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UNNECESSARY SURGERY: DOUBLE JEOPARDY
FOR OLDER AMERICANS

THURSDAY, MARCH 14, 1985

U.S. SENATE,
SpeciaL. COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 9:30 a.m., in room SD-
562, Dirksen Senate Office Building, Hon. John Heinz (chairman)
presiding.

Present: Senators Heinz, Grassley, Denton, Glenn, Chiles, Bur-
dick, and Dodd. .

Also present: Stephen R. McConnell, staff director; Robin L. Kropf,
chief clerk; James F. Michie, chief investigator; David Schulke,
investigator; Isabelle Claxton, communications director; Jane Jeter,
minority professional staff member; Leslie Malone and Lucy Sa-
vidge, staff assistants; and Gene Cummings, printing assistant.

OPENING STATEMENT BY SENATOR JOHN HEINZ

Chairman Hrinz. The hearing will come to order.

Good morning, ladies and gentlemen. We are here today to focus
or a problem of critical importance for all older Americans: The
double-edged threat of unnecessary surgery.

Americans of all ages are being wheeled into operating rooms at
greater annual rates than any other place in the world. During the
past decade, the over-all surgery rate in the United States in-
creased four times faster than the growth in population. We spent
over $20 billion on Medicare paid-for surgery alone in 1984; and, of
course, billions upon billions of additional dollars were billed to pri-
vate patients and insurers.

Americans over the age of 65 are statistically prime candidates
for the surgical table. They are also the most vulnerable of our citi-
zens to the physical risks associated with an operation. Senior citi-
zens undergo 80 percent more surgeries each year than the rest of
the population—nearly twice as much. Among the elderly, each
decade of age brings a doubling in the death rate associated with
surgery. :

Added to this jeopardy to life is the jeopardy to large out-of-
pocket expenses associated with surgery; older persons on a modest

- fixed-income can least afford that.

Already, a Medicare beneficiary pays a minimum of $400 for
each hospitalization; this payment is expected to rise 56 percent, to
$624 in 1990, and, when coupled with the copayment on the physi-

h
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cian’s bill and the rising costs and limited coverage for post-opera-
tive community care, the financial risks of surgery are painfully
clear.

Yet, whether it is the result of inexperience or ignorance or
greed on the part of some doctors, millions of older Americans each
year face the double jeopardy of unnecessary surgery. Proof of this
national disgrace is all too evident.

While we are going to hear some additional proof from our wit-
nesses, let me just cite the following examples:

In 1982, a Special Committee on Aging Investigation, of which I
was privileged to chair, revealed that 30 to 50 percent of all cardiac
pacemaker implants were unnecessary. Closé to $1 billion was
spent by Medicare therefore needlessly. ’

A Federal study of coronary artery bypass: surgery found that
this very expensive and commonly performed elective procedure
has “no over-all benefit” compared to less risky treatments. Yet,
bypass surgery on older men increased by almost 1,000 percent in
the 1970's.

There is a huge disparity. in the number of operations performed
on a region-by-region basis under Medicare’s DRG’s—diagnostic re-
lated groups. This suggests that doctors engage in “surgical fads,”
recommending the “popular” surgery over what might be a less
risky, less costly alternative. _

Our first panel of witnesses today are here, and we have three
older Americans who escaped the scalpel for less traumatic cures,
simply by exercising good consumer judgment. Each of these three
sought a second opinion, once surgery was recommended.

The value of a second professional opinion to confirm the need
for elective or nonemergency surgery is not a new concept. Ten
years ago, a congressional investigation into the problem of unnec-
essary surgery, under Medicare and Medicaid, concluded that ap-
proximately 2 million procedures—that is 2 million procedures—
performed that year, at a cost of over $4 billion, were unnecessary.
The final recommendation of the investigation was a mandatory
second surgical opinion for elective surgery under both these Fed-
eral health programs. A report to be released today by the Special
Committee on Aging holds the promise of a dramatic saving for
Medicare through second opinion. Committee statistics show that
reducing unnecessary surgery in just nine procedures will save
Medicare up to $1 billion a year.

Use of the mandatory second opinion in the private sector has
grown dramatically over the past several years, with startling re-
sults. Rates for certain targeted surgical procedures fell as much as
60 percent. Net savings for the insurers range up to $8 saved for
every $1 spent in implementation.

