1954 for any taxable year beginning after Decemnber 31, 1956, and
before January 1, 1966, (B) and 0.525 of 1 per centum of the
amount of self-employment income (as so defined) so reported for
any taxable year beginning after December 31, 1955, and before
January 1, 1968, and (C) 0.7125 of 1 per centum of the amount of
self-employment income (as so defined) so reported for any tax-
able year beginning after December 31, 1967, and before Janu-
ary 1, 1970, (D) 0.825 of 1 per centum of the amount of self-
employment income (as so defined) so reported for any taxable
year beginning after December 31, 1969, and before Januar{ 1,
1973, (E) 0.795 of 1 per centum of the amount of self-employ-
ment income (as so defined) so reported for any taxable year
beginning after December 31, 1972, and before January 1, 1974,
(F) 0.815 of 1 per centum of the amount of self-employment income
(as so defined) as reported for any taxable year beginning after De-
cember 31, 1973, and before January 1, 1978, (G) 1.090 per centum
of the amount of self-employment income (as so defined) so reggrted
for any taxable year beginning after December 31, 1977, and before
January 1, 1979, [ (H) 1.0400 per centum of the amount of self-em-
ployment income (as so defined) so reported for any taxable year be-
ginning after December 31, 1978, and before January 1, 1981, (I)
1.2375 per centum of the amount of self-employment income (as so de-
fined) so reported for any taxable year beginning after December 31,
1980, and before January 1, 1985, (J) 1.4250 per centum of the amount
of self-employment income (as so defined) so reported for any taxable
year beginning after December 31, 1984, and befors January 1, 1990,
and (K) 1.650 per centum of the amount of self-employment income
(as so defined) so reported for any taxable year beginning after De-
cember 31, 1989,] (H)1.0400 per centum of the amount of self-em-
loyment income (as so defined) 8o reported for any tacable year
geginm'wzg after December 31, 1978, and before January 1, 1980, (I)
0.7775 per centvuin of the amount of self-employment tncome (as so
defined) so reported for any taxable year beginning after December
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31, 1979, and before January 1, 1981, (J) 09750 centum of the
amount of self-employment income (as so de ) 80 reported for
any taxable year beginning after December 31, 1980, and before
Vanuary 1, 1982, (K) 12375 per centum of the amount of self-em-
ployment income (as 8o defined) so reported for any tazable year be-
ginning after December 31, 1981, and before January 1, 1985 (L)
1.425"2#1' centum of the amount of self-employment income (as so
def 80 reported for any taxable year beginning after December
31, 1984, and be{ore January 1990, and (.V? 1.6500 per centum of
the amount of self-employment income (as so defined) so reported for
any tarable year beginning after December 31, 1989, which self-em-
ployment income shall be certified by the Secretary of Health, Educa-
tion, and Welfare on the basis of the records of self-employment in-
come established and maintained by the Secretary of Health, Educa-
tion, and Welfare in accordance with such returns.
. ° . . ] ) )

Old-Age and Survivors Insurance Benefit Payments
Old-Age Insurance Benefits
Sec. 202. (a) * * *
Child’s Insurance Benefits

(d) (1) Every child (as defined in section 216(e)) of ar individual
entitled to old-age or disability insurance benefits, or of an individual
who dies a fully or currently insured individual if such child—

(A) has filed application for child’s insurance benefits,

(B) at the time such application was filed was unmarried and
(1) either had not attained the age of 18 or was a full-time student
and had not attained the age of 22, or (11) is under a disability (as
defined in section 223(d)) which began before he attained the
age of 22, and

(C) was dependent upon such individual—

(1) if such individual is living, at the time such application
was filed,
(11) if such individual has died, at the time of such death,

r
(iii) if such individual had a period of disability which
continued until he became entitled to old-age or disability
insurance benefits, or (if he has died) until the month of his
death, at the beginning of such period of disability or at the
time he became entitled to such benefits, -
shall be entitled to a child’s insurance benefit for cach' month, begin-
ning with the first month after August 1950 in which such child be-
comes so entitled to such insurance benefits and ending with the month
preceding which ever of the following first occurs—

(D) the month in which such child dies, or marries,

(E) the month in which such child attains the age of 18, but
only if he (i) is not under a disability (as so defined) at the time
he attains such age, and (ii) is not a full-time student during
any part of such month.

O
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(F) if such child was not under a disability (as so defined)

at the time he attained the age of 18, the earlier of—
(i) the first month during no part of which he is a full-
time student, or
(ii) the month in which he attains the of 22,
but only if he was not under a disability (as so defined) in such
earlier month; or

(G) if such child was under s disability (as so defined) at
the time he attained the age of 18, or if he was not under a dis-
cbility (as so defined) at such time but was under a disability
(as so defined) at or prior to the time he attained (or would at-
tain) the a§e of 22, or, subject to section 223(e), the termination
month (and for purposes of this subpa ph, the termination
month for any individual shall be the third month following
the month in which his disability ceases; except that, in the
case of an individual who has a period of trial work which
ends as determined by application of section 222(01)154) (A), the
termination month shall be the earlier of (I) the third month fol-
lowing the earliest month after the end of such period of trial
work with respect to which such individual is determined to no
longer be suffering from a dxss,bl.nf pkysical or mental impair-
ment, or (II) the third month following the earliest month in
which such individual engages or is determined able to engaﬁa

in substantial gainful activity, but in no event earlier than the
first month occurring after the 15 months following such period
of trial work in which he engages or is determined able to
egga.ge in substantial gainful activity, or (if later) the earljer
of—
(i) the first month during * o part of which he is a full-
time student, or
{1i) the montn in which he attains the aﬁe of 22,
but only if he was not under a disability (as so defined) in such
earlier month.
Entitlement of any child to benefits under this subsection on the basis
of the wages and self-employment income of an individual entitled to
disability insurance benefits shall also end with the month before the
first month for which such individual is not entitled to such benefits
unless such individual is, for such later month, entitled to old-age in-
surance benefits or unless he dies in such month. No payment under
this paragraph may be made to a child who would not meet the defini-
tion of disability in section 223(d) except for paragraph (1)(B)
thereof for any month in which he engages in substantial gainful
activity.

(2) Such child’s insurance benefit for each month shall, if the indi-
vidual on the basis of whose wages and self-employment income the
child is entitled to such benefit has not died prior to the end of such
month, be equal to one-half of the primary insurance amount of such
individual for such month. Such child’s insurance benefit for each
month shall, if such individual has died in or prior to such month, be
gqspl' dto 1thro:-e-feurths of the primary insurance amount of such
individual.
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(3) A child shall be deemed dependent upon his father or adopting
father or his mother or adopting mother at the time specified in para-
gral;:h (1) (C) unless, at such time, such individual was not living
with or contributing to the support of such child and—

(A) such child is neither the legitimate nor adopted child of
such individual, or
(B) such child has been sdopted by some other individual.
For purposes of this paragraph, a child deemed to be a child of a fully
or currently insured 1.1dividual pursuant to section 216(h) (2) (B) or
section 216(h) (3) shall be deemed to be the legitimate child of such
individual.

(4) A child shall be deemed dependent upon his stepfather or step-
mother at the time specified in paragraph (1) (C) i?, at such time,
the child was living with or was receiving at least one-half of his sup-
port from such stepfather or stepmother.

(5) In the case of a child who has attained the age of eighteen and
who marries—

(A) an individual entitled to benefits under subsection (a),
gb;, (e), (£f), (g), or (h) of this section or under section 223
a), or

B) another individual who has attained the age of eighteen

and is entitled to benefits under this subsection,
such child’s entitlement to benefits under this subsection shall, not-
withstanding the provisions of paragraph (1) but subject to subsec-
tion (s), not be terminated by reason of such marriage; except that,
in the case of such a marriage to a male individual entitled to benefits
under section 223(a) or this subsection, the preceding provisions of
this paragraph shall not apply with respect to benefits for months
after the last month for which such individual is entitled to such bene-
fits under section 223 (a) or this subsection unless (i) he ceases to be
so entitled by reason of his death, or (ii) in the case of an individual
who was entiled to benefits under section 223(a), he is entiled, for
the month following such last month, to benefits under subsection (a)

of this section.

(6) A child whose entitlement to child’s insurance benefits on the
basis of the wages and self-employment income of an insured indi-
vidual terminated with the month preceding the month in which such
child attained the age of 18, or with a subsequent month, may again
become entitled to such benefits (provided no event specified in para-
graph (1) (D) has occurred) beginning with the first month there-
after in which he—

(A) (i) is a full-time student or is under a disability (as defined
in section 223(d)). and (ii) had not attained the age of 22, or
(B) is under a disability (as so defined) which began before
the close of the 84th month following the month in which his
most recent entitlement to child’s insurance benefits terminated
because he ceased to be under such disability.
but only if he has filed application for such reentitlement. Such reen-
titlement shall end with the month preceding whichever of the follow-
ing first occurs:
(C) the first month in which an event specified in paragraph
(1) (D) occurs;
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(D) the earlier of (i) the first month duriniuno of which
he is a full-time student, or (ii) the month in which he attains the
age of 22, but only if he is not under a disability (as so defined)
in such earlier month; or
(E) if he was uader s disability (as so defined), the third

month following the month in which he ceases to be under such
disability or (if later) the earlier of—

(1) the first month during no part of which he is a full-

time student, or
(ii) the month in which he attains the age of 22.

(7) For the purposes of this subsection—

(A) A “full-time student” is an individual who is in full-time
attendance as a student at an educational institution, as deter-
mined by the Secretary (in accordance with regulations fpm-
scribed by him) in the light of the standards and practices of the
institutions involved, except that no individual shall be considered
a “full-time student” if he is paid by his employer while attend-
ing an educational institution at the request, or pursuant to a
requirement, of his emplover. An individual shall not be consid-
ered a “full-time student” for th:dpw‘poae of this section while
that indwidual is confined in a jail, prison, or other penal insti-
tion or correctional facility, pursuant to his conviction of an
offense (committed after the date of the enactment of this para-
graph) whick constituted a felony under applicable law.

(B) Except to the extent provided in such regulations, an
individual shall be deemed to be a full-time student during an

riod of nonattendance at an educational institution at whic.

e has been in full-time attendance if (i) such period is 4 calendar
months or less, and (ii) he shows to the satisfaction of the Secre-
tary that he intends to continue to be in full-time attendance at
an educational institution immeditely following such period. An
individual who does not meet the requirement of clause (ii) with
respect to such period of nonattendance shall be deemed to have
met such requirement (as of the beginning of such period) if he
is in full-time attendance at an educational institution immedi-
ately following such period.

(C) An “educational institution” is (i) a school or college or
university operated or directly supported by the United States,
or by any State or local government or political subdivision there-
of, or (ii) a school or college or university which has been
approved by a State or accredited by a State-recognized or
nationally-recognized accrediting agency or body, or (iii) a
nonaccredited school or college or university whose credits are
accepted, on transfer, by not less than three institutions which
are so accredited, for credit on the same basis as if transferred
from an institution so accredited.

(D) A child who attains age 22 at a time when he is a full-
time student (as defined in subparagraph (A) of this paragraph
and without the application of subparagraph (B) of such para-

aph) but has not (at such time) completed the requirements

or, or received, a degree from a four-year college or university
shall be deemed (for purposes of determining whether his en-
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titlement to benefits under this subsection has terminated under
paragraph (1) (F) and for purposes of determining his initial
entitlement to such benefits under clause (i) of paragraph (1)
(B)) not to have attained such age until the first day of the first
month following the end of the quarter or semester in which he
i8 enrolled at such time (or, if the educational institution (as
defined in this paragraph) in which he is enrolled is not operated
on a quarter or semester system, until the first day of the first
month following the completion of the course in which he is so
enrolled or until the first day of the third month beginning after
such time, whichever first occurs).
(8) In the case of —

(A) An individual entitled to old-age insurance benefits (other
than an individual referred to in subparagraph (B)), or

(B) an individual entitled to disability insurance benefits, or
an individual entitled to old-age insurance benefits who was
entitled to disability insurance benefits for the month preceding
&e ff‘lirst month for which he was entitled to old-age insurance

nefits.

a child of such individual adonted after such individual became en-
titled to such old-age or disability insurance benefits shall be deemed
not to meet the requirements of clause (i) or (iii) of paragraph (1)
(C) unless such child—

(C) is the natural child or stepchild of such individual (in-
cluding such a child who was legally adopted by such individual),
or

(D) (i) was legally adopted by such individual in an adoption
gecreed by a court of competent jurisdiction within the United

tates,

(ii) was living with such individual in the United States and
receiving at least one-half of his support from such individual
(I) if he is an individual referred to in subparagraph (A). for
the year immediately before the month in which such individual
became entitled to old-age insurance benefits or, if such individual
had a e(;)eriod of disability which continued until he had become
entitled to old-age insurance benefits, the month in which such
period of disability began, or (II) if he is an individual referred
to in subparagraph (B), for the vear immsadiately before the
month in which began the period of disability of such individual
which still exists as the time of adoption (or, if such child was
adopted Ly such individual after such individual attained age 65,
the period of disability of such individual which existed in the
month preceding the month in which he attained age 65), or the
month in which such individual became entitled to disability
insurance benefit, or (ITI) if he is an individual referred to in
either subparagraph (A) or subparagraph (B) and the child is
the grandchild of such individual or his or her spouse, for the year
immediately before the month in which such child files his or her
application for child's insurance benefits. and

(11i) had not attained the age of 18 before he began living
with such individual.



61

In the case of a child who was born in the one-year period during
which such child must have been livins with and receiving at least
one-half of his support from such individual, such child shall be
deemed to meet such requirements for such period if, as of the close
of such period, such child has lived with such individual in the United
States and received at least one-half of his support from such indi-
vidual for substantially all of the period which begins on the date of
birth of such child.

(9) (A) A child who is a child of an individual under clause (3)
of the first sentence of section 216(e) and is not a child of such indi-
vidual under clause (1) or (2) of such first sentence shall be deemed
not to be dependent on such individual at the time specified in sub-
paragraph (1) (C) of this subsection unless (i) such child was liv-
ing with such individual in the United States and receiving at least
one-half of his support from such individual (SI) for the year imme-
diately before the month in which such individual became ertitled to
old-age insurance benefits or disability insurance benefits or died, or
(II) if such individual had a period of disability which continued
until he had become entitled to old-age insurance benefits, or disabilit
insurance benefits, or died, for the year immediately before the mon
in which such period of disability began, and (ii) the period during
which such child was living with such individual began before the
child attained age 18.

(B) In the case of a child who was born in the one-year period dur-
ing which such child must have been living with and receiving at least
one-half of his support from such individual, such child shall be
deemed to meet such re%uinements for such period if, as of the close
of such period, such child has lived with such individual in the United
States and received at least one-half of his support from such indi-
vidual for substantially all of the period which begins on the date of
such child’s birth.

. . . . . . .
Application for Monthly Insurance Benefits

éj) (1) Subject to the limitations contained in paragraph (4), an
individual who would have been entitled to a benefit under subsection
(a), (b), (¢), (d), (e), (f), (i ,or (h) for any month after August
1950 had he filed application therefor prior to the end of such month
shall be entitled to such benefit for such month if he files application
therefor prior to the end of the [twelfth] tkird month immediately
succeeding such month. Any benefit under this title for a month prior
to the month in which application is filed shall be reduced, to any ex-
tent that may be necessarv, so that it will not render erroneous any
benefit which, before the filing of such application, the Secretary has
certified for payment for such prior month.
(2) An application for any monthly benefits under this section
filed before the first month in which the applicant satisfies the re-
uirements for such benefits shall be deemed a valid application
and shall be deemed to have been filed in such first month) only if
the applicant satisfies the requirements for such benefits before the
Secretary makes a final decision on the application and no request



BN PRUELT 1NN ORI N SETVE S T ANTR SRR 7Y ¢ T

62

under section 205(b) for notice and opportunity for a hearing thereon
is made or, if such & request i3 made, before a decision baded upon
the evidence adduced at the hearing is made é:gardless of whether
such decision becomes the final decision of the retary).

(3) Notwithstanding the provisions of paragraph ( 1?. an individual
may. at his option, waive entitlement to any benefit referred to in para-
graph (1) for any one or more consecutive months (beginning with the
earliest month for which such individual would otherwise be entitled
to such benefit) which occur before the month in which such individ-
ual files application for such benefit; and, in such case. such individual
shall not &, considered as entitled to such benefits for any such month
or months before such individual filed such application. An individual
shall be deemed to have waived such entitlement for any such month
for which such benefit would, under the second sentence of paragraph
(1), be reduced to zero.

(4)(A) Excedpt as provided in eubparagraph (B), no individual
shall be entitled to a monthly benefit under subsection (a), (b), (¢),
"(e), or (f) for any month prior to the month in which he or she files
an application for benefits under that subsection if the effect of entitle-
‘ment to such benefit would be to reduce, pursuant to subsection (q),
the amount of the monthly benefit to which such individual would
otherwise be entitled for the month in which such spplication is filed.

(B) (i) If the individual applying for retrcactive benefits is apply-
ixtxg for such benefits under sugsection (a), and ‘here are one or more
other persons who would (except for subparagraph (A)) be entitled
for any month, on the basis of the wages and self—emPloyment income
of such individual and because of such individual’s entitlement to
such retroactive benefits, to retroactive benefits under subsection (b),
(¢), or (d) not subject to reduction under subsection (q), then sub-
paragraph (A) shall not apply with respect to such month or any sub-

uent mon
se(}ii) If the individual applying for retroactive benefits is a widow,
su~viving divorced wife, or widower and is under a disability (as de-
fined in section 223(d)), and such individual would, except for sub-
paragraph (A). be entitled to retroactive benefits as a disabled widow
or widower or disabled surviving divorced wife for any month before
attaining the age of 60, then subparagraph (A) shall not apply with
res to such months or any subsequent month.

iii) If the individual applying for retroactive benefits has excess
earnings (as defined in section 203 (f)) in the year in which he or she
files an ag) lication for such benefits which could, except for subpara-
graph ( f, be charged to months in such year prior to the month of
application, then subparagraph (A) shall not apply to so many of
such months immediateli preceding the month of application as are
requjlx)-led to charge such excess earnings to the maximum extent
possible.

{iv) As used in this subparagraph. the term “retroactive benefits”
means benefits to which an individual becomes entitled for 8 month
prior to the month in which application for such benefits is filed.

® L J ® ® ® ® ®
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Other Definitions
Disability ; Period of Disability

(i) (1) Except for purposes of section 202(d), 202(e), 202(f), 223,
and 225, the term “disability” means (A) inabiiity to engage 1n any
substantial gainful activity by reason of any medically determinable

hysical or mental impairment which can be expected to result in

cath or has lasted or can be expected to last for a continuous ggriod
of not less than 12 months, or (B) blindness; and the term “blindness”
means central visual acuity of 20/200 or less in the better eye with the
use of correcting lens. An eye which is accompanied by a limitation
in the field of vision such that the widest diameter of the visual field
subtends an angle no greater than 20 degrees shall be considered for
purposes of this paragraph as having a central visual acuity of 20/200
or less. The provisions of paras%:a‘)hs (2) (A), (3), (4), [and (5)]
(5). and (6) of section 223(d) shall be applied for pu of deter-
mining whether an individual is under a disability within the mean-
ing of the first sentence of this paragraph in the saine manner as
they are applied for pu of paragraph(l) of such section.
Nothing in this title shall be construed as authorizing the Secretary
or any other officer or employee of the United States to interfere in
any way with the practice of medicine or with relationships between
practitioners of medicine and their patients, or to exercise any super-
vision or control over the administration or operation of any hospital.

Sec.216. * * *

Disability Insurance Benefit Payments
Disability Insurance Benefits
Sec.233. (a) * * *
Definition of Disability

(d) (IA The term “disability” means—

(A) inability to enfage in any substantial gainful activity by
reason of any medically determinable physical or mental impair-
ment which can be exgyected to result in death or which has lasted
or can be expected to last for a continuous period of not less than
12 months; or

(B) in the case of an individual who has attained the age of
55 and is blind (within the meaning of “blindness” as defined in
section 216(1) (1) ), inability by reason of such blindness to engage
in substantial gainful activity requiring skills or abilities com-
parable to those of any gainful activity in which he has previously
engaged with some regularity and over a substantial period of
time.

(2) For purposes of paragraph (1) (A)—

(A) an individual (%,;ace t a widow, surviving divorced wife,

or widower for purposes of section 202 (e) or (f) shall be deter-
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mined to be under a disability only if his physical or mental
impairment or impairments are of such severity that he is not
only unable to do his previous work but cannot, considering his
age, education, and work experience, engage in any other kind of
substantial gainful work which exists in the national econoiny, re-
gardless of whether such work exists in the immediate area in
which he lives, or whether a specific job vacancy exists for him,
or whether he would be hired if he applied for work. For pur-
poses of the preceding sentence (with respect to any individual),
‘werk which exists in the national economy” means work which
exists in significant numbers either in the region where such in-
dividual lives or in several regions of the country;

(B) a widow, surviving divorced wife, or widower shall rot be
determined to be under a disability (for purposes of section 202
(e) or (f)) unless his or her physical or mental impairment or
impairments are of a level of severity which under regulations
prescribed by the Secretary is deemed to be suflicient to preclude
an individual from engaging in any gainful activity.

(3) For purposes of this subsection, a “physical or mental impair-
ment” is an impairment that results from anatomical, physiological,
or psycholegical abnormalities which are demonstrable by medically
acceptable clinical and laboratory diagnostic techniques.

(4) The Secretary shall by regulations prescribe the criteria for
deiermining when services performed or earnings derived fron serv-
ices demonstrate an individual's ability to en in substantial gain-
ful activity. No individual who is blind shaﬁng regarded as having
demonstrated an ability to engage in substantial gainful activity on
the basis of earnings that do not exceed the exempt amount under
section 203 (f) (8) which is applicable to individuals described in sub-
paragraph (D) thereof. Not withstanding the provisions of paragraph
(2), an individual whose services or earnings meet such criteria shall,
except for pur]l)loses of section 222(c), be found not to be disabled. In
determining whether an individual is able to engage in substantial
gainful activity by reason of Iis earnings, where his disability is suffi-
ciently severe to result in a functional Iimitation requiring assistance
in order for him to work, there shall be excluded from such earnings
an amount equal to the cost (to such individual) of any attendant care
services, medical devices, equipment, prostheses, and similar items and
services (not including routine drugs or routine medical services un-
less such drugs or services are necessary for the control of the dis-



4

PUICR WA Y W L (R Y PR e SIS 1 T3S 4

i Seiiatece 3RS IRINA LA

65

abling condition) which are recessary (as determined by the Secretary
in regulations) for that purpose, whether or not such assistance is also
needed to enable him to carry out his normal daily fuuctions; except
that the amounts to be excluded shall be subject to such reasonable
limits as the Secretary may prescribe. oo

{5) An individual shall not be considered to be under a disability
unless he furnishes such medical and other evidence of the existence
thereof as the Secretary may require.

Any non-Federal hospital, clinic, laboratory, or other provider of
medical services, or physician not in the employ of the Federal Govern-
ment, which supplies medical evidence required and requested by the
Secretary under this paragraph shall be entitled to payment from the
Secretary for the reasonable cost of providing such evidence.

L L [ ] [ ] ¢ [ J L

(e) No benefit shall be payable under subsection (d)(1)(B) (ii),
(e) (1) (B) (i1), or (£) (1) (B)éii) of section 202 or under subsection
(a) (1) of this section to an individual for any month, after the third
month, in which he engages in substantial gainful activity during the
15-month period following the end of his trial work period determined
by application of section 222(c) (4) (A).

Suspension of Benefits for Inmates of Penal Institutions

(f) (1) Notwithstanding any other provision of this title, no
monthly benefits shall be paid under this section, or under section
202(d) by reason of being under a disability, to any individual for
any month during which such individual is confined in a jail, prison, or
other penal institution or correctional facility, pursuant to his con-
viction of an :geme which constituted a felony under applicable law,
unless such individual is actively and satisfactorily participating in
a rehabilitation program which has been specifically approved for
such individual by a court of law and, as detemined by t Secret::z,
8 expected to result in such individual being able to engage in sub-
stantial gainful activity upon release and v:ithin a reasonable time.

(2) Benefits which would be payable to any individual (other than
a confined individual to whom benefits are not payable by reason o
paragraph (1)) under this title on the basis o tZe wages and self-
employment income of such a confined individual but for the provi-
sions of paragraph (1), shall be payable as though such confined in-
dividual were receiving such benefis under this section,
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TITLE V—-MATERNAL AND CHILD HEALTH AND
CRIPPLED CHILDREN'S SERVICES

Approval of State Plans

Sec.505. (a) * ¢ *

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

(13) provides—

(A) that the State health agency. or other appropriate State
medical agency, shall be responsible for establishing a plan, con-
sistent with regulations prescribed by the Secretary, for the re-
view by appropriate professional health personnel of the appro-
priateness and quality of care and services furnished to recipients
of services under the plan and, where applicable, for providing
guidance with respect thereto to the other State agency referred
to in paragraph (2) ; and

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

(16) provides (A) that the records of any entity participating in
the plan and providing services reimbursable on a cost-related basis
will be audited as the Secretary determines to be necessary to insure
that proper payments are made under the plan, (B) that such audits,
for such entities also providing services under part A of title XVIII,
will be coordinated and conducted jointly (to such extent and in such
manner as the Secretary shall prescribe) with audits conducted for
purposes of such part, and (C) for payment of the portion of costs
of each such common audit of such an entity equal to the portion of
of the cost of the common audit which is attributable to the program
established under this title and which would not have otherwise been
incurred in an audit of the program cstablished under title XVIIIL.

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

Payments

Sec. 506. (a) From the sums appropriated therefor and the allot-
ments available under section 503 ( 19 or 504(1), as the case may be, the
Secretary shall pay to each State which has a plan approved under
this title, for each quarter, beginning with the quarter commencing
July 1, 1968, an amount, which shall be used exclusiwly for carry-
ing out the State plan, equal to one-half of the total sum expended
during such quarter for carrying out such plan with respect to ma-
ternal and child health services and services for crippled children,

respectively.
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(b) (1) Prior to the beginning of each quarter. the Secretary shall
estimate the amount to which a State will be entitled under subsection
(a) for such quarter, such estimates to be based on (A) a report filed
by the State containing its estimate of the total sum to be expended
in such quarter in accordance with the provisions of such subsection,
and stating the amount approfriated or made available by the State
and its political subdivisions for such expenditures in such quarter,
and if such amount is less than the State’s proportionate share of the
total sum of such estimated expenditures, the source or sources from
which the difference is expected to be derived, and (B) such other in-
vestigation as the Secretar{ may find necessary.

(2) The Secretary shall then pay to the State, in such installments
as he may determine, the amount so estimated, reduced or increased to
the extent of any overpayment or underpayment which the Secretary
determines was made under this section to such State for any prior
quarter and with respect to which adjustment has not already been
made under this subsection. ]

(3) Upon the making of an estimate by the Secretary under this
subsection, any appropriations available for payments under this sec-
tion shall be deemed obligated.

(c) The Secretary shall also from time to time make payments to
the States from their respective allotments pursuant to section 503 (2)
or 504(2). Payments of grants under sections 503(2), 504(2), 508,
509, 510, and 511, and ofrgrants, contracts, or other arrangemecnts
under section 512, may be made in advance or by way of reimburse-
ment, and in such installments, as the Secretary may determine; and
shall be made on such conditions as the Secretary finds necessary to
carry out the purposes of the section involved.

(cf) The total amount determined under subsections (a) and (b)
and the first sentence of subsection (c) for any fiscal year ending after
June 30, 1968, shall be reduced by the amount by which the sum ex-
pended (as determined by the Secretary) from non-Federal sources
for maternal and child health services and services for crippled chil-
dren for such year is less than the sum expended from such sources
for such services for the fiscal year ending June 30, 1968. In the case
of any such reduction, the Secretary shall determine the portion
thereof which shall be applied, and the manner of applying such
reduction, to the amounts otherwise payable from allotments under
section 503 or section 504.

(e) Notwithstanding the preceding provisions of this section, no
payment shall be made to any State thereunder from the allotments
under section 503 or section 504 for any period after June 30, 1968,
unless the State makes a satisfactory showing that it is extending the
provisions of services, including services for dental care for children
and family planning for mothers, to which such State’s plan applies
in the State with a view to making such services availablg by .ﬁj’y 1,
1975 to children and mothers in all parts of the State.

(f) Notwithstanding the preceding provisions of this section, no
payment shall be made to any State thereunder—

(1) with respect to any amount paid for items or services fur-
nished under the plan after December 31, 1972, to the extent that
such amount exceeds the charge which would be détermined to
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be reasonable for such items or services under [the fourth and
fifth sentences of section 1842(b) (3)] subparagraphs (B) (i),
(B) (&), (), and (F) of section 1842(8) (4)sor ,

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

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

(4) with respect to any amount expended for services furnished
under the plan by a hospital unless such hospital has in effect a
utilization review plan which meets the requirement imposed by
section 1861(k) for purposes of title XVII?: and if such hospital
has in effect such a utilization review plan for purposes of title
XVIII, such plan shall serve as the plan required by this subsec-
tion (with the same standards and procedures and the same review
committes or group) as a condition of payment under this title;
the Secretary 1s authorized to waive the requirements of this para-

aph in any State if the State agency demonstrates to his sat-
1sfaction that it has in operation utilization review procedures
which are superior in their effectiveness to the procedures required
under section 1861 (k).

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

(R) For additional exclusions from reasonable cost and reasonable
charge see section 113}.

L J L L J L J L 4 L 4 L4

TITLE IX—MISCELLANEOUS PROVISIONS RELATING TO
EMPLOYMENT SECURITY

Federal Advisory Council
Sec. 908. (a) The Secretary of Labor shall establish a Federal

. Advisory Council, of not to exceed 16 members including the chair-

man, for the purpose of reviewing the Federal-State program of un-
employment compensation and making recommendations to him for
improvement of the system.
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(b) The Council shall be appointed by the Secretary without regard
to the civil service laws and shall consist of men and women who shall
be representatives of employers and employees in equal numbers, and
the public.

(¢) The Secretary may make available to the Council an Executive
Secretary and secretarial, clerical, and other assistance, and such perti-
nent data prepared by the Department of Labor, as it may require to
carl(?' out its functions.

(d) Members of the Council shall, while serving on business of the
Council, be entitled to receive compensation at rates fixed by the Sec-
retary, but not exceeding $100 per day, including travel time; and
while so servinﬁ aw::f' from their homes or regular places of busin
they may be allowed travel ex{}enses, includmf per diem in lieu o
subsistence, as authorized by 5 U.S.C. 5703 (b) for persons in govern-
ment service employed intermittently.

(e) The Secretary shall encourage the organization of similar State
adviso'rly councils.

(f) There are hereby authorized to be a}glc)ropriated for the fiscal
year ending June 30, 1971, and for each fiscal year thereafter such
sums, not to exceed $100,000, as may be necessary to carry out the
purposes of this section.

Federal Employees Compensation Account

See. 909. There is hereby established in the Unemployment Trust
Fund a Federal Employces Compensation Account which shall be
z'a:ge for the purposes specified in section 8509 of title 5, U nited States

TITLE XI—GENERAL PROVISIONS AND PROFESSIONAL
STANDARDS REVIEW

Parr A—GENERAL ProvisionNs

L L L 4 L L 4 | 4 L

Limitation on Payments to Puerto Rico, the Virgin Islands,
and Guam

Sec. 1108. (a) Except as provided in 2002(a)(2) (C), the total
amount certified by the Secretary of Health, Education and Welfare
under title I, X, XIV, and XVI, and under parts A and E of title IV
(exclusive of any amounts on account of services and items to which
subsection (b) applies)—

(1) for payment to Puerto Rico shall not exceed—
(A) $12,500,000 with respect to the fiscal year 1968,
(B) $15.000,000 with respect to the fiscal year 1969,
(C) $18,000,000 with respect to the fiscal year 1970,
(D) $21,000,000 with respect to the fiscal year 1971,
(E) $24,000,000 with respect to each of the fiscal year 1972
through 1978.
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(F) $72000000 with respeet to the fiscal year 1979 and

cach fiscal year thereafrer:}

(F') 872000400 with respect to the fiscal year 1979.

(G) S3CH0 NN with rexpect to the fixcal year 1980,

(H) 8..8.0004000 with respect to the fiscal ycar 1981, or

(1) S72000000 with respect to the fiscal year 1982 and cach
fiscal year thercafter:

(2) for payment to the Virgin Islands shall not exceed—

() 425,000 with respeet to the fiscal year 1968,

(B) $300,000 with respect to the fiscal year 1969,

(C) $600,000 with respeet to the fiscal vear 1970,

(D) $700,000 with respect to the fiscal yvear 1971,

(E) 5800000 with respeet to cach of the fiscal yvears 1972
through 1975, Lor]

(F) 22400000 with respect to the fiseal year 1979 and

cach fiscal vear thereafter.}

(F) 8200000 with rixpect to the fiscal year 1979,

(@) $1.200.000 1with respect to the fiscal year 1930,

(H) $1.600000 with respect to the fiscal year 1981, or

(1) 82,400.000 with respect to the fixcal year 1982 and ¢ach
fiscal year thercafter:

(3) for payment to Guam shall not exceed——

(A) $575.,000 with respect to the fiscal vear 1968,

(B) 690,000 with respect to the fiscal year 1969,

(C) 8823.000 with respect to the fiscal yvear 1970,

(D) $960.000 with respect to the fiscal year 1971,

(E) £1.100,000 with respect to the fiscal vear 1972 and each
fiscal year thereafter other than the fiscal year 1979, [or]
(F) 23300000 with respect to the fiscal year 1979,

F) $3.300.000 with respect to the fiscal year 1979,
(@) 81650000 with respect to the fiscal year 1980,
(H) $2200000 with respect to the fiscal year 1981. or
(1) 83.300.000 with respect to the fiscal year 1982 and each
fiscal year thercafter.

(b) The total amount certified by the Secretary under part A of title
IV.on account of family planning services and services provided under
section 402(a) (19) with respect to any fiscal year—

(1) for pavment to Puerto Rico shall not exceed $2.000.000,

((1 2) for payment to the Virgin Islands <hall not exceed $63.000,
an

(3) for payment to Guam shall not exceed $90.000,

(c) The total amount certified by the Secretary under title XIX
with respect to any fiscal vear—

(1) for payment to Puerto Rico shall not exeed $£30.000,000
((12) for payment to the Virgin Islands shall not exceed £1.000,000,
an '

(3) for payment to Gusaa shall not exceed $900.000.

(d) Notwithstanding the provisions of section 502(a) and 512(a)
of this Act, and the provicions of sections 421, 503(1). and 504(1) of
this Act as amended by the Social Security Amendments of 1967.
and until such time as the Congress may by appropriation or other
law otherwise provide, the Secretary shall, in lieu of the initail allot-
ment specified in such sections. allot such smaller amounts to Guam,
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American Samoa, and the Trust Territory of the Pacific Islands as he
may deemn appropirate.
L L [ J L [ J L

Adjustment of Retroactive Benefits Under Title II on Account
of Supplemental Security Income Benefits

Sec. 1127. Notwithstanding any other provision of this Act in any
case where an individual—
(1) makes application for benefits under title IT and is subse-
quently determined to be entitled to those benefits, and
(2) was an individual with respect to whom supplemental se-
curity income benefits were paid under title XVI (including
State supplementary payments which were made under an
agreement pursuant to section 1616(a) or an administration
agrecment under section 212 of Public Law 93-66) for one or
more months during the period beginning with the first month
for which a benefit described in paragraph (1) is payable and
ending with the month before tﬁe first month in which such
benefit is paid pursuant to the application referred to in para-
graph (1),
the benefits (described in paragraph (1)) which are otherwise retro-
actively payable to such individual for months in the period de-
scribed in paragraph (2) shall be reduced by an amount equal to so
much of such supplemental security income benefits (including State
supplementary payments) described in paragraph (2) for such month
or months as would not have been paid with respect to such individ-
ual or his eligible spouse if the individual had received the benefits
under title IT at the times they were regularly due during such
period rather than retroactively; and from the amount of such re-
duction the Secretary shall reimburse the State on behalf of which
such supplementary payments were made for the amount (if any) by
which such State’s expenditures on account of such supplementary
payments for the period involved exceeded the expenditures whic
the State would have made (for such period) if the individual had
received the benefits under title IT at the times they were reguiarly
due during such period rather than retroactively. An amount equal
to the portion of such reduction remaining after reimbursement of
the State under the preceding sentence shall be covered into the gen-
eral fund of the Treasury.