Despite the early attention by Congress to the life- and cash-
saving benefits of a second opinion, and the growing volume of evi-
dence in its value in the private sector, the administration and the
Health and Human Services Department have spun its wheels on
this issue. A large part of our focus will be on getting these wheels
in gear.

We will hear from several expert witnesses on the benefits of a
second opinion requirement for a small number of high-volume,
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high-cost elective surgical procedures for both Medicare and Medic-
aid.

One other reason that we need to focus very hard on over-utiliza-
tion, which is broadly what we are talking about, is that we have
been confronted each year for the last 4 years, and are likely to be
confronted in many, many years to come, with many provisions to
save costs to reduce the expected deficits in the Medicare Program.
More often than not, these proposals are aimed at getting Medicare
beneficiaries to pay more, whether it is through higher premiums,
higher copays or higher deductibles.

The new DRG, diagnostic related group, methodology has noth-
ing to do with stamping out, limiting, or holding down the costs as-
sociated with over-utilization. They are aimed at saving money,
but, indeed, DRG’s, where hospitals are reimbursed on a case man-
agement per-case basis, may even encourage over-utilization as hos-
pitals try to make up on volume what they cannot any longer
make up on simply billing additional costs per procedure.

As a result, it is tremendously important that we focus public at-
tention and future public debate, whether it is in the administra-
tion, in the Congress, or in the media, on the fact that before any-
body starts talking about raising costs to Medicare beneficiaries,
we look at the Medicare system, at the costs incurred unnecessarily
in it, whether it is by over-utilization on pacemakers or whether it
is through unnecessary surgery, which might, in many cases, be
avoided on elective surgery through a mandatory second opinion.

Having said that, I just want to add that we do have an immi-
nent—4 to 6 years out—financial crisis in the Medicare Program. It
is of deep concern to us all, and we must leave no option unturned
in our battle to break what is now Medicare’s plunge into the red.
Eliminating the cost of unnecessary surgery with the mandatory
second opinion is an option whose time has truly come.

I would like at this time to welcome our panel of witnesses. It is
a most distinguished, unusual and colorful panel.

Mr. Larry Penberthy is a businessman from Seattle, WA. He will
share with us his story of repeated near-misses with unnecessary
cardiac bypass surgery.

Mrs. Mary Armstrong is a retired schoolteacher from Evergreen,
IL. T understand she is going to tell us about how a second opinion
saved her from bilateral bypass operations in both legs.

Our third witness, who has had experience with a second surgi-
cal opinion, is Mr. Wallace Law of Pinehurst, NC, a retired Illinois
Bell Telephone System Engineer who is going to tell us about how
he avoided back surgery, which might have left him paralyzed.

We have two medical researchers also on our panel, Dr. Thomas
Graboys, from Lown Cardiovascular Laboratory at Harvard Uni-
versity School of Public Health in Boston; and Dr. Eugene McCar-
thy, who is director of the Health Benefits Research Center at New
York Hospital, Cornell University, and has been administrating
and studying second opinion programs for the past 14 years.

Mrs. Armstrong and gentlemen, we appreciate each of you
taking the time to be here today. I believe all of you have submit-
ted prepared statements, and they will all, in their entirety, be
made a part of the hearing record.
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In order to save time, the Senate does go back in at noon, we
have two more panels after you, let me ask you to be as brief as
possible. Where I need to get additional information, I will question
you; but, before we begin I just think it is important to point out to
you, Mrs. Armstrong, Mr. Penberthy, and Mr. Law, are our wit-
nesses who did seek second opinions. In a sense, you are exception-
al, in that even in organized and promoted voluntary second opin-
ion programs, there is only 2 percent or less participation. You are,
therefore, really quite exceptional; and, as a result, the vast majori-
ty of individuals like yourselves do not, as a rule, obtain a second
opinion.

Mr. Penberthy, may we begin with you? Welcome to the commit-
tee.

STATEMENT OF H. LARRY PENBERTHY, SEATTLE, WA

Mr. PensertHY. Thank you, Senator Heinz: and thank you for
inviting me. ‘

I have a special situation here, where 1 got not just one second
opinion, I had five of them, and then actually the only one that
counted was the sixth one, which was from one of my mountain-
climbing friends.