Health Facilities Costs Commission

Sec. 1128. (a) There is estublished a commission to be known as
the Health Faciitics Costs Comnmission (hereinafter in this section
referred to as the “Comnission”).

(1) (1) The Commission shall be composed of fiftcen members ap-
pointed by the Secretary—

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

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

grams;and
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(C) the remainder of whom shall be, ag a result of training,
expericuce, or attuinme utx, particddarly and erxceptionally well
qual(z;ﬁml to assixt in screing and carrying out the functions of
the Conimission, .

One of the members of the Commissian, at the time of appointment,
shall be d signated us Chairman of the Commission. The Secretary
shall first appoint members to the Comuission not later than Octo-
ber 1, 1980.

(2) The Chairman of the Comndixsion shall dcsignate a member of
the Commission to act ux Viee Chairman of the Commisgion.

(3) A majority of the menbers of the Conemission shall constitute
a quorum, but a lesser nuwmber may conduct hearings.

(4) .1 vacancy in the Commission shall not affect itz powers, but
shall be filled in the same manner as that herein provided for the ap-
pointment of the member first appointed to the vacant position.

(8) Members of the Conanission shall be appointed for a term of
four ycars, except that the Scevctary shall provide for such shorter
terms for some of the members fivst appointed so as to stagger the
date of cxpiration of miembers' terma of office.

(6) Vo individual may be appointed to serce more than two terms
as a memher of the Comunission.

(7) Each member of the ('onunission shall be entitled to per diem
compensation at ratcs fired by the Secretury. but not more than the
current per diem cquicalent of the arsoial rate of busic pay in effect
for grade GS-18 of the General Schedule for cach duy (imcluding
traceltime) during which the member is engaged in the actual per-
formance of dutics cested in the Commission. and all members of the
Commission shall be allowed. while away from their homes or regular
places of business in the performance of service for the Commission,
travel expenxes (including per dicm in licu of subsistence) in the
same manner as persons employed intermittently in the Gocernment
service are allowed carpenscs under section 5703 of title 5, United
States Code.

(8) The Conunission shall meet at the call of the Chairman, or at
the call of a majority of the members of the Commission; but meet-
ings of the Commission shall be held not less frequently than once in
each calendar month which begins after a majority of the uuthorized
membership of the Commission has first been appointed.

(¢) (1) 1t shall be the duty und function of the Commission to con-
duct a continuing study, incecstigation, and recview of the reimburse-
ment of hosiptals for care provided by them to indiridudls corered
under title XVIII or under State pluns approved nnder title X1IX .
with particular attention to the criteria cstablished by section 1861
(bb) with a ciew to devising additional methods for reimtursing hos-
pitals for all other costs. and for reimbursing all other cntities which
are resmbursed on the basis of reasonable cost. These methods shall
provide for appropriate classification and reimbursement systems de-
signed to ordinaril{; permit comparisons of (A) the cost centers of one
entity, either individually or in the aggreqate. with cost centers
similar in terms of size and scale of operation, (B) precailing wage
levels, (C) the natuire, cxtent, and appropriate volume of the services
furnished, and (D) other factors w;:ich have a substantial impact on
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hospital costs. The Commission shall also deccelop procedurcs for ap-
propriate erceptions. The Commixsion shall xubmit to the Congress
reports on its progress in addressing these ixsucs at least once every
six montha during the three-year period following the date of the en-
actment of this section.

(2) The Commission shall study appropriate methods for classify-
ing and comparing hospitals which, with respect to any accounting
year, derive 75 percent or more (as estimated by the Secretary) of
their inpaticnt care recenues from one or more health muintenance or-
ganizations. The Commission shall consider reconanending the classi-
fication and comparison of such hospitals us a separate category in
recoguition of the differences in the nature of their operations as com-
pared with other hospitals.

(8) The Secretary, taking account of the proposals and advice
of the Comuission, 8Zall by regulation make appropriate modifications
in the method of reimburse mant wnder titles V. XVIII, and X1X for
routine hoxpital costs. other hospital costs, and costs of other entitios
which are reimbursed on the basis of rcasonadle costs.

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

(4) The Commission shall revicw and make recommendations with
respect to a method of classifying and comparing detoxification facili-
tics so as to provide that .s-uc/:/ method may be used for reimbursement
purposes for such facilities within tico years after the date of the en-
actment of this section.

(8) The Commission shall gire immediate priority to making a
study and submitting recommendations to the Secretary with respect
to the setting of limitations on reasonable costs and reasonable charges
for outpatient services as provided in section 1134(c).

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

(e) The Commission may secure directly from any department or
agency of the United States such data and information as may be
necessary to enable it to carry out its duties under this section. Upon
request o){ the Chairman of the C'ommission, any such department or
agency shall furnish any such data or information to the Commission.

(f) There are authorized to be appropriated such sums as may be
necessary to carry out this section.

(g) Section 1} of the Federal Advisory Committee Act shall not
apply to the Commission.

Payments to Promote Closing and Conversion of Underutilized
Facilities

Sec. 1129. (a) (1) (A) Before the end of the third full month follow-

ing the month in which this section is enacted, the Secretary shall

establish a Hospital Transitional Allowance Board (hereinafter in
this section referred to as the “Board™). The Board shall have five
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members. appointed by the Secretary without regard to the provi-
sions of title 5, United States Code, governing appointments in the
competitice scrvice, who are knowledgeable agout hospital planning
and hospital operations.

(B) Members of the Board shall be appointed for three-year terms,
except some initial members ¢hall be appointed for shorter terms to
permit staggcred terms of office.

(C) Members of the Board shall be entitled to per dien. compensa-
tion at ratcs fixed by the Secretary, but not more than the current
per diem cquivalent at the time the service involved is rendered for
grade GS-18 under scction 5332 of title i, United States Code.

(D) The Sccretary shall provide such technical, secretarial, cleri-
cal,and other assistance us the Board umay need.

(2) The Board shall receive and act wpon applications by hospitals,
certified for participation (other thun as “cmergency hospitals™)
under titles XVIII and X1X, for transitional allowances.

(b) For purposes of this section—

(1) The term “transitional allowance™ mcans an ::iount
which—

(A) shall, solely by reason of this section, be included in a
hospital's reasonable cost for purposcs of calculating pay-
ments under the programs authorized by titles V, XVIII,
and X1X of this Act;and

(B) in accordance with this section, is established by the
Secretary for a hospital in recognition of a reimbursement
detriment (as defined in paragraph (3)) cxperienced be-
cause of a qualified facility conversion (as defined in para-
graph (2)).

(2) The teem “qualified facility concersion™ means closing,
modifying, or changing the usage of an underutilized hospital
facility which is erpected to benefit the programs authorized
under title V, title XVIII, and title XIX by (A) climinating ex-
cess bed capacity, (B) discontinuing an uaderutilized service for
which there are adequate alternative sources, or (C) substituting
for the underutilized service some other service which is necded
in the area and which is cousistent with the findings of an appro-
priate health plannine agency.

(3) A hospital which has carried out a qualified facility con-
version and which continues in operation will be regarded as hav-
ing cxperienced a“reinibursement detrimental”—

(A) to the extent that, solely because of the conversion,
there is @ reduction in that portion of the hospital's costs
attributable to capital asscts which are taken into account in
determining reasonable cost for purpoxes of determinin
amount of payment to the hospital under title V. title XVIII,
or a State plan approved under title X1.X ;

(B) if the conversion results, on an intcrim basis, in in-
creased operating costs, to the cxtent that operating costs ex-
ceed amounts ordinarily reimbursable under title V', title
XVIII, and the State plan approved under title XI1X ; or

(C) in the case of complete closure of a private nonprofit
hospital, or local goverrumental hospital, other than for re-
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placcment of the hospital, to the extent of actual debt obliga-
tions previouxly recognized as reaxonable for reimbursement,
where the debt rcmaing outstanding, lexs any salvage value,

(e) (1) Any hospital may file an application with the Board (in
such forin and including such data and information as the Board, with
the approval of the Seccretury, ”N:ly require) for a transitional allow-
ance with rexpect to any qualificd ronversion which is formally ini-
tiated after Septender 30, 1980, The Bourd, with the approval of the
Scerctary, may also cstablish procedures, couseste ut with thes section,
by mcais of which a finding of a reimburscment detriment may be
made prior to the actual conrersion.

(2) The Board shall consider any application filed by a hospital,
and if the Board finds that—

(1) the facility conversion is a qualified fucility conversion,
ard
(B) the hospital is c.rperic neing or will capervience a reimburse-
ment detriment because it carried out the qualified facility con-
version,
the Board shall transmit to the Secretary its recommendation that the
Seceretary establish a transitiondl allowance for the hospital in
amourts reusonably related to prior or prospectice use of the facilit
under titlca V and XVIII and the State plan approved under title
X1X, for a period. not to eccced twenty years as specified by the
Board, and. if the¢ Bourd finds that the criteria in subparagraphs
(1) and (B) are not met. it shall advise the Seerctary not to cstab-
lish a transitional allowance for that hospital. For an approved clo-
sure under subsection (b)(3)(C') the Bourd may recommend or the
Secrctary may approve, a lump-suin payment in licu of periodic al-
lowances, where such payment would constitute a more efficient and
cconomic alternative.

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

(B) a hospital dissatisficd with a reccommendation may obtain an
informal or formal hcaring. ut the discretion of the Secretary by filing
(in the form and within a time period cstablished by the Sccretary)
and a requcst for a hearing.

($) (A) Within thirty r?gys after receiving a recommendation from
the Board respecting a transitional allowance or, if later, within
thirty days after a hearing, the Sccrctary shall make a final determi-
nation whether, and if so in what amount and for what period of
time, a transitional allowance will be grantcd to a hospital. A final
determination of the Secretary shall not be subject to judicial review.

(B) The Secretary shall notify a hospital and any other appro-
priate partics of the determination.

() Any transitional allowance shall take effect on a date pre-
scribed by the Secretary, but not earlier than the date of completion
of the qualificd facility conversion. A trausitional allowance shall be
included as an allowable cost item in determining the reasonable cost
incurved by the hospital in prociding services for whick payment
8 authorized under this Act. except that the transitional allowance
shall not be considered in applying limits to costs recognized as rea-
sonable pursuant to the third sentence of section 1861 (v) (7) and sec-
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tion 1861(bb) of this Act, or in determining the amount to be paid
to a provider pursuunt to section 1814(b). section 1833(a)(2), section
1903(1) (3),and section 506 (f) (3) of this Act.

(d) Indctermining the reasonable cost incurred by a hospital with
respect to which payment is authorized under a State plan approved
under title V or title XIX. any traisitional allowance shall be in-
cluded as an allowable cost itemn.

(€) (1) The Secretary is authorized to cstallish transitional allow-
ances only as provided in paragraphs (2) and (3).

XZ) Prior to January 1, 1983, the Secretary is uuthorized to estab-
lish a& transitional allowance for not more thon fifty hospitals.

(3) On and after January 1. 1983, the Secretary is authorized to
establish a trarsitional allowance for any hospital which qualifies for
such an allowance undcr the procisions of this szction.

(4) On or before January 1, 1952, the Sceretary shall report to the
Congress cealuating the o ffecticend ss of the program cstablished under
this sectivn inclucug appropriate recommendations.

Coordinated Audits

Sec. 1130. If an entity provides services reimbursable on a cost-
related busis under title V or X1X, as well as services reimbursable
on such a basis under title XV1I1, the Sceretary shall require, as a
condition for payment to any State under title V or XI.X with respect
to administrative costs licurred in the perfornance of audits of the
books, accounts, und records of that entity, that these cudits be co-
ordinated through common audit procedures with audits performed
with respect to the entity for purposcs of title XVill. The Sccretary
shull apportion to the program established under title V or X1X that
part of the cost (o/ coordinated auditz which is attributable to cach
such program and which would not have otherwise been incurred in
an audit of the programn establisked under title XVIII. Where the
Secrctay finds that a State has declined to participate in such a com-
mon audit with respect to title V oor XIX, he shall reduce the pay-
ments otherwise due such State under such title by an amount which
he cstimates to be the amount that represents the duplication of costs
resulting from such State’s faillure to participate n the common audit.

L J L * * L L ] [ J

Exclusion of certain items in determining reasonable cost and
reasonable charge

Sec. 1134. (a) Ezcept as otherwise provided in subsection (b), in
determining the amount of any payment under title XVIII, under a
p:‘&qmm established under titl: V', or under a State plan approved
under title X1X of this Act, wlen the payment is based upon the
reasonable cost or reasonable charge, no element comprising any part
of the cost or charge shall be considered to be rea.sonalbnlza if, and to the
extent that, such element is—

(1) a commission, finder’s fee, or for a similar arrangement, or

(2) an amount payable for any facility (or part or activity
thereof) under any rental or lease arrangement,

which is, directly or indirectly, determined, wholly or in part as a
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percentage, fraction, or portion of the charge or cost attributed to any
health service (other than the clement) or any health scrvice including,
but notlimitd to, the clment.

(b)Y (1) The Necrctury shall by requlations estublish caceptions to
the procisions of subsxcction (a) with rexspect to any element of cost
or (';4aryc which cousists of paynants baxcd on a percentage arrange-
ment, if sucie elemant is otherwise rcasonable and the perceitage
arrangement—

(A) 8 acustomary comma reial business practice, or
(B) providexs incentives for the epicient and economical opera-
tion of the health service.

(2) The provisious of subsection (a) shall wot be applicable to
compensation payable to a physician under a peccentage arrangement
(including an arraigcme nt that relates to componsation for super-
cisory, crccuticey cducational, or roscarch activity) between a physi-
cian and a hospital if the physician shows (to the satisfaction of the
Neerctary) that compcnsatwn under such arrangcment docs not exrceed,
on an annudd basis, an amount which would reaxonadly hace been
paid to the physician under a relatice value schedule which takes into
consideration such physician’s time and effort, consistcnt with the in-
herent complcxity of the procedurcs and services,

(¢) The Secretary shall issue rcqulations that procide for the estab-
lishment of limitatious on the amount of uny costs or chargcs that
shall be considered reasonable with respect to services provided on an
outpaticnt basis by hospitals. community health centers, or clinics
{2ther than rural health clinieg) which are reimbursed on a cost Lasis
or on the busis of cost relatcd charges, and by physicians utilizing
such outpaticnt facilitics, Such limitations shall be based upon the
rcusmmb‘« nessg of such costs or churges in relution to the rcasonable
charges of physiciuns in the same arca for similar services provided
in their offices.

® [ J [ ] [ ] [ ] [ ] ®

Part B—Professional Standards Review

Duties and Functions of Professional Standards Review
Organizations

Sec. 1155. (a) (1) Notwithstanding any other provision of law, but
consistent with the provisions of this part. it shall be the duty and
function of each Professional Standards Review Organization for
any area to assume, at the earliest date practicable, respousibility for
the review of the professional activities in such area of physicians
and other health care practitioners and institutional and noninstitu-
tional providers of health care ~ervices (except as provided in para-
graph (7)) in the provision of health care services and items for
which payment may be made (in whole or in part) under this \Act for
the purpose of determining whether—

(.\\) such services and items are or were medically necessary ;

(B) the quality of such services meets professionally recog-
nized standards of health care; and

(C) in case such services and items are proposed to be pro-
vided in a hospital or other health care facility on an inpatient
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basis. such services and items could. consistent w:th the provision
of aj-nropriate medieal care, be effectively provided on an out-
patient basis or more economically in an inpatient health care
facility of a different type.

I'n carrying out the prorisions of tiis paragraph such organization
shall gire priovity to making such deterninalions wiile seseci io
routine hospital aduission testing, preoperative hospital stays in (-
ccss of one day. and elcctive admissions on wiekends or other times
when sereices are not acailable,

(2) Each Professional Standards Review Organization shall have
the authority to determine, in advance, in the case of—

(A) any elective admission to a hospital. or other health care
factlity. or
(B) any other health care ~ervice which will consist of ex-
tended or costly courses of treatment,
whether such service, if provided. or if provided by a particular health
care pract:iioner or by a particular hospital or other health care fa-
cility, organization, or ageney. would meet the criteria specified in
clauses () and (C) of paragarph (1).

(3) Each Professional Standards Review Organization shall. in
accordance with regulations of the Secretary. determine and publish.
from time to time. the types and kinds of cases (whether by type of
healts care or diagmosis involved, or whether in terms of other rele-
vant criteria relating to the provision of health care services) with
respect to which such organization will. in order most effectively to
carry out the purposes of this part. exercise the authority conferred
upon it under paragraph (2).

(4) Each Professional Standards Review Organization shall be
responsible for the arranging for the maintenance of and the regular
review of profiles of care and =ervices received and provided with
respect to patients, utilizing to the greatest extent practicable in such
patient proiiles. methods of coding which will provide maxinium con-
fidentiality as to patient identity and assure objective evaluation con-
sistent with the purposes of this part. Profiles shall also be regularly
reviewed on an ongoing baxis with respect to each health care prac-
titioner and provider to determine whether the care and services
ordered or rendered are consistent with the criteria specified in clauses
(A). (B), and (C) of paragraph (1).

(5) Physicians assigned responsibility for the review of hospital
care may be only those having active hospital staff privileges in at
least one of the participating hospitals in the area served by the Pro-
fessional Standards Review Organization.

(6) No physician shall be permitted to review—

(A) health care services provided to a patient if he was di-
rectly responsible for providing such services, or
(B) health care services provided in or by an institution, or-
ganization, or agency, if he or any member of his family has,
directly or indirectly. a significant financial interest in such
institution. organization. or agency.
For purposes of this paragrapi. a physician’s family includes only his
spouse (other than a spouse who is legally separated from him under
a decree of divorce or separate maintenance). children (including
legally adopted children). grandchildren, parents, and grandparents.
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(Y (\) Except as provided in =ubparagraph (B), a Professional
Standards Review Organization located in a State has the function
and duty to assume responsibility for the review under paragraph (1)
of professional activities in iniermediate care facilities (as defined in
~cetion 1905(e)) and in publie institutions for the mentally retarded
(deseribed in section 1905 (d) (1)) only if (1) the Seeretary finds, on
the basis of such documentation as he may require from the State,
that the single State ageney whicl administers or <upervises the ad-
winistration of the State plan approved under title XIX for that
State is not performing ctlective review of the quality and necessity
of health care services provided in such facilities and institutions, or
(11) the State requests such organization to a=sume such responsibility.

(B) A Professional Staudards Review Organization located 1n
a State has the function and duty to assume responsibility for the
review under paraeraph (1) of professional activities in intermediate
care facilities in the State that are also ~killed nursing facilities (as
defined in section 1861(j)). to the extent that the Secretary finds
that the performance of such function by the single State agency
(deseribed in subparagraph (A)) for that State is meficient.

. . . . . . .

(k) Any Profcssional Standards Review Orqanization which has
assumed responsibility under this section. for rcview of inpatient
hospital services in an area shall also assume responsibility in such
arca for review of detorification facility services.

. » . . . . .

Requirement of Review Approval as Condition of Payment of
Claims

Sec. 1158 (a) Except as provided for in scotion 1159 and [[rubsection
()Y swbsections (dy and (e). no Federal funds appropriated under
any title of this Act (other than title V) for the provision of health
care services or items shall be used (directly or indirectly) for the
payment, under such title or any program establizhed pursuant thereto,
of any claim for the provision of such =ervices or items, unless the
Secretaiv, pursnant to regulation determines that the claimant is
without fault if—

(1) the provision of such =ervices or items is subject to review
under this part by any Professional Standards Review Organiza-
tion. or other agency: and

(2) =uch organization or other agency has, in the proper exer-
cize of its duties and functions under or consistent with the pur-
poses of this part. disapproved of the services or items giving
rise to such claim. and has notified the practitioner or provider
who provided or proposed to provide such services or items and
the individual who would receive or waz proposed to receive such
services or items of its disapproval of the provision of such serv-
ices or items.

(b) Whenever any Professional Standards Review Organization,
in the discharge of its duties and functions as specified by or pursuant
to this part, disapproves of any health care services or items furnished
or to be furnished by any practitioner or provider, such organiza-
tion shall, after notifving the practitioner. provider, or other organi-
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zation or agency of its disapproval in accordance with subsection (a),
promptly notify the ageney or organization having responsibility for
acting upon claims for payment for or on account of such services or
items.

(¢) Where a Profes=ional Standards Review Organization (Wheth-
er designated on a conditional basis or otherwize) has been found
competent by the Secretary -0 assume review responsibility with re-
spect to specified types of health care services or =pecified providers
or practitioners of such services and is perforning such reviews. deter-
minations made pursuant to paragraphs (1) and (2) of section 1155
(a) in connection with such reviews shall constitute the conclusive
determination on those issues (subject to ~ections 1159, 1171(a) (1),
and 1171(d) (3)) for purpo=cs of payvment under this Act. and no
reviews with respect to those determinations shall be conducted, for
purposes of payvment. by agencies and organizations which are parties
to agreements entered into by the Secretary pur=uant to section 1816,
carriers which are parties to contracts entered into by the Secretary
pursuant to section 1842, or single State agenices administering or
supervising the administration of State plans approved under title
XIX.

(d) [In any case] (1) Except as provided in subsection (e) and
paragraph (2) of thes subsection, in any case in which a Professional
Standards Review Organization disapproves (under <ubsection (a))
of inpatient hospital ~ervices or posthospital extended care services,
payment may be made for such services furnished before the second
day after the day on which the provider received notice of such disap-
proval, or, if such organization determines that more time is required
in order to arrange postdischarge care. payment may be made for such
services furnished before the fourth day after the day on which the
provider received notice of ~uch disapproval.

(2) A Professional Stundards Review Organization shall not dis-
approce (under subsection (a)) of inpaiient hospital sercices procided
under a title of this Act to an indicidual on the grounds that such in-
dividual could reccice uppropriate and ncccssory wadical wnising. or
other care muie economically in an inpaticnt facility or howe care
program of another type for which payuent can be made under such
title (but shall maintain and make public a guarterly report to the
Secretary by hospital and area as to the wumbhir of cascs and hospital
days which, eccept for this paragroph, would have otherwise been
desupproved) if—

(A) there is no excess of inpatient hospital beds adjusting for
patients occupying hospital beds who do not need that level of
care) in the geographic area in which the hospital is located (as
certified by the State or local health pluining agency or health
systems agency) ; and

(B) there is no such other type of fucility or home care pro-
gram available to such individual to proride appropriate care for
which payment can be made under such title.

(e) (1) If. for purposcs of payment under a title of this Act as
described in subsection (a). the Professional Standards Review Op-
ganization disapproves (under subsection (a)) of inpatient hospital
gervices proridr(; by a hospital to an individual on the grounds that
such individual could rceeice uppropriate and necessary medicdl, nurs-
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ing, or other care morc econonically in an inpatient fucility of another
tiipe or home care program, and such organization finds that—
(.1) payment /8 authorizcd to be made under or pursuant to
such title of this Act (a8 descrdbed in subsection (a)) with respect
‘o screices furnished to such individual in such other type of
Facility or howe carve program ; and
(B) there i3 no such othor type of fucility or home care pro-
gram avcailuble to such indicidual,
then paynent, from funds described in subscetion (a), to suck hos-
pital may continue to be made (but at a rate deternined under para-
graph (2)) for days (in a continuous priod of days which beging
with the day following the last day for which payment may be made,
with application of subsection (d), for such inpatient hospital services
furiwished to such individual) with rcspect to which such individual
mectg the conditions specificd insubparagraphs (A) and (B).

() () The rate at which payment may be continued under pura-
graph (1) shdll be a rute cqual to the estimated acerage rate per pa-
ticut-day paid for sercices provided in such other type of faci{i{y un-
der the State plun approced under title XIX of the Stute in which
such hospital s locared, or, if liss, the rcasonable reimburscment al-
lowed to such hospital for screices of the type provided in such other
type of fucility (if such hospital hus @ wnit which proeides such other
type of sercices).

(B) In the case of a Stute that do.s not have a State plan approved
under title XIX. the rate at which payment may be continued under
paragraph (1) shall be a rate equal to the «stimated average rate per
paticnt-day for scrviccs provided in such other type of facility under
title XVIII in the State in which such hospital (s located, or, if less,
the rate in effect for such hospital for scrvices of the type provided in
such other type of facility (if such hospitul has a unit .chich provides
such other type of services).

(3) Any day on which an individual receires inpatient hospital
services for which payment (s made ot a lower rate on account of the
provigions of this subsection shall, for purposcs of this Act, be decmed
to be a day on which he rececved the type of serrices procided by such
otler typc of fucility or howme care program.

. . . . . » )

TITLE XVI—SUPPLEMENTAL SECURITY INCOME FOR
THE AGED, BLIND, AND DISABLED

* * - - L4 [ ] L [ ] e

Resources
Exclusions From Resources

Sec. 1613. (a) In determining the re~ources of an individual (and
his eligible spou-e.if any) there shall be excluded—
(1) the home (including the land that appertains thereto) ;
(2) houschold goods. personal effects, and an automobile, to
the extent that their total value does not exceed such amount as
the Secretary determines to be reasonable ;
(3) other property which. a=x determined in accordance with
and subject to lumitations prescribed by the Secretary, is so essen-
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tial to the means of self-support of such individual (and such
spouse) as to warrant its exclusion;

(4) such resources of an individual who is blind or disabled
and who has a plan for achieving self-support approved by the
Secretary. as may be necessary for the filfillment of such plan:

(5) in the case of Natives of Alacka. shares of stock held in a
Regional or a Village Corporation, during the period of twenty
vears in which such stock is inalienable, as provided in section
7(h) and section 8(c¢) of the Alaska Native Claims Settlement
Act: and

(6) assistance referred to in section 1612(b)(11) for the
9-month period beginning on the date such funds are received
(or for such longer period as the Secretary <hall by regulations
prescribe in cases where good cause is shown by the individual
concerned for extending such period) : and. for purposes of this
paragraph. the term “assistance™ includes interest thereon which
1s excluded from income under section 1612(b)(12).

In determining the resources of an individual (or eligible spouse) an
insurance policy shall be taken nto account only to the extent of its
cash surrender value: except that if the total face value of all life
insurance policies on any person is $1.500 or less. no part of the value
of any such policy shall be taken into account.

Disposition of Resources

(bV The Secretary shal! prescribe the period or periods of time
within which. and the manner in which. various kinds of property
must be dispo=ed of in order not to be included in determining an indi-
vidual's eligibility for benefits. Any portion of the individual’s bene-
fits paid for any such period shall be conditioned upon such disposal;
and any benefits <o paid shall (at the time of the disposal) be con-
sidered overpayments to the extent they would not have been paid
had the disposal occurred at the begianing of the period for which
such benefits werc paid. -

Disposal of Resource for Less Than Fair Market Value

(¢) (1) In determining the resources of an individual (and his
eligible spouse. if any) there shall be includ d (but subject to the ca-
clusions under subscction (a)) any resource (or intercst therein)
owned by such indiridual or eligihie spouse within the preceding 2
months if such indicidual or (ligible spouse garve away or sold such
rcsource or interest at less than the fair market calue of such resource
or interest for the purpose of establishing eligibility for benefits or
assistance under thiz Act.

(2) Any transaction described in paragraph (1) shall be presumed
to have becn for the purpsse of cstab’ishing eligibility for benefits
or assistance under this Act unless such indiridual or eligible spouse
furnishes cenvineing cridonce to cxtablish that the transaction was
erclusircly for some other purpose.

(3) For purposes of paragraph (1) the value of such a resource or
interest shall be the fair market value of such resource or interest at
the time it was sold or given away. less the amount of compensation
received for such resource or interest. if any.

. . . . . . .
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TITLE XVIII—HEALTH INSURANCE FOR THE AGED AND
DISABLED
L & * L 4 * & 8

Part A—Hospital Insurance Benefits for the Aged and Disabled
Description of Program

Sec. 1811. The insurance program for which entitlement ig estab-
lished by sections 226 and 226.A provides basic protection against the
costs of hospital and related post-hospital ~ervices in accordance with
this part for (1) individuals who are age 65 or over and are entitled to
retirement benefits under title IT of this Act or under the railroad
retirement system, (2) individuals under age 65 who have been en-
titled for not less than 24 months to benefits under title IT of this Act
or under the railroad retirement system on the basis of a disability,
and (3) certain individuals who do not meet the conditions specified
in either clause (1) or (2) but who are medically determined to have
end stage renal disease.

Scope of Benefits

Sec. 1812. (a) The bencfits provided to an individual by the insur-
ance program under this part shall consist of entitlement to have pay-
ment made on his behalf or, in the case of payments referred to in
;ection 1814(d) (2) to him (subject to the provisions of this part)

or—

(1) inpatient hospital services for up to 150 days during any
spell of illness minus one day for each dayv of inpatient hospital
services in excess of 90 received during any preceding spell of ill-
ness (if such individual was entitled to have payment for such
services made under this part unless he =pecifies in accordance
with regulations of the Secretary that he does not desire to have
such payment made) ;

(2) post-hospital extended care services for up to 100 days
during any spell of iliness: fand]}

(3) post-hospital home health services for up to 100 visits (dur-
ing the one-fyear period described in =ection 1%61(n)) after the
beginning of one spell of illness and before the beginning of the

next[.}: and
(4) detoxification facility services.
» = = = * L4 L ]

Conditions of and Limitations on Payment for Services

Requirement of Requests and Certiﬁcatiéﬁ

Sec. 1814. (a) Except as provided in subsections (1) and (g) and
in section 1876, payment for service: furnished an individuai may be
made only to providers of services which are eligible therefor under
section 1866 and only if—

(1) written request, signed by such individual, except in cases
in which the Secretary finds it impracticable for the individual
to do so, is filed for such payment 1n such form, in such manner,
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and by such person or persons as the Secretary may by regulation

rescribe, no later than the close of the period of 3 calendar years

ollowing the year in which such services are furnished (deem-
ing any services furnished in the last 3 calendar months of any
calendar year to have been furnished in the succeeding calendar
year) except that where the Secretary deems that efficient admin-
Istration so requires, such period may be reduced to not less than
1 calendar year;

(2) physician certifies (and recertifies, where such services
are furnished over a period of time, in such cases, with such fre-
quency, and accompanied by such supporting material, appro-
priate to the case involved. as may be provided by regulations,
except that the first of such recertifications shall be required in
each case of inpatient hospital services not later than the 20th
day of such period) that—

(A) 1n the case of inpatient psychiatrie hospital services,
such services are or were required to be given on an inpatient
basis. by or under the supervision of a physician, for the
psychiatric treatment of an individual: and (i) such treat-
ment can or could reasonably be expected to improve the
condition for which such treatment is or was necessary or
(i1) inpatient diagnostic study is or was medically required
and such services are or were necessary for such purposes;

(B) in the case of inpatient tuberculosis hospital services,
such services are or were required to be given on an inpatient
basis, by or under the supervision of a physician. for the treat-
ment of an individual for tuberculosis: and such treatment
can or could reasonably be expected to (i) improve the con-
dition for which such treatment is or was necessary or (ii)
render the condition noncommunicable

(C) in the case of post-hospital extended care services.
such services are or were required to be given because the
individual needs or needed on a dailv basis skilled nursing
care (provided directly bv or requiring the supervision of
skilled nursing personnel) or other skilled rehabilitation
services, which as a practical matter can only be provided in
a skilled nurcing facilitv on an inpatient basis, for any of
the conditions with respect to which he was receiving in-
patient hospital services (or services which would constitute
inpatient hospital services if the institution met the require-
ments of paragraphs (6) and (9) of section 1861(e)) prior
to transfer to the skilled nursing facilitv or for a condition
requiring such extended care services which arose after such
transfer and while he was still in the facility for treatment
of the condition or conditions for which he was receiving such
inpatient hospital services:

(D) in the case of post-hospital home health services. such
services are or were required because the individual is or was
confined to his home (except when receiving items and serv-
ices referred to in section 1861(m) (7)) and needed skilled
nursing care on an intermittent basis, or physical or speech

* therapy. for any of the conditions with respect to which he
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was receiving inpatient hospital services (or services which
would constitute npatient hospital services if the institution
niet the requirements of paragraphs (6) and (9) of section
1561 (e)) or post-hospital extended care services: a plan for
furnishing such services to such individual has been estab-
lished and is periodically reviewed by a physician; and such
services are or were furnished while the individual was under
the care of a physician; for]}

(E) in the ca~e of inpaticnt ho=pital services in connection
with the care, treatment, tilling, removal, or replacement of
teeth or structures directly supporting teeth, the individual,
because of his underlying medical condition and clinical
status, requires hospitalization in connection with the provi-
sion of such dental services; or

(F) in the case of detorification facility services, such
serviceg are required on an (npatient basis (bused upon an
examination by such certifying physiciun made prior to
inctiation of detoxification) ;

(3) with respect to inpauient hospital services (other than
inpatient pll}'scf:i:ltl‘it‘ ho~pital scrvices and inpatient tuberculosis
hospital services) which are furnished over a period of time. a
rhisician certifies that such services are required to be given on
an inpatient basis for such individual’s medical treatment, or that
inpatient diagnostic study is medically required and such services
are necessary for such purpose, except that (\\) such certification
shall be furnished only in such cases. with such frequency, and
accompanied by such supporting material, appropriate to the
cases 1nvolved. as may be provided by regulations, and (B) the
first such certification required in accordance with clause (.\)
shall be furnizhed no later than the 20th day of ~uch period:

(4) in the case of inpatient psychiatric hospital services, the
services are those which the records of the hospital indicate were
furnished to the individual during periods when he was receiving
(\\) intensive treatment scrvices, (1B) admission and related serv-
ices necessary for a diagnostie study, or (C) equivalent services;

(3) in the case of inpatient tuberculosis hospital services, the
services are those which the records of the hospital indicate were
furnished to the individual during periods when he was receiving
treatment which could reasonably be expected to () improve his
condition or (B) render it noncommunicable;

(6) with respect to inpatient hospital ~ervices furnished such
individual after the 20th day of a continuous period of such serv-
ices and with respect to post-hospital extended care services fur-
nished after such day of a continuous period of such services as
may be prescribed in or pursnant to regulations, there was not in
effect, at the time of admission of such individual to the hospital
or skilled nursing facility. as the case may be. a decision under
section 1366(d) (based on a finding that utilization review of
long-stay cases is not being made in such hospital or facility);
and

(7) with respect to inpatient hospital services or post-hospital
extended care services furnished such individual during a con-

.
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tinuous period, a finding has not been made (by the physician
members of the committee or group, as deseribed in section
1861 (k) (1), including any finding made in the course of a sample
or other review of admissions to the institution) pursuant to the
system of utilization to review that further inpatient hospital
services or further post-hospital extended care services. as the
case may be, are not medically necessary: except that, if such a
finding has been made, payment may be made for such services
furnished before the 4th day after the day on which the hospital
or skilled nursing facility, as the case may be, received notice of
such finding.
To the extent provided by regulations, the certification and recertifica-
tion requirements of paragraph (2) shall be deemed satisfied where,
at a later date, a physician makes certification of the kind provided in
subpal'agral}):n (1), (B), (C), (D), or (E) of paragraph (2) (which-
ever would have applied). but only where such certification is accom-
panied by such medical and other evidence as may be required by such
regulations,
[ ] L 4 ] ] ] * L

Use of Carriers for Administration of Benefits

Sec. 1842, ‘a) ‘e
(b)(1) ***
(3) Each such contract shall provide that the carrier—

(A) will take such action as may be necessary to assure that,
where payment under this part for a service is on a cost basis, the
cost is reasonable cost (as determined under section 1861(v));

(B) will take such action as may be necessary to assure that,
where payment under this part for a service is on a charge basis,
such charge will be reasonable aid not higher than the charge
applicable, for a comparable service and under comparable cir-
cumstances, to the policyholders wnd subscribers of the carrier,
and such payment will (except as otherwise provided in section
1870(f) ) be made—

(1) on the basis of an itemized bill; or
(i1) on the basis of an assignment under the terms of which
SI) the reasonable charge is the full charge for the service
except in the case of physicians’ services and ambulance
service furnished as described in section 1862(a)(4), other
than for purposes of section 1870(f) and (II) the physi-
cian or other person furnishing such service agrees not to
charge for sucKQService if payment may not be made there-
for by reason of the provisions of paragraph (1) of section
1862, and if the individual to whom such service was fur-
nished was without fault in incurring the expenses of such
service, and if the Secretary’s determination that payment
(pursuant to such assignment) was incorrect and was made
subsequent to the third year following the year in which
notice of such payment was sent to such individual; except
that the Secretary may reduce such three-year period to not
less than one year if he finds such reduction is consistent with
the objectives of this title;
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but (in the case of bills submitted, or requests for payment made,
after March 1968) only if the bill is submitted, or a written re-
quest for payment is made in such other form as may be permit-
ted under regulations, no later than the close of the calendar year
following the ycar in which such service is furnished (deeming
any service furnished in the last 3 months of any calendar year to
have been furnished in the succeeding calendar year) ;

(C) will establish and maintain procedures pursuant to which
an individual enrolled under this part will be granted an oppor-
tunity for a fair hearing by the carrier, in any case where the
amount in controversy 18 $100 or more when requests for pay-
mwent under this part with respect to services furnished him are
denied or are not acted upon with reasonable promptness or when
the amount of such payment is in controversy;

(D) will furnish to the Secretary such timely information and
reports as he may find necessary in performing his functions un-
der this part; [and]

(E) will maintain such records and afford such access thereto as
the Secretary finds necessary to assure the correctness and verifi-
cation of the information and reports under subparagraph (D)
and otherwise to carry out the purpows of this part: and

(F) will take such action as may be nccessury to assurc that
where payment under this part for a service rendered in a par-
ticular month i3 on a charge basis. such payment shall be deter-
mined on the basis of the charge that is determined to be reasonable
for such month in accordunce with this part (cacept that in the
case of a service which was rendered prior to the heginning of the
calendar year preceding the year in which the bill is submitted,
or request for payment is made. with respect to such service, p(éy-
ment shall be deterininel on the busis of the charge that is
termined to be reasonable in accordance with this part for the first
month of such preceding year;

and shall contain such other terms and conditions not inconsistent with
this section as the Secretary may find necessary or appropriate. In
determining the reasonable charge for services for purposes of this
paragraph, there <hall be taken into consideration the customary
charges for smilar services generally made by the physician or other
person furnishing such services, as well as the prevailing charges in
the locality for similar services.

[No charge may be determined to be reasonable in the case of bills
submitted or requests for payvment made under this part after Decem-
ber 31. 1970. if it exceeds the higher of (i) the prevailing charge recog-
nized by the carrier and found acceptable by the Secretary for similar
services in the same locality in administering this part on December
31. 1970. or (ii) the prevailing charge level that. on the basis of
statistical data and methodology acceptable to the Secretary. would
cover 75 percent of the customary charges made for similar services in
the same locality during the last preceding calendar year olapsing
prior to the start of the twelve-month period (beginning July 1 of
cach year) in which the bill is submitted or the request for pay-
ment is made. In the case of physician services the prevailing charge
level determined for purposes of clause (ii) of the preceding sentence
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for any twelve-month period (beginning after June 30, 1973) speci-
fied in clause (ii) of such sentence may not exceed (in the sggre-

ate) the level determined under such clause for the fiscal year end-
ing June 30, 1973. except to the extent that the Secrctary finds, on
the basis of appropriate economic index data, that such higher level
is justified by economic changes. With respect to power-operated
wheelchairs for which payment may be made in accordance with
section 1861(s)(6), charges determined to be rcasonable may not
exceed the lowest charge at which power-operated wheelchairs are
available in the locality. In the case of medical services, supplies,
and equipment (including equipment servicing) that, in the judg-
ment of the Secretary, do not generally vary significantly in quality
from one supplier to another, the charges incurred after Decem-
ber 31, 1972, determined to be reasonable may not exceed the low-
est charge levels at which such services, supplies, and equipment
are widely and consistently available in a locality except to the extent
and under the circumstances specified by the Secretary. The require-
ment in subparagraph (B) that a bill be submitted or request for pay-
ment be made by the close of the following calendar year shall not
af)ply if (i{ failure to submit the bill or request the payment by the
close of such year is due to the error or misrepresentation of an oflicer,
employece. fiscal intermediary, carrier, or agent of the Department of
Health, Education, and Welfare performing functions under this title
and acting within the scope of his or its authority, and (ii) the bill is
submitted or the payment is requested promptly after such error or
misrepresentation is eliminated or corrccte&. Notwithstanding the
provisions of the third and fourth sentences preceding this sentence,
the Prevailing charge level in the case of a physician service in a par-
ticular locality determined pursuant to such third and fourth sentences
for the twelve-month period beginning on July 1 in any calendar
year after 1974 shall, if lower than the prevailing charge level for
the fiscal year ending June 30, 1975, in the case of a similar physi-
cian service in the same locality by reason of the application of eco-
nomic index data, be raised to such prevailing charge level for the
fiscal year ending June 30, 1975.]

(4) (A) In determining the rcasonable charge for services for pur-
poses of paragraph (3) (including the services of any hospital-associ-
ated p/ ysicians), there shall be taken into consideration the custo-
mnary cnarges for similar scrvices gencrally made by the physician or
other person furnishing such services, as well as the prevailing charges
in the locality for similar services.

(B) (?) Ezcept as otherwise provided in cluuse ( iil), no charge
may be determincd to be reasonable in the case of bills submitted or
requests for payment made under this part after December 31, 1970,
if it exceeds the higher of (1) the precailing charge recognized by the
carrier and found acceptable by the Sccretary for similar services in
the same locality in administering this purt on December 31, 1970,
or (II) the prevailing charge level thot, on the busis of statistical
data und methodology acceptable to the Secrctary. wowld cover 75

rcent of the customary charges made for similar scrvices in the same
ocality during the lust preceding calendar year clapsing prior to the
star! of the fiscal year in which the service is rendered.
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(&1) In the case of physician services, the prevailing charge level
determined for purposecs of clause () (I1) for any fiscal ycar begin-
ning after June S0, 1973, may not (crcept as otherwise provided in
clause (lii)) cwcced (in the aggregate) the level determined under
such clause for the fiscal year wulqc'ng June S0, 1973, cocept to the
cxtent that the Scerctary finds, on the busis of appropriate economic
index data, that such higher lecel is justificd by cconomic changes.
Morcover, for uny twelec-month period beginning on July 1 of any
year (beginning with 1950), no prceailing charge lecel for physe-
cians’ scrrices shall be (ncrcased to the catent that it would cxceed
by more than one-third the statewide precailing charge level (as
determined under subparagruph (E£')) for that sercice.

(¢it) Notwithsturding the provisions of cluuscs (i) und (ii) of this
subpuaragraph, the precailing charge lecel in the cuse of a physician
service cn a particular locality deternined pursuant to such clauscs for
the fiscal year beginning July 1, 1973, shall, if lower than the prevadl-
ing charge lecel for the fiscal yeur ending June 30, 1975, in the case
of a similar physician sercice in the same locality by reason of the
application of econsmic indcr data, be raiscd to such prevailing
charge level for the fiscal year cnding June 30, 1975.

(C) Inthe cuse of medical services,supplics, and equipment (includ-
ing equipment scrcicing) that, in the judgment of the Secrctary, do
not gencrally cary significantly in quality from one supplier to an-
other, the chergcs incurved after December 31, 19:2, dctermined to be
reasonable may not caxcecd the lowest charge lecels at which such serv-
icesy supplics, and cquipment are widely and consistently acailable in
alocality cocept to the caxtent und under circumstances specified by the
Secrctary. With respect to power-operated wheelchairs for which pay-
ment may be made in accordance with scction 1861(s) (G), cnarges
determined to be reasonable may not ceceed the lowest churge at which
power-operated wheelchairs ure ucailable inthe localitg.

(D) The requirement in paragraph (3) (B) that a bill be submittcd
or request for paynent be made by the close of the following calendar
yeur shall not apply if () failure to submit the bill or request the pay-
ment by the close of such year (8 due to the error or misreprcsentation
of an officcry, employce, fiscal (nternedeary, carvicry or agent of the
Departnent of Health and Human Sercices performing functions
under this title and acting within the scope of hes or its authority, and
(¢0) the Lill is submitted or the payment is requested promptly after
such crror or misrepresentation 18 eliminated or corrected.

() The Sceretary shall determine scpurate statewide prevailing
charge leeels for each State that, on the ias{s of statigtical data and
methodology acce ptable io the Sceretary, vould cover 50 percent of the
customary chargcs made for similar services in the State during the
lust preecding calendar year ¢ lapsing prior to the sart of the fiscal year
in which the screice & rendcred. In Ntates with more than one carrier,
the statcwide prceailing charge lecel shall be the weighted average of
the fiftieth pereentilcs of the customary charges of cach carrier.

(F) Notwithstanding any other provision of thés paragraph, uany
charge for any particwdar sereice or procedure performed by a doctor
of medicine or vsteopathy shall be rcgarded us a reasonable charge if—
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(2) the service or procedure is performed in un arca which the
Secretary has designated as a physiciun shortage area,

(%) the physician has a regular practice in the physician short-
age area, .

(iid) the charge does not eccecd the precailing cl:arge lecel as
determined under subparagraph (B).and

(iv) the charge does rot excecd the amount generally charged
by such physician for sindilar serouses.

(G) For additions! .xclusions from reasonable cost und rcasonable
charge sce section 1134.

[(4)] (9) Each contract under this section shall be for a term of at
least oue year, and may be made automatically renewable from term
to term in the absence of notice by either party of intention to termi-
nate at the end of the current term; except that the Sccretary may
terminate any such contract at any time (after such rearonable notice
and opportunity for hearing to the carrier involved as he may provide
in regulations) if he finds that the carrier has failed substantially to
carry out the contract or is carrying out the contract in a nianner
inconsistent with the eflicient and etfective administration of the insur-
ance program established by this part.

[(5)] (6) No payment under this part for a service provided to any
individual shall (except as provided in section 1870) be made to anyone
other than such individual or (pursuant to an assignment described in
subparagraph (B) (ii) of paragraph (:3)) the physician or other per-
son who provided the service, except that payment may be made (.\)
to the employer of such physician or other person if such physician or
other person is required as a condition of his employment to turn over
his fee for such service to his employer, or (13) (where the service was
provided in a hospital, clinie, or other facility) to the facility in which
the service was provided if there is a contractual avrangement between
such physician or other person and such facility under which such
facility submits the bill for such service. No payment which under
the preceding sentence may be made directly to the physician or other
per-on providing the setvice involved (pursuant to an assignment de-
scribed in subparagraph (B) (11) of paragraph (3)) shall be made
to anyone else under a reassignment or power of attorney (except to
an employer or facility as de~cribed in clause (\\) or (B) of ~uch sen-
tence) ; but nothing in this subsection shall be construed (1) to pre-
vent the making of such a payment in accordance with an assignment
from the individual to whon the service was provided or a rcassign-
ment from the physician or other person providing such ~ervice if such
assignment or reassignmient is made to a governmental ageney or en-
tity or is established by or pursuant to the order of a court of com-
petent jurisdiction. or (it) to preclude an agent of the physician or
other person providing the ~ervice from receiving any such payment
if (but only if) such agent does 50 pur-uant to an agency agreement
under which the compensation to be paid to the agent for his services
for or in connection with the billing or collection of payments due
such physician or other person under this title is unrelated (directly
or indirectly) to the amount of ~uch payments or the billings therefor,
and is not dependent upon the actual collection of any such payment.

® * . . . . )
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Appropriations To Cover Government Contributions and
Contingency Reserve

Sec. 1814. (a) There are authorized to be appropriated from time
to time out of uny moneys in the Treasury not ot}xcrwise appropriated,
to the Federal Supplementary Medical Insurance Trust Fund—

(1) (A) .\ Government contribution ecqual to the aggregate
premiums payable for a month for cnrollecs age 65 and over
under this part and deposited in the Trust Fund, multiplied by
the ratio of —

(1) twice the dollar amount of the actuarially adequate rate
per enrollee age 65 and over as determined under section
1839(c) (1) for such month, minus the dollar amount of the
premium per enrollee for such month as determined under
section 1839 (c) (3), to

(11) the dollar amount of the premium per enrollee for
such month, plus

(B) a Government contribution equal to the aggregate premi-
ums payable for a month for enrollees under age 65 under this
part and depesited in the Trust Fund, multiplied by the ratio of—

(1) twice the dollar amount of the actuarially adequate rate
per enrollee under age 65 as determined under section 1839
(c) () for such month, minus the dollar amount of the pre-
mium per enrollee for such month, as determined under sec-
tion 1839(c) (3), to

(iiLthe dollar amount of the premium per enrollee for such
month.

(2) such sums as the Secretary deems necessary to place the
Trust Fund, at the end of any fiscal year occurring after June 30,
1967, in the same position in which it would have been at the end
of such fiscal year if (\\) a Government contribution represent-
ing the excess of the premiums deposited in the Trust Fund dur-
ing the fiscal year ending June 30, 1967, over the Government
contribution actually appropriated to the Trust Fund during such
fiscal year had been appropriated to it on June 30, 1967, and (B)
the Government centribution for premiums deposited in the Trust
Fund after June 30, 1967, had been appropriuted to it when such
premiunis were deposited.

(b) In order to assure prompt payment of benefits provided under
this part and the admmunistrative expenses thereunder during the
early months of the program established by this part, and to provide
a contingency reserve, there is also authorized to be appropriated, out
of any moneys in the Treasury not otherwise appropriated, to remain
available through the calendar year 1969 for repayable advances
(without interest) to the Trust Fund, an amount equal to $18 mul-
tiplied by the number of individuals (as estimated by the Secretary)
\\"10 could be covered in July 1966 by the insurance program estab-
lished by this part if they had theretofore enrolled under this part.

Special Provisions Relating to Certain Surgical and Preoperative
Procedurcs Performed on an Ambulatory Basis

Sec. 1815, (a) The Secretury shall in consultation with the National
Professional Standards Review Council and appropriate medical or-

be~ €. G - 80 - 7
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ganizations, specify those surgical proccdurcs which can be safely

and a.ppropriatc‘iy rformed either in a hospital on an inpatient
busis or on an ambulatory busis—

(1) in a physician’s off ice; or

(2) in an ambulatory surgical center or hospital.

(8) (1) If a physician performs in his office a surgical proccdu re
Z.fc”ﬁld by the Necrctary pivrsuant to subscction (a) (1) on an in-
Zividual insured for bencfits under this part, he shull, notwithstand-
ing any other provision of this part, be cuditled to hace payment
made under this part equal to—

}A) 100 percent of the reasonalle charge for the services in-
colved with the performaice of such procedure (including all
pre- and post-opcrative physiciuns’ scroices performed in con-
nection therewith), plus

(B8) the amount established by the Secretury pursuant to para-
graph (2),

but only if the physician agrees with suck individual to be paid on
the basw of an ussigruent under the terms of which the rcasonable
charge for such scrvwcs s the full charge therefor.

(2) The Sccretary shall establish with icspect to cach surgical
?rocedurc specified pursuant to subsection (a) (1), an amount estab-
shed with a view to according recognition to the special costs, in eo-
cess of usudl overhcad, which physicians incur which are attributable
to sccuring, maindaining, and staffing the facditics and ancillary
scroices appropriate for the performaice of such procedure in the
physician’s office, and to assuring that the performance of such proce-
dure in the physician’s office will involve substantially less total cost
than would be involved if the procedure were performed on an in-
patient basis in a hospital. The amourd so established with respect to
any surgical procedure periodically shall be revicwed and revised and
may be adjusted, when appropriate, by the Secretary to take account
of varying conditions in different areas.

(¢) (1) Payrment under this part may be made to an ambulatory sur-
gical center for ambulatory facility services furnished in connection
with any surgical procedure, specified by the Secretary pursuant to
subsection (a) (2), which is performed on an individual insured for
benefits under ths part in an ambulatory surgical center, which meets
such health, safety, and other standards us the Secretary shall %
regulations prescribe, if such surgical center agrces to accept, in f
payment of all services furnished by it in connection with such proce-
dure, the amount established for such procedure pursuant to para-
graph (2).

. é:.’) T'he ceretary shall establish with respect to each surgical pro-
ce

ure specified pursuant to subsection (a)(2), a reimbursement
amount whick is payable to an ambulatory surgical cender for its
sercices furnisied in connection with such procedure. The amount
established for any such surgical procedure shall be established with
a view to according recognition to the costs incurred by such centers
generdlly in prociding the services incoleed in connection with such
procedure, and to assuring that the performance of such procedure
in such a center involves less cost than would be incvolved if such pro-
cedure were performed on an inpatient basis in a hospital. T'he amount
20 established with respect to any surgical procedure shall periodi-
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cally be reviewed and recised and may be adjusted by the Secretary,
when appropriate, to tuke account of varying conditions in different
areas.

(3) If the physician, performing a surgical procedure (specificd
by the Necretary under sulsection (a)(2)). in a hospital on an out-
paticut basis or in an ombulatory surgical ccnter «with respect to
which payment is authorized under the preceding prorisions of thes
subscctivn, or a physician porforming physicians screices in such
center or hoxpital directly related to such surgical procedure, agrees
to accept as full payment for all screices performed by him in con-
nection with such procedure (including pre- and post-operative sere-
ices) an amount cqual to 100 percent of 1the reasonable ('/l:lcl'yt’ for such
scrvices, he shall be paid um;er this purt for such sereices an amount
cqud to 10 perecnt of the reasonable charge for such ecreices.

(d) (1) The Scerctary is authorized by rogulations to procide that
in cose a surgical proccdure specificd by the Necrctary pursuaid to
subsection (a)(2) s performed on an individudd insurcd for bene-
fits under this parct in an ambulatory surgical conter which mects xurh
heulth, safcty. and other stundards us the Secrctary shall by regula-
tions presceidbe, theve shall be paid with roxpect to the screices fuar-
m'x/w(; by such center and with roxpect o all reluted sereices (includ-
ing physiciaus’ sereicos, laboratory, X-ray. and diagnostic sereices)
a single all-inclusive fee «xtablished pursuant to paragraph (2). if all
partics furiishing all such scivicos agrce to accept such fce (to be di-
vided among the partics invcol ced in such manner as they shall hace
preciensly ageced wpon) ax full payment for the screices furnished.

(2) In implementing this subscetion, the Sccretary shall cstablish
with roxpect to cach surgical proccdure speedfied pursuant to subsee-
tion (u)(2) the amount of the all-inclusice fee for such procedure,
taking into account surh fuctors as may be appropriate. The amount
x0 establishcd with respect to any surgical procedure shall periodically
be recicwed and recised and ay be ad justcd, when approprate, to
tuke uccount of varying conditions in different arcas,

(¢) (1) The Seerctary shall, in consdltation with the Nutional Pro-
fessional Standurds Beciew Council and appropriate medical orga-
nizalions, specify those preoperatice lm'dim; awd other health scre-
ices which can be safddy and appropriately performed in a hospital
on both an inpaticnt and out patient bases.

(2) Ifa /;;c ysician, performing a preoperatice scrvice (specified by
the Necrctary under paragraph (1)) in a hospital on an outpatient
basis. within secen doys prior to admission on an inpatient basis for
the surgery to which such scrcice relates. agrees to accept as full pay-
ment for such screice an anwunt equal to 100 perce nt of the reasonable
charge for such scrvice, he shall be paid under this part for such serv-
ice an amount equal to 100 percent of the reasonable charge for such
screwe.

(f) The prorisions of sections 1833 (a) and (b) shall not be appli-
cable to crpcuxes attributuble to screices to which subsection ( g) 8
applicable, to ambulatory facility sercices (furnished by an ambula-
tory surgical center) to which the provisions of subsections (c) (1)
and (2) are applicable, or to screices to which the procisions of sub-
section (¢)(3), (d),or (¢) are applicable.
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Part C—Miscellaneous Provisions
Definition of Services, Institutions, etc.

Sec.1861. * * *
Provider of Services

(u) The term “provider of services” means a hospital, skilled nurs-
ing facility, home health agency, detoxification facility or, for pur-
poses of section 1814(g) and section 1835(e), a fund.

Reasonable Cost

(v) (1) (A) [The] Sudject to subsection (bb), the reasonable cost of
any services shall be the cost actually incurred, excluding therefrom
any part of incurred cost found to be unnecessary in the eflicient de-
livery of needed health services, and shall be determined in accordance
with regulations establishing the method or methods to be used, and
the items to be included, in determining such costs for various types or
classes of institutions, agencies, and services; except that in any case
to which paragraph (2) or (3) applies, the amount of the payment de-
termined under such paragraph with respect to the services involved
shall be considered the reasonable cost of such services. In prescribing
the regulations referrel to in the preceding sentence, the Secretary
shall consider, among other things, the principles generally applied by
national organizations or established prepayment orgamzations
(which have developed such principles) in computing the amount of
payment, to be made by persons other than the recipients of services, to
Eroviders of services on account of services furnished to such recipients

such providers. Such regulations may provide for determination of
the costs of services on a per diem, per unit, per capita, or other basis,
may provide for using different methods in different circumstances,
may provide for the use of estimates of costs of particular items or
services, may provide for the establishment of limits on the direct or
indirect overall incurred costs or incurred costs of specific items or
services or groups of items or services to be recognized as reasonable
based on estimates of the costs necessary in the eflicient delivery of
needed health services to individuals covered by the insurance pro-
grams established under this title, and may provide for the use of
charges or a percentage of charges where this method reasonabl
reflects the costs. Such regulations shall (i) take into account bot
direct and indirect costs of providers of services (excluding therefrom

- any such costs, including standby costs, which are determined in ac-

cordance with regulations to be unnecessary in the efficient delivery of
services covered by the insurance programs established under this
title) in order that, under the methods of determining costs, the neces-
sary costs of efliciently delivering covered services to individuals cov-
ered by the insurance programs established by this title will not be
borne by individuals not so covered, and the costs with respect to in-
dividuals not so covered will not be borne by such insurance programs,
and (1) provide for the making of suitable retroactive corrective ad-
justments where, for a provider of services for any fiscal period, the
aggegate reimbursement produced by the methods of determining
costs proves to be either inadequate or excessive.
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(B) Such regulations in the case of extended care services furnished
by proprictary facilities shall include provision for specific recogni-
tion of a reasonable return on cquity capital, including necessary
working capital, invested in the facility and used in the furnishing
of such services, in lieu of other allowances to the extent that they
reflect similar items. The rate of return recognized pursuant to the
wreceding sentence for determining the reasonable cost of any serv-
ices furnished in any fiscal period shall not exceed one and one-half
times the average of the rates of interest, for cach of the months any

art of which 1s included in such fiscal period, on obligations issued
})ur purchase by the Federal Hospital Insurance Trust Fund.

(C) Where a hospital has an arrangement with a medical school
under which the faculty of such school provides services at such hos-
pital, an amount not in excess of the reasonable cost of such services
to the medical school shall be included in determining the reasonable
cust to the hospital c¢f furinshing services—

(1) for which payment may be made under part .\, but only if
(I) payment for such services as furnished under such
arrangement would be made under part \ to the hospital
had such services been furnished by the hospital, and
(1I) such hospital pays to the medical school at least the
reasonable cost of such services to the medical school, or
(1i) for which payment may be made under part B, but only
if such hospital pays to the medical school at least the reasonable
cost of such services to the medical school.

(D) Where (i) physicians furnish services which are either in-
patient hospital services (including services in conjunction with the
teaching programs of such hospitar) by reason of paragraph (7) of
subsection (b) or for which entitlement exists by reason of clause (II)
of section 1832(a)(2)(B) (i) and (ii) such hospital (or medical
school under arrangement with such hospital) incurs no actual cost
in the furnishing of & " services, the reasonable cost of such serv-
ices shall (under regulations of the Secretary) be deemed to be the
cost such hospital or medical school would have incurred had it paid a
salary to such physicians rendering such services approximately equiv-
alent to the average salary paid to all physicians employed by such
hospital (or if such employment does not exist, or is minimal in such
hospital, by similar hospitals in a geographic area of sufficient size to
assure reasonable inclusion of suflicient physicians in development of
such average salary).

(E) Such regulations may, in the case of skilled nursing facilities
in any State, provide for the uses of rates, developed by the State in
which such facilities are located, for the payment of the cost of skilled
nursing facility services furnished under the State’s plan approved
under title XIX (and such rates may be increased by the Secretary
on a class or size of institution or on a geographical basis by a per-
centage factor not in excess of 10 percent to take into account deter-
minable items or services or other requirements under this title not
otherwise included in the computation of such State rates), if the Sec-
retary finds that such rates are reasonably related to (but not neces-
sarily limited to) analyses undertaken by such State of costs of care
in comparable facilities in such State; except that the foregoing pro-
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visions of this subparagraph shall not apply to any skilled nursing
facility in such State 1f—
(i) such facility is a distinct part of or directly operated by
a hospital, or
(ii) such facility operates in a close, formal satellite relation-
ship (as defined in regulations of the Secretary) with a partici-
pating hospital or hospitals.
Notwithstanding the previous provisions of this paragraph in the
case of a facility specified in clause (ii) of this subparagraph, the rea-
sonable cust of any services furnished by such facility as determined
by the Secretary under this subsection shall not exceed 150 percent of
the custs determined by the application of this subparagraph (with-
out regard to such clause (ii) ).

(F) Such regulations shall require cach provider of services (other
than a fund) to make reports to the Secretary of information described
In section 1121(a) in accordance with the uniform reperting system
(established under such section) for that ty pe of provider.

(&) Vo payument with respect to a cost attributable ts the programn
established by this title shat{ be made to a procider of screices to the
cetent that such payment cxcceds the proportional share of such cost,
as mcuasured by days of utilization or procider charges, until such
time as cvidence can be produced which, in the judgment of the Comp-
trollcr General and concurred in by the Scerctary, justifics payment
of such a higher proportionul share as warranted under particular
curcuinstances for certain fucldiics, and such payments may then be
made only to the cxtend so justificd.

(i) (i) Such regulations shall require that the amount of the costs
incurred by a home health agency shall not be considercd reasonable
to the cxtent that such costs cxceed, in the aggregate, an amount
equal to 75 percent of the average costs after scttlement for home
health agencees, appropriatcly weighted on the basis of the number of
different types of visits and services rendered by such agency. As soon
as is feasiblle': based upon costs reporting procedurcs developed by the
Secretary, such regulations shall provide that the limitation under the
preceding sentence shall be modified so as to require that the amount
of the costs incurred by a home health ugcncy shall not be considered
reasonable to the cxtent that such costs crceed, on a per visit basis,
an amount equal to 75 percent of the audited costs for that type to
visit.

(s2) Such regulations shall require that in the case of visits by a
skilled nurse or home health aide, the costs incurred by a health
ag:;wy for such visits shall not be considered reasonable to the ertent
that the cost of any such cisit coceeds the per dicm rate paid, in the
State where such agency is located, under the State’s plan approved
under title X1X of this Act for skilled nursing facility services in the
area. In making such determination, in the case of a hospital-based
home health agency, the comparison shall be made to the per diem rate
for hospital-based skilled nursing facilitics, and in the case of other
home health agencies the comparison shall be made to the per diem
rate for non-hospital-based skilled nursing facilitics. In the case of a
State which does not have a plan approved under title XI1X. the per
diem rate for skilled nursing facilities undcr this title shall be used
in lieu of tne per diem rate under such a State plan.
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(iit) Any supervisory nursing visit which s specifically required
by regulation shall be reimdursable as a home health aide visit (but
shall not count as a visit for purposcs of detcrinining a particular
beneficiary’s eligibility for cisits). Any initial patient asscssment visit
shall be a recmbursable visit notwithstanding a determination of in-
cligibility following such visit, if there wus a rcasonable basis for
assuming potential cligibility, such as referral from a discharge plan-
uer, physician, or other source qualified as being knowledgeable with
respect to the beneficiary and the program under this title.

(i¢) Such regulations may procide for appropriate excceptions and
adjuxtments on an agency by agency basis where warranted by un-
usual circumstances.

Certification and Approval of Skilled Nursing Facilities

(2) () If the bed and board furnished as part of inpatient hospital
services (including inpatient tuberculosis hospital services and in-
patient psychiatric hospital services) or post-hospital extended care
services is in aw-«nmno&utions more expensive than semi-private ac-
commodations, the amount taken into account for purposes of payment
under this title with respect to such services may not exceed an amount
equal to the reasonable cost of such services if furnished in such semi-
private accommodations unless the more expensive accommodations
were required for medical reasons.

(B) Where a provider of services which has an agreement in effect
under this title furnishes to an individual items or services which are
in excess of or more expensive than the items or services with respect
to which payment may be made under part A or part B, as the case
may be, the Secretary shall take into account for purposes of payment
to such provider of services only the equivalent of the reasonabfe cost
of the items or services with respect to which such payment may be
made.

(3) If the bed and board furnished as part of inpatient hospital
services (including inpatient tuberculosis hospital services and inpa-
tient psychiatric hospital services) or post-hospital extended care serv-
lces is In accommodations other than, but not niore expensive than,
seml-private accommodations and the use of such other accomnioda-
tions rather than semi-private accommodations was neither at the re-
quest of the patient nor for a reason which the Secretary determines is
consistent with the purposes of this title, the amount of the payment
with respect to such Ecd and board under part .\ shall be the reasonable
cost of such bed and board furnished in semi-private accommodations
(determined pursuant to paragraph (1)) minus the difference between
the charge customarily made by the hospital or skilled nursing facility
for bed and board in semi-private accommodations and the charge
customarily made by it for bed and board in the accommodations
furnished.

(4) If a provider of services furnishes items or services to an indi-
vidual which are in excess of or more expensive than the items or serv-
ices determined to be necessary in the efficient delivery of needed health
services and charges are imposed for such more expensive items or
services under the authority granted in section 1866(a) (2) (B) (i1),
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the amount of payment with respect to such items or services other-
wise due such p‘:'o{ider in any fiscal period shall be reduced to the ex-
tent that such payment plus such charges exceed’the_cost gctuall
incurred for such items or services in the fiscal period in which su
charges are im . . .

(5)(A) Where physical therapy services, occupational therapy
services, speech therapy services, or other therapy services or services
of other llmlth-mlated personnel (other than physicians) are fur-
nished under an arrangement with a provider of services or other
organizations, specified in the first sentence of section 1861(p) the
amount included in any payment to such provider or other organiza-
tion under this title as the reasonable cost of such services (as fur-
nished under such arrangements) shall not exceed an amount equal to
the salary which would reasonably have been paid for such services
(together with any additional costs that would have been incurred
by the provider or other organization) to the person performing them
i{ they had been performed in an employment relationship with such
provider or other organization (rather than under such arrangement)
plus the cost of such other expenses (including a reasonable allow-
ance for traveltime and other reasonable types of expense related to
any differences in acceptable methods of organization for the provi-
sion of such therapy) incurred by such person, as the Secretary may
in regulations determine to be appropriate.

(B) Notwithstanding the provisions of subparagraph (A), if a
provider of services or other organization specified in the first sen-
tence of section 1861(p) requires the services of a therapist on a
limited part-time basis, or only to perform intermittent services, the
Secretary may make payment on the basis of a reasonable rate per
unit of service, even though such rate is greater per unit of time than
salary related amounts, where he finds that such greater payment is,
in the aggregate, less than the amount that would have been paid if
such organization had employed a therapist on a full- or part-time
salary basis.

(6) For purposes of this subsection, the term “semi-private accom-
modations” means two-bed, three-bed, or four-bed accommodations.

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

(8) For additional requirements applicable to determination of
reasonable cost, sce subsection (bb) and section 1 128(¢) (3).

(9) For additional exclusions from reasonable cost and reasonable
charge see section 113}4.

L 4 & [ ] & [ ] s L

Criteria for Determining Reasonable Cost of Hospital Services

(5B) (1) It is the purpose of this subsection to set forth initial
methods and criteria for determining reimbursement based upon rea-
soncble cost, but such methods and criteria shall be subject to appro-
priate modification by the Secretary as provided in section 1128. In
order more fairly and effecticely to determine reasonable costs in-
curred in providing hospital services, the Secretary shall, not later



DU e

99

than September 1, 1950, after consulting with appropriate national
organizations, estublish a system of hospital classification under which
hoe%ah furnishing sercices will be classified on a national basis
initially—

(4d) by size, with cach of the following groups of hospitals
being classified in scpaiate categories: (i) those having more
than 5, but fewer than 25, beds, (ii) those hacving more than 24
but fewer than 50, beds, (iii) those having more than 49, but
fewer than 100, beds, (iv) those having nwre than 99, but fewer
than 200, beds, (¢) those having more than 199, but fewer than
S0, beds, (et) those hacing more than 299, but fewer than 400,
beds, (cis) those having more than 599, but fewcr thun 500, beds,
and (ciid) those hacing more than (99 beds;

(B) by type of hospital with (i) short-tern gecral hospitals
being in a sepurate category, (ii) hospitals which are prunary
affileatcs of uccrcdited medical schools being in one 83»0.1‘(1!6
category, and (i) psychiatric, geriatric, maternity, pediatric,
or othcr specaddty hospitals being in the same or separate cate-
goris, us the Sccretary may determine appropriate, in light of
any diffcrences in speceddty which significantly affect the routine
costs of the diffcrent typs of hospitals;

(C) as rurdl or urban; and

(D) according to such other criteria as the Secreary finds ap-
propriate, iwluding modification of bed-size categorics;

but the systen of hospitdd classification shall not differentiate betueen
hospitals on the basis of ownership.

(2) The term “routine operating costs™ uscd in this subscction does
not include—

(A) capitdl and related costs,

(B) durect personnel and supply costs of approved hospital
education und training prograins,

(C) costs of interns, residents, and nonadministrative phy-
sicians,

(D) energy costs,

(£') malpractice insurance expense,or

(F) ancillury service costs.

(3) (A) During the calendar quarter beginning on January 1 of
each year. beginning with 1981 (and in the case of 1980, as soon as
possible), the Secrctary shall determine, for the hospitals in each cate-
gory of the system established under paragraph (1), an average per
diem routine operating cost amount which shall (except us otherwise

rovid;’ld in this subsecction) be used in determining payments to
spitals.

(B) The determination shall be based upon the umount of the hos-
pitals’ ~ountine operating costs for the most recent accounting year
ending prior to October 1 of the calendar year preceding the calendar
year in which the determination is made. If, for any accounting year
which starts on or after July 1, 1980, a hosp- ‘al's uctual routine operat-
ing cots are (o rcesk of the amount allowedd for purposes of deterndéna-
ing paym-nt to the hospital pursuant to this subsection and subsection
(). ordy one-half of such cxcess shall be taken into account in making
any determination which the Secrctary shall make under this para-
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graph. Such amount as detcrmined undcr the preceding sentences of
this subparagraph shall be adjusted to reflect the percentuge increase
in the cost of the mix of goods and sercices (including personnel and
nonpcrsonnel costs) ('mnprixiny routine operating costs, buscd on an
iader composed of appropriutely weighted indicators of chanyes in the
cconomy in wages and prices which are represcutative of services and
goods ilwludcdyin rouluie opcrating costs, during the period fiom the
end of the accounting ycar referred to in the first scudence of this
subparagraph to the cnd of the quarter in which the detcrmination is
being mude.

(C) 1n nuking a determination, the routine opcerating custs of hos-
pituls in cuch catcgory shall be divided indo personnel and nonperson-
nel components.

(D) (i) The personnel and nonpcrsonnel componcnts of routine
opcerating costs for hospituls in cach category (other than for those
c.ccludcf under clause (i)) shall be divided by the totai number of
days of routine care provided by such hospitals to detcrmine the aver-
age per dicin routine operating cost for such category.