I will give you the punch-line of what I am going to say in the
very first sentence: The cardiologist who practically ordered me to
gave a heart bypass in 1977 has just purchased a million-dollar

ouse.

Chairman HeiNz. Maybe we should Jjust adjourn the hearing and
call it a day. [Laughter.]

Mr. PENBERTHY. That may say it all, Senator.

Now, I have been active all my life in mountain climbing. I come
from Seattle where we have many mountains, mountain climbing
has been my hobby. I noticed that I had been slowing up in moun-
tain climbing, but I never have been very fast, and so this is not
something that came on quickly. I volunteered for a community
study on treadmill performance in men over 50, and I ran 12 min-
utes, which was not bad, but there was a change in the electrocar-
diogram which led to a recommendation to see a cardiologist. That
led to a heart-catherization study almost automatically, and with
the same degree of automation it led to the cardiologist practically
ordering me to have a heart bypass within 10 days. He would not
even wait 2 to 3 months. He said it was very urgent and all that.

But, one of my climbing friends, Allan Pribble, who is a cardiolo-
gist working for the VA—he could not serve me directly as a cardi-
ologist—but, he said, hey, wait a minute, take it easy, I know how
you climb and I know it is a little slower than other people, but
you are doing a tremendous performance—I had Jjust climbed
Mount Rainier, 14,000 feet—and so I did not exactly feel ill or
ailing; got along just fine.

I slowed up a bit. I talked with Pribble’s friend, Dr. Tom Pres-
ton, who has published frequently on this subject, to say: Hey, wait
a minute, too many bypasses going on.

So I was supplied by them, and by my own searching with a good
deal of information, articles written by others who had advised cau-
tion; and that led me, then, to defy the original doctor. But, re-
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member now, there is a real problem in defying the doctor. The
doctor has three levels of influence on you: First of all, he is work-
- ing in an occult art, and the——

Senator Heinz. Magic.

Mr. PeNBERTHY [continuing]. The witch doctor of old had a great
deal of influence over his patients, because the patient did not
know what the witch doctor was doing. Now, it did not make any
difference to the witch doctor himself, he did not know what he
was doing, but that is sort of a carryover. The doctor is an author-
ity figure, and he does things that the average person does not un-
derstand. He has a vocabulary that is not familiar at all.

Now, here is another aspect that came up in my case: The doctor
used the influence of drugs on me. He may not have done it so con-
sciously as I am saying it. But he put me immediately on 80 milli-
grams of propranol (Inderal). Well, for a person who has not been
taking that drug, that is about a one-third knockout. I had no
energy, I was lethargic, I just could not push, and this was not
right at all. [ stayed on that prescription for 2 days. When 1 real-
ized that in that condition I might go for the bypass in order to get
rid of the drug problem. I stopped taking the propranol and
snapped back to my normal energy.

Third, the doctor can put into a person the fear of death. It was
an area I did not understand. I did not have the information. And
so, therefore, I was seeking some help that would give me the ra-
tional view. I am a physicist-engineer, and I am accustomed to
studying things. And in this case I did not have the information,
and that is why I kept on going and was looking. Well, it finally
turned out that I became my own cardiologist. That was the basis
on which I am making my decisions now.

I want to just reinforce one phrase that you used. You said “sur-
gical fad”. That is right. A second opinion is not enough, because
the second opinion may be a man who is of the same fad, or he
may even be a working partner. I had that happen. And working
partners often have the same philosophy and have the same things
to gain by the same recommendations.

Now, one thing that they did miss in my case that should be in:
they were not astute enough to realize that I had had a long histo-
ry of active, sustained exercise. Mountain climbing is slow. You are
not like a sprint runner, but you sustain for hours at a time. And
that has the physiologic effect of developing collateral arteries.
And in my case it was clearly visible on the cini-films that I had
two very well-developed collateral arteries, and 1 had been using
those for years—a couple of decades probably—which permitted me
to operate at, say, around 60 percent of performance and which I
can continue to do so, because they were perfectly clear. They
bring blood around the blocked arteries and feed into the capillar-
ies from below.

Five of the six doctors missed this important factor in my favor
in opposition to a heart bypass operation. Thank you.

Chairman Heinz. Mr. Penberthy, I will have a few questions for
you later, so do not go mountain climbing just yet. [Laughter.]