(&2) In making the calculations required by subparagraph (A) the
Secretary shall exclude any newly opencd hospital (as defined in the
second sentence of paragraph (4)(F)), and any hospital which he
determines is copericncing significant cost differcntials resulting from
fadure of the hospital fully to mect the standards und conditions of

‘ticipation as a provider of services.

(£) There shull be determined for each hospital in each category
a per diem target rate for routine operating costs. Such target rate
shall equal the acerage per diem routine operating cost amount for
the calegory in which the hospital is cxpected to be classified during
the subscquent accounting year, except that the personnel component
shall be adjusted using a wage index based upon general wage levels
for reasonably comparable work in the areas in which the hospitals
are located. If the Secretary finds that, in an area where a hospital in
any category is located for the most recent twelce-month period for
which data with respect to such wage lecels are available, the wage
level for such hospital is significantly higher than such general wage
level in that area (relative to the relutivnship within the same hospital
group between hospital wages and such general wages in other areas),
then such lqeneral wage level in the arca shall be Zemed equal to the
wage level for 8uch"Zo8pital, but only with respect to the hospitals
.’;iru;t acc;cg;ting year beginning on or after July 1, 1980 and prior to

y 1,1981.

(4) (4) (i) The term “adjusted per diem target rate for routine op-
erating costs” means the per diem target rate for routine operating
costs plus the percentage increase in costs determined under the suc-
ceeding provisions of this subparagraph.

(i) In determining the adjusted per diem target rate, the Secretary
shall add an estimated percentage increase in the cost of the mix of
goods and services (including personnel and nonpersonnel costs) com-
prising routine operating costs, based on an index composed of appro-
priately weighted indicators of changes in the economy in wages and
prices which are representative of services and goods included in rou-
tine operating costs, during the period from the end of the gquarter in
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which the determination is made undcr paragraph (3)(A) to the end
of the hospitals accounting ycar. Where actudl changes in such
weighted index are significantly differcnt (at lcost one-half of 1 per-
centage point) from those cstiinated. the Secrctary shall issue cor-
rected targct rates on g quarterly basis. At the cnd of the hospital's
accounting year, the target rate shall be udjustcd to reflect the actual
changes in such weighted index. Adjustments shall also be made to
take uccount of changes in the hospitul's classification.

(B) For purposes of puyment, the amount of routine operating cost
incurred by a hospital for any accounting year which beging on or
after July 1, 1980, shall be decmed to be equal—

(i) in the case of a hospital which has actudd routine operating
costs equal to or greater than that hospital's adjusted per diemn
turget rate for rouline operating costs, to the greater of—

(£) the hospital's actuul routine operating costs, but not
exceeding—

(a) in the case of the first accounting year of any hos-
pital which begins on or after July 1, 1980, and prior to
July 1, 1981, an amount equal to the aggregate of (1)
100 percent of the hospital's adjusted per diem target
rate for routine operating costs, plus (2) 15 percent of
the amwunt described in clause (1), plus (3) one-half
of the difference between the hospital's actual routine
operating costs und the sum of the wmounts deterimined
under clauscs (1) and (2),

(8) in the case of the first accounting year of any hos-
pital which begins on or after July 1, 1981, and prior to
July 1, 1982 (or if eurlier, the second accounling year of
such hospital which begins on or after July 1, 1980, and
prior to July 1, 1982), un amount equul to the aggregate
of (1) 100 pcrcent of the hospital’s adjusted per diem
target rate for routine operating costs for such year,
plus (2) a dollar amount equal to the dollar amount
determined under clause (a) (2) for the category of such
hospital, plus () one-half of the difference between the
hospital's actuwl routine operating costs and the sum of
the amounts determined under clauses (1) and (2), and

(¢) in the case of any accounting year after the account-
wng year described in cluuse (b), an amount e to the
aggregate of (1) 100 percent of the hospitul's adjusted
per dwem target rate for routine operating costs for such
year, plus (2) a dollar amount equal to the dollar amount
determined under clause (b) (2) for the category of such
hospital, or

(1) the amounts determined for the hospital under divi-
sion (1) if it had been classified in the bed-size category which
contains hospitals closest in bed-size to such hospital’s bed-
size (with a hospital which has a bed-size that falls halfway
between two such categories being considered in the category
which contains hospitals with the greater number of beds),
but not excceding the hospital's actual routine operating
costs; or
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(Z11) in the case of a hospital having an average length-
of-stay per patient which is less than the average length-of-
stay per patient for hospitals classified in the same category,
for any accounting year, an amount equal to the average
reimbursement for routine operating costs per patient stay
for hospitals in the same category, multiplied by the number
of patient stays for such hospital during that accounting
year, but not cxceeding the actual routine operating costs for
such hospital; and

(i2) in the case of a hospital which has actual routine oyerating
costs which arc less than that hospital's adjusted per diem target
rate for routine operating costs, to (I) the amwunt of the hos-
pitals actual routine operating costs, plus (I1) the smaller of
(a) 5 percent (or 2.5 percent with respect to any accounting ycar
which begins on or after July 1, 1980, and prior to July 1, 1982)
of the hospital’'s ad justed per dicm target rate for routine operat-
ing costs, or (b) 50 percerd (or 25 percent with respect to any
accounting year which begins on or after July 1, 1980, and prior
to July 1, 1982) of the amount by which the hospital's adjusted
per diem target rate for routine operating cosis excceds the hos-

Jn'tal’a actual routine operating costs.

(C) Any hospital (other than a newly opened hospital) cxcluded
by the Secretary under paragraph (3) (D) (ii), sludf be reambursed
for routine operating costs on the basis of the lesser of (i) actual costs
or (it) the reunbursement determincd under this subsection.

(D) On or before A ﬂd 1 (or in the case of 1980, as soon as possible)
of the yeur in which the Secretary determines the amount of the aver-
age per diem operating cost for cach hospital category and the ad-
} diem target rate for each hospital, the Secretary shall

lish the dcterminations, and he shall notify the hospital admin-
wtrator and the administrative governing body of each hospital with
respect to all aspects %tﬁe determination which affect the hospital.
E) If a hospital is determined by the Secretary to be—

(2) located in an underserved area where hospital services are
not otherwise available,

(#) certified as being currently necessary by an appropriate
planning agency, and

(#¢) underutiized,

the adjusted per diem target rate shall not apply to that portion of
the hospital’s routine operating costs attn'butabge to the unéi:mtilized
capacity.

(F) If a newly opened hospital is d:termined by the Secretary to
have greater routine operating costs as a result of the cost patterns
associated with newly opened hospitals, the adjusted per diem target
rate shall not apply to that portion of the hospital’s routine operat:
costs attributable to such patterns. For pﬁoses of this subparagrap
a “newly opened hospital” means a hospital which has not satisfied the
requirements of paragraphs (1) and (7) of subsection (e) of this
section (under present or previous ownership) for at least twenty-four
months prior to the start of such hospital's accounting year.

(&) };r a hospital is determined by the Secretary to have greater
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routine operating costs as a result of chunges in service on account of
consolidation, sharing, or addition of scrvices, where such consolida-
tion, sharing, or addition has been approced by the appropriate State
health plunning and development agmuz or agencuws, the adjusted
per diem target rate shall not agg]y to that por:ion of the hospital's
routine operating costs attributable to such changes in service.

(H)(¢) I1f a hospital satisfuctoridy demonstrates to the Sccrctary
that, in the agqregate. its patients require a substantially greatar in-
tensity of care than generally is provided by the other hospitals in the
same category, resulteng in unusually greater routive vperating costs,
then the adjusted per (g« m target sale shall not apply to that portion
of the hoxpitul's routine vperating costs attributable to the greater
intewsity of care required. .

(¢7) To the extent that a hospital can demonstrate that it cxperi-
cncex voutine oprating coxts in eacosxs of such coxsts for hospitals hae-
ing a reasonably similar miz of patients on account of consistently
shorter longths-of-stay in xuch hospilal, which result from the greater
intensity of care procided by such hospital, the crcess routine opr-
ating costs shall be considered attributable to the greater intensity of
care required, but this clause shall 1ot apply in the cave of a hospital
whose routine operating costs are detcrmined under subparagraph
(B) () (111).

(1) The Scerctary may further increase the ad justed per dicm tar-
get rate applicable in Aluska and Hawaii to reflect the higher prices
precading in such States.

(J) Where the Sccrctary finds that a hospital has manipulcted its
patend s, or patient flow, or provides less than the normal range
and cetent of paticnt sercices, or that an unusually large provortion
of routine nursing sercice is procided by private-duly nurses, the rou-
tine operating costs of that hospital shall be deemed equdl to the lesser
of () the amount determined without regard to this subscction, or (i)
the amount deternined under subparagraph (B).

(9) Where any provisions of this subscction are inconsistent with
subsection (v), this subsection supersedes subsection (v).

(6)(A) Notwithstanding any other provision of this Act, in the
case of any State which has cstablished a reimbursement systen for
hospitals, hospital reimbursement in that State under this title and
under the State plan approced under title X1X shall, with respect
to the scrcices cocered Zy such systcn, be bascd on that State system,
if the Secretary finds that—

() the State has a rcimbursement systemn and it at least applics
to the same hospitals in the State, and to the same costs, as the
Federal reimburscment reform program cstablished by this sub-
section;

(i) every hospital in the State with which there is a provider
agreement under this title or under the State plan approved under
title X1X conforms to the accounting and uniform reporting re-
quirements of section 1121 of this Act, and furnishes any appro-
priate reports that the Secretary may require; and

(#%2) such State demonstrates i his satisfaction that the total
amount payable, with respect to inpatient hospital costs, in the
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State under this title and under the State plan approved under
title X1X will be ~qual to or less than an amount cqual to (1) the
amount which would otherwise be payable fur such costs under
this title and such State plan without regard to the incentive pay-
ments procvided by subparagraph (B) () of paragraph (4), plus
(1'2 the amount of any incentive payments which are allowed
under the Stute’s reimbursement system in recognition of demon-
strated efficiencics (but not to excecd the amount of the incentive
payments which would be allowed under paragraph (4) (B) (it)).
If the Secretary finds that any of the aboce conditions cna State whech
precivusly met them have not becn net for a two-year perviod, the Sec-
retary shall, after due notice, reimburse hospitals in that State accord-
ing to the provisions of this Act (other than thix paragraph) unliss he
finds that unusual, justifiable, and nonrecurring circumstances led to
the failure to compty.

(B) 1f the Secretary finds that, during any teco-year period during
which hospital reimbursement wnder this title and wnder the State plan
approced under title X1X was based on a Stute systemn as provided in
subparagraph (A), the anwunt payable by the Federdl Government
um;:: such titles for inpatient hospital costs in such State was in (zcess
of the umount which would have been payable for such costs in such
State if recmburscment had wot been buscd on the Ntate systene (uas
estimated by the Secrctary) . the ad justed per dicmn tarqet rate for rou-
tine opcrating costs (as detcrmined under the preceding paragraphs
of th.us subsection) for hospitals in such State shall be reduced (by
not more than 1 percent inany year ) unti the Federal (rocernment has
recouped an amount equal to such crcess payment amount.

(C)(7) The Secretary shall pay to any Ntate in which hospital
reindiursement under this title is based on a Ntate system ax proecided
in subpuragraph (A), an anount which bears the same ratio to the
total cost incurred by such NState of administering the approced State
system (including the cost of initiully putting the system into opera-
tion) as the amount paid by the Federal Goecrwment under this title in
such State for inpuient hospital costs bears to the total amonnt of
inpatient hospital costs in such Ntate which are subject to the State
system.

y(ii) Payments under clause (i) shall he nuude from funds in the
Federal Hospital Insurance T rust Fund.

(&i) An anwunt which bears the same ratio to the total cost
incurred by such State of aduinistering the approrved Ntate system
(including the cost o/ inetially putting the system indo operation) as
the amount paid under the State plan approved under title X1X in
such State /;r inpatient hospital costs bears to the totai amount of
inpaticnt hospital costs i such State which are subject to the State
system, shall, for purposcs of title X1.X, be considerdd to be an amount
expended for the administration of such State plan.

(D) If there (s in effect in a State a reimburscment system for hos-
pitals which the Secrda:;;y finds mects the criteria prescribed in sub)-
puaragraph (A) cecept that such systen was not «stublished by the
State, at the election of the Ntute. such systcn shall for purposes of
this paragraph be conxidered to be a reimburscment system for hos-
pitalf; cstablished by such State.
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Detoxificalion Facility Services

(ce) (1) The term ~detoxification facdity scecices™ mcans sereices
provided by a detoxification facility in order to reduce or eliminate
the amount of a toxic ugcnt in the body,but only to the cotent that such
services would be coccrcd under subscetion (b) if furnished as an
inpaticid screice by a hospital, or are physician sereices cocerdd under
subsection (%).

(2) The term ~detorification facility™ mcans a public or coluntary
concrunity buscd nonprofit facility, other than a hospital, which—

(1) s enguaged in furnshing to inpaticnts the sercices
described in paragraph (1)

() & accredited by the Joint Concnission on the Aceradita-
tion of Hospitals us mceting the Aeercditation Program for Psy-
chiatrie Faciitics stundards (1979 «dition), or &s found by (;I
Necrctary to meet such stundards;

(C) has arvvangcmcnts with onc or more hospitals, having
agreemants in cffect under section 186G, for the v fcrral and
admission of puaticnts roquiring scrcices wot acailable at the
faciity: and

(1) mects such other voquirciments as the Necretary may find
neccssary in the intcrest of the health and safety of individuals
who ure furnishod seevices by the fucility.

Exclusions From Coverage

Sec. 1862. (a) * * *

_(b) Payment under this title may not be made with respect to any
1tem or service to the extent that payment has been made, or can rea-
sonably be expected to be made (as determined in accordance with
regulations), with respect to such item or service, under a workmen'’s
compensation law or plan of the United States or a State, or under
liability insusraince of the person at fault, or under no-fault liability
insurance. Any payment under this title with respect to any item or
service shall {e conditioned on reimbursement to the appropriate
Trust Fund established by this title when notice or other information
is received that payment for such item or service has been made under
snuch a law a plan. or under such liability insurance.

The Secrctary may waive the provisions of this subsection with
respect to liability insurance if he determines tha? the probability of
r;'('?rcry or amound involved does not warrant the pursuing of the
claim.

 J L  J L ] L 4 L 4

Agreements With Providers of Services

Sec. 1866. (a) (1) Any provider of services (except a fund desiga-
nated for purposes of section 1814(g? and section 1835(e)) shall be
qualified to participate under this title and shall be eligible for pay-
ments under this title if it files with the Secretary an agreement—

(A) not to charge, except as provided in paragraph (2), an
individual or any other person for items or services for which suc
individual is entitled to have payment made under this title (or
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for which he would be so entitled if such provider of services had
complied with the procedural and other requirements under or
pursuant to this title or for which such provider is paid pursuant
to the provisions of section lSl«t(e_)(}, an

(B) not to charge any individual or any other person for
items or services for which such individual is not entitled to have
payment made under this title because payment for expenses in-
curred for such items or services may not be made by reason of
the provisions of paragraph (1) or (9), but only if (i) such
individual was wit}mut fault in incurring such expenses and (ii)
the Secretary’s determination that such payment may not be made
for such items and services was made after the third year follow-
ing the year in which notice of such payment was sent to such
individual; except that the Secretary may reduce such three-year
period to not less than one year if he finds such reduction is con-
sistent with the objectives of this title, and

(C) to make adequate provision for return (or other disposi-
tion, in accordance with regulations) or any moneys incorrectly
collected from such individual or other person, and

(D) to promptly notify the Secretary of its employment of an
individual who, at any time during the year preceding such em-
ployment, was employed in a managerial, accountng, auditing,
or similar capacity (as determined by the Secretary by regula-
tion) by an agency or organization which serves as a fiscal inter-
mediary or carrier (for purposes of part \ or part B, or both, of
this title) with respect to the provider[[.J. and

(E) not to increase amounts due from any individual, or-
ganization, or agency n order to offset reductions made under
section 1851(bb) in t;zle amount paid, or cxpected to be paid, under
this title.
) . s * . . .

TITLE XIX—GRANTS TO STATES FOR MEDICAL
ASSISTANCE PROGRAMS

L L * L 4 L 4 L

State Plans for Medical Assistance

Sec. 1902, (a) A State plan for medical assistance must—

* * & L ] L

(13) provide—

(A) (1) for the inclusion of soue institutional and some
noninstitutional care and services, and

(i1) for the inclusion of home health =ervices for any indi-
vidual who. under the State plan. i entitled to =killed nursing
facility services, and

(B) in the case of individuals receiving aid or assistance
under any plan of the State approved under title I, X, XIV,
or XVI, or part A of title IV, or with respect to whom sup-
plemental security income benefits are being paid under title
XVI, for the inclusion of at least the care and services listed
in clauses (1) through (5) of section 1905(a), and
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(C) in the case of individuals not included under subpara-
graph (B) for the inclusion of at least—

(1) the care and services listed in clauses (1) through
(5) of section 1905 (a) or

(i1) (I) the care and services listed in any 7 of the
clanses numbered (1) through (16) of such section and
(II) in the event the care and services provided under
the State plan include hospital or skilled nursing facility
services, {hysicians' services to an individual in a hos-
pital or skilled nursing facility during any period he is
receiving hospital services from such hospital or skilled
nursing facility services from such home, and

[(D) for payment of the reasonable cost of inpatient hos-
pital ~ervices provided under the plan, as determined in ac-
cordance with methods and standards. consistent with section
1122, which shall be developed by the State and reviewed and
approved by the Seeretary and (after notice of approval by
the Secretary) included in the plan, except that the reasonable
cost of any such services as determined under such methods
and standards =hall not exceed the amount which would be
determined under ~ection 1861(v) as the reazonable cost of
such ~ervices for purposes of title XVIII: and])

(1?) for payument of the rcasonable cost of inpatient hospital
sereices procidod under the plan, applying the methods speci-
fied in scetion 1861(¢) and scetion 1861(bb), which are con-
sixtent with section 1122 and

L(E) effective July 1, 1976, for payvment of the skilled nurs-
ing facility and intermediate care facility services provided
under the plan on a rea-onable cost related basis. as determined
in accordance with methods and standards which shall be
developed by the State on the basis of cost-finding methods
approved and verified by the Secretary; and}

(F) for payunt of the skillcd nursing facility and inter-
mediate care facility scrvices provided uider the plan through
the uxe of rates. detcrmined in accordance with methods and
standards dereloped by the State, which the State finds, and
make assurances satisfactory to the Secretary, are rcasonable
and adequate to meet the costs which must be incurred by
« ficiently and cconomically operated facilities in order to pro-
vide care and sepvices in conformity with applicable State
and Federal laws, requlations. and quality and safety stand-
ards ; and such State malkes further assurances, satisfactory to
the Sceretary, for the filing of uniform cost reports; and

(F) for pavment for services described in section 1905(a)
(2) (B) provided by a rural health clinic under the plan of
100 percent of costs which are reasonable and related to the
cost of furnishing such services or hased on such other tests
of reasonableness, as the Secretary may prescribe in regula-
tions under section 1833(a) (3). or. in the case of services to
which those regulations do not apply. on such tests of reason-
ableness as the Secretary may prescribe in regulations under
this subparagraph:

L * & *® 4  J
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[(23) except in the case of Puerto Rico, the Virgin Islands, and

uam, provide that any individual eligible for medical assistance
(including drugs) may obtain such assistance from any institu-
tion, agency, community pharmacy, or person, qualified to per-
form the service or services required (including an organization
which provides such services, or arranges for their availability, on
a prepayment basis). who undertakes to provide him such serv-
ices; and a State plan shall not be deemed to be out of compliance
with the requirements of this paragraph or paragraph (1) or
(10) solely by reason of the fact that the State (or any political
subdivision thercof) has entered into a contract with an organi-
zation which has agreed to provide care and services in addition
to those offered under the Ntate plan to individuals eligible for
medical assistance who reside in the geographic arca served by
such organization and who elect to obtain such care and services
from such organization, or by reason of the fact that the plan
provides for payment for rural health clinic services only if those
services are provided by a rural health elinic:}

(23) provide that limitations or restrictions lected by a State
with respect to choice by recipicnts of medical assistance provided
for by the State—

(A) may apply only to institutional providers (including
clinics), laboratory scrvices, and medical de vices;

(B) must be cost-effective arrangements which provide
for reasonable payment bascd wpon comparisons of costs at
which services of proper quality may be obtained and are ac-
tually available (and for this purpose the plan may provide
that such arragcments need not be in « fect in all political
subdivisions of the State notwithstanding the provisions of
paragraph (1)), and must provide that in the caxe of in-
paticnd hospital scrvices, payment to a hospital shall not be
decmed to be reasonalble for purposecs of paragraph (1.3) (D)
if it i3 less than the cost that is found riasouable and neces-
sary in the cficicnt and « cononiical del; rery of such necded
sereiccs in the goographic arca in which such hospital is
located ;

(C) must assure that such rceipicnts shall hare reasonable
access to services for which they ave Jliqible (including ¢ mer-
geney services and provision for timely referval and transfer
to other provide rs iwhe n medically appropriate) through pro-
viders which meet all applicable standards under the State
plan and where scrvices are availuble to guch reed pients; and

(D) must provide that there will not be a rcsulting sub-
stantially ad vcrse ¢ ffect on the appropriate and neee £5U1Y use
of hospitals haring graduate medical education programs:
* * * * * *

(27) provide for agreements with every person or institution
providing services under the State plan under which such person
or institution agrees (A) to keep such records as are necessary
fully to dizclose the extent of the ervices provided to individuals
receiving assistance under the State plan. [and} (B) to furnish
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the State agency or the Secretary with such information, regard-
ing any payments claimed by such person or institution for pro-
viding services under the State plan, as the State agency or the
Secretary may from time to time request, und (C) not to increase
amounts due from any individual, organization, or agency in or-
der to offset reductions made pursuunt to the requircments con-
tained in section 1902(a)(13)(D) in the amount paid, or cx-
pected to be paid under the State plan;
. . * * . . .

(39) provide that, subject to subsection (g), whenever the sin-
gle State agency which administers or supervises the administra-
tion of the State plan is notified by the Secretary under section
1562(e) (2) (A) that a physician or other individual practioner
has been suspended from participation in the program under title
XVIII, the agency slmlrpromptly suspend such physician or
practitioner from participation in the plan for not less than the
period specified in such notice, and no payment may be made un-
der the plan with respect to any item or service furnished by such
physician or practioner during the period of the suspension under
this title; )

(40) require cach health services facility or organization which
receives pavments under the plan and of a type for which a uni-
form reporting system has lween established under section 1121 (a)
to make reports to the Secretary of information described in such
~eetion in accordance with the uniform reporting system (estab-
lished under such section) for that type of facility or organiza-
tion; and

(41) provide that whenever a provider of services or any other
i)crson 1s terminated, suspended. or otherwise sunctioned or pro-

ibited from participating under the State plan, the State agen-
¢y shall promptly notify the Secretary of such action.

(42) procide (A) that the records of any cntity participating
in the plan and providing services rcimbursable on a cost-related
basiz will be uu(;iffd as the Scerctury detcrmines to be neccssary
to insure that proper payments are made under the plan, (B) that
such audits, for such entitics also providing services under part A
of title XV 111, will be coordinated and conducted jointly (to such
extert und in such manner as the Seevetury shall prescribe) with
audits conducted for purposcs of such title, and (C) for payment
of the portion of the costs of cach such common audit of such an
entity equal to the portion of the cost of the conumon audit which
8 attributuble to the program cstablished under this title and
which would not hace otherwise been incurred in an audit of the
program established wunder title XVII ; and

(J3) provide that any laboratory scrvices (other than such serv-
ices provided in a physician’s office) paid for under such plan
must be provided by a laboratory which meets the requirements of
section 18G1(e)(9) and paragraphs (10) and (11) o} section 1861
(80). or in the case of a rurdl health clinie. section 1861 (aa) (2)
(G).

* * * L L 4
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Payment to States

Sec.1903. (a) * * % .

(d) (1) Prior to the bezinning of each quarter, the Secretary shall
estimate the amount to which a State will be entitled under subsections
(a) and (b) for such quarter, such estimates to be based on (A)
a report filed by the !State containing its estimate of the total sum
to be expended in such quarter in accordance with the provisions of
such subsections, and stating the amount appropriated or made avail-
able by the State and its political subdivisions for such expenditures
in such quarters, and if such amount is less than the State’s propor-
tionate share of the total sum of such estimated expenditures. the
source or sources from which the difference is expected to be derived,
and (B) such other investigzation as the Secretary may find necessary.

(2) The Secretary shall then pay to the State. in such installments
as he may determine. the amounts <o estimated. reduced or increased
to the extent of any overpayment or underpayment which the Secre-
tary determines was made under this section to such State for any

rior quarter and with respect to which adjustment has not already
Eeen made under this subsection. Expenditures for which pavments
were made to the State under subsection (a) shall be treated as an
overpayment to the extent that the State or local agency administering
such plan has been reimbursed for such expenditures by a third party
pursuant to the provisions of its plan in compliance with section
1902(a) (25).

(3) The pro rata share to which the United States is equitably
entitled. as determined by the Secretary. of the net amount recovered
during any quarter by the State or any political subdivision thereof
with respect to medical assistance furnished under the State plan
shall be considered an overpayment to be adjusted under this
subsection.

(4) Upon the making of an estimate by the Secretary under this
subsection, any appropriations available for payments under this sec-
tion shall be deemed obligated.

(5)(A4) In any case in which the Secrctury cstimates that there has
been an ocerpayment to a State on the basis of a claim by such State
that haz becn disallowed by the Secretary. and such State disputes
such disallowance, the amount of the Federal payment in controversy
ghall not be paid to such State until such time as a final determination
has been made with respect to such amount. I'f such final determina-
tion iz to the cffect that un amount iz owed ta xsuch State, such nmount
shall be increased by an amount equal to the amount which would
hare baen paid on the amount otherwise owed, at the rates of intercst
on obligations issucd for purchase by the Federal Hospital Insur-
ance Trust Fund, during the period bheainning on the date that the
State disputed such disallowance and ending on the date that payment
i8 made to the State.

. . . . . . .

(1) Payment under the preceding provisions of this section shall
not be made—

(1) with respect to any amount paid for items or services

furnished under the plan after December 31, 1972, to the extent
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that such amount exceeds the charge which would be determined
to be reasonable for such items or services under {{the fourth and
fifth sentences of section 1842(b) (3)] subparagraphs (B) (it),
(B) (7). (C).and (F) of section 18}2(b) (4) ; or

(2) with respect to any amount paid for services furnished
under the plan after December 31, 1972, by a provider or other
person during any period of time, if pavment may not be made
under title XVTIT with respect to services furnished by such pro-
vider or person during such period of time solely by reason of a
determination by the Secretarv under section 1862(d) (1) or un-
der clause (D). (E). or (F) of section 1866(b) (2). or by reason
of noncompliance with a request made by the Secretary under
clause (C) (ii) of such section 1866 (k) (2) or under section 1902
(a) (38) ;or

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

(4) with respect to any amount expended for care or services
furnished under the plan by a hospital or skilled nursing facility
unless such hospital or skilled nursing facility has in effect a utili-
zation review plan which meets the requirements imposed by sec-
tion 1861 (k) for purposes of title XVTIT: and if such hospital or
skilled nursing facility has in effect such a utilization review plan
for purposes of title XVTIT. such plan shall serve as the plan
required by this subsection (with the same standards and proce-
dures and the same review committee or group) as a condition of
payment under this title: the Secretary is authorized to waive
the requirements of this paragraph if the State agency demon-
strates to his satisfaction that it has in operation utilization re-
view procedures which are superior in their effectiveness to the
procedures required under section 1861 (k).

L ® . @ ® ® ® ¢

(q) For the purposes of this section. the term “State medicaid
fraud control unit” means a single identifiable entity of the State gov-
ernment which the Secretary certifies (and annually recertifizs) as
meeting the following requirements:

(1) The entity (.\\) is a unit of the office of the State Attorney
General or of another department of State government which pos-
sesses statewide authority to prosecute individuals for eriminal
violations. (B) is in a State the constitution of which does not
provide for the criminal prosecution of individuals by a statewide
authority and has formal procedures. approved by the Secretary,
that (i) assure its referral of suspected criminal violations relat-
ing to the program under this title to the appropriate authority
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or authorities in the State for prosecution and (ii) assure its
assistance of, and coordination with, such authority or authorities
in such prosecutions, or (C) has a formal working relationship
with the office of the State Attorney General and has formal pro-
cedures (including procedures for its referral of suspected crim-
inal violations to such office) which are approved by the Secretary
and which provide effective coordination of activities between the
entity and such office with respect to the detection, investigation,
and prosecution of suspected criminal violations relating to the
program under this title.

(2) The entity is separate and distinct from the single State
agency that administers or supervises the administration of the
State plan under this title.

(3) The entity’s function is conducting a statewide program for
the investigation and prosecution of violations of all applicable
State laws regarding any and all aspects of fraud in connection
with any aspect of the provision of medical assistance and the
activities of providers of such assistance under the State plan
under this title.

(4) The entity has procedures for reviewing complaints of the
abuse and neglect of patients of health care facilities which receive
payments under the State plan under this title, and, where appro-
priate, for acting upon such complaints under the criminal laws
of the State or for referring them to other State agencies for
action.

(5) The entity provides for the collection, or referral for collec-
tion to a single State agency. of overpayments that are made under
the State plan to health care facilities and that are discovered by
the entity in carrying out its activities.

(6) The entity employs such auditors. attorneys, investigators,
and other necessary personnel and is organized in such a manner
as is necessary to promote the effective and efficient conduct of the
entity’s activities.

(7) The entity submits to the Secretary an application and
annual reports containing such information as the Secretary
determines, by regulation. to be necessary to determine whether
the entity meets the other requirements of this subsection.

(r) For additional cxc’usions from reasonable cost and reasonable

charge sce section 113}.
. . . . . . .
TITLE XX—GRANTS TO STATES FOR SERVICES
. . . . . s .

Payments to States

Sec.2002. (a) (1) * * *

(9) (A) No payment may be made under this section with respect
to any expenditure in connection with the provision of any child day
care service, unless—

(i) in the case of care provided in the child’s home, the care
meets standards established by the State which are reasonably in
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accord with recommended stardards of national standard-setting
organizations concerned with the home care of children, or

(ii) in the case of care provided outside the child’s home, the
care meets the Federal interagency day care requirements as a
proved by the Department of Health, Education, and Welfare
and the Office of Economic Opportunity on Scptember 23, 1968;
except that (I) subdivision III of such requirements with respect
to educational services shall be recommended to the States and
not required, and stafling standards for school-age children in day
care centers may be revised by the Secretary, (II) the staffing
standards imposed with respect to such care in the case of children
under age 3 shall conform to regulations prescribed by the Secre-
tary, (III) the staffing standards imposed with respect to such
care in the case of children aged 10 to 14 shall require at least one
adult for each 20 children. and in the case of school-aged children
under age 10 shall require at least one adult for each 15 children,
(IV) the State agency may waive the staffing standards other-
wise applicable in the case of a day care center or group da{
care home in which not more than 20 per centum of the chil-
dren in the facility (or. in the case of a day care center, not
more than 5 children in the center) are children whose care 1s
being paid for (wholly or in part) from funds made available
to the State under this title, if such agency finds that it is not
feasible to furnish day care for the children, whose care is so
paid for, in a day care facility which complies with such staffin
standards, and if the day care facility providing care for suc
children complies with applicable State standards, and (V)
in determining whether applicable stafing standards are met in
the case of day care provided in a family day care home, the num-
ber of children being cared for in such home shall include a
child of the mother who is operating the home only if such
child is under age 6,

except as provided in subparagraph (B).

(B) The Secretary shall submit to the President of the Senate and
the Speaker of the House of Representatives, after December 31, 1976,
and prior to April 1. 1978, an evaluation of the appropriateness of the
requirements imposed by subparagraph (A), together with any recom-
mendations he may have for modification of those requirements, No
earlier than ninety days after the submission of that report, the Sec-
retary may, by regula.tion, make such modifications in the require-
ments imposed by subparagraph (A) as he determines are
appropriate.

(C) The requirements im by this paragraph are in lieu of
any requirements that would otherwise be applicable under section
522(d) of the Economic Opgortunity Act of 1964 to child day care
services with respect to which payment is made under this section.

(D) The requirrments imposed by thiz paraqraph or by any regula-
tions promulgated by the Department of Health and Human Services
to carry out this paragraph shall be inapplicable to child day care
services provided after June 30, 1980 and prior to October 1, 1981
whick meet applicable standards of State and local law.
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EXCERPTS FROM

TITLE 5 U.S.C.—GOVERNMENT
ORGANIZATION AND EMPLOYEES

L L J L L g L L ]

CHAPTER 85.—UNEMPLOYMENT COMPENSATION
SUBCHAPTER I—-EMPLOYEES GENERALLY

§8509. FEDERAL EMPLOYEES COMPENSATION ACCOUNT.

(a) The federal Employecs Compensation account (as established
lished by section 909 of the Social Security Act, and hercafter in this
section referred to us the ‘Account’) inthe Unemployment Trust Fund
(as established by scction 904 of such Act) shall consist of—

(1) funds appropriuted to or traizferred thereto. and
(2) amounts deposited therein pursuant to susbection (c).

() Moneys in the Account shall be acadable only for the purpose of
making payments to States pursuant to agrecments entered into under
this chapter and making payments of compensation under this chapter
in States which do not have ineffect such an agreement.

(¢) (1) Eack employing agency shall deposit into the Account
amounts equal to the cxpenditures incurred under this chapter on ac-
count of Federal service performed by employees and former employ-
ees of that agency.

(2) Deposits required by paragraph (1) shall be made during each
calendar quarter and the amount of the deposit to be made by any
employin{ agelwy during any quarter shall be based on a determina-
tion by the Secretary of Labor as to the amounts of payments, made

tor to such quarter from the account based on Federal service per-
ﬁ)';'med by employees of such agency after September 30, 1980, with
respect to which deposit has not previously been made. The amount to
be deposited by any employing agency during any calendar quarter
shall be adjusted to take account of any overpayment or underpay-
ment of deposit during any previous quarter for whick adjustment
has not already been made.

(d) The Secretary of Labor shall certify to the Secretary of the
Treasury the amount of the deposit which each employing agency is
required to make to the Account during any calendar quarter, and
the Secretary of the Treasury shall notify the Secrctary of Labor as
to the date and amount of any deposit made to such Account by any
such agency.

(e) Prior to the beginning of each fiscal year (commencing with
the fiscal year which begins October 1. 1980) the Secretary of Labor
shall estimate—

(1) the amount of expenditures which will be made from the
Account during such year.
(2) the amount of funds which will be available during such
year for the making of such expenditures,
and if, on the basis of such estimate. he determines that the amount
described in clause (2) is in excess of the amount necessary—
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(3) to mect the expenditures described in paragraph (1), and

(4) to provide a reasonable contingency fund so as to assure

that there will, during all times in such year, be sufficient sums

available in the Account to meect the expenditures described in

aragraph (1),

he afall certify the amount of such cxccss to the Secretary of the

Treasury and the Secretary of the Treasury shall transfer, from the

Account to the general fund of the Treasury, an amount equal to such
excess.

5[) The Secretary of Labor is authorized to cstablish such rules
and regulations as may be necessary or appropriate to carry out the
provisions of this section.

(9) Any funds appropriated after the cstablishment of the Ac-
count, for the making o;) payments for which cxpcnditures are au-
thorized to be made from moncys in the Account, skall be made to
the Account; and there are hereby authorized to be appropriated to
the Account, from time to time, such sums as may be necessary to
assure that there will, at all times, be sufficient sums available in the
Account to mect the cxpenditurcs authorized to be made from moneys

therein.
SUBCHAPTER II—EX-SERVICEMEN

§ 8521. DEFINITIONS ; APPLICATION.

(a) For the purpose of this subchapter—

(1) “Federal service” means active service, including active
duty for training purposes, in the armed forces which either
beg:sm fafber January 31, 1955, or terminated after October 27,
1958, if—

(A) that service was continuous for [90 days] one year or
more, or was terminated earlier because of an actual service-
incurred injury or disability: and

(B) with respect to that service, the individual—

(i) wasssgcharged or released under conditions other
than dishonorable; and

(i1) was not given a bad conduct discharge, or, if an
officer, did not resign for the good of the service;

(2) “Federal wages” means all pay and allowances, in cash
and in kind, of Federal service, computed on the basis of the
pay and allowances for the pay grade of the individual at the
time of his latest discharge or release from Federal service as
specified in the schedule applicable at the time he files his first
claim of compensation for the benefit year. The Secretary of
Labor shall issue, from time to time, after consultation with the
Secretary of Defense. schedules specifying the pay and allow-
ances for each pay grade of servicemen covered by this sub-
chapter, which reflect representative amounts for appropriate
ele(xinents of the pay and allowances whether in cash or in kind;
an

(3) “State” means the several States, the District of Columbia,
the Commonwealth of Puerto Rico, and the Virgin Islands.!

! Paragraph (3) was amended by section 116(e) (4) of Public Law 94-566.
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(b) The provisions of subchapter I of this chapter. subject to the
modifications made by this subchapter, apply to individuals who have
had Federal service as defined by subsection (a) of this section.

 J [ ] [ J [ ] [ ] L ] ¢
Federal-State Extended Unemployment Compensation Act, as
Amended
Excerpt From Public Law 91-373, August 10, 1970
L [ ] L [ L [ ] ®

Title II—Federal-State Extended Unemployment Compensation
Program

Short Title

_Sec. 201. This title may be cited as the “Federal-State Extended
Cnemployment Compensation Act of 1970,

Payment of Extended Compensation
State Law Requirements

Sec. 202. (a) (1) For purposes of zection 3304 (a) (11) of the Internal
Revenue Code of 1954, a State law shall provide that payment of
extended compensation shall be made. for any week of unemployment
which begins 1n the individual's eligibility period. to individuals who
have exhausted all rights to regular compensation under the State law
and who have no rights to regular compensation with respect to such
week under such Jaw or any other State unemployment compensation
law or to compensation under any other Federal law and are not
receiving compensation with respect to such week under the unem-
ployment compensation law of Canada. For purposes of the preced-
ing sentence, an individual shali have exhausted his rights to regular
compensation under a State law (A) when no paymerts of regular
compensation can be mad= under such law because such individual
has received all regular compensation available to him based on
emplovment or wages during his base period. or (i3) when his rights
to such compensation have terminated by reason of the expiration of
the benefit year with respect to which such rights existed.

(2) Except where inconsistent with the provisions of this title. the
terms and conditions of the State law which apply to claims for
regular compensation and to the payment thereof shall apply to claims
for extended compensation and to the payvment thereof.

(3) Notwithstanding the procisions of paragraph (2). payment of
extended compensation shal; not be made to an individual for any
weck of unemployment in such individual's elig:bility period (as de-
fined in section 203(c)) during which such individual resides in a
State in which there i3 not a State “on™ indicator for such week, if
such individual took up residence in such State after the beginning of
the period of unemployment with respect to which extended benefits
would otherwise be payable; cxcept that the preceding provisions of
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this puragraph shall not apply with respect to the first two weeks
during which such individual resides in such State.

(4) (4) Notwithstunding the procesions of paragraph (2). pay-
ment of extended compensation under this Act shalg not be made to
any. O‘iindi vidual for any weeck of unemployment in his eligibility

eriod—
d (7) if such individual had less than 20 wecks of cocered cm-
ployment during his base period;

(¢2) if such individual is unemployed because he voluntarily
left employment, was discharged for misconduct, or refused suit-
able employment as determined under State law;

(7it) during which he fails to accept any offer o{ suitudble work
(as defined in subparagraph (B)) or fails to apply for any suit-
able :vork to which he was referred by the State agency: or

(ir) during which he fails to actively engage: in seeking work.

(B) If any individual is ineligible for extended compensation for
any weck by reason of @& failure described in cluuse (i) or (iv) of
subparagraph (A), the individual shall be incligible to reccive ex-
tended compensation for any week which begins during a period
which—

(2) begins with the weck following the weck in which such
failure occurs, and

(i7) does not end until such individual has been employed dur-
ing at least } wecks which begin after suck failure and the total
of the remuncration earned by the indicidual jor being so cm-
ployed 8 not less thun the product of § nwultiplid by the indi-
cidual’s acerage weekly benefit amount (a8 determined for pur-
poses of subsection (b)(1)(C) for his bencpit year.

(C) For purposes of this paragraph, the term “suitable work”
mcans, with respect to any individual, any work which is within such
individual's capabilitics: cxcept that, if the individual furnishes evi-
dence satisfactory to the State agency that such individual's prospects
for obtaining work in his customary occupation within a reasonably
short periodg are good, the determination of whether any work is suit-
able work with respect to such individual shall be made in accordance
with the applicable State law.

(D) Extended compensation shall not be denied under clause (i)
of subparagraph (A) to any individual for any week by reason of a
failure to accept an offer of , or apply for, suitable work—

(2) if the gross average weekly remuneration payable to such
indiridudl for the position doecs not cxceed the sum of—

(I) the individual's averuge weekly benefit amount (as
determined for purposes of subsection (b)(1)(C)) for his
benefit year, plus

(I1) the amount (if any) of supplemental unemployment
compensation bencfits (as defined in section 501(c) (17) (D)
y the Internal Revenue Code of 1954) payable to such in-

ividual for such week:

(i) if the position was not offcred to such individual in writing
and was not listed with the State employment service;

(zit) ;”/e.mch failure would not result in a denial of compensation
under the provisions of the applicable State law to the extent that
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such provisions are not inconsistent 1.ith the provisions of sub-
paragraphs (C) and (E); or pre 4
(iv) if the position pays wages less thon the higher of —
I) the minimum wage provided >y section 6(a) (1) of the
Fair Labor Standards Act of 1938, wit'.out regard to any
exemption; or )
(I1) any applicadble State or local minimum wage.
(E) For purposes of this paragraph, an individual shall be trcated
as actively engaged in seeking work dﬁn’ ng any week tf—
(%) the individual has engaged in a systematic und sustained
effort to obtain work during such week, and
(iZ) the individual provides tangible cvidence to the State
agcncy that he has engaged in such an effort during such weck.
(F) For purposcs of scction 3:304(a) (11) of the Internal Rervenue
Code of 1954, a State lue shall procide for referving applicants for
benefits under this Act to any suituble work to which clauscs (1), (i0).
(lit) and (iv) of subparagraph (D) would not apply.

Individuals’ Compensation Accounts

(b) (1) The State law shall provide that the State will establish,
for cach eligible individual who files an application therefor, an
extended compensation account with respect to such individual’s bene-
fit year. The amount establizhed in such account shall be not less than
whichever of the following is the least :

(A) 50 per centum of the total amount of regular compensa-
tion (including dependents’ allowances) payable to him during
such benefit year under such law,

(B) thirteen times his average weekly benefit amount, or

(C) thirty-nine times his average weekly benefit amount. re-
duced by the regular compensation paid (or deemed paid) to
him during such benefit year under suc}? law;

except that the amount so determined shall (if the State law so pro-
vides) be reduced by the aggregate amount of additional compensation
paid (or deemed paid) to him under such law for prior weeks of unem-
lovment in such benefit year which did not begin in an extended
nefit period.
(2) Fpt;r purposes of paragraph (1). an individual's weekly henefit
amount for a week is the amount of regular compensation (including
dependents’ allowances) under the State law payable to such indi-
vidual for such week for total unemployment.

Extended Benefit Period
Beginning and Ending

Sec. 203. (a) For purposes of this title in the case of any State,
an extended benefit period—
[(1) shall begin with the third week after whichever of the
following weeks first occurs:
[(\) a week for which there is a national “on™ indicator,
or
[(B) a week for which there is a State “on” indicator; and
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[(2) shall end with the third week after the first week for
which there is both a national “off” indicator and a State “off”
indicator.}

(1) shall begin with the third weck after the week for which
there is a State “on” indicator: and

(2) shall end with the third weck after the first week for which
there is a State “off” indicator.

Special Rules

(b) (1) In the case of any State—

(A) no extended benefit period shall last for a period of less
than thirteen consecutive wecks, and

(B) no extended benefit period may begin by reason of a State
“on" indicator before the fourteenth weck after the close of a
prior extended benefit period with respect to such State.

(2) When a determination has been made that an extended benefit
period is beginning or ¢nding with respect to a State [(or all the
States)]. the Secretary shall cause notice of such determination to be
published in the Federal Register.

Eligibility Period

(c¢) For purposes of this title, an individual’s eligibility period
under the State law shall consist of the weeks in his benefit year which
begin in an extended benefit period and. if his benetit year ends within
such extended benefit period, any weeks thereafter which begin in
such extended benefit period.

National “On” and “Off” Indicators

[ (1) For purposes of this ~ection—

L(1) There is a national *on™ indicator for a week if, for the
period consisting of such week and the immediately preceding
twelve weeks. the rate of insured unemployment  (seasonally
adju:ted) for all States equaled or exceeded 4.5 per centum (de-
termined by reference to the acverage monthly covered employ-
ment for the first four of the most recent six calendar quarters
ending hefore the close of such period).

[(2) There is a national “off” indicator for a week if, for the
period consisting of such week and the immnediately preceding
twelve weeks, the rate of insured unemployment (seasonally
adjusted) for all States was less than 4.5 per centum (deter-
mined by reference to the average monthly covered employment
for the first four of the most recent six calendar quarters ending
be fore the clo=e of ~uch period).]

State “On” and “Off” Indicators

() For purposes of this section—
(1) There is a State “*on™ indicator for a weck if the rate of
insured unemplovment under the State law for the period consist-
ing of such week and the immediately preceding twelve weeks—
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(A) equaled or exceeded 120 per centum of the average of
such rates for the corvesponding thirteen-week period ending
in each of the preceding two calendar years,and

(B) equaled or exceeded 4 per centum,

(2) There 1s a State “off™” indicator for a week if. for the period
consisting of such week and the immediateiy preceding twelve
weeks, either subparagraph (\) or subparagraph (B) of para-
graph (1) is not satisfied.

Effective with respect to compen=ation for wecks of uncmployment
beginning after March 30, 1977 (or. if later, the date established
pursuant to State law) the State may by law provide that the deter-
mination of whether there has heen a State “on™ or “off” indicator
beginning or ending any cxtended benetit period shall be made under
this subsection as if (1) paragraph (1) did not contain subparagraph
(A) thereof, and [(i1) lllu' figure *4” contained in subparagraph (B)
thereof were “5"; except] (&) the figure *}" contained in subpara-
graph (B) thercof were =57 (or such nwmber, or porecntaye of a -
ber which coceeds 3. as is s ";f’“ d by the Stute lawr); coce pt that,
notwithstanding any such provision of State law. anv weck for which
there would otherwise be a State ~on™ indicator ~hall continue to Le
such a week and shall not be determined to be a week for which there is
a State “off " indicator., For purposes of this subsection, the rate of
insured unemployment for any thirteen-week period ~hall be deter-
mined by reference to the average monthly covered emploviment under
the State law for the first four of the most recent six calendar quarters
ending before the close of such period.

Rate of Insured Unemployment; Covered Employment

(f) (1) For purpo=es of [~ubzections (d) and (e)] subscction (),
the term *rate of insured unemployment™ means the percentage
arrived at by dividing- -

(A) the average weekly number of individuals filing claims
for weeks of unemployment with respect to the specified period,
as determined on the basis of the reports made by [all State
agencies (or. in the case of subsection (e). by the State agency)]
the State agency to the Secretary, by

( 1321 the average monthly covered employment for the specified
period.

[(2) Determinations under subsection (d) shall be made by the
Secretary in accordance with regulations prescribed by him.J

[T (2) Determinations under subsection (e) <hall be made by
the State agency in accordance with regulations prescribed by the
Secretary.

Payments to States

Amount Payable

Sec. 204. (a) (1) There shall be paid to each State an amount equal
to one-half of the sum of—
(A) the sharable extended compensation. and
(B) the sharable recular compensation,
paid to individuals under the State law.
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(2) No payment shall be made to any State under this subsection
in respect to compensation (.4) for which the State is entitled to re-
imbursement under the provisions of any Federal law other than this
Act. or (B) paid for the fisst wcek of compensable unemployment in
an individual's eligibility period, if the Stute law of such State pro-
vides for payment (at any time or under any circumstances) of regu-
lar compensation to an individual for his first week of otherwise com-
pensable unemployment.

[(3) In the case of compensation which is sharable extended com-
pensation or sharable regular compensation by reason of the provision
contained in the last sentence of section 203(d), the first paragraph
of this subsection shall be applied as if the words “one-half of” read
“100 per centum of” but only with respect to compensation that
would not have been payable if the State law’s provisions as to
the State “‘on” and “off” indicators omitted the 120 percent factor as
provided for by Public Law 93-368 and by section 106 of this Act.}

[(4] (3) The amount which, but for this paragraph, would be
payable under this subsection to any State in respect of any compensa-
tion paid to an individual whose base period wages include wages for
services to which section 3306 (c) (7) of the Internal Revenue Code of
1954 applies shall be reduced by an amount which bears the same ratio
to the amount which, but for this paragraph, would Le payable under
this subsection to such State in respect o? such compensation as the
amount of the base period wages attributable to such services bears to
the total amount of the base period wages.

. . . . . . .
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APPENDIX A

TeExT oF FiNxaNxce CoMMITTEE AMENDMENTS RecoMMENDED UNDER
RecoxciLiarioNn Process
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[FINANCE COMMITTEE PRINT]

June 25, 1980

TITLE VI—PROVISIONS REDUCING SPENDING IN
PROGRAMS WITHIN JURISDICTION OF
SENATE COMMITTEE ON FINANCE

PART A—UNEMPLOYMENT COMPENSATION PROVISIONS
ELIMINATION OF “NATIONAL TRIGGER” UNDER THE
EXTENDED BENEFIT8 PROGRAM

SEc. 601. (aX1) Paragraphs (1) and (2) of section 203(a)
of the Federal-State Extended Unemployment Compensation

Act of 1970 are amended to read as follows:

“(1) shall begin with the third week after the
week for which there is a State ‘on’ indicator; and
*“(2) shall end with the third week after the first
week for which there is a State ‘off’ indicator.”.
(2) Section 203(bX2) of such Act is amended by striking
out “(or all the States)”.
(3) Section 203 of such Act is further amended by strik-
ing out subsection (d) thercof.
(4) Section 203(f) of such Act is amended—
(A) in paragraph (1), by—
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‘following:

(1) striking out “‘subsections (d) and (e)”’ and
inserting in lieu thereof “‘subsection (e)”, and
(1) striking out “all State agencies (or, in the
case of subsection (e), by the State agency)” and
inserting in lieu thereof ‘“‘the State agency”,
(B) by striking out paragraph (2), and
(C) by redesignating paragraph (3) as paragraph
(2).
(bX1) Section 204(a) of such Act is amended—
(A) by striking out paragraph (3), and
(B) by redesignating paragraph (4) as paragraph
3).
(c) The amendments made by this section shall take

effect on Octcber 1, 1980.

WAITING PERIOD FOR BENEFITS

SEc. 602. (a) Section 204(aX2) of the Federal-State

Extended Unemployment Compensation Act of 1970 is

amended—

(1) by inserting *“(A)” after “‘compensation”, and
(2) by inserting immediately before the period the
“, or (B) paid for the first week of com-
pensable unemployment in an individual’s eligibility
period, if the State law of such State provides for pay-

ment (at any time or under any circumstances) of regu-
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3

lar compensation to an individual for his first week of

otherwise compensable unemployment’’.

(b) The amendments made by this section shall be
applicable in the case of extended compensation paid to
individuals during eligibility periods beginning on or after
Octuber 1, 1980.

STATE OPTION AS TO CRITERIA FOR STATE ““ON’’ AND
—-—""OFP"’ INDICATORS

Sec. 603. (a) Section 203(e) of the Federal-State Ex-
tended Unemployment Compensation Act of 1970 is amend-
ed, in the first sentence following paragraph (2) thereof, by
striking out the matter beginning with “()"”’ and ending with
“except”’, and inserting in lieu thereof the following: *‘(ii) the
figure ‘4’ contained in subparagraph (B) thereof were ‘5’ (or
such number, or percentage of a number, which exceeds 5, as
is specified by the State law); except’’.

(b) The amendment made by this section shall be effec-
tive with respect to weeks of unemployment beginning after
October 1, 1980.

FEDERAL SERVICE OF EX-SERVICEMEN

SEC. 604. (a) Section 8521(af1XA) of title 5, United
States Code, is amended by striking out “90 days” and in-
serting in lieu thereof “‘one year'’.

(b) The amendment made by this subsection shall be

applicable with respect to determinations of Federal service
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4
in the case of individuals filing claims for unemployment com-
pensation on or after October 1, 1980.
BENEFITS ON ACCOUNT OF FEDERAL SERVICE TO BE PAID
BY EMPLOYING FEDERAL AGENCY

SEc. 605. (a) Title IX of the Sccial Security Act is
amended by adding at the end thereof the following new
section:

“FEDERAL EMPLOYEES COMPENSATION ACCOUNT

“Sec. 909. There is hereby established in the Unem-
ployment Trust Fund a Federal Employees Compensation
Account which shall be used for the purposes specified in
section 8509 of title 5, United States Code.".

(b) Subchapter I of chapter 85, title 5, United States
Code, is amended by adding at the end thereof the following
new section:

“§8509. Federal Employees Compensation Account

‘“(a) The Federal Employees Compensation Account (as
established by section 909 of the Social Security Act, and
hereafter in this section referred to as the ‘Account’) in the
Unemploymex;t Trust Fund (as established by section 904 of
such Act) shall consist of—

‘(1) funds appropriated to or transferred thereto,
and
“(2) amounts deposited therein pursuant to sub-

section (c).
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5
“(b) Moneys in the Account shall be available only for

the purpose of making payments to States pursuant to agree-
ments entered into under this chapter and making payments
of compensation under this chapter in States which do not
have in effect such an agreement.

“(cA1) Each employing agency shall deposit into the
Account amounts equal to the expenditures incurred under
this chapter on account of Federal service performed by em-
ployees and former employees of that agency.

“(2) Deposits required by paragraph (1) shall be made
during each calendar quarter and the amount of the deposit
to be made by any employing agency during any quarter
shall be based on a determination by the Secretary of Labor
as to the amounts of payments, made prior to such quarter
from the Account based on Federal service performed by em-
ployees of such agency after September 30, 1980, with re-
spect to which deposit has not previously been made. The
amount to be deposited by any employing agency during any
calendar quarter shall be adjusted to take account of any
overpayment or underpayment of deposit during any previous
quarter for which adjustment has not already been made.

“(d) The Secretary of Labor shall certify to the Secre-
tary of the Treasury the amount of the deposit which each
employing agency is required to make to the Account during
any calendar quarter, and the Secretary of the Treasury shall
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6
notify the Secretary of Labor as to the date and amount of
any deposit made to such Account by any such agency.

“(e) Prior to the beginning of each fiscal year (com-
mencing with the fiscal year which begins October 1, 1980)
the Secretary of Labor shall estimate—

“(1) the amount of expenditures which will be
made from the Account during such year, and
“(2) the amount of funds which will be available
during such year for the making of such expenditures,
and if, on the basis of such estimate, he detemﬁnes that the
amount described in clause (2) is in excess of the amount
necessary—
“(3) to meet the expenditures described in para-
graph (1), and
‘“(4) to provide a reasonable contingency fund so
as to assure that there will, during all times in such
year, be sufficient sums available in the Account to

meet the expenditures described in paragraph (1),
he shall certify the amount of such excess to the Secretary of
the Treasury and the Secretary of the Treasury shall trans-
fer, from the Account to the general fund of the Treasury, an
amount equal to such excess.

“(D The Secretary of Labor is authorized to establish
such rules and regulations as may be necessary or appropri-

ate to carry out the provisions of this section.
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7
‘“(g) Any funds appropriated after the establishment of

the Account, for the making of payments for which expendi-
tures are authorized to be made from moneys in the Account,
shall be made to the Account; and there are hereby author-
ized to be appropriated to the Account, from time to time,
such sums as may be necessary to assure that there will, at
all times, be sufficient sums available in the Account to meet
the expenditures authorized to be made from moneys
therein.”’.

(c) All funds, appropriated for the fiscal year beginning
October 1, 1979, and which are available for the making of
payments to States after September 30, 1980, pursuant to
agreements entered into under chepter 85 of title 5, United
States Code, or for the making of payments ufter such date of
compensation under such chapter in States which do rot
have in effect such an agreement, shall be transferred on Oc-
tober 1, 1980 to the Federal Employees Compensation Ac-
count established by section 909 of the Social Security Act.
On and after such date, all payments described in the preced-
ing sentence shall be made from such Account as provided by

section 8509 of title 5, United States Code.
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8

CESSATION OF EXTENDED BENEFITS WHEN INDIVIDUAL

MOVES TO STATE IN WHICH TRIGGER IS NOT “‘ON"

SEc. 606. (a) Section 202(a) of the Federal-State Ex-
tended Unemployment Compensation Act of 1970 is amend-
ed by adding at the end thereof the following new paragraph:

‘“(3) Notwithstanding the provisions of paragraph (2),
payment of extended compensation shall not be made to an
individual for any week of unemployment in such individual's
eligibility period (as defined in section 203(c)) during which
such individual resides in a State in which there is not a
State ‘on’ indicator for such week, if such individual took up
residence in such State after the beginning of the period of
unemployment with respect to which extended benefits would
otherwise be payvable; except that the preceding provisions of
this paragraph shall not apply with respect to the first two
weeks during which such individual resides in such State:”.

(b) The amendment made by this section shall be effec-
tive with respect to weeks of unemployment beginning on or
after Octoper 1, 1980.

LIMITATION ON EXTENDED UNEMPLOYMENT
COMPENSATION PROGRAM

SEC. 607. (2) Section 202(a) of the Federal-State Ex-

tended Unemplovment Compensation Act of 1970 is amend-

ed by adding at the end thereof the following new paragraph:



133

9
“(4XA) Notwithstanding the provisions of paragraph (2),
payment of extended compensation under this Act shall not
be made to any individual for any week of unemployment in

his eligibility period—

-

“(@i) if such individual had less than 20 weeks of
covered emplovment during his base period;

*“(ii) if such individual is unemployed because he
voluntarily left employment, was discharged for mis-
conduct, or refused suitable employment as determined
under State law;

“(ii)) during which he fails to accept any offer of
suitable work (as defined in subparagraph (B)) or fails
to apply for any suitable work to which he was re-
ferred by the State agency; or

“(iv) during which he fails to actively engage in
seeking work.

*/(B) If any individual is ineligible for extended compen-

sation for any week by reason of a failure described in clause
(iii) or (iv) of subparagraph (A), the individual shall be ineligi-
ble to receive extended compensation for any week which

begins during a period which—

“(1) begins with tle week following the week in
which such failure occurs, and
“(ii) does not end until such individual has been

emploved during at least 4 weeks which begin after
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10

such failure and the total of the remuneration earned

by the individual for being so employed is not less than

the product of 4 multiplied by the individual's average
weekly benefit amount (as determined for purposes of
subsection (b)(1)(C) for his benefit year.

“(C) For purposes of this paragraph, the term ‘suitable
work’ means, with respect to any individual, any work which
is within such individual's capabilities; except that, if the in-
dividual furnishes evidence satisfactory to the State agency
that such individual’s prospects for obtaining work in his cus-
tomary occupation within a reasonably short period are good,
the determination of whether any work is suitable work with
respect to such individual shall be made in accordance with
the applicable State law.

‘(D) Extended compensation shall not be denied under
clause (iii) of subparagraph (A) to any individual for any week
by reason of a failure to accept an offer of, or apply for,
suitable work-—

“@) if the gross average weekly remuieration
payable to such individual for the position does not
exceed the sum of —

“(I) the individual’s average weekly benefit
amount (as determined for purposes of subsection

(1)(1)(C)) for his benefit vear, plus
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11

1 “(I1) the amount (if any) of supplemental un-

2 employment compensation benefits (as defined in

3 section 501(c)(17(D) of the Internal Revenue

4 Code of 1954) payable to such individual for such

5 week;

6 “(ii) if the position was not offered to such indi-

7 vidual in writing and was not listed with the State em-

8 ployment service;

9 “(ii1) if such failure would not result in a denial of
10 compensation under the provisions of the applicable
11 State law to the extent that such provisions are not in-
12 consistent with the provisions of subparagraphs (C) and
13 (E); or
14 “(iv) if the position pays wages less than the
15 higher of—

16 “(I) the minimum wage provided by section
17 6(a)(1) of the Fair Labor Standards Act of 1938,
18 without regard to any exemption; or

19 “(II) any applicable State or local minimum
20 wage.

21 ‘“(E) For purposes of this paragraph, ar individual shall

22 be treated as actively engaged in seeking work during any
23 week if—
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12
“(i) the individual has engaged in a systematic
and sustained effort to obtain work during such week,
and
‘(i) the individual provides tangible evidence o
the State agency that he has engaged in such an effort
during such week.

“(F) For purposes of section 3304(a)(11) of the Internal
Revenue Code of 1954, a State law shall provide for refer-
ring applicants for benefits under this Act to any suitable
work to which clauses (i), (i), (iii), and (iv) of subparagraph
(D) would not apply.”.

(h) The amendments made by this section shall be effec-
tive with respect to weeks of unemployment beginning on or
after October 1, 1980.

CERTIFICATION OF 8TATE UNEMPLOYMENT LAWS

SEc. 608. On October 31 of any taxable year after
1979, the Secretary of Labor shall not certify any State, as
provided in section 3304(c) of the Internal Revenue Code of
1954, which, after reasonable notice and opportunity for a
hearing to the State agency, the Secretary of Labor finds has
failed to amend its law so that it contains each of the provi-
sions required by reason of the enactment of the preceding
provisions of this part to be Icluded therein, or has with
respect to the 12-month period ending on such October 31,

failed to comply substantially with any such provision.
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13
PArRT B—PrOVISIONS RELATING TO SSI

DISPOSAL OF RESOURCES FOR LESS THAN FAIR MARKET
VALUE

SEC. 611. (a) Section 1613 of the Social Security Act is
amended by adding at the end thereof the following new sub-
section:

“DISPOSAL OF RESOURCE FOR LESS THAN FAIR MARKET
VALUE

“(cX1) In determining the resources of an individual
(and his eligible spouse, if any) there shall be included (but
subject to the exclusions under subsection (a)) any resource
(or interest therein) owned by such individual or eligible
spouse within the preceding 24 months if such individual or
eligible spouse gave away or sold such resource or interest at
less than the fair market value of such resource or interest
for the purpose of establishing eligibility for benefits or assist-
ance under this Act.

“2) Any transaction described in parag. aph (1) shall be
presumed to have been for the purpose of establishing eligi-
bility for benefits or assistance under this Act unless such
individual or eligible spouse furuishes convincing evidence to
establish that the transaction was exclusively for some other
purpose.

‘“(3) For purposes of paragraph (1) the value of such a

resource or interest shall be the fair market value of such



REYE S S |

Wil s 1o i L i ot LR 6 e 4 1D Rk i B e B itk AR Ba WG

© ® =1 B O e W D

I I I e S e T S O S WY Y S S "0
N e O W @@ =1 N Ot e WY e O

138

14

resource or interest at the time it was sold or given away,
less the amount of compensation received for such resource
or interest, if any.”.

(b) The amendment made by subsection (a) shall be
effective with respect to applications for benefits under title
XVI of the Social Security Act filed on or after October 1,
1980.

ParT C—PROVISIONS RELATING TO SOCIAL SERVICES
FEDERAL DAY CARE REGULATIONS

Sec. 621. Section 2002(a)9) of the Social Security Act
is amended by adding at the end thereof the following new
subparagraph:

“(D) The requirements imposed by this paragraph or by
any regulations promulgated by the Department of Health
and Human Services to carry out this paragraph shall be
inapplicable to child day care services provided after June
30, 1980 and prior to October 1, 1981, which meet applica-
ble standards of State and local law."”.

(b) The provisions of section 3(f) of Public Law 93-647
shall not apply with respect to child day care services pro-
vided aiter June 30, 1980 and prior to Octuber 1, 1981
which meet applicable standards of State and local law.
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PART D—PUBLIC ASSISTANCE PAYMENTS TO
TERRITORIAL JURISDICTIONS

SEc. 631. (a) Section 1108(a)(1) of the Social Security

Act is amended—

(1) by striking out “‘or” at the end of subpara-
graph (E); and

(2) by striking out subparagraph (F) and inserting
in lieu thereof the following:

“(F) $72,000,000 with respect to the fiscal year
1979,

“(G) $36,000,000 with respect to the fiscal year
1980,

“(H) $48,000,000 with respect to the fiscal year
1981, or

“() $72,000,000 with respect to the fiscal year
1982 and each fiscal year thereafter;”.
(b) Section 1108(a)(2) of such Act is amended—

(1) by striking out ‘“‘or” at the end of subpara-
graph (E); and

(2) by striking out subparagraph (F) and inserting
in lieu thereof the following:

“(F) $2,400,000 with respect to the fiscal year
1979,

“(G) $1,200,000 with respect to the fiscal year
1980,

64-.62 3 - 80 - 10
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- 1 ‘“(H) $1,600,000 with respect to the fiscal year
- 2 1981, or
3 “(I) $2,400,000 with respect to the fiscal year
: 4 1982 and each fiscal year thereafter;”.
: 5 (c) Section 1108(a)(3) of such Act is amended—
6 (1) by striking out “or” at the end of subpara-
(| graph (E); and
8 (2) by striking out subparagraph (F) and inserting
9 in lieu thereof the following:
10 “(F) $3,300,000 with respect to the fiscal
. 11 year 1979,
12 “(G) $1,650,000 with respect to the fiscal
13 year 1980,

pt
[

“(H) $2,200,000 with respect to the fiscal

p—
O

year 1981, or
“(I) $3,300,000 with respect to the fiscal
year 1982 and each fiscal year thereafter.”.

btk et
® =2 &

ParT E—Provisions RELATING TO OASDI
REALLOCATION OF OASDI TAXES
SEc. 641. (a) Section 201(b)(1) of the Social Security
Act is amended by striking out clauses (H) through (K) and
inserting in lieu thereof the following: “‘(H) 1.50 per centum
of the wages (as so defined) paid after December 31, 1978,

NN NN
- W N e

and before January 1, 1980, and so reported, (I) 1.12 per

N
L34

centum of the wages (as so defined) paid after December 31,
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1979, and before January 1, 1981, and so reported, (J) 1.30
per centum of the weges (as so defined) paid after December
31, 1980, and before January 1, 1982, and so reported, (K)
1.65 per centum of the wages (as so defined) paid after .
December 31, 1981, and before January 1, 1985, and so
reported, (L) 1.90 per centum of the wages (as so defined)
paid after December 31, 1984, and before January 1, 1590,
and so reported, and (M) 2.20 per centum of the wages (as so
defined) paid after December 31, 1989, and so reported,”.

(b) Section 201(b)(2) of such Act is amended by striking
out clauses (H) through (K) and inserting in lieu thereof the
following: “(H) 1.0400 per centum of the amount of self-
employment income (as so defined) so reported for any tax-
able year beginning after December 31, 1978, and before
January 1, 1980, (I) 0.7775 per centum of the amount of
self-employment income (as so defined) so reported for any
taxable year beginning after December 31, 1979, and before
January 1, 1981, (J) 0.9750 per centum of the amount of
self-employment income (as so defined) so reported for any
taxable year beginning after December 31, 1980, and before
January 1, 1982, (K) 1.2375 per centum of the amount of
self-employment income (as so defined) so reported for any
taxable year beginning after December 31, 1981, and before
January 1, 1985, (L) 1.4250 per centum of the amount of

self-employment income (as so defined) so reported for any
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taxable year beginning after December 31, 1984, and before

January 1, 1990, and (M) 1.6500 per centum of the amount
of self-employment income (as so defined) so reported for any
taxable year beginning after December 31, 1989,".

LIMIT ON RETROACTIVE BENEFITS

SEC. 642. (a) Section 202(j)(1) of the Social Security
Act is amended by striking out “twelfth” and inserting in lieu
thereof “‘third”.

(b) The amendment made by subsection (a) shall be
effective with respect to applications filed on or after Septem-
ber 1, 1980.

BENEFITS FOR CERTAIN PRISONERS

SEC. 643. (a)(1) Section 223(d) of the Social Security
Act is amended by adding at the end thereof the following
new paragraph:

“(6)(A) Notwithstanding any other provision of this
title, any physical or mental impairment which arises in con-
nection with the commission of a crime by an individual
(committed after the date of the enactment of this paragraph)
for which such individual is subsequently convicted, or which
is aggravated in connection with such a crime (but only to
the extent so aggravated), shall not be considered in deter-
mining whether an individual is under a disability.

“(B) Notwithstanding any other provision of this title,

any physical or mental impairment which arises in connection
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with an individual’'s confinement in a jail, prison, or other
penal institution or correctional facility pursuant to such indi-
vidual’s conviction of an offense (committed after the date of
the enactment of this paragraph) constituting a felony under
applicable law, or which is aggravated in connection with
such a confinement (but only to the extent so aggravated),
shall not be considered in determining whether such individu-
al is under a disability for purposes of benefits payable for
any month during which such individual is so confined.”.

(2) The third sentence of section 216(i)(1) of such Act is
amended by striking out “‘and (5)"" and inserting in lieu there-
of **(5), and (6)”".

(b) Section 202(d)(7)(A) of such Act is amended by
adding at the end thereof the following: “An individual shall
not be considered a ‘full-time student’ for the purpose of this
section while that individual is confined in a jail, prison, or
other penal institution or correctional facility, pursuant to his
conviction of an offense (committed after the date of the en-
actment of this paragraph) which constituted a felony under
applicable law."”.

(c) Section 223 of such Act is amended by adding at the

end thereof the following new subsection:
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“SUSPENSION OF BENEFITS FOR INMATES OF PENAL

—

INSTITUTIONS
“(f)(1) Notwithstanding any other provision of this title,
ao monthly benefits shall be paid under this section, or under
section 202(d) by reason of being under a disability, to any
individual for any month during which such individual is con-
fined in a jail, prison, or other penal institution or correc-

tional facility, pursuant to his conviction of an offense which

© ®W O R Ot e W N

constituted a felony under applicable law, unless such indi-

|
-t
(=]

vidual is actively and satisfactorily participating in a rehabili-

(2
b

tation program which has been specifically approved for such

—
(]

individual by a court of law and, as determined by the Secre-

—
w

tary, is expected to result in such individual being able to

ot
L

engage in substantial gainful activity upon release and within

—
3]

a reasonable time.

*“(2) Benefits which would be payable to any individual

-
~

(other than a confined individual to whom benefits are not

(=3
@®

payable by reason of paragraph (1)) under this title on the

o
<}

basis of the wages and self-employment income of such a

[
(=

confined individual but for the provisions of paragraph (1),

N
ot

shall be payable as though such confined individual were re-

N
N

ceiving such benefits under this section.”.

N
W

(d) The amendments made by this section shall be effec-

[ ]
'S

tive with respect to henefits payable for months beginning on

or after October 1, 1980.

o
(3]}
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$ant F - Pa20vIsIONS RELATING TO MEDICARE AND

l MEDICAID
“+ .3 :1 R DETERMINING REASONABLE COST OF

HUSPITAL SERVICES

~t«  «5t. wKl) The first sentence of section
I=6100wIn ) of the Social Security Act is amended by strik-
ing out “"The” and inserting “‘Subject to subsection (bb),
the”.

(2) Section 1861(v) of such Act is further amended by
adding at the end thereof the following new paragraph:

“(8) For additional requirements applicable to determi-
nation of reasonable cost, sce subsection (bb) and section
1128(cX3).”.