Mrs. Armstrong, welcome.
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STATEMENT OF MARY MARGARET ARMSTRONG, EVERGREEN
PARK, IL

Mrs. ArRMsTrONG. Thank you for having me here, Senator Heinz,
and getting me out of Chicago where it was snowing. Illinois has no
mountains, so my husband and I have been square dancing for
many, many years.

And, in recent years, I found that I was having more pains in
both legs, starting at the ankles and going on up behind the knees.
I attributed it to arthritis. So, eventually, I went to an arthritis
specialist. He examined me and said no, 1 had a circulation prob-
lem. He sent me to a circulatory specialist who, just like the other
gentleman's experience, was ready to put me in for bypass surgery
in 2 weeks. He wanted me to come for a treadmill test, and maybe
at least stay for the bypass surgery in both legs, between the knee
and the thigh. So I decided on a second opinion; went to another
specialist in circulation problems. He said bypass surgery in that
area is not too successful—that if it were in the stomach area it
might be better—but he did not recommend it there. And he said
my problems were not severe enough to warrant such a radical ap-
proach now. And he recommended that I walk. A schoolteacher is a
pretty sedentary person—and he recommended that I try to lose
some weight. So I have attempted to do both, and maybe do more
of it as summer comes on.

Another thing that deterred me from the surgery was the fact
that I do not take well to anesthetics. I had had major surgery in
1976 and I stayed out all day long and did not come to from the
surgery until late that night, to the extent that the doctor kept
coming back all day wondering why I was still in dreamland. So I
did not welcome having to go through any more surgery. He sug-
gested at that time that if I ever did need surgery, that the anes-
thetist look up the 1976 records and find out what he might have
to do with me currently. So that was my experience with the
second opinion.

Chairman HEinNz. Thank you very much.

Mr. Law.

STATEMENT OF WALLACE V. LAW, PINEHURST, NC

Mr. Law. My problem started with golf. At this late age, I decid-
ed to buy some new clubs to see if I could beat my wife and I went
at it a little too hard, I am afraid. Last September I ended up with
some severe pains in the back and the right leg, sciatic nerve.

My internist referred me to an orthopedic man, principally with
the 1dea that I might undergo enzyme injection into the spinal area
to eliminate my problem. The orthopedic surgeon felt that that was
not safe and suggested that I have a laminectomy.

Well, I had had one in 1966 and had a rather difficult time with
it. And this doctor said that I had only a 50-50 chance of success
with this surgery, but what scared me more was the fact that there
was a 50-50 chance that I might end up paralyzed.

About that time the Illinois Bell Co. had just published a treatise
on where we could get some counseling relative to second opinions
for elective surgery. After discussing the problem with Healthwise
Counseling Service, which is administered by Parkside Medical
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Services Corp., an affiliate of Lutheran General Hospital, in Park
Ridge, [IL—use of the service is available to employees and retirees
of Illinois Bell on a completely voluntary basis, and is fully paid for
by Illinois Bell—I then went to see another orthopedic surgeon,
who felt that I should not have surgery and felt there was a chance
to come out of this without surgery.

He ordered cortisone injections in the spine. That brought me
some relief. Then he brought in his compatriot, a neurosurgeen,
who confirmed the opinion that there was another way out of it be-
sides surgery for me. I had another cortisone injection in a month,
from which I received substantial relief. One month later, I was
given some oral cortisone. I am able to move around now without
wanting to blow my head off; but I am going to a chiropractor right
now who has brought me some additional minor relief in just the
last 2 weeks.

So, I am still not all the way cured; I do not know if 1 will ever
play golf again, and the doctors do not know.

Chairman Heinz. But you are feeling pretty well?

Mr. Law. I am feeling better, when I cannot sit down, I have to
lie down. .

Chairman Heinz. But your handicap is still too high.

Mr. Law. I am afraid it is, yes.

Chairman HEeinz. Very well. Mr. Law, thank you.

We will have some questions for all of you.

Let me now turn to our two medical researchers of the panel, Dr.
Graboys and Dr. McCarthy.

Dr. Graboys, you may proceed.

STATEMENT OF DR. THOMAS B. GRABOYS, DIRECTOR, CLINICAL
SERVICES, HARVARD UNIVERSITY MEDICAL SCHOOL, BOSTON,
MA

Dr. Grarovs. Good morning. I feel privileged to appear before
this committee.

QOur interest in the area of second opinions began about 10 years
ago. At that time, we were seeing a good number of individuals
who were coming to us for a second opinion as to the need for
heart catheterization, as well as for cardiac surgery.

We began to collect data between 1975 and 1981 on a group of
patients that we followed for 5 years. That period of time paral-
leled the increasing number of people who were undergoing coro-
nary surgery. It also paralleled the increased awareness by the
public of the whole issue of coronary artery disease, the narrowing
of the blood vessels that go into the heart, and the reality that
sudden cardiac death was and continues to be the number one
cause of death in this country.

Coronary surgery appeared as an attractive, almost seductive,
beacon on the horizon. It made absolute sense. Many people viewed
it as plumbing, and that is part of the issue. If there is a narrowing
of a vessel and you take another vessel from somewhere else in the
body and you bypass it, it appears that the problem is solved but,
clearly, this is a far more complex issue.

The reality is that none of us can say with absolute certainty
what causes angina or how coronary surgery prevents or amelio-
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rates this particular symptom. More germane, however, is the issue
of survival and the number of people who are subjected to this op-
eration, because of the fear of sudden death and the hope that it
will prevent heart attack and prolong life.

The third element contributing to the increased number of coro-
nary surgery was the enormous number of cardiologists and cardio-
vascular surgeons produced in this country over the past 10 years.

In 1981, we published, in the New England Journal of Medicine,
a study that was carried out on 142 patients who had come to us
for a second opinion as to the need for heart catheterization or car-
diac surgery. Those folks were deemed exceedingly high risk, thus
warranting this heart catheterization or presumed surgery.

We found, in fact, that patients who had stable symptoms, irre-
gardless of these test findings, did very well in a 5-year followup. In
fact, we had less than 1 percent coronary mortality.

Now, the study, once it was published, provoked much disquiet.

Senator CHiLEs. These people had surgery?

Dr. GraBoys. No.

Senator CuiLgs. They did not.

Dr. Grasoys. No. These are people who came to us for an opinion
as to, should they have a heart catheterization. Some of them came
to us because they had had a heart catheterization and it was sug-
gested that they have surgery. We basically said, “Look, we do not
think you have such a terrible problem; let us follow you along”,
and we did. In fact, they did very well.

Following the paper that was published in 1981, we began to see
a large number of individuals who came to us for the specific issue
of the need for heart surgery. All of these people had had a heart
catheterization. Most of them had dates for cardiac surgery. And so
the specific issue was a second opinion as to the need for cardiac
surgery.

The demographics of the patients were that most were men, 90
out of the 100; the average age was about 60, with a range of 40 to
79. And I think I might qualify that by saying all of these individ-
uals were quite motivated. Second opinions are appropriate for this
kind of population, but not for individuals who are hospitalized for
having significant symptoms and are deemed medically unstable.
The population I will describe is a medically stable population.

Most of the individuals who came, the justification for the sur-
gery was based on angina pectoris or heart pain—40 percent. Then
25 percent, in the brown at the bottom of the chart, had had pain
and a previous heart attack. Then there was about 11 percent who
had had an exercise test which was deemed significantly positive
and, in addition, had pain. But 10 percent came to us with exercise
test findings alone, and this is not an unusual scenario.

Chairman HEeiNz. Let me just ask you, Doctor, of the pain alone,
that was a chest pain of some kind?

Dr. GraBoys. No; again, all of these patients had heart catheteri-
zation, which means that they had suitable anatomy. They had
narrowing of more than two vessels. So, if you want to say justifica-
tion, the justification in fact was based on the fact that they had
g_eart catheterization, which showed me they had coronary artery

isease.
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The question is: How did they get to heart catheterization in the
first place? So the indication for the heart catheterization, to define
the problem, we examined persisting symptoms. Most of them had
angina, 65 percent; 40 percent angina alone, which is chest pain,
and an additional 55 percent had had a previous heart attack, plus
were experiencing chest discomfort.

Senator DeEnTON. Excuse me, Dr. Graboys. I understood his ques-
tion, but I really did not understand your answer. First-opinion
physician, coronary artery bypass surgery; the justifications for
those include a 40 percent figure for those whose recommendations
for catheterization were based upon pain that these people had in
their chest, or not? And that is all, pain.