(b) Section 1861 of such Act is amended by adding after
subsection (aa) the following new subsection:

“Criteria for Determining Reasonable Cost of Hospital
Services

*“(bbX1) It is the purpose of this subsection to set forth
initial methods and criteria for determining reimbursement
based upon reasonable cost, but such methods and criteria
shall be subject to appropriate modification by the Secretary
as provided in section 1128. In order more fairly and effec-
tively to determine reasonable costs incurred in providing
hospital services, the Secretary shall, not later than Septem-

ber 1, 1980, after consulting with appropriate national orga-
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1 nizations, establish a system of hospital classification under

2 which hospitals furnishing services will be classified on a na-

3 tional basis initially—

4

© ® =2 & O

“(A) by size, with each of the following groups of
hospitals being classified in separate categories: (i)
those having more than 5, but fewer than 25, beds, (i)
those having more than 24, but fewer than 50, beds,
(ii) those having more than 49, but fewer than 100,
beds, (iv) those having more than 99, but fewer than
200, beds, (v) those having more than 199, but fewer
than 300, beds, (vi) those having more than 299, but
fewer than 400, beds, (vii) those having more than
399, but fewer than 500, beds, and (viii) those having
more than 499 beds;

“(B) by type of hospital, with (i) short-term gener-
al hospitals being in a separate category, (ii) hospitals
which are primary affiliates of accredited medical
schools being in one separate category, and (iii) psychi-
atric, geriatric, maternity, pediatric, or other specialty
hospitals being in the same or separate categories, as
the Secretary may determine appropriate, in light of
any differences in specialty which significantly affect
the routine costs of the different types of hospitals;

*(C) as rural or urban; and
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(D) according to such other criteria as the Secre-
tary finds appropriate, including modification of bed-
size categories;

but the system of hospital classification shall not differentiate
between hospitals on the basis of ownership.

“(2) The term ‘routine operating costs’ used in this sub-
section does not include—

‘“/(A) capital and related costs,

“(RY direct personnel and supply costs of ap-
proved hospital education and training programs,

“(C) costs of interns, residents, and nonadminis-
trative physicians,

“(D) energy costs,

“(E) malpractice insurance expense, or

*(F) ancillary service costs.

“(3XA) During the calendar quarter beginning on Janu-
ary 1 of each year, beginning with 1981 (and in the case of
1980, as soon as possible), the Secretary shall determine, for
the hospitals in each category of the system established under
paragraph (1), an average per diem routine operating cost
amount which shall (except as otherwise provided in this sub-
section) be used in determining payments to hospitals.

“(B) The determination shall be based upon the amount
of the hospitals’ routine operating costs for the most recent

accounting vear ending prior to October 1 of the calendar
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year preceding the calendar year in which the determination

is made. If, for any accounting year which starts on or after
July 1, 1980, a hospital’s actual routine operating costs are
in excess of the amount allowed for purposes of determining
payment to the hospital pursuant to this subsection and sub-
section (v), only one-half of such excess shall be taken into
account in making any determination which the Secretary
shall make under this paragraph. Such amount as determined
under the preceding sentences of this subparagraph shall be
adjusted to reflect the percentage increase in the cost of the
mix of goods and services (including personnel and nonper-
sonnel costs) comprising routine operating costs, based on an
index composed of appropriately weighted indicators of
changes in the economy in wages and prices which are repre-
sentative of services and goods included in routine operating
costs, during the period from the end of the accounting year
referred to in the first sentence of this subparagraph to the
end of the quarter in which the determination is being made.

“(C) In making a determination, the routine operating
costs of hospitals in each category shall be divided into per-
sonnel and nonpersonnel components.

“(D)i) The personnel and nonpersonnel components of
routine operating costs for hospitals in each category (other
than for those excluded under clause (ii)) shall be divided by

the total number of days of routine care provided by such
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hospitals to determine the average per diem routine operating
cost for such category.

“(ii) In making the calculations required by subpara-
graph (A) the Secretary shall exclude any newly opened hos-
pital (as defined in the second sentence of paragraph (4XF)),
and any hospital which he determines is experiencing signifi-
cant cost differentials resulting from failure of the hospital
fully to meet the staudards and conditions of participation as
a provider of services.

‘(E) There shall be determined for each hospital in each
category a per diem target rate for routine operating costs.
Such target rate shall equal the average per diem routine
operating cost amount for the category in which the hospital
is expected to be classified during the subsequent accounting
year, except that the personnel component shall be adjusted
using a wage index based upon general wage levels for rea-
sonably comparable work in the areas in which the hospitals
are located. If the Secretary finds that, in an area where a
hospital in any category is located for the most recent
twelve-month period for which data with respect to such
wage levels are available, the wage level for such hospital is
significantly higher than such general wage level in that area
(relative to the relationship within the same hospital group
between hospital wages and such general wages in other

areas), then such general wage level in the area shall be
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deemed equal to the wage level for such hospital, but only

with respect to the hospital’s first accounting year beginning
on or after July 1, 1980 and prior to July 1, 1981.

“(4XA)i) The term ‘adjusted per diem target rate for
routine operating costs’ means the per diem target rate for
routine operating costs plus the percentage increase in
costs determined under the succeeding provisions of this
subparagraph.

*“(ii) In determining the adjusted per diem target rate,
the Secretary shall add an estimated percentage increase in
the cost of the mix of goods and services (including personnel
and nonpersonnel costs) comprising routine operating costs,
based on an index composed of appropriately weighted indi-
cators of changes in the economy in wages and prices which
are representative of services and goods included in routine
operating costs, during the period from the end of the quarter
in which the determination is made under paragraph (3XA) to
the end of the hospital’s accounting year. Where actual
changes in such weighted index are significantly different (at
least one-half of 1 percentage point) from those estimated,
the Secretary shall issue corrected target rates on a quarterly
basis. At the end of the hospital’s accounting year, the target
rate shall be adjusted to reflect the actual changes in such
weighted index. Adjustments shall also be made to take ac-

count of changes in the hospital’s classification.
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‘“B) For purposes of payment, the amount of routine
operating cost incurred by a hospital for any accounting year

which begins on or after July 1, 1980, shall be deemed to be

“() in the case of a hospital which has actual rou-
tine operating costs equal to or greater than that hos-
pital’s adjusted per diem target rate for routine operat-

ing costs, to the greater of—

“() the hospital’s actual routine operating

costs, but not exceeding—

‘“(a) in the case of the first accounting
year of any hospital which begins on or after
July 1, 1980, and prior to July 1, 1981, an
amount equal to the aggregate of (1) 100
percent of the hospital’s adjusted per diem
target rate for rcutine operating costs, plus
(2) 15 percent of the amount described in
clause (1), plus (3) one-half of the difference
between the hospital’s actual routine operat-
ing costs and the sum of the amounts deter-
mined under clauses (1) and (2),

“(b) in the case of the first accounting
year of any hospital which begins on or after
July 1, 1981, and prior to July 1, 1982 (or

if earlier, the second accounting year of such
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hospital which begins on or after July 1,
1980, and prior to July 1, 1982), an amount
equal to the aggregate of (1) 100 percent of
the hospital’s adjusted per diem target rate
for routine operating costs for such year,
plus (2) a dollar amount equal to the dollar
amount determined under clause (a}2) for
the category of such hospital, plus (3) one-
half of the difference between the Lospital’s
actual routine operating costs and the sum of
the amounts determined under clauses (1)
and (2), and
“(c) in the case of any accounting year
after the accounting year described in clause
(b), an amount equal to the aggregate of (1)
100 percent of the hospital’s adjusted per
diem target rate for routine operating costs
for such year, plus (2) a dollar amount equal
to the dollar amount determined under clause
(b)(2) for the category of such hospital, or
*“(II) the amounts determined for the hospital
under division (I) if it had been classified in the
bed-size category which contains hospitals closest
in bed-size to such hospital’s bed-size (with a hos-
pital which has a bed-size that falls halfway be-
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tween two such categories being considered in the
category which contains hospitals with the greater
number of beds), but not exceeding the hospital’s
actual routine operating costs; or
“(III) in the case of a hospital having an
average length-of-stay per patient which is less
than the average length-of-stay per patient for
hospitals classified in the same category, for any
accounting year, an amount equal to the average
reimbursement for routine operating costs per pa-
tient stay for hospitals in the same category, mul-
tiplied by the number of patient stays for such
hospital during that accounting year, but not ex-
ceeding the actual routine operating costs for such
hospital; and
“(ii) in the case of a hospital which has actual
routine operating costs which are less than that hospi-
tal’s adjusted per diem target rate for routine operating
costs, to (I) the amount of the hospital’s actual routine
operating costs, plus (II) the smaller of (a) 5 percent
(or 2.5 percent with respect to any accounting year
which begins on or after July 1, 1980, and prior to
July 1, 1982) of the hospital’s adjusted per diem target
rate for routine operating costs, or (b) 50 percent (or

25 percent with respect to any accounting year which
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begins on or after July 1, 1980, and prior to July 1,

1982) of the amount by wuich the hospital’s adjusted

per diem target rate for routine operating costs exceedg

the hospital’s actual routine operating costs.

“(C) Any hospital (other than a newly opened hospital)
excluded by the Secretary under paragraph (3XDXii), shall be
reimbursed for routine operating costs on the basis of the
lesser of (i) actual costs or (ii) the reimburs~ment determined
under this subsection.

‘(D) On or before April 1 (or in the case of 1980, as

“s00n as possible) of the year in which the Secretary deter-

mines the amount of the average per diem operating cost for
each hospital category and the adjusted per diem target rate
for each hospital, the Secretary shall ¢ blish the determina-
tions, and he shall notify the hospital administrator and the
administrative governing body of each hospital with respect
to all aspects of the determination which affect the hospital.
‘“(E) If a hospital is determined by the Secretary to
be—
“(i) located in an underserved area where hospital
services are not otherwise available,
“(ii) certified as being currently necessary by an
appropriate planning agency, and

“(i11) underutilized,
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the adjusted per diem target rate shall not apply to that por-

tion of the hospital’s routine operating costs attributable to
the underutilized capacity.

“(F) If a newly opened hospital is determined by the
Secretary to have greater routine operating costs as a result
of the cost patterns associated with newly opened hospitals,
the adjusted per diem target rate shall not apply to that por-
tion of the hospital’s routine operating costs attributable to
such patterns. For purposes of this subparagraph a ‘newly
opened hospital’ means a hospital which has not satisfied the
requirements of paragraphs (1) and (7) of subsection (e) of
this section (under present or previous ownership) for at least
twenty-four months prior to the start of such hospital’s ac-
counting year.

“(G) If a hospital is determined by the Secretary to
have greater routine operating costs as a result of changes in
service on account of consolidation, sharing, or addition of
services, where such consolidation, sharing, or addition has
been approved by the appropriate State health planning and
development agency or agencies, the adjusted per diem
target rate shall not apply to that portion of the hospital’s
routine operating costs attributable to such changes in
service.

“(H)i) If a hospital satisfactorily demonstrates to the

Secretary that, in the aggregate, its patients require a sub-

bu-162 N - 80 - 1Z
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stantially greater intensity of care than generally is provided

by the other hospitals in the same category, resulting in un-
usually greater routine operating costs, then the adjusted per
diem target rate shall not apply to that portion of the hospi-
tal’s routine operating costs attributable to the greater inten-
sity of care required.

“(ii) To the extent that a hospital can demonstrate that
it experiences routine operating costs in excess of such costs
for hospitals having a reasonably similar mix of patients on
account of consistently shorter lengths-of-stay in such hospi-
tal, which result from the greater intensity of care provided
by such hospital, the excess routine operating costs shall be
considered attributable to the greater intensity of care
required, but this clause shall not apply in the case of a hos-
pital whose routine operating costs are determined under
subparagraph (B)(iXIII).

“I) The Secretary may further increase the adjusted
per diem target rate applicable in Alaska and Hawaii to re-
flect the higher prices prevailing in such States.

“(J) Where the Secretary finds that a hospital has ma-
nipulated its patient mix, or patient flow, or provides less
than the normal range and extent of patient services, or that
an unusually large proportion of routine nursing service is
provided by private-duty nurses, the routine operating costs

of that hospital shall be deemed equal to the lesser of (i) the
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amount determined without regard to this subsection, or (ii)
the amount determined under subparagraph (B).

“(5) Where any provisions of this subsection are incon-
sistent with subsection (v), this subsection supersedes subsec-
tion (v).

*“(6XA) Notwithstanding any other provision of this Act,
in the case of any State which has established a reimburse-
ment system for hospitals, hospital reimbursement in that
State under this title and under the State plan approved
under title XIX shall, with respect to the services covered by
such system, be based on that State system, if the Secretary
finds that—

“() the State has a reimbursement system and it
at least applies to the same hospitals in the State, and
to the same costs, as the Federal reimbursement
reform program established by this subsection;

“(ii) every hospital in the State with which there
i8 a provider agreement under this title or under the
State plan approved under title XIX conforms to the
accounting and uniform reporting requirements of sec-
tion 1121 of this Act, and furnishes any appropriate
reports that the Secretary may require; and

“(ii)) such State demonstrates to his satisfaction
that the total amount payable, with respect to inpatient

hospital costs, in the State under this title and under
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the State plan approved under title XIX will be equal

to or less than an amount equal to (I) the amount
which would otherwise be payable for such costs under
this title and such State plan without regard to the in-
centive payments provided by subparagraph (B)ii) of
paragraph (4), plus (II) the amount of any incentive
payments which are allowed under the State’s re-
imbursement system in recognition of demonstrated
efficiencies (but not to exceed the amount of the incen-
tive payments which would be allowed under para-
graph (4XB)(Gi).
If the Secretary finds that any of the above conditions in a
State which previously met them have not been met for a
two-year period, the Secretary shall, after due notice, reim-
burse hospitals in that State according to the provisions of
this Act (other than this paragraph) unless he finds that un-
usual, justifiable, and nonrecurring circumstances led to the
failure to comply.

“(B) If the Secretary finds that, during any two-year
period during which hospital reimbursement under this title
and under the State plan approved under title XIX was
based on a State system as provided in subparagraph (A), the
amount payable by the Federal Government under such titles
for inpatient hospital costs in such State was in excess of the

amount which would have been payable for such costs in
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such Staie if reimbursement had not been based on the State
system (a8 estimated by the Secretary), the adjusted per diem
target rate for routine operating costt (as determined under
the preceding paragraphs of this subsection) for hospitals in
such State shall be reduced (by not more than 1 percent in
any year) until the Federal Government has recouped an
amount equal to such excess payment amount.

“(CXi) The Secretary shall pay to any State in which
hospital reimbursement under this title is based on a State
system as provided in subparagraph (A), an amount which
bears the same ratio to the total cost incurred by such State
of administering the approved State system (including the
cost of initially putting the system into operation) as the
amount paid by the Federal Government under this title in
such State for inpatient hospital costs bears to the total
amount of inpatient hospital costs in such State which are
subject to the State system.

*“(ii) Payments under clause (i) shall be made from funds
in the Federal Hospital Insurance Trust Fund.

“(ii1) An amount which bears the same ratio to the total
cost incurred by such State of administering the approved
State system (including the cost of initially putting the
system into operation) as the amount paid under the State
plan approved under title XIX in such State for inpatient

hospital costs bears to the total amount of inpatient hospital
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costs in such State which are subject to the State system,
shall, for purposes of title XIX, be considered to be an
amount expended for the administration of such State plan.

D) If there is in effect in a State a reimbursement
system for hospitals which the Secretary finds meets the cri-
teria prescribed in subparagraph (A) except that such system
was not established by the State, at the election of ihe State,
such system shall for purposes of this paragraph be consid-
ered to be a reimbursement system for hospitals established
by such State.”.

(c) Part A of title XI of the Social Security Act is
amended by adding after section 1127 the following new
section:

“HEALTH FACILITIES COSTS8 COMMISSION

“SEc. 1128. (a) There is -:tablished a commission to be
known as the Health Faciliti 3 Costs Commission (herein-
after in this section referred *o as the ‘Commission’).

“(bX1) The Commission shall be composed of fifteen
members appointed by the Secretary—

“(A) at least five of whom shall be individuals
who are representatives of providers;

“(B) at least five of whom shall be individuals
who represent public (including Federal, State, and

local) health benefit programs; and
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“(C) the remainder of whom shall be, as a result
of training, experience, or attainments, particularly and
exceptionally well qualified to assist in serving and car-
rving out the functions of the Comunission.

One of the members of the Commission, at the time of ap-
pointment, shall be designated as Chairman of the Commis-
sion. The Secretary shall first appoint members to the Com-
mission not later than Uctober 1, 1980.

“42) The Chairman of the Commission shall designate a
member of the Commission to act as Vice Chairman of the
Commission.

*“(3) A majority of the membe:rs of the Commission shall
constitute a quorum, but a lesser number may conduct
hearings.

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

“(5) Members of the Commission shall be appointed for
a term of four years, except that the Secretary shall provide
for such shorter terms for some of the members first ap-
pointed so as to stagger the date of expiration of members’
terms of office.

“(6) No individual may be appointed to serve more than

two terms as a member of the Commission.
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“(7) Each member of the Commisaion shall be entitled

to per diem compensation at rates fixed by the Secretary, but
not more than the current per diem equivalent of the annual
rate of basic pay in effect for grade GS-18 of the General
Schedule for each day (including traveltime) during which the
member is engaged in the actual performance of duties vested
in the Commission, and all members of the Commission shall
be allowed, while away from their homes or regular places of
business in the performance of service for the Commission,
travel expenses (including per diem in lieu of subsisterce) in
the same manner as persons employed intermittently in the
Government service are allowed expenses under section
5703 of title 5, United States Code.

“(8) The Commission shall meet at the call of the Chair-
man, or at the call of a majority of the members of the Com-
mission; but meetings of the Commission shall be held not
less frequently than once in each calendar month which
begins after a majoritv of the authorized membership of the
Commission has first been appointed.

“(cX1) it shall be the duty and function of the Comx.:is-
sion to couduct a continuing study, investigation, and review
of the reimbursement of hospitals for care provided by them
to individuals covered under title XVIII or under State plans
approved under title XIX, with particular attention to the

criteria established by section 1861(bb) with a view to devis-
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ing additional methods for reimbursing hospitals for all other

costs, and for reimbursing all other entities which are reim-
bursed on the basis of reasonable cost. These methods shall
provide for appropriate classification and reimbursement sys-
tems designed to ordinarily permit comparisons of (A) the
cost centers of one entity, either individually or in the aggre-
gate, with cost centers similar in terms of size and scale of
operation, (B) prevailing wage levels, (C) the nature, extent,
and appropriate volume of the services furnished, and (D)
other factors which have a substantial impact on hospital
costs. The Commission shall also develop procedures for ap-
propriate exceptions. The Commission shall submit to the
Congress reports on its progress in addressing these issues at
least once every six months during the three-year period fol-
lowing the date of the enactment of this section.

“(2) The Commission shall study appropriate methods
for classifying and comparing hospitals which, with respect to
any accounting year, derive 7: percent or more (as estimated
by the Secretary) of their inputient care revenues from one or
more health maintenance organizations. The Commission
shall consider recommending the classiiication and compari-
son of such hospitels as a separate categorv in recognition of
the differences in the nature of their operations as compared

with other hospitals.
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“(3)(A) The Secretary, taking account of the proposals
and advice of the Commission, shall by regulation make ap-
propriate modifications in the method of reimbursement under
titles V, XVIII, and XIX for routine hospital costs, other
hospital costs, and costs of other entities which are reim-
bursed on the basis of reasonable costs.

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

‘“(d) The Secretary shall provide such technical, secre-
tarial, clerical. and other assistance as the Commission may
need.

“(e) The Commission may secure directly from any de-
partment or agency of the United States such data and infor-
mation as may be necessary to enable it to carry out its

duties under this section. Upon request of the Chairman of

. the Commission, any such department or agency shall furaish

any such data or information to the Commission.
“(f) There are authorized to be appropriated such sums

as may be necessary to carry out this section.
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1 “(g) Section 14 of the Federal Advisory Committee Act

shall not apply to the Commission.”.
(dX1) Section 1866(aX1) of the Social Security Act is
amended—

(A) by striking out the period at the end of sub-

and

2

3

4

5

6 paragraph (D) and inserting in lieu thereof “, and’’;
7

8 (B) by inserting after subparagraph (D) the follow-
9

ing new subparagraph:

10 “(E) not to increase amounts due from any indi-
11 vidual, organization, or agency in order to offset reduc-
12 tions made under section 1861(bb) in the amount paid,
13 or expected to be paid, under this title.”.

14 (2) Section 1902(a}27) of the Social Security Act is
15 amended by striking out “and” at the end of clause (A) and
16 by inserting before the semicolon at the end of clause (B) the
17 following: *, and (C) not to increase amounts due from any
18 individual, organization, or agency in order to offset reduc-
19 tions made pursuant to the requirements contained in section
20 1902(a13XD) in the amount paid, or expected to be paid
21 under the State plan”.

22 (e) Section 1902(a}(13XD) of the Social Security Act is
23 amended to read as follows:

24 ‘(D) for payment of the reasonable cost of inpa-

25 tient hospital services provided under the plan,
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applying the methods specified in section 1861(v) and

section 1861(bb), which are consistent with section

1122; and”. .

PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF
UNDERUTILIZED FACILITIES

SEC. 652. (a) Part A of title XI of the Social Security
Act is amended by adding after section 1128 (as added by
section 651 of this Act) the following new section:

“PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF
UNDERUTILIZED FACILITIES

“SEC. 1129. (a1XA) Before the end of the third full
month following the month in which this section is enacted,
the Secretary sball establish a Hospital Transitional Allow-
ance Board (hereinafter in this section referred to as the
‘Board’). The Foard shall have five members, appointed by
the Secretary without regard to the provisions of title 5,
United Staces Code, governing appointments in the competi-
tive service, who are knowledgeable about hospital planning
and hospital operations.

“(B) Members of the Board shall be appointed for three-
year terms, except some initial members shall be appointed
for shorter terms to permit staggered terms of office.

“(C) Members of the Board shall be entitled to per diem
cumpensation at rates fixed by the Secretary, but not more

than the current per diem equivalent at the time the service
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involved is rendered for grade GS-18 under section 5332 of

title 5, United States Code.

‘“(D) The Secretary shall provide such technical, secre-
tarial, clerical, and other assistance as the Board may need.

*“(2) The Board shall receive and act upon applications
by hospitals, certified for participation (other than as ‘emer-
gency hospitals’) under titles XVIII and XIX, for transition-
al allowances.

“(b) For purposes of this section—

“(1) The term ‘transitional allowance’ means an

amount which—

‘/(A) shall, solely by reason of this section,
be included in a hospital’s reasonable cost for pur-
poses of calculating payments under the programs
authorized by titles V, XVIII, and XIX of this
Act; and

“(B) in accordance with this section, is es-
tabliched by the Secretary for a hospital in recog-
nition of a reimbursement detriment (as defined in
paragre..ph (3)) experienced because of a qualified
facility conversion (as defined in paragraph (2)).
“(2) The term ‘qualified facility conversion’ means

closing, modifying, or changing the usage of an under-
utilized hospital facility which is expected to benefit
the programs authorized under title V, title XVIII,
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and title XIX by (A) eliminating excess bed capacity,
(B) discontinuing an underutilized service for which
there are adequate alternative sources, or (C) substitut-
ing for the underutilized service some other service
which is needed in the area and which is consistent
with the findings of an appropriate health planning
agency.

“(3) A hospital which has carried out a qualified
facility conversion and which continues in operation
will be regarded as having experienced a ‘reimburse-
ment detriment’'—

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

‘“(B) if the conversion results, on an interim
basis, in increased operating costs, to the extent
that operating costs exceed amounts ordinarily re-
imbursable under title V, title XVIII, and the
State plan approved under title XIX; or

*“(C) in the case of complete closure of a pri-

vate nonprofit hospital, or local governmental hos-
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pital, other than for replacement of the hospital,

to the extent of actual debt obligations previously
recognized as reasonable for reimbursement,
where the debt remains outstanding, less any sal-
vage value.

“cA1) Any hospital may file an application with the
Board (in such form and including such date. and information
as the Board, with the approval of the Secretary, may re-
quire) for a transitional allowance with respect to any quali-
fied conversion which is formally initiated after September
30, 1980. The Board, with the approval of the Secretary,
may also establish procedures, consistent with this section,
by means of which a finding of a reimbursement detriment
may be made prior to the actual conversion.

“(2) The Board shall consider any application filed by a
hospital, and if the Board finds that—

“(A) the facility conversion is a qualified facility
conversion, and
“(B) the hospital is experiencing or will experi-
ence a reimbursement detriment because it carried out
the qualified facility conversion,
the Board shall transmit to the Secretary its recommendation
that the Secretary establish a transitional allowance for the
hospital in amounts reasonably related to prior or prospective

use of the facility under titles V and XVIII and the State
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plan approved under title XIX, for a period, not to exceed

twenty years as specified by the Board, and, if the Board
finds that the criteria in subparagraphs (A) and (B) are not
met, it shail advise the Secretary not to establish a transi-
tional allowance for that hospital. For an approved closure
under subsection (bX3XC) the Board may recommend or the
Secretary may approve, & lump-sum payment in lieu of peri-
odic allowances, where such payment would constitute a
more efficient and economic alternative.

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

“(B) A hospital dissatisfied with a recommendation may
obtain an informal or formal hearing, at the discretion of the
Secretary by filing (in the form and within a time period
established by the Secretary) a request for a hearing.

‘“(4¥A) Within thirty days after receiving a recommen-
dation from the Board respecting a transitional allowance or,
if later, within thirty days after a hearing, the Secretary shall
make a final determination whether, and if so in what amount
and for what peribd of time, a transitional allowance will be
granted to a hospital. A final determination of the Secretary
shall not be subject to judicial review.

“(B) The Secretary shall notify a hospital and any other

appropriate parties of the determination.
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“(C) Any transitional allowance shall take effect on a

date prescribed by the Secretary, but not earlier than the
date of completion of the qualified facility conversion. A tran-

sitional allowance shall be included as an allowable cost item

1

2

3

4

5 in determining the reasonable cost incurred by the hospital in

6 providing services for which payment is authorized under this

T Act, except that the transitional allowance shall not be con-

8 sidered in applying limits to costs recognized as reasonable

9 pursuant to the third sentence of section 1861(v)1) and sec-
10 tion 1861(bb) of this Act, or in determining the amount to be
11 paid to a provider pursuant to section 1814(b), section
12 1833(a)2), section 1903(i(3), and section 506(f){3) of this
13 Act.
14 “(d) In determining the reasonable cost incurred by a
15 hospital with respect to which payment is authorized under a
16 State plan approved under title V or title XIX, any transi-
17 tional allowance shall be included as an allowable cost item.
18 “(el1) The Secretary is authorized to establish transi-
19 tional allowances only as provided in paragraphs (2) and (3).
20 “(2) Prior to January 1, 1983, the Secretary is author-
21 ized to establish a transitional allowance for not more than
22 fifty hospitals.
23 “(3) On and after January 1, 1983, the Secretary is

24 authorized to establish a transitional allowance for any hospi-

64-262 0 - 80 - 12
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tal which qualifies for such an allowance under the provisions
of this section.

‘“(4) On or before January 1, 1982, the Secretary shall
report to the Congress evaluating the effectiveness of the
program established under this section including appropnate
recommendations.”’.

(b) The amendments made by subsection (a) shall apply
only to services furnished by a hospital during any account-
ing year beginning on or after October 1, 1980.
COORDINATED AUDITS UNDER THE SOCIAL S8ECURITY ACT

Sec. 653. (a) Title XI of the Social Security Act is
amended by inserting after section 1129 (as added by secticn
652 of this Act) the following new section:

“COORDINATED AUDITS

“SEc. 1130. If an entity provides services reimbursable
on a cost-related basis under title V or XIX, as well as serv-
ices reimbursable on such a basis under title XVIII, the Sec-
retary shall require, as a condition for payment to any State
under title V or XIX with respect to administrative costs
incurred in the performance of audits of the books, accounts,
and records of that entity, that these audits be coordinated
through common audit procedures with audits performed with
respect to the entity for purposes of title XVIII. The Secre-
tary shall apportion to the program established under title V
or XIX that part of the cost of coordinated audits which is
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attributable to each such program and which would not have
otherwise been incurred in an audit of the program estab-
lished under title XVIII. Where the Secretary finds that a
State has declined to participate in such a common audit with
respect to title V or XIX, he shall reduce the payments oth-
erwise due such State under such title by an amount which
he estimates to be the amount that represents the duplication
of costs resulting from such State’s failure to participate in
the common audit.”.

(b) Section 1902(a) of the Social Security Act is
amended—

(A) by striking out “and” at the end of paragraph

(40);

(B) by striking out the period at the end of para-
graph (41) and inserting in lieu thcreof *‘; and”; and

(C) by inserting after paragraph (41) the following
new paragraph:

“(42) provide (A) that the records of any entity
participating in the plan and providing services reim-
bursable on a cost-related basis will be audited as the
Secretary determines to be necessary to insure that
proper payments are made under the.plan, (B) that
such audits, for such entities also providing services

under part A of title XVIII, will be coordinated

and conducted jointly (to such extent and in such
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manner as the Secretarv shall prescribe) with audits
conducted for purposes of such title, ard (C) for pay-
ment of the portion of the costs of each such common
audit of such an entity equal to the portion of the cost
of the common audit which is attributable to the pro-
gram established under this title and which would not
have otherwise been incurred in an audit of the pro-
gram established under title XVIIL.".

(c) Section 505(a) of the Social Security Act is

amended—

(A) by striking out “and” at the end of paragraph
(14);

(B) by striking out the period at the end of para-
graph (15) and inserting in lieu thereof *; and’’; and

(C) by inserting after paragraph (15) the following
new paragraph:

“(16) provides (A) that the records of any entity
participating in the plan and providing services reim-
bursable on a cost-related basis will be audited as the
Secretary determines to be necessary to insure that
proper payments are made under the plan, (B) that
such audits, for such entities also providing services
under part A of title XVIII, will be coordinated and
conducted jointly (to such extent and in such manner

as the Secretary shall prescribe) with audits conducted
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for purposes of such part, and (C) for payment of the
portion of cosis of each such common audit of such an
entity equal to the portion of the cost of the common
audit which is attributable to the program established
under this title and which would not have otherwise
been incurred in an audit of the program established

under title XVIIL.".

(d)(1) The amendments made by subsections (b) and (c)
shall (except as otherwise provided in paragraph (2)) apply to
medical assistance provided, under a State plan approved
under title V or title XIX of the Social Security Act, on or
after the first day of the first calendar quarter which begins
more than 30 days after the date of enactment of this Act.

(2) In the case of a State plan under title V or title XIX
of the Social Security Act which the Secretary determines
requires State legislation in order for the plan to meet the
additional requirements imposed by the amendments made by
subsection (b) or (c), the State plan shall not be regarded as
failing to comply with the requirements of such title solely on
the basis of its failure to meet these additional requirements
before the first day of the first calendar quarter beginning
after the close of the first regular session of the State legisla-
ture which begins after the date of enactment of this Act.

(e) The Secretary shall report to Congress, not later
than March 31, 1981, on actions the Secretary has taken (1)
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to cvordinate the conduct of institutional audits and inspec-
tions which are required under the programs funded under
title V, XVIII, or XIX of the Social Security Act and (2) to
coordinate such audits and inspections with those conducted
by other cost payers, and he shall include in such report rec-
ommendations for such legislation as he deems appropriate to
assure the maximum feasible coordination of such institu-
tional audits and inspections.
APPORTIONMENT OF PROVIDER COSTS

SEC. 654. (a) Section 1861(vX1) of the Social Security
Act is amended by adding at the end thereof the following
new subparagraph:

“(G) No payment with respect to a cost attributable to
the program established by this title shall be made to a pro-
vider of services to the extent that such payment exceeds the
proportional share of such cost, as measured by days of utili-
zation or provider charges, until such time as evidence can be
produced which, in the judgment of the Comptroller General
and concurred in by the Secretary, justifies payment of such
a higher proportional share as warranted under particular cir-
cumstances for certain facilities, and such payments may
then be made only to the extent so justified.”.

(b)(1) The amendment made by this section shall be ef-
fective with respect to costs attributable to services provided

on or after April 1, 1981.
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(2) The Comptroller General shall undertake a study to

determine those providers (classified, as appropriate, on the
basis of type, size, location, patient characteristics, average
length of stay, types of nursing services, or other relevant
criteria) for which payment of any differential is justified
under section 1861(v)(1)(G) of the Social Security Act, and
the extent to which such payments are justified. The Comp-
troller General shall submit the results of such study to the
Secretary of Health and Human Services prior to April 1,
1981, and the Secretary shall issue regulations with respect
to such payments prior to October 1, 1981.

(3) In the case of any provider with respect to which it
is determined under the regulations issued under paragraph
(2) that such payments are justified, reimbursement to such
provider shall include such payments, and retroactive reim-
bursement of such payments shall be made, after October 1,
1981, for services provided ru or after April 1, 1981 and
before October 1, 1981.

REIMBURSEMENT FOR INAPPROPRIATE INPATIENT

HOSPITAL SERVICES

SEC. 655. (a)(1) Section 1158 of the Social Security Act
is amended by adding at the end thereof the following new
subsection:

“le)1) If, for purposes of payment under a title of this
Act as described in subsection (a), the Professional S:andards
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Review Organization disapproves (under subsection (a)) of in-
patient hospital services provided by a hospital to an individ-
ual on the grounds that such individual could receive appro-
priate and necessary medical, nursing, or other care more
economically in an inpatient facility of another type or home
care program, and such organization finds that—
“(A) payment is authorized to be made under or
pursuant to such title of this Act (as described in sub-
section (a)) with respect to services furnished to such
individual in such other type of facility or home :sre
program; and
“(B) there is no such other type of iacility or
home care program available to such individual,
then payment, from funds described in subsection (a), to such
hospital may continue to be made (but at a rate determined
under paragraph (2)) for days (in a continuous period of days
which begins wih the day following the last day for which
payment may be made, with application of subsection (d), for
such inpatient hospital services furnished to such individual)
with respect to which such individual meets the conditions
specified in subparagraphs (A) and (B).

“(2XA) The rate at which payment may be continued
under. paragraph (1) shall be a rate equal to the estimated
average rate per patient-day paid for services provided in

such other type of facility under the State plan approved
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under title XIX of the State in which such hospital is

located, or, if less, the reasonable reimbursement allowed to
such hospital for services of the type provided in such other
type of facility (if such hospital has a unit which prbvides
such other type of services).

“(B) In the case of a State that does not have a State
plan approved under title XIX, the rate at which payment
may be continued under paragraph (1) shall be an amount
equal to the estimated average allowable costs per patient-
day for services provided in such other type of facility under
title XVIII in the State in which such hospital is located, or,
if less, the allowable costs in effect for such hospital for serv-
ices of the type provided in such other type of facility (if such
hospital has a unit which provides such other type of
services).

“(3) Any day on which an individual receives inpatient
hospital services for which payment is made at a lower
amount on account of the provisions of this subsection shall,
for purposes of this Act, be deemed to be a day on which he
received the type of services provided by such other type of
facility or home care program.”.

(2) Section 1158(a) of such Act is amended by striking
out “‘subsection (d)”’ and inserting in lieu thereof ‘‘subsections
(d) and (e)”.

(3) Sectioni 1158(d) of such Act is amended—
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(A) by striking out “In any case” and inserting in
lieu thereof ‘(1) Except as provided in subsection (e)
and paragraph (2) of this subsection, in any case’’; and

(B) by adding at the end thereof the following
new paragraph:

“42) A Professional Standards Review Organization
shall not disapprove (under subsection (a)) of inpatient hospi-
tal serv‘ices provided under a title of this Act to an individual
on the grounds that such individual could receive appropriate
and necessary medical, nursing, or other care more economi-
cally in an inpatient facility or home care program of another
type for which payment can be made under such title (but
shall maintain and make public a quarterly report to the Sec-
retary by hospital and area as to the number of cases and
hospital days which, except for this paragraph, would have
otherwise been disapproved) if—

“(A) there is no excess of inpatient hospital beds
(adjusting for patients occupying hospital beds who do
not need that lcvel of care) in the geographic area in
which the hospital is located (as certified by the State
or local health planning agency or health systems
agency); and

“(B) there is no such other type of facility or

home care program reasonably available to such indi-
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vidual to provide appropriate care for which payment
can be made under such title.”.
(bX1) Section 1812(a) of such Act is amended—

(A) by striking out “‘and’’ at the end of paragraph
()

(B) by striking out the period at the end of para-
graph (3) and inserting in lieu thereof ‘; and”’; and

(C) by adding after paragraph (3) the following
new paragraph:

“(4) detoxification facility services.”.