Dr. GraBoys. Yes; chest pain alone.

Senator DENTON. That is absolutely incredible to me. I just had,
not the bypass surgery, but the angiogram, and the catheterization
takes place in that, as you know. There was no ripoff of me in that,
in that my brother is a doctor, a heart doctor. I am a rear admiral
retired from the Navy and I am a Senator; so they were going to be
pretty careful about how they dealt with me, because I went to Be-
thesda Naval Hospital. And it was very, very carefully looked into.

In fact, the doctor in Florida, from whom I got the original sug-
gestion that maybe I should get it, told me that about half the doc-
tors would say you should not have to have this, anyway. Mine was
based on pain, it was based on a treadmill test, with the variation
in the way my heartbeat went or something; I do this every year as
an ex-POW. Then on a thallium and another test which were in-
conclusive.

Yet, after all that deliberation, they still were not sure and they
let me make the choice, because I play tennis and golf intensely,
and I work intensely; they said, So, maybe you want to find out
tgat you have to alter your lifestyle, get a little medicine or some-
thing.

So, after all this deliberation, and leaving it up to me, they let
me take the angiogram, which has a slight risk itself. It is inde-
scribably amazing to me that 40 percent of the people who got first-
opinion bypass surgery were based on just the pain that they felt
in the chest, because I had that, too.

Dr. GraBoYs. Senator, to be absolutely fair, the people who we
saw were experiencing chest discomfort. They had gone to their in-
ternist, let us say, and they had been put on medication, and then
perhaps they were continuing to experience chest discomfort, and
on that basis they were sent to a cardiologist who said, “OK, you
are having symptoms, you are on medication, the symptoms are
chest discomfort, which I believe is coming from your heart; we
should do a catheterization.” Then they did the catheterization,
found that they had narrowing of several vessels and said, “You
need an operation.”

Senator DENTON. So, really, what you are saying is that 40 per-
cent from pain alone got—or some percentage—got catheterization;
and of those who indicated heart disease, of those tests, they got
surgery.

Dr. GraBoys. Oh, yes. But all of these people had narrowing of
blood vessels. They all had heart catheterization. And this simply
indicates how they, in fact, got into the system, how they ended up



10

having a heart catheterization, on the basis of which it was sug-
gested they have coronary surgery.

Chairman Hrinz. Dr. Graboys, just to clarify the point for every-
one, the question was not, therefore, whether these people had any
caronary artery disease; they all had it?

Dr. GraBovs. Yes, sir.

Chairman HeiNz. The question, therefore, was: given the nature
of that disease, whether coronary bypass surgery would do them
any good——

Dr. Grapovys. That is right.

Chairman HEINZ [continuing]. Would increase or decrease their
health risks, would result in benefits greater than the cost to
them—and I am not talking financial cost, I am talking all other
kinds of cost. And that, what you are saying, as I understand your
chart, is that simply to have a catheterization that proves that you
have some coronary artery disease and have the symptom of pain
is not necessarily a very good reason to have coronary bypass sur-
gery.

Dr. GraBoys. Exactly.

Chairman HEeiNz. This is probably a dangerous analogy, but it is
like someone saying: You have a headache and you have a sore
throat, therefore you ought to take a strong antibiotic; without
knowing whether or not you really need that strong antibiotic,
which may ultimately be a bad thing for you to have. Is that a
good or a bad analogy?

Dr. Grasoys. It is a fair analogy.

Chairman HEInz. Fair analogy. [Laughter.]

Now, we all know that doctors in this country overprescribe anti-
biotics to a dangerous degree.

Dr. Grasoys. We do not do the catheterization to see what is
there, unless there is a significant question.

Chairman Heinz. Maybe to illustrate the point, let us take Mr.
Penberthy’s case, which is very interesting. Nobody out there can
probably see this, but Mr. Penberthy is an engineer; and he drew a
picture in this letter that he wrote to his doctor of the coronary
arteries in his heart. As I understand, what he drew—he demon-
strated that there was a blockage in a larger artery which coincid-
ed with the point at which a smaller artery was connected with the
big artery. The doctor was prescribing the Grundzig treatment
which, I gather, is something like a Roto-Rooter. [Laughter.]