(2) Section 1814(a)(2) of such Act is amended—

(A) by striking out ‘“‘or” at the end of subpara-
graph (D);

(B) by inserting ‘“or” at the end of subparagraph
(E); and

(C) by adding after subparagraph (E) the follow-
ing new subparagraph:

“(F) in the case of detoxification facility services,
such services are required on an inpatient basis (based
upon an examination by such certifying physician made
prior to initiation of detoxification);”.

(3) Section 1861(u) of such Act is amended by inserting

23 ‘“‘detoxification facility,” after ““home health agency,"”.
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(4) Section 1861 of such Act is amended by adding after

subsection (bb) (as added by section 651 of this Act) the fol-
lowing new subsection:
“Detoxification Facility Services

“(cc)1) The term ‘detoxification facility services’ means
services provided by a detoxification facility in order to
reduce or eliminate the amount of a toxic agent in the body,
but only to the extent that such services would be covered
under subsection (b) if furnished as an inpatient service by a
hospital, or are physician services covered under subsection
(s).

“(2) The term ‘detoxification facility’ means a public or
voluntary community-based nonprofit facility, other than a
hospital, which—

“(A) is engaged in furnishing to inpatients the
services described in paragraph (1);

“(B) is accredited by the Joint Commission on the
Accreditation of Hospitals as meeting the Accreditation
Program for Psychiatric Facilities standards (1979
edition), or is found by the Secretary to meet such
standards;

“(C) has arrangements with one or more hospi-
tals, having agreements in effect under section 1866,
for the referral and admission of patients requiring

services not availabie at the facility; and
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“(D) meets such other requirements as the Secre-
tary may find necessary in the interest of the health
and safety of individuals who are furnished services by
the facility.”.

(c) The amendments made by the preceding provisions
of this section shall become effective on October 1, 1980.

(d) The Secretary of Health and Human Services shall
conduct a study and make recommendations, within 18
months after the date of the enactment of this Act, concern-
ing the appropriateness of extending coverage to postdetoxifi-
cation rehabilitation and to outpatient detoxification.

(e) Section 1128(c) of the Social Security Act (as added
by section 651 of this Act) is amended by adding at the end
thereof the following new paragraph:

“(4) The Commission shall review and make recommen-
dations with respect to a method of classifying and comparing
detoxification facilities so as to provide that such method may
be used for reimbursement purposes for such facilities within
two years after the date of the enactment of this section.”.

(f) Section 1155 of such Act is amended by adding at
the end thereof the following new subsection:

“(h) Any Professional Standards Review Organization
which has assumed responsibility under this section for

review of inpatient hospital services in an area shall also
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assume responsibility in such area for review of detoxification
facility services.”. .
PSRO REVIEW OF HOSPITAL ADMISSIONS, ROUTINE
TESTING, AND PREOPERATIVE STAYS
SEC. 656. Section 1155(a)1) of the Social Security Act
is amended by adding at the end thereof (after and below
subparagraph (C)) the following new sentence: “In carrying
out the provisions of this paragraph such organization shall
give priority to making such determinations with respect to
routine hospital admission testing, preoperative hospital stays
in excess of one day, and elective admissions on weekends or
other times when services are not available.”.
CERTAIN SURGICAL PROCEDURES PERFORMED ON AN
AMBULATORY BASIS
SEc. 657. Part B of title XVIII of the Social Security

Act is amended by adding at the end thereof the following

new section:

“SPECIAL PROVISIONS RELATING TO CERTAIN SURGICAL
AND PREOPERATIVE PROCEDURES PERFORMED ON AN
AMBULATORY BASIS
“SEc. 1845. (a) The Secretary shall, in consultation

with the National Professional Standards Review Council

and appropriate medical organizations, specify those surgical

procedures which can be safely and appropriately performed
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either in a hospital on an inpatient basis or on an ambulatory
basis—

“(1) in a physician’s office; or

“(2) in an ambulatory surgical center or hospital.

“(bX1) If a physician performs in his office a surgical
procedure specified by the Secretary pursuant to subsection
(aX1) on an individual insured for benefits under this part, he
shall, notwithstanding any other provision of this part, be
entitled to have payment made under this part equal to—

“(A) 100 percent of the reasonable charge for the
services involved with the performance of such proce-
dure (including all pre- and postoperative physicians’
services performed in connection therewith), plus

“(B) the amount established by the Secretary pur-
suant to paragraph (2), '

but only if the physician agrees with such individual to be
paid on the basis of an assignment under the terms of which
the reasonable charge for such services is the full charge
therefor.

“(2) The Secretary shall establish with respect to each
surgical procedure specified pursuant to subsection (aX1), an
amount established with a view to according recognition to
the special costs, in excess of usual overhead, which physi-
cians incur which are attributable to securing, maintaining,

and staffing the facilities and ancillary services appropriate
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for the performance of such procedure in the physician’s
office, and to assuring that the performance of such proce-
dure in the physician’s office will involve substantially less
total cost than would be involved if the procedure were per-
formed on an inpatient basis in a hospital. The amount so
established with respect to any surgical procedure periodi-
cally shall be reviewed and revised and may be adjusted,
when appropriate, by the Secretary to take account of vary-
ing conditions in different areas.

*“(cX1) Payment under this part may be made to an am-
bulatory surgical center for ambulatory facility services fur-
nished in connection with any surgical procedure, specified
by the Secretary pursuant to subsection (a}2), which is per-
formed on an individual insured for benefits under this part in
an ambulatory surgical center, which meets such health,
safety, and other standards as the Secretary shall by regula-
tions prescribe, if such surgical center agrees to accept, in
full payment of all services furnished by it in connection with
such procedure, the amount established for such procedure
pursuant to paragraph (2).

“(2) + 2 Secretary shall establish with respect to each
surgical procedure specified pursuant to subsection (a){2), a
reimbursement amount which is payable to an ambulatory
surgical center for its services furnished in connection with

such procedure. The amount established for any such surgical
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procedure shall be established with a view to according rec-

ognition to the costs incurred by such centers generally in
providing the services involved in connection with such pro-
cedure, and to assuring that the performance of such proce-
dure in such a center involves less cost than would be in-
volved if such procedure were performed on an inpatient
basis in a hospital. The amount so established with respect to
any surgical procedure shall periodically be reviewed and re-
vised and may be adjusted by the Secretary, when appropri-
ate, to take account of varying conditions in different areas.

“(3) If the physician, performing a surgical procedure
(specified by the Secretary under subsection (a)}(2)), in a hos-
pital on an outpatient basis or in an ambulatory surgical
center with respect to which payment is authorized under the
preceding provisions of this subsection, or a physician per-
forming physicians’ services in such center or hospital
directly related to such surgical procedure, agrees to accept
as full payment for all services performed by him in connec-
tion with such procedure (including pre- and postoperative
services) an amount equal to 100 percent of the reasonable
charge for such services, he shail be paid under this part for
such services an amount equal to 100 pcreent of the reason-
able charge for such services.

“(dN1) The Secretery is authorized by regulations to

provide that in case a surgical procedure specified by the
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Secretary pursuant to subsection (a}2) is performed on an

individual insured for benefits under this part in an ambula-
tory surgical center which meets such health, safety, and
other standards as the Secretary shall by regulations pre-
scribe, there shall be paid with respect to the services fur-
nished by such center and with respect to all related services
(including physicians’ services, laboratory, X-ray, and diag-
nostic services) a single all-inclusive fee established pursuant
to paragraph (2), if all parties furnishing all such services
agree to accept such fee (to be divided among the parties
involved in such manner as they shall have previously agreed
upon) as full payment for the services furnished.

*(2) In implementing thir subsection, the Secretary
shall establish with respect to each surgical procedure speci-
fied pursuant to subsection (a)(2) the amount of the all-inclu-
sive fee for such procedure, taking into account such factors
as may be appropriate. The amount so established with re-
spect to any surgical procedure shalil periodically be reviewed
and revised and may be adjusted, when appropriate, to take
account of varying conditions in different areas.

*“(eX1) The Secretary shall, in consultation with the Na-
tional Professional Standards Review Council and eppropri-
ate mnedicul organizations, specify those preoperative medical

and other health services which can be safely and appropri-
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ately performed in a hospital on both an inpatient and outpa-
tient basis.

“(2) If a physician, performing a preoperative service
(specified by the Secretary under paragraph (1)) in a hospital
on an outpatient basis, within seven days prior to admission
on an inpatient basis for the surgery to which such service
relates, agrees to accept as full payment for such service an
amount equal to 100 percent of the reasonable charge for
such service, he shall be paid under this part for such service
an amount equal to 100 percent of the reasonable charge for
such service.

*(f) The provisions of sections 1833 (a) and (b) shall not
be applicable to expenses attributable to services to which
subsection (b) is appiicable, to ambulatory facility services
(furnished by an ambulatory surgical center) to which the
provisions of subsections (c) (1) and (2) are applicable, or to
services to which the provisions of subsection (c)3), (d), or (e)
are applicable.”.

CRITERIA FOR DETERMINING REASONABLE CHARGE FOR
PHYSICIANS' SERVICES

SEC. 658. (1) Section 1542(b) of the Sucial Secyrity Act
is amended—

(1) by redesignating paragraphs (4) and (5) as

paragraphs (5) and (6);
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(2) by striking out so much of paragraph (3) as
follows the first sentence; and
(3) by inserting after paragraph (3) the following
new paragraph:

*“(aXA) In determining the reasonable charge for serv-
ices for purposes of paragraph (3) (including the services of
any hospital-associated physicians), there shall be taken into
consideration the customary charges for similar services gen-
erally made by the physician or other person furnishing such
services, as well as the prevailing charges in the locality for
similar services.

“(B)i) Except as otherwise provided in clause (iii), no
charge may be determined to be reasonable in the case of
bills submitted or requests for payment made under this part
after December 31, 1970, if it exceeds the higher of (I) the
prevailing charge recognized by the carrier and found accept-
able by the Secretary for similar services in the same locality
in administering this part on December 31, 1970, or (I) the
prevailing charge level that, on the basis of statistical data
and methodology acceptable to the Secretary, would cover
75 percent of the customary chargee made for similar serv-
ices in the same locality during the last preceding calendar
year elapsing prior to the start of the fiscal year in which the
bill is submitted or the request for payment is made.
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“(i1) In the case of physician services, the prevailing
charge level determined for purposes of clause (iXII) for any
fiscal year beginning after June 30, 1973, may not (except as
otherwise provided in clause (iii)) exceed (in the aggregate)
the level determined under such clause for the fiscal year
ending June 30, 1973, except to the extent that the Secre-
tary finds, on the basis of appropriate economic index data,
that such higher level is justified by economic changes. More-
over, for any twelve-month period beginning on July 1 of any
year (beginning with 1980), no prevailing clharge level for
physicians’ services shall be increased to the extent that it
would exceed by more than one-third the statewide prevail-
ing charge level-(as determined under subparagraph (E)) for
that service.

“(ii}) Notwithstanding the provisions of clauses (i) and
(i) of this subparagraph, the prevailing charge level in the
case of a physician service in a particular locality determined
pursuant to such clauses for the fiscal year beginning July 1,
1975, shall, if lower than the prevailing charge level for the
fiscal year ending June 30, 1975, in the case of a similar
physician service in the same locality by reason of the appli-
cation of economic index data, be raised to such prevailing
charge level for the fiscal year ending June 30, 1975.

“(C) In the case of medical services, supplies, and

equipment (including equipment servicing) that, in the judg-
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ment of the Secretary, do not generally vary significantly in
quality from one supplier to another, the charges incurred
after December 31, 1972, determined to be reasonable may
not exceed the lowest charge levels at which such services,
supplies, and equipment are widely and consistently available
in a locality except to the extent and under circumstances
specified by the Secretary. With respect to power-operated
wheelchairs for which payment may be made in accordance
with section 1861(s)6), charges determined to be reasonable
may not exceed the lowest charge at which power-operated
wheelchairs are available in the locality.

“(D) The requirement in paragraph (3XB) that a bill be
submitted or request for payment be made by the close of the
following calendar year shall not apply if (i) failure to submii
the bill or request the payment by the close of such year is
due to the error or misrepresentation of an officer, employee,
fiscal intermediery, carrier, or agent of the Department of
Health and Human Services performing functions under this
title and acting within the scope of his or its authority,
and (i) the bill is submitted or the payment is requested
promptly after such error or misrepresentation is eliminated
or corrected.

‘(E) The Secretary shall determine separate ststewide
prevailing charge levels for each State that, on the basis of
statistical data and methodology acceptable to the Secretary,
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would cover 50 percent of the customary charges made for

similar services in the State during the last preceding calen-
dar year elapsing prior to the start of the fiscal year in which
the bill is submitted or the request for payment is made. In
States with more than one carrier, the statewide prevailing
charge level shall be the weighted average of the fiftieth per-
centiles of the customary charges of each carrier.

“(F) Notwithstanding any other provision of this para-
graph, any charge for any particular service or procedure
performed by a doctor of medicine or osteopathy shall be re-
garded as a reasonable charge if—

“(i) the service or procedure is performcd in an
area which the Secretary has designated as a physician
shortage area,

“(ii) the physician has a regular practice in the
physician shortage area,

“(iii) the charge does not exceed the prevailing
charge level as determined under subparagraph (B),
and

“(iv) the charge does not exceed the amount gen-
erally charged by such physician for similar services.”.
(b) Sections 506(f(1) and 1903(iX1) of the Social Secu-

rity Act are each amended by striking out “the fourth and
fifth sentences of section 1842(b}3)”” and inserting in lieu
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thereof in each instance ‘“‘subparagraphs (BXi), (BXiii), (C),
and (F) of section 1842(bX4)”.
(c) The amendments made by this section shall become
effective on July 1, 1980.
PROCEDURES FOR DETERMINING REASONABLE COST AND
REASONABLE CHARGE
SEC. 659. (a) Part A of title XI of the Social Security
Act is amended by adding after section 1133 the following
new section:
““EXCLUSION OF CERTAIN ITEMS IN DETERMINING
REASONABLE COST AND REASONABLE CHARGE
“SEC. 1134. (a) Except as otherwise provided in sub-
section (b), in determining the amount of any payment under
title XVIII, under a program established under title V, or
under a State plan approved under title XIX of this Act,
when the payment is based upon the reasonable cost or rea-
sonable charge, no element comprising any part of the cost or
charge shall be considered to be reasonable if, and to the
extent that, such element is—
“(1) a commission, finder's fee, or for a similar ar-
rangement, or
“(2) an amount payable for any facility (or part or
activity thereof) under any rental or lease arrangement,
which is, directly or indirectly, determined, wholly or in part

as a percentage, fraction, or portion of the charge or cost
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attributed to any health service (other than the element) or

any health service including, but not limited to, the element.

“(b)(1) The Secretary shall by regulations establish ex-
ceptions to the provisions of subsection (a) with respect to
any element of cost or charge which consists of payments
based on a percentage arrangement,.if such element is other-
wise reasonable and the percentage arrangement—

“(A) is a customary commercial business practice,
or

*“(B) provides incentives for the efficient and eco-
nomical operation of the health service.

“(2) The provisions of subsection (a) shall not be appli-
cable to compensation payable to a physician under a per-
centage arrangement (including an arrangement that relates
to compensation for supervisory, executive, educational, or
research activity) between a physician and a hospital if the
physician shows (to the satisfaction of the Secretary) that
compensation under such arrangement does not exceed, on
an annual basis, an amount which would reasonably have
been paid to the physician under a relative value schedule
which takes into consideration such physician’s time and
effort, consistent with the inherent complexity of the proce-
dures and services.”.

(b) Section 506 of such Act is amended by adding at the

end thereof the following new subsection:



© 0 2 X G e W N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

196

72
“(h) For additional exclusions from reasonable cost and

reasonable charge see section 1134.".

(c) Section 1842(b)(4) of such Act (as amended by sec-
tion 158 of this Act) is further amended by adding at the end
thereof the following new subparagraph:

*(G) For additional exclusions from reasonable cost and
reasonable charge see section 1134.".

(d) Section 1861(v) of such Act is amended by adding
after paragraph (8) (as added by section 151 of this Act) the
following new paragraph:

*“(9) For additional exclusions from reasonable cost and
reasonable charge see section 1134."”.

(e) Section 1903 of such Act is amended by adding at
the end thereof the following new subsection:

“(r) For additional exclusions from reasonable cost and
reasonable charge see section 1134.”.

(D The Secretary of Health and Human Services shall
conduct a study of the hospital-based physician compensation
and the impact of alternative reimbursement methods on pro-
viders, patients, physicians, and third party payors, and shall
submit to the Congress a full and complete report thereon,
together with recommendations for such legislation as he
deems appropriate, within two years after the date of the

enactment of this Act.
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(g) The amendments made by this section shall become

effective on October 1, 1980, except that a percentage ar-
rangement entered into prior to January 1, 1980, shall be
recognized for reimbursement purposes under the Social Se-
curity Act, subject to the same tests of reasonableness as
were prescribed by such Act or regulations thereunder on
January 1, 1980, until such time as the facility is able to
unilaterally terminate such arrangement, or until December
31, 1981, whichever i3 earlier.
LIMITATION ON REASONABLE COST AND REASONABLE
CHARGE FOR OUTPATIENT SERVICES

SEC. 660. (a) Section 1134 of the Social Security Act
(as added by section 659 of this Act) is amended by adding at
the end thereof the following new subsection:

“(c) The Secretary shall issue regulations that provide
for the establishment of limitations on the amount of any
costs or charges that shall be considered reasonable with re-
spect to services provided on an outpatient basis by hospitals,
community health centers, or clinics (other than rural health
clinics), which are reimbursed on a cost basis or on the basis
of cost related charges, and by physicians utilizing such out-
patient facilities. Such limitations shall be based upon the
reasonableness of such costs or charges in relation to the
reasonable charges of physicians in the same area for similar

services provided in their offices.”.
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(b) Section 1128(c) of the Social Security Act (as added

by sections 661 and 655 of this Act) is amended by adding at
the end thereof the following new paragraph:

“(5) The Commission shall give immediate priority to
making a study and submitting recommendations to the Sec-
retary with respect to the setting of limitations on reasonable
costs and reasonable charges for outpatient services as pro-
vided in section 1134(c).”.

MEDICARE LIABILITY WHERE PAYMENT CAN BE MADE
UNDER LIABILITY INSURANCE

SEc. 661. (a) Section 1862(b) of the Social Security Act
is amended—

(1) by inserting before the period at the end of the
first sentence the following: *, or under liability insur-
ance of the person &t fault, or under no-fault Lability
insurance”’;

(2) by inserting before the period at the end of the
last sentence *“, or under such liability insurance”; and

(3) by adding at the end thereof the following new
sentence: “The Secretary may waive the provisions of
this subscction with respect to liability insurance if he
determines that the probability of recovery or amount

involved does not warrant the pursuing of the claim.”.
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ACCESS8 TO AND PURCHASE OF MEDICAID SERVICES
SEc. 6€2. (a) Section 1902(a)(23) of the Social Security
Act is amended to read as follows:
“(23) provide that limitations or restrictions
elected by a State with respect to choice by recipients

of medical assistance provided for by the State—

© ® =1 O WG e W N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

‘“(A) may apply only to institutional pro-
viders (including clinics), laboratory services, and
medical devices;

“(B) must be cost-effective arrangements
which provide for reasonable payment based upon
comparisons of costs at which services of proper
quality may be obtained and are actually available
(and for this purpose the plan may provide that
such arrangements need not be in effect in all po-
litical subdivisions of the State notwithstanding
the provisions of paragraph (1)), and must provide
that in the case of inpatient hospital services, pay-
ment to a hospital shail not be deemed to be rea-
sonable for purposes of paragraph (13)(D) if it is
less than the cost that is found reasonable and
necessary in the efficient and economical delivery
of such needed services in the geographic area in

which such hospital is located;
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have reasonable access to services (taking into

account geographic location and reasonable travel

time) for which they are eligible (including emergen-

cy services and provisions for timely referral and

transfer to other providers when medically appropri-

ate) through providers which meet all applicable

standards under the State plan and whose services

are available to such recipients; and

/(D) must provide that, subject to the provisions

of subparagraph (B) there will not be a resulting

substantially adverse effect on the access of recipi-

ents to qualified hospitals having graduate medical

education programs that undertake to provide such

care;’’.
(b) Section 1902(a) of such Act (as amended by section

653 of this Act) is amended—

(1) by striking out “and” at the end of paragraph
(41);

(2) by striking out the period at the end of para-
graph (42) and inserting *“; and”’; and

(3) by adding after paragraph (42) the following
new paragraph:

‘“(43) provide that any laboratory services (other
than such services provided in a physician's office) paid
for under such plan must be provided by a laboratory

which meets the requirements of section 1861(eX9) and
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(k)

paragr=phs (10) and (11) of section 1861(s), or, in the

case of a rural health clinic, section 1861(aa}{2XG).”.

(cX1) The amendments made by subsection (b) shall
(except as otherwise provided in paragraph (2)) apply to
medical assistance provided, under a State plan approved
under utle XIX of the Social Security Act, on or after the
first day of the first calendar quarter that begins more than
30 days after the date of enactment of this Act.

(2) In the case of a State plan for medical assistance
under title XIX of the Social Security Act which the Secre-
tary determines requires State legislation in order for the
plan to meet the additional requirements imposed by the
amendments made by subsection (b), the State plan shall not
be regarded as failing to comply with the requirements of
such title solely on the basis of its failure to meet these addi-
tional requirements before the first day of the first calendar
quarter beginning after the close of the first regular session of
the State legislature that begins after the date of enactment
of this Act. '

(3) The amendment made by subsection (a) shall become
effective on the date of the enactment of this Act.
SUSPENSION OF PERIODIC INTERIM PAYMENT METHOD OF

REIMBURSEMENT

SEc. 663. Effective September 1, 1981, the Secretary

of Health and Human Services shall withhold payments to
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hospitals under title XVIII of the Social Security Act under

the periodic interim payment method of reimbursement to the
extent necessary to provide that the lag time between the
date services are rendered and the date of payment under
such method of reimbursement is equal to the lag time in
such pavments under this title to hospitals not being reim-
bursed under such method.

WITHHOLDING OF DISPUTED PAYMENTS
SEC. 664. Section 1903(d) of the Social Security Act is

amended by adding at the end thercof the following new
paragraph:

“(5)(A) In any case in which the Secretary esti-
mates that there has been an overpayment to a State
on the basis of a claim by such State that has been
disallowed by the Secretary, and such State disputes
such disallowance, the amount of the Federal payment
in controversy shall not be paid to such State until
such time as a final determination has been made with
respect to such amount. If such final determination is
to the effect that an amount is owed to such State,
such amount shall be increased by an amount equal to
the amount which would have been paid on the amount
otherwise owed, at the rates of interest on obligations
issued for purchase by the Federal Hospital Insurance

Trust Fund, during the period beginning on the date
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1 that the State disputed such ilisallowance and ending

2 on the date that payment is maide to the State.”.

3 REIMBURSEMENT RATES UNDER MEDICAID FOR SKILLED

4 NUBSING AND INTERMEDIATE CARE FACILITIES

5 SEc. 665. (a) Section 1902(a)(13)(E) of the Social Se-

6 curity Act is amended to read as follows:

1 ‘“(E) for payment of the skilled nursing facility

8 and intermediate care facility services provided under

9 the plan through the use of rates, determined in ac-
10 cordance with methods and standards developed by the
11 State, which the State finds, and make assurances sat-
12 isfactory to the Secretary, are reasonable and adequate
13 to meet the costs which must be incurred by efficiently
12 and economically operated facilities in order to provide
15 care and services in conformity with applicable State
16 and Federal laws, regulations, and quality and safety
17 standards; and such State makes further assurances,
18 satisfactory to the Secretary, for the filing of uniform
19 cost reports; and’’.
20 (b) The amendment made by subsection (a) shall
21 become effective on October 1, 1980.
22 HOME HEALTH AGENCY REIMBURSEMENT LIMITS

23 SEC. 666. (a) Section 1861(v)(1) of the Social Security
24 Act is amended by adding after subparagraph (G) (as added
25 by section 654 of this Act) the following new subparagraph:
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“(HX3) Such regulations shall provide that the cost per visit

for each of the different types of visits & home health agency
provides shall not be considered to be reasonabie to the extent
that it exceeds an amount that would cover 75 percent of the
average per visit costs for such visits (weighted on the basis of
the number of visits rendered) incurred by home health agencies

which are determined to be comparable by the Secretary.
“(ii) Such regulations shall require that in the case of
visits by a skilled nurse or home health aide, the costs
incurred by a health agency for such visits shall not be con-
sidered reasonable to the extent that the cest of any such
\i;it exceeds the p<. diem rawc paid, in the State where such
agency 18 located, under the State’s plan approved under title
XIX of this Act for skilled nursing facility services in the
area. In making such determination, in the case of a hospital-
based home health agency, the comparison shall be made to

the per diem rate for hospital-based skilled nursing facilities,
and in the case of other home health agencies the comparison
shall be made to the per diem rate for nonhospital-based
skilled nursing facilities. In the case of a State which does
not have a plan approved under title XIX, the per diem rate
for skilled nursing facilities under this title shall be used in

lieu of the per diem rate under such a State plan.
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“(ili) Any supervisory visit which is specifically required
by regulatic - shall be reimbursable as a home health aide
visit (but shall not count as a visit for purposes of deter-
mining a particular beneficiary’s eligibility for visits). Any
initial patient assessment visit shall be a reimbursable visit
notwithstanding a determination of ineligibility following
such visit, if there was a reasonable basis for assuming poten-
tial eligibility, such as a referral from a discharge planner,
physician, or other source qualified as being knowledgeable
with respect to the beneficiary and the program under this
title.

“(iv) Such regulations may provide for appropriate ex-
ceptions and adjustments on an agency-by-agency basis
where warranted by unusual circumstances.”.

(b) The amendment made by this section shall become
effective on October 1, 1980.

DETERMINATION OF REASONABLE CHARGE

SEC. 667. (a) Section 1842(b)(4)(B)(i) of the Social Se-
curity Act (as added by section 658 of this Act) is amended
by striking out “fiscal vear in which the bill is submitted or
the request for payment is made”’ and inserting in lieu thereof
“fiscal year in which the service is rendered”’.

(b) Section 1842(b)(4)(E) of such Act (as added by sec-
tion 658 of this Act) is amended by striking out ‘“fiscal year
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1 in which the bill is submitted or the request for payment is

2 made” and inserting in lieu thereof ‘“‘fiscal year in which the

3 service is rendered”’.

4 (c) Section 1842(b)(3) of such Act is amended by strik-
5 ing out “and” at the end of subparagraph (D), by adding

6 ‘“‘and” at the end of subparagraph (E), and by inserting after

7 subparagraph (E) the following new subparagraph:

8 “(F) will take such action as may be necessary to

9 assure that where payment under this part for a serv-
10 ice rendered in a particular month is on a charge basis,
11 such payment shall be determined on the basis of the
12 charge that is determined to be reasonable for such
13 month in accordance with this part (except that in the
14 case of a service which was rendered prior to the be-
15 ginning of the calendar year preceding the year in
16 which the bill is submitted, or request for payment is
17 made, with respect to such service, payment shall be
18 determined on the basis of the charge that is deter-
19 mined to be reasonable in accordance with this part for
20 the first month of such preceding year;”.
21 (d) The amendments made by this section shall become

22 effective on Octouber 1, 1980.

23 () In any case in which the Secretary of Health and

&

24 Human Services is required to issue regulations on or before
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a specified date by reason of any amendment made by this

part, the Secretary shall (and is authorized to) waive or
modify any requirement of section 553 of title 5, United
States Code, to the extent necessary (as determiued by the
Secretary) in order to issue such regulations in a timely
manner.
PART G—TRANSFER OF FuNDs

SEC. 671. The Secretary of the Treasury shall delay
transfer, until on or after October 1, 1981, of $600,000,000
which would otherwise be transferred during September
1981 from the general fund in the Treasury into the Federal
Old-Age and Survivors Insurance Trust Fund, the Federal
Disability Insurance Trust Fund, or the Federal Hospital In-
surance Trust Fund. In delaying such transfer the Secretary
shall insure that the funds are withheld from any or all of
such trust funds in such amounts so as not to adversely affect
the ability of the Secretary of Health and Human Services to
make payments out of such trust funds as required under the
Social Security Act. The Secretary shall, at the time of sucil
transfer, also transfer to the appropriate trust funds an
amount equal to the amount of interest which he estimates
would have accrued to such trust funds if the transfer had not

been delayed as provided by this section.
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CoxcRressioNAL Bupncer Orrice EstiMATES oF BUDGETART IMPACT OF
Finance CoMMITT'E AMENDMENTS

(Nore.—The totals in the CBO estimates do not reflect the savings
from already-enacted legislation (H.R. 3434 and H.R. 3236). These
amounts are included in the committee estimates as shown in the table
in Chapter IV of this report. The committee estimates are otherwise
consistent with those of CBO.)




CONGRESSIONAL BUDGET OFFICE Alice M. Rivin
WASHINGTON, D.C. 20618

June 24, 1980

The Honorable Russell B. Long
Chairman

Committee on Finance

United States Senate
Washington, D.C. 20510

Dear Mr. Chairman:

Pursuant to Section 202 of the Corgressional Budget Act of 1976, the
Congressional Budget Office has prepared the attached cost estimate for
Title VI, Senate Resolution on Budget Reconciliation.

Shouid the Committee 50 desire, we wouid be pleased to provide
further detaus on the attached cost estimate.

Sincerely,

&) D&l
Alice M. Rwhﬂ

Director
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CONGRESSIONAL BUDGET OFFICE
COST ESTIMATE
June 24, 1980

BILL TITLE: Title Vi, Senate Resolution on Budget Reconciliation
BILL STATUS:

As transmitted by the Senate Committee on Finance to the Senate
Committee on the Budget, June 25, 1980.

BILL PURPOSE:

To bring the expenditures authorized by the Senate Commuttee on
Finance within the target for that Committee established by the First
Concurrent Resolution on the Budget for fiscal year 1981.

COST ESTIMATE:

{by fiscal years, in millions of dollars)

1980 1981 1982 1983 1984 1985
Budget Authority -39 -839 279 -359 -387 -372
Outlays -39 -2,172 -1,398 -1,851 -2,329 -2,791

The savings resulting from this bill fall within budget functions 550 and 600.
BASIS OF ESTIMATE:

Since much of the final language of the bill was not available at the
tume this estimate was prepared, the attached section-by-section cost
analysis 1s based on CBO's understanding of the provisions of the bi.l
from press releases and conversations with Committee staff.

ESTIMATE COMPARISON: None.
PREVIOUS CBO ESTIMATE:

Where applicable, previous CBO estimates are discussed by section
under "Basis of Estimate."

ESTIMATE PREPARED BY:

Human Resources Cost Estumates Unit, Charles Seagrave, Chief
(225-7766)

'
ESTIMATE APPROVED BY: i

James L. Blum
Assistant Director
for Budget Analysis
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Sec. 601: Elimination of National Trigger

COST ESTIMATE:
(by fiscal years, in millions of dollars)
1981 1982 1983 1984 1985

Estimated Outlays 0 -300 0 0 0

BASIS OF ESTIMATE:

Under current CBO economic assumptions, the unemployment rate is
expected to trigger a national extended benefit program during one quarter
of fiscal year 1982. Elimination of this national trigger is estimated to save
$300 million in fiscal year 1982. CBO is in the process of revising its
economic assumptions. It is likely that a revised set of economic
assumptions will show savings ¢rom this provision in 1981.

PREVIOUS CBO ESTIMATE:

An estimate of ‘he “savings from this provision was included in CBO's
December 10, 1979 estimate of H.R. 4612, as ordered reported by the Senate
Finance Committee. The previous estunate has been updated for economic
assumptions.

Sec. 602: Waiting Period for Benetits

COST ESTIMATE:
(by fiscal years, 1n millions of dollars)

1981 1982 1983 1584 1985

Estimated Outlays -25 -27 -30 -32 -33

BASIS OF ESTIMATE:

Currently, 12 states do not require unemployed individuals to wait one week
before receiving unemployment insurance benefits. Another 9 states require
a one week waiting period, but pay for that week retroactively after a
certain period of unemployment. This provision would eliminate federal
matching for the first week of extended benefits in states with no waiting
period. The estimate assumes that 10 percent of the states that either have
no waiting period or pay retroactively, would institute a one week waiting
period or eliminate retroartive payments as a result of this provision.

PREVIOUS CBO ESTIMATE:

An estimate of the savings from this provision was included in CBO'
December 10, 1979 estimate of H.R. 4612, as ordered reported by the
Senate Finance Committee. The previous estimate has been updated for
economic assumptions.
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Sec. 603: Optional State Trigger

(by fiscal years, in millions of doliars)
1981 1982 1983 1984 1985

Estimated Qutlays -30 -30 -30 -30 -30

BASIS OF ESTIMATE:

Under current law, states are required to participate in the extended benefit
program (1) when the national trigger is "on" because the national insured
unempioyment rate is 4.5 percent or higher or (2) when the state insured
unemployment rate is both at least & percent and 20 percent above the
comparable state insured unemployment rate for the last two years. States
which are not required to participate under the above criterion may
participate, if the insured unemployment rate is at least 5 percent. This bill
would permit states to select a higher unemployment rate to initiate the
extended benefit program. It is not known how many states would change
the 5 percent trigger rate or what new trigger rate they would select. The
estimate assumes that 25 percent of the states that currently use the 5
percent rule will adopt a 6 percent trigger point.

PREVIOUS CBO ESTIMATE:

An esumate of the savings from this provision was included in CBO's
December 10, 1979 estimate of H.R. 4612, as ordered reported by the
Senate Finance Committee. The previous estimate has been updated for
economicC assumptions.

Sec. 604: Unemployment Benefits for Ex-Servicemen

COST ESTIMA1E:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Required Budget Authority -43 -47 =51 -55 -57
Estimated Outlays -43 -47 -51 -55 -57

BASIS OF ESTIMATE:

Under cumrent law, unemployment insurance benefits are payable to ex-
servicemen who have served at least 90 days. This bill would extend the
mingmum period of service 0 one year. The cost estimate is based on
Department of Defense data on the length of service of enlistees from 1975
to 1977.

PREVIOUS CBO ESTIMATE:

An estimate of the savings from this provision was included in CBO's
December 10, 1979 estimate of H.R. 4612, as ordered reported by the Senate
Finance Committee. The previous estimate has been updated to reflect new
data on average benefits and lengths of receipt for this population.
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Sec. 605t Unemployment Genefits for Federal Employees

COST ESTIMATE:
(bv fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Required Budget Authority -11 -12 -13 -14 -15
Estimated Outlays -11 -12 -13 -14 -15

BASIS OF ESTIMATE:

Under current law, unemployed former federal employees receive
unemployment insurance payments financed from a general appropriation.
This provision would require each agency to reunburse clauns for former
employees out of the agency appropriation. The provision is expected to
save 5 percent of total benefit payments to former federal employees in the
outyears.

PREVIOUS CBO ESTIMATE:
An estunate of the savings from this provision was included in C30O's
December 10, 1979 estunate of H.R. 4612, as ordered reported by the Senate

Finance Committee. The previous estimate has been updated for economic
assumptions.

Sec. 606: Limitation on Extended Benefits for Nonresidents

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Estimated Outlays -46 -30 -28 -19 -15

BASIS OF ESTIMATE:

For extended unempl!oyment benefit recipients moving to a state where no
extended benefit program currently exists, only two weeks of extended
benefit payments could be made. Based on Department of Labor data on the
number of extended bunefit claimants applying for benefits outside of theur
original state, CBO estumates a fiscal year 1981 savings of 2 percent of
extended benefit payments.
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Sec. 607(A): Extended Benefits Not Payable on the Basis of Less Than 20
eexs of Unemployment

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1585

Estimated Qutlays -120 -180 -90 -35 -20

BASIS OF ESTIMATE:

Eighteen states and the District of Columbia do not make extended benefit
payments to persons with less than 26 weeks of employment. In the
remaining states, Department of Labor data shows a saving of betwcen 5
and 10 percent. This estimate assumes a savings of 7% percent of extended
benefit payments in the remaining states. The savings are reduced in 1983
through 1985 due to an improved economic forecast.

Sec. 607(B): Extended Benefit Not Payable to Persons Who Leave Jots
Voluntarily or or Misconduct

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Estimated Outlays -32 -49 -24 -10 -6

DASIS OF ESTIMATE:

The 1981 estimate was provided by the Department of Labor. The outyear
estimates assume the savings are a constant ratio of total estimated
extended benefit payments.
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Sec. 607(C): Extended Benefits Not Payable to Persons Refusing Any
ea e Jo er

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Estimated Outlays -9% -145 -72 -29 -16

BASIS OF ESTIMATE:

An SRI study of the job requirement i1n the now expired federal supplemental
benetfits program found a savings of approximately & percent from requiring
acceptanice of any job which meets minimum standards of acceptability.
This estimate assumes a ¥ percent savings from total extended benefit
payments.

Sec. 611: Limit Supplemental Security Income (SSI) Eligibility for
Individuals who Bxspose o'f Resources

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Required Budget
Authority -15 -31 -40 -49 -55
Estimated Outlays -15 -31 -40 -49 -55

BASIS OF ESTIMATE:

Under current law, the disposal or transfer of a resource prior to the filing
of an SSI application does not preclude program eligibility, eventhough the
individual would be ineligibie if he retained the resource. This provision
would delay SSI eligibility in the case of applicants who dispose of resources
for less than current market value, if retaining such resources would make
them ineligible for benefits. The cost estimate is based on Social Security
Administration data on the proportion of all new program applicants who
dispose of assets. The estimate includes medicaid savings.

PREVIOUS CBO ESTIMATE:
An estimate of the savings from this provision was contained in CBO's

September 20, 1979 cost estimate of H.R. 4904. The savings estimate has
been modified to reflect a different implementation date.
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Sec. 621: Federal Day Cace Regulations
COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Required Budget
Authority -20 0 0 0 0
Estimated Outlays -20 0 0 0 0

BASIS OF ESTIMATE:

The Department of Health and Human Services has issued final regulations
for day care provided under state social services plans (Title XX), to be
effective September 19, 1980. Some states have expressed concern about
the cost of implementing the new standards, indicating that they believe
that their enforcement would result in reducing the available supply of care,
particularly for low income families, the primary recipients of HHS-funded
care. To the extent that AFDC families are denied day care services at
these facilities as a result of the new regulations, they would be eligible for
additional AFDC monies to purchase day care elsewhere. This provision
would postpone the implementation of the new standards one year until
October 1, 1981, thereby postponing the increased AFDC costs, as well.

CBO estimates that in fiscal year 1981, without the new regulations, $100
million in federal expenditures will go to pay for day care costs incurred by
AFDC parents who work. This might be expected to rise about $20 million
when AFDC parents purchase child care services outside of Title XX funded

institutions. Postponing the implementation date of the regulations would,
thus, save the $20 million.

Sec. 631: Public Assistance Payments to Territorial Jurisdictions

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1980 1981 1982 1983 1984 1985

Budget
Authority -39 -26 0 0 0 0
Outlays -39 -26 0 0 0 0

BASIS OF ESTIMATE:

H.R. 3434, as recently enacted, raised the federal payments to the trust
territories (Puerto Rico, Guam and the Virgin Islands) from $26 million to
$78 million. This provision would cut payment level to $39 million in fiscal

year 19)80 (saving $39 million) and $52 million in fiscal year 1981 (saving $26
million).
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Sec. 641: Reallocation of OASDI Taxes Between OASI and DI Trust Funds
COST ESTIMATE:

No cost.

Sec. 642: Three Month Limit on Retroactive Benefits

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority 5 20 &0 62 86
Outlays -150 -250 -260 -270 -280

BASIS OF ESTIMATE:

Cutting the retroactive period during which OASI and DI beneficiaries can
receive benefits from 12 to 3 months will save approximately $150 million in
fiscal year 1981. We accept the actuaries estimates at this time, although
it is possible that people's behavior patterns will result in their more prompt
application for benefits, and thus the savings might be slightly lower.
Available evidence, however, does not indicate that this faster application
for benefits has occurred in the past when similar provisions went into
effect.

Sec. 643: Cut Social Security Benefits for Prisioners

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority I 2 3 5 7
Outiays -16 -17 -19 -21 -24

BASIS OF ESTIMATE:

This provision will withhold benefit payments for all disabled and student
prisoners, and their dependents.

A GAO study of federal benefits received by prison inmates shows that
there are approximately 3,750 prisoners in receipt of Social Security
benefits. Assuming an average 1981 benefit of $4,400 (including
dependents), there will be $16 million in savings for fiscal year 1981.
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Sec. 651: Hospital Routine Cost Limits

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1983 198% 1985

Hospital Routine Cost Limits
Estimated Outlays -70 130 %0 -290 -530
Budget Authority -10 10 -20 -60 -60
Payments for State Programs
Estimated Outlays . 4 6 7 9
Budget Authority . . 1 1 | 1
*Less than $500,000.
BASIS OF ESTIMATE:

The estimate is derived from two CBO microsimulation models using
medicare cost reports of 5,800 hospitals. The cost reports, the most recent
available as of July 18, 1978, were updated using actual and projected
aggregate increases in patient days and routine costs. Because section 651
would replace the regulations promulgated under section 223 of the 1972
Social Security Amendments, it was necessary to simulale both programs in
order to determine the net effect of section 651.

Over the next five years the limits on routine hospital costs would reduce
federal medicare and medicaid outlays by approximately $720 million,
assuming the limits are effective July 1, 1980, as stated in the bill. The
penalities, net of section 223 savings 1/, would save about $1,420 million
over ﬁv)e years; whereas, bonus payments would cost about $700 million (see
Table 1).

Although the limits under section 651 appear to be similar to those in effect
under section 223, the section 651 limits are more restrictive for several
reasons. First, the section 651 himits for any one year are based on data
that are two to three years old. The data would be updated by an index of
the prices hospitals pay for the goods and services used ir providing the care
covered by the bill, called a hospital "market basket”, rather than by
projected costs. Because actual cost increases usually exceed the increases
in the market basket due to growth in the intensity of services, the use of
the market basket index in updating the data would result in lower limits
than if an index of routine costs were used. The section 223 regulations, on

1/ Estimates of section 223 savings include estimates of the impact of
revised regulations included in President's Fiscal Year 1981 Budget.
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TABLE 1. COMPONENTS OF IMPACT OF ROUTINE COST LIMITS ON
FEDERAL MEDICARE AND MEDICAID OUTLAYS, FISCAL YEARS
1981-1985: IN MILLIONS OF DOLLARS

1981
1981 a/ 1932 1983 1984 1985 1985
Gross 'mpact of
Limits -340 -350 b/ -520b/ -1,030 -1,340 -3,580
Effect of Eliminating
Section 223 ¢/ 270 370 440 510 570 2,160
Net Impact of
Limits -70 20 -80 -520 -770 -1,420
Bonus Payments - 110 120 230 240 700
Total Costs -70 130 40 -290 -530 -720

a/ The new reimbursement systemn would be phased in during fiscal ycar 1981,
beginning with hospital accounting years starting July 1, 1989.

b/ Figures include excess penalities returned to hospitals at final settlement.

c/ Figures include estimates of impact of revised regulations included in
President's Fiscal Year 1381 Budget.

the other hand, are based on more recent data that is updated to scme
extent by an index of total routine costs, not only market basket increases.
As a result, the section 651 limits would be more restrictive than the
section 223 limits. Furthermore, the section 651 limits become much more
restrictive over time.

The unusual pattern of savings and costs over the 1981 to 1985 period results
from assumptions about the admunistration of the bill by HHS. Based on
discussions with stzff of the Health Care Financing Admunistration, CBO
made the following assumptions:

(1) Although the bill would reduce penalities by one-half during the
first two years, full penalities would be deducted from interim
payments for all years. The extra one-half of penalities assessed
during the first two years would be returned to hospitals at final
settiement. This procedure wculd be necessary since one would not

know the amount of one-half of the penalities until the year was
completed.
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(2) Bonuses would be paid at the time of final settiement, or about six
months after the end of the hospitals' accounting years.

These assumptions maximize the cash savings in fiscal year 1981. All the
savings would show up during the hospital's first fiscal year under the new
controls, while the costs (bonuses plus one-half of penalities for first two
years) would not show up until the hospital's next fiscal year.

Section 651 would also establish a Health Facilities Cost Commission that
could recommend to the Secretary of HHS expansion of the controls to
cover all (routine, special care, and ancillary) costs. No savings are
attributed to this particular provision.

Finally, this section would provide funds totaling approximately $26 million
for the administrative costs of state hospital cost commissions. The
commissions would be reimbursed by the federal government for a portion of
their administrative costs equal to the proportion that medicare and
medicaid hospital expenditures represent of all hospital expenditures
covered by the state commissions.

Further details on the estimate of this section are available on request.

PREVIOUS CBO ESTIMATE:

In October, 1979, CBO estimated that the same provisions contained in
H.R. 934, Section 202, would increase federal outlays by $450 million. The
primary reason for the substantial change in the estimate was the
development of the simulation model that greatly improved CBO's ability to
analyze the impact of the provisions. In particular, the model indicated that
the provision of the bill that allows hospitals with below average lengths-of-
stay per patient to have different limits does not reduce the savings by as
much as previously estimated. In addition, CBO now assumes that the
penalities would be deducted from interim payments, rather than assessed at
final settlement as was assumed in the last estimate. This assumption shifts
estimated savings forward by one year.



Sec. 652: Closure/Conversion of Underutilized Facilities

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Budget Authority 0 -2 -2 -4 -6
Outlays - Medicare -2 -7 -19 -36 -58
Outlays - Medicaid 0 -2 -4 -8 ~-18

Total Outlays -2 -9 -23 44 -72
BASIS OF ESTIMATE:

The estimate assumes that the conversion of acute care facilities to lesser
levels of care will be the predominant activity resulting from the provision.
In fiscal years 1981 and 1982, 49 hospitals are assumed to receive payments,
and ‘50 hospitals in each fiscal year thereafter. Only hospitals with less than
400 beds are assumed to undertake conversion projects. Fifteen beds out of
an average of 120 beds per hospital are assumed to be converted since this
would raise the acute care occupancy rate from an average of 65 percent to
74 percent. The conversion cost is assumed to be $30,000 per bed in fiscal
year 1981 dollars, amortized over 20 years. Savings are generated by
recouping one-half the cost of an occupied acute care bed, offset by the
costs for the long-term care patients that would fill the converted beds.

PREVIOUS CBO ESTIMATE:

This estimate is identical to that provided to the Committee on October 25,
1979 for section 205 of H.R. 934, except that it has been extended to fiscal
year 1985. Since the assumed enactment date for this estimate is later than
for the earlier estimate, it is implicitly assumed that the conversion
program will become operational more quickly than was previously assumed.
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Sec. 653: Coordinated Audits

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Required Budget
Authority -4 -5 -6 -6 -7
Estimated Outlays -4 -5 -6 -6 -7

BASIS OF ESTIMATE:

This provision would require that audits of providers performed for the
purposes of medicaid or of Title V programs be coordinated with medicare
audits whenever a provider participates in medicare and in one or both of
the other programs. Federal reimbursements for state expenditures for
medicaid or for maternal and child health programs would be reduced for
any state not conducting common audits. The amount paid to the state
would be reduced to the amount that would have been paid for auditing
expenses had the state conducted common audits.

Eliminating duplicative audits should reduce administrative costs for
providers, states, and the federal government. A rough estimate of
potential federal savings is derived in the following manner.

HCFA estimates that medicare audits will cost about $63 million in fiscal
year 1980. This figure includes the costs of coordinated medicaid audits in
the more than 30 states that already perform such audits. A comparable
HCFA estimate of the costs of medicaid audits is unavailable because states
do not routinely report such costs. Assuming that audit costs per
participating provider are identical for medicare and medicaid, however,
CBO estimates that, in the absence of any coordinated audits, medicaid
audits would cost about $47 million in fiscal year 1980. The 16 states and
territories that were not performing common audits on June 30, 1977
accounted for about 25 percent of total medicaid administrative
expenditures that year. Thus, medicaid audit costs for those states that
would be affected by Section 21 are estimated to be about $12 million in
fiscal year 1980 and $13 million in fiscal year 1981. The federal share of
these expenditures is $7 million. Assuming arbitrarily that 80 percent of
this amount would be saved through coordinated audits, over $5 million
would be saved by the federal government during fiscal year 1981. Because
the provision is assumed to be effective for just three-quarters of the year,
however, the estimated savings shown have been reduced to $4 million.
Savings in future years are assumed to increase according to CBO's
projections of the Consumer Price Index.

PREVIOUS CBO ESTIMATE:

This estimate is consistent with earlier CBO estimates of similar provisions
included in H.R. 4000 as reported by the House Committee on Interstate and
Foreign Commerce (estimate dated March 28, 1980). This estimate is
considerably lower than CBO's estimate of the provision included in
H.R. 934 as reported by the Senate Committee on Finance (estimate dated
October 25, 1979). The reestimate is based on more complete information
regarding current audit costs than was previously available.
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Sec. 654: Apportionment of Provider Costs

COST ESTIMATE:

(by fiscal years, in millions of dollar-;

1981 1982 1983 1984 1985
Budget Authority 3 1/ 1/ 1Y 1/
Outlays-Medicare -75 1 3 Y 1/

1/ Estimate not available.
BASIS OF ESTIMATE:

This proposal is a modification of Section 210 of H.R. 934 as ordered
reported on June 28, 1979. In effect, the 8.5 percent nursing differential
would be retained during the first half of fiscal year 1981 and suspended
during the second half, pending the results of a GAO study. The Office of
Financial and Actuarial Analysis of the Health Care Financing
Administration has estimated that complete elimination of the nursing
differential would save $191 million in fiscal year 1981. CBO has verified
this estimate and has adjusted it to account for the proposal being effective
only during the latter half of fiscal year 1981. An estimate for subsequent
fiscal years is not possible until the resuits of the GAO study are known.

PREVIOUS CBO ESTIMATE:

See "Basis of Estimate” section above.
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Sec. 655: Inappropriate Hospital Services

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Medicare
Estimated Outlays -118 -179 -204 -231 -263
Medicaid
Required Budget
Authority -33 -51 -58 -66 -76
Estimated Outlays -33 -51 -58 -66 -76

BASIS OF ESTIMATE:

The provision would restrict medicare and medicaid reimbursements for
inpatient hospital services furnished to beneficiaries who do not require
hospital care but who are hospitalized because necessary long-term care
services are unavailable. Reimbursement would be limited to the average
skilled nursing facility, intermediate care facility, or detoxification facility
payment rate, as appropriate.

Currently, under medicare, inpatient hospital care provided only because
necessary long-term care services are unavailable is reimbursed at normal
medicare rates for inpatient hospital services. Consequently, the provision
would reduce medicare payments for such care. Under medicaid, most
states follow current medicare practices regarding such care, but some
already limit reimbursement to skilled nursing or intermediate care facility
rates, and still others do not pay for such care at all. Thus, for medicaid,
the effect of the provision would be reduced somewhat.

One study of medicare and medicaid hospital patients indicates that
approximately 3 percent of medicare and medicaid hospital days (about four
million days) are provided only because required long-term care services are
unavailable. Based on the results of the study, CBO estimates that 20
percent of these medically unnecessary hospital days would escape PSRO
review altogether (because of the periodic nature of that review). CBO
assumes that 90 percent of reviewed days would be reimbursed at the
special rate. On the basis of current payment data, fiscal year 1980 savings
of 580 are estimated for each day reimbursed at the lower rate. Thus, gross
first-year savings (federal and state) would be about $230 million.
Exemption of hospitals in areas not having excess hospital beds is estimated
to reduce gross savings by about 10 percent to $207 million.



The assumed six-month delay in implementation would cut estimated net
savings in fiscal year 1981 to $177 million. Two-thirds of this amount ($118
million) is estimated to accrue to medicare. Of the medicaid portion, about
$33 million would be federal savings. Savings in subsequent years grow
according to CBO's projections of increases in total annual hospital days and
in savings per day.

PREVYIOUS CBO ESTIMATE:

This estimate is consistent with earlier CBO estimates of similar provisions
included in H.R. 4000, as reported by the House Committee on Ways and
Means (estimate dated November 20, 1979), and as reported by the House
Committee on Interstate and Foreign Commerce (estimate dated March 28,
1980). This estimate is considerably higher than CBO's estimate of the
provision included in H.R. 934, as reported by the Senate Committee on
Finance (estimate dated October 25, 1979). The reestimate is based on
additional information about unnecessary hospital days and the PSRO review
process.

6u-262 O - 80 - 15
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Sec. 656: PSRQO Review of Hospital Admissions, Routine Tests, and
Preoperative Stays

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Budget Authority -1 -6 -5 -1 4
Qutlays-Medicare -23 -55 -72 -85 -99
Medicare -2 -10 -14 -17 -20

Savings from eliminating unnecessary routine tests are estimated on the
assumption that a battery of six tests costing about $70 would be involved
per admission. It is estimated on the basis of HI discharge data that 65
percent of HI admissions are for non-surgical procedures. Based on a study
by Blue Cross, it is assumed that, in 75 percent of these admissions, the
affected tests are done routinely. It is further assumed that 10 percent of
these tests would be eliminated by the increased priority placed by the
provision on the review by PSROs of their necessity. The foregoing
assumptions yield, thrcugh a multiplicative relationship, first-year savings in
HI of outlays of $38 million in fiscal year 1981. These are assumed to be
reduced in half in fiscal year 1981 due to delays in implementation. Qutyear
savings are projected to increase by both the rate of growth in medicare
hospital admissions (5 percent per year) and by CBO's latest projections in
the rate of growth in the medical care services component of the Consumer
Price Index.

On the basis of findings by a CBO study of PSROs, it is assumed that 2
percent of medicare preop days for elective procedures could be eliminated
by PSRO efforts in this area. At an assumed $1+3 in routine costs per day,
first year savings would be $22 million. The savings are partially offset by
$5 million for administative costs. Due to delays in implementation, first-
year savings are assumed to be reduced by two-thirds. Out-year savings are
projected to increase by both the rate of growth in HI surgical admissions (7
percent per year) and by CBO's latest projections of the rate of increase in
hospital expense per day.

Medicaid savings are assumed to be 20 percent of total medicare savings,

. based on the relative shares of total hospital expenditures financed by these

two programs. Out-year savings are projected to grow at the same rate as
total medicaid outlays.

PREVIOUS CBO ESTIMATE:

The estimate is similar to the one of section 213 of H.R. 934 with some
minor changes in assumptions.
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Sec. 657: Ambulatory Surgery

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Budget Authority - 1 2 4 6

Outlays - Medicare -5 -15 -20 -25 -25

BASIS OF ESTIMATE:

The parts of this proposal which provide for reunbursement for surgery done
on an ambulatory basis will result in both savings and costs to the medicare
program. Savings are generated Dy the lower cost of minor surgery done in
an ambulatory rather than an inpatient setting. Costs are generated by the
likely increase in the number of minor operations done because of the
greater convenience to patients of an ambulatory setting. The estimate of
costs is based on a three-year study of the costs and quality of surgery
performed in different settings which was done by the Orkand Corporat:on
for DHHS. This study showed that the total costs of minor surgery done in
an ambulatory setting :s about 25 percent less than that performed in an
inpatient setting. CBO assumes that minor operations cost 60 percent of
the average cost for all surgical procedures financed by medicare. It is
turther assuined that 0.5 percent of all medicare-financed operations wil be
done 1n an ambulatory setting in fiscal year 1981 and that this figure will
increase to 4 percent in fiscal year 1985. These assumptions, combined with
a 25 percent savings rate per operation and CBO's projections of the growth
in HI outlays, produce an estimated savings to the medicare program of $8
million in fiscal year 1981. The savings rise to $122 million 1n fiscal year
1984, CBO expects these savings to be reduced slightly by Hi's share in the
costs produced by an assumed 40 percent refilling of the empty hospital beds
created by the shift of minor operations out of hospitals. The savings are
further offset by the costs of the additional demand for minor operations.
These are estimated under the assumption that the number of medicare-
financed operations that can be performed on an ambulatory basis will
increase by one percent in fiscal year 1981, increasing to 10 percent in
tiscal year 1984. The proposal also provides incentives for presurgical
diagnostic tests to be done on an outpatient basis seven days prior to
admussion for a surgical procedure. The bulk of the savings resulting from
this provision would be achieved by the similar provision 1n Section 656.

PRL /1OUS CBO ESTIMATE:

This estimate is essentially the same as that for section 234 of H.R. 934.
There are some slight differences in the assumptions underlying the
estimate of savings from ambulatory surgery. In addition, necessary
modifications have been made for a shift in the assumed enactment date.



it o2 £ 3

r B K il

F Sk

o i S & 57

- Eer .

[ FOpE BN

R L ol

wd ok

rre BT M4 -

b

4 v

Ll e PR T IS I

.-

R 7t T

230

Sec. 658: Criteria for determining Reasonable Charge for Physicians'
Services

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority 1 2 & 6 8
Outlays-Medicare -15 -20 -25 -25 -25

BASIS OF ESTIMATE:

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

PREVIOUS CBO ESTIMATE:

This is identical to the estimate shown for section 235 of H.R. 934, except
for a change in the enactment date.
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Sec. 658: Procedures for Determining Reasonabie Cost and Charge

COST ESTIMATE:

(by iiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority -3 -7 -5 -1 3
Outlays - Medicare -2l -59 -76 -96 -117
Outlays - Medicaid -4 -11 -15 -18 -23

BASIS OF ESTIMATE:

This section provides that payments to contractors, subcontractors,
employees, or consultants that are based upon percentage arrangements not
be reccgnized for purposes of reimbursement by medicare. Savings are
estimated separately for limitations on percentage reimbursement
arrangements for hospital-based physicians (HBPs) and for hmitations on
percentage-based contracts for business services. Savings in medicare
reimburseinents to HBPs were estunated by assurning that payments would
be reduced by the difference bi:tween what HBPs are paid on a percentage
basis and what they would be paid as salaried employees. It is estimated on
the basis of data from the American Medical Association, Health Care
Financing Administration (HCFA), and a recent study of HBPs done by the
Arthur Andersen Company for HCFA, which indicate that approximately
1,000 radiologists and 1,600 pathologists would be affected by this provision.
The Andersen study also provided data for 1975 on the difference in income
between percentage-basis and salaried physicians in hospitals.  This
difference was adjusted for the overhead expenses assumed to be generated
by the salaried physicians and inflated to account for the growth in total
hospital expenditures and physicians' incomes from 1975 to 1981. It was
further assumed that only half of the apparent savings wculd be realized
because of various adjustments likely to occur in the arrangements between
the affected physicians and their hospitals. Half-year savings are assumed
for fiscal year 1981 and full-year savings thereafter. Savings in medicare
reumbursement for business services are assumed not to occur until fiscal
year 1982 due to the complexity of the regulations that would have to be
written. About 2 percent of hospitals' total expenses are for business
services. CBO assumes that the average amount of overcharge resulting
from percentage arrangements is 2 percent. One half of this amount is
assumed to be saved in medicare reimbursements to hospitals during fiscal
year 1982, 75 percent in fiscal year 1983, and 100 percent in succeeding
fiscal years. Medicaid savings in all years are estimated to bear about the
same relationship to medicare savings as medicaid hospital expenditures do
to medicare hospital expenditures.

PREVIOUS CBO ESTIMATE:

This estimate is the same as that done for section 252 of H.R. 934, in the
area of HBP reimbursement. The estimate for business services was done
previously and, thus, represents additional savings.
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Sec. 660: Outpatient Services Charge Limit

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Budget Authority -2 0 | 2 5
Outlays-Medicare -20 -23 -27 -31 -36
Medicaid -3 -3 -4 -5 -5

BASIS OF ESTIMATE:

The estimate is bascd on the assumption that all charges for outpatient
visits that exceed by §0 percent charges for similar procedures performed in
a physician's office would be reduced to the average charge per physician
visit. About five percent of SMI outpatient charges are estimated to be
reduced by 25 percent as a result of this provision. The first-year savings to
SMI are about 1.3 percent of total SMI outpatient expenditures. Federal
medicaid savings are estimated to bear the same relationship to SMI savings
as total federal medicaid outpatient expenditures do to SMI outpatient
expenditures. Outyear savings are expected to increase at the saine rate as
total SMI and medicaid expend:tures.

PREVIOUS CBO ESTIMATE:

This estimate is similar in most respects to the estunate of section 249 of
H.R. 934. In that estimate, the reduction 1n excessive charges was assumed
to be 50 percent, whereas in this estimate that has been changed to 25
percent. Adjustments have also been made for changes in the assumed
enactment date.
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Sec. 661: Medicare Liatility in Accident Cases

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority i 2 7 16 28
Outlays-Medicare -14 -32 -75 -135 -156

BASIS OF ESTIMATE:

Medicare hospital discharge data show that 10 percent of all Hl discharges
are for diagnoses involving accidents of all types. Similar data from the
National Ambulatory Medical Care Survey show that about 5 percent of all
physician office visits by persons aged 65 or older are for accident-related
conditions. It is assumed, therefore, that 10 percent of HI outlays and 5
percent of SMI outlays are for injuries resulting from accidents. Data
from the Health Interview Survey show that about 50 percent of accidents
occurring in the 65 and oider population at home, about [0 percent are
related to automobile accidents, and 30 percent are due to all other causes.
Accidents occurring at home are unlikely to involve situations where
liability insurance claims can be made. Similarly, accidents occurring in the
workplace are likely to be covered by workers' compensation. It is assumed,
therefore, that recoveries from liability insurance policies would be possible
for all accidents except those occurring in the home or at work. The
proportion of total medicare outlays spent for medical services related to
each type of accident is assumed to be the same as the proportion each
represents of all accidents. For automobile accidents, it is assumed for both
HI and SMI that 95 percent of the accidents involving medicare beneficiaries
occur where insurance coverage is present and that 50 percent of these have
the potential for recovery of medical insurance payments. For all other
accidents, it is similarly assumed that 25 percent occur in circumstances in
which liability insurance is present and that 50 percent of these have the
potential for recoveries. For both types of accidents, it is further assumed
that the actual volume of recoveries will be 5 percent of the potential level
in fiscal year 1781, 10 percent in fiscal year 1982, and 20 percent in fiscal
year 1983, and thereafter.

PREVIOUS CBO ESTIMATE:

This estimate is similar to the earlier one of section 255 of H.R. 934,
although some assumptions have changed. It is now assumed that 50, rather
than 80 percent of automobile accidents involving medicare beneficiaries
Lave the potential for recovery of medical insurance payments. Similarly, it
is assumed for all other accidents that 25, rather than 60, percent occur
where liability insurance is present, and that 50, rather than 80, percent
have the potential for recoveries. For both types of accidents the volume of
recoveries in the affected fiscal years is assumed to be 5, 10, 20, 20, and 20
percent respectively rather than 15, 20, 25, 25, and 25 percent.



B BhcE, e gy

3
-

- ,%

e ‘ e ;-&5% 3’0&;-& [P

0 S

by

FRIFNE: 3 Rt g ¢ VERE o S

s v 2

T R it B e S B i e

234

Sec. 662: Access to and Purchase of Medicaid Services

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority -91 -227 -273 -314 -363
Outlays -91 -227 -273 -314 -363

BASIS OF ESTIMATE:

CBO has tried to assess the possible impact of this provision through
discussions with officials of state medicaid agencies. We have assumed that
states responsible for one-half of medicaid spending will restrict choice of
provider in 1981, with the proportion growing to two-thirds by 1985. First-
year savings are assumed to be reduced by one-half because of
implementation delays. We have further assumed that choice of provider
will be restricted only in metropolitan areas and that restriction will not be
effective in nursing homc because of capacity constraints.  Within
metropolitan area hospitals in states restricting choice, we assume a savings
of 8 percent of expenditures.

The estimate of savings under competitive bidding arrangements for clinical
laboratory services amd medical devices is based on studies done in New
York, New Jersey, and California. We assume a savings rate of 20 percent.
First-year savings are assuined to be halved due to delays in
implementation.

PREVIOUS CBO ESTIMATE:

The part of the section on payment for clinical laboratories was previously
estimated by CBO for section 258 of H.R. 934. Fiscal year 1981 savings
have been reduced to reflect delays in passage of the legislation.
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Sec. 663: Medicare Hospital Reimbursement;
Periodic Interim Payments (PIP

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985

Budget Authority 2 -
Outlays - Medicare -675 682

BASIS OF ESTIMATE:

This section mandates that the Secretary of HHS modify the Hospital
Insurance (HI) periodic interim payment (PIP) system during September 1981
in such a manner that hospitals on PiP experience a three-week interruption
in reimbursements. The effect would be similar to eliminating the PIP
system entirely, which would presumably result 1n a three-week interruption
in the flow of nearly one-half of all HI reimbursements. Conceivably, the
providers of PIP could build up their cash positions with respect to HI by
shortening the period under regular billing procedures between hospital
discharge and receipt of payment. On the basis of discussions with
knowledgable individuals within HCFA and the hospital industry, it appears
that this could occur only to a very limited extent. CBO therefore assumes
that only a two-day gain could occur in the billing cycle. The affected
providers' cash shortfall could be met by increased payments under the PIP
system prior to its discontinuance. This, of course, would substantially
reduce the savings. CBO, therefore, assumes that neither increased
payments under the PIP system nor any other special accelerated payments
will be made prior to the end of fiscal year 1981. The interruption of
payments to the affected hospitals is assumed to occur during September
1981. It is further assumed that the PIP system would be reestablished on
October 1, 1981, and that accelerated payments equal to the cash shortfall
experienced by the affected providers would be made during the first week
of October. The accelerated payments would appear as an additional cost to
the HI program in fiscal year 1982. There would be a small additional
interest cost to the program resulting from the short-term borrowing that
hospitals would have to undertake to meet the anticipated cash shortfall in
September 1981.

PREVIOUS CBO ESTIMATE:

This estimete updates an informal estimate provided to the Committee on
October 3, 1979, for a proposal to eliminate PIP in September 1980. The
estimate has been adjusted for the change in effective date and for the fact
that the change would occur at the end of the fiscal year. A f{further
adjustment has been made to take into account the higher level of HI
reimbursements at the end of tne fiscal year as compared to the average
level during the fiscal year.
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Sec. 664: Disallowance of State Claims for Federal Medicaid Funds

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Medicaid
Required Budget Authority 0 0 0 0 0
Estimated Outlays -147 -83 -16 -18 -20

BASIS OF ESTIMATE:

This provision is designed to expedite recovery of federal payments for

certain disallowed medicaid claims. Under current policy, if a state appeais

a disallowance, the amount disallowed by HHS i1s not recovered until res
appeal has been resolved. The proposal would allow HHS to recover amounts’

disallowed immediately upon notice of disallowance, without regard to any

pending appeal. The proposal would affect disaliowances after September 30,

1980.

On the basis of information provided by HCFA, it is esumated that about
$140 million in medicaid claims will be disallowed by HHS and appealed by
the affected states in fiscal year 1981. That figure includes $25 mullion of
such disallowances for which recovery is assumed to be delayed until fiscal
year 1981 from the last quarter of fiscal year 1980 as a consequence of
ac*.ve consideration of this proposal by the Congress. Current experience
an:. the large backiog of unresolved appeals suggest that, during the next
several years, the typical appeal will take 18 months, Under current law,
then, that $1:0 million would not begin to be recovered by HHS until the
third quarter of fiscal year 1982. Under the proposal, however, that amount
would be offset against federal medicaid outlays in fiscal year 1981. In
terms of the federal budget, therefore, the proposal would directly reduce
federal medicaid outlays in fiscal year 1981 and in the first half of fiscal
year 1982 and would yield interest savings thereafter. The proposal would
have no effect on required budget authority.

Estimate assumes effective date of October 1, 1980 medicaid oniy.
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Sec. 665: Reimbursement Under Medicaid for Skilled Nursing and
Intermediate Care Facilities

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority -2 -2 -2 -2 -2
Outlays - Medicaid -2 -2 -2 -2 -2

BASIS OF ESTIMATE

This proposal 1s 1dentical to section 227 of H.R. 934, which would substitute
new language for section 1902(aX13XE) of the Social Security Act relating
to reimbursement of nursing homes under medicaid on a reasonable cost-
related basis. The new wording would modify the Secretary's approval
authority over state medicaid plans in order to give states more flexibility
in setuing nursing home reimbursement rates. Based on conversations with
medicaid officials in several states, knowledgeable individuals within the
nursing home industry, and HCFA officials, CBO has concluded that the new
wording will result in some modest cost savings. Most states probably would
not significantly alter their rate-setting methodologies in response to
passage of thuis section. One state, Oklahoma, has informed CBO that 1t
would change its rate-setting methods in c:der to realize $3 million in
savings. Of this $3 mullion savings, the federal share would be $2 million.
At this ume, CBO cannot esumate more reliably the magnitude of the
savings because of the uncertainty concerning state actions and concerning
the outcome of court actions initiated by state nursing home associations in
response to changes in rate-setting methodologies made by state medicaid
agencies.

PREVIOUS CBO ESTIMATE:

In its original cost estimate of the budgetary impact of H.R. 93, CBO
estimated that this proposal would have a negligible cost impact. That
estimate was based on a draft of the bill dated August 23, 1979, that
differed substantively from the language contained in the final printed
version of H.R. 934 dated December 10, 1979. The new estumate corrects
this discrepancy.
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Sec. 666: Home Health Agency Reimbursement Limits

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority 3 10 17 27 37
Outlays-Medicare -73 -86 -99 -1t% -131

BASIS OF ESTIMATE:

The average medicaid skilled nursing per diem rate in calendar year 1978
was estimated by CBO using data from the National Center for Health
Statistics. This figure was supplied to analysts within the Bureau of
Program Policy of the Health Care Financing Administration for use in a
computer simulation of the impact of limiting home health aide and skilled
nursing visit reimbursement to no more than medicaid per diem SNF rate in
a state. The simulation also calculated the impact of changing application
of the percentiles to a descending array of visits rather than providers and
the impact of lowering the percentile to be applied from the 80th to the
75th. The resulting fiscal year 1981 savings estimate was extrapolated to
the outyears by applying CBO's latest estimates of the growth rate of
medicare home health care expenditures.

Sec. 667: Calculating Medicare Reasonable Charges

COST ESTIMATE:

(by fiscal years, in millions of dollars)

1981 1982 1983 1984 1985
Budget Authority 6 21 4l 62 84
Outlays -147 -226 -231 -250 -279

BASIS OF ESTIMATE:

The estimates for all years were provided by the Office of Financial and
Actuarial Analysis of DHHS. The esumate for fiscal year 1981 is composed
of $173 million in savings offset by $26 million in implementation costs.
The implementation costs are assumed to occur only in fiscal year 1981.
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Sec. 671: Delay Transfer of f:'y;_xc!sf_rpm the Treasury to Trust Funds

COST ESTIMATE:
(by fiscal years, in millions of dollars)

1981 1982 1583 1984

Budget Authority -600 +600 - -
BASIS OF ESTIMATE:

1985

The effect of specifying a $600 million delay in transfers to the trust fund
from the Treasury's general fund is to reduce budget authority by that
amount in fiscal year 1981, and increase it by 560G million in 1982. (There
could also be $.5 million in interest loss in 1981 and regained in 1982,
depending on the amount of time this transfer is delayed.) It is assumed
that the entire delay in the transfer from the Treasuty occurs from only one

trust fund, and that the fund will be either the OASI or DI fund.