He pointed out, as somebody who understands the laws of phys-
ics, that if they made the particular procedure the way they had
intended to do so, that it would probably block off the subsidiary
artery, causing him a heart attack.

Mr. Penberthy, is that essentially an accurate description of
what you pointed out to your doctor?

Mr. PENBERTHY. Yes, it is.

Chairman Heinz. Would you tell us what your doctor said after
you pointed this out to him?

Mr. PenserTHY. That cardiologist was the third one I went to.
He is the one who said I would be an excellent candidate for angio-
plasty. He had just heard a lecture on it. So I wrote this and
showed him that maybe he did not have it quite straight. He had
never bothered to look at the cinifilms.
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Now, this I fault him for, he should have locked at all available
evidence. He said I was an ideal candidate. I wrote back this letter
of explanation of why I thought it was wrong, and he went back to
the guru, the source, and the guru agreed with me that, yes, it was
inadvisable.

Chairman HEeINz. So the doctor you wrote said that he was
wrong and you were right? After checking with——

Mr. PENBERTHY. Yes, he backed off: in the letter he——

Chairman HEgiNz. I guess the moral to this discussion is just be-
cause you have got coronary artery disease and just because you
have got pain, as Senator Denton suggests, it is really not a very
good reason to rush onto the operating table.

Senator DENTON. If you wil!p;ield, Mr. Chairman, I think I now
understand. To show the difference between what you are report-
ing and what I was told, the doctor who did not know me, the ones
in Florida and my Navy doctor in Pensacola, know me and they
knew I probably did not have heart disease, but they decided to go
ahead and give me the choice of taking this anyway. The doctor
here in Bethesda, not knowing me at all, Just said, ‘““You know, you
are 61 years old, you are an American male, I will bet that there is
a 60 percent chance that you have some kind of heart disease,”
which was different from what they told me down there, because
they knew that I was fairly active, I could beat all my boys playing
tennis, and all that sort of thing.

Chairman Heinz. I will vouch for Senator Denton’s ability on the
tennis courts, too.

Senator DENTON. But, anyway, the fellow up here said, “There is
a 60 percent chance you have heart disease, Jjust on those statistics
alone; but,” he said, “even if you do have heart disease, I will pre-
dict there is not 1 percent chance that you are going to have to
have bypass surgery or any other surgical procedure.” He said,
“You will probably have to have, perhaps, some medicine or a
change in your diet, and that is all.”

Now, that was his pessimistic appraisal which contrasts amazing-
ly with what you have been saying was the analysis which led to
that. Now do I have it kind of straight?

Dr. GraBoys. Yes.

Senator DENTON. OK.

Chairman HEeiNz. Dr. Graboys, are you going to explain the
second chart?

Dr. GraBovs. Yes; the table on the left discloses the results of
100 patients who then came up for a second opinion. Of those 100
patients who came to us, we recommended bypass on 15; and 85 we
felt could continue on medical therapy.

Now, of the 85 who we suggested that they have continued medi-
cal therapy, 9 crossed over. In other words, they decided that they
wanted to have bypass. They came for a second opinion, they heard
our opinion, and they went ahead and had the operation.

We followed then 75 for—the average now is about a year and a
half, 18 months; the range is 6 to 38 months. And, basically, as you
can see—it does not show it there—but, of the 75 who we continued
on medical therapy, we have had one death. The bottom line is
that this was a group of stable patients who, despite having signifi-
cant narrowing of two and three vessels, were really medically
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stable. We made changes in their medical program. We spent a
good bit of time with them, trying to assess their motivation for
continued medical therapy, trying to kind of demystify the whole
issue.

And that, I think, warrants just a word, because if someone says
to you, “Listen, my friend, you have got 95 percent narrowing of a
vessel, it provokes much disquiet on the patients part.” That gets
back to this image that we have of it being simply plumbing.

Psychologically, how does one carry on knowing that you have
narrowing of three vessels going into your heart of that degree, ex-
pecting any minute they might close off. But the fact is that data
from the CASS study and from our own work has demonstrated
that this is not an issue; the issue is the integrity of the heart
muscle, and these people all had good heart muscles.

However, in our decision to recommend medical therapy versus
surgery, much of it was dependant upon the psychologic status of
the patient and the patient’s spouse. If we felt that the home envi-
ronment was a lot of tension and if the wife was extremely anxious
that every breath might be her husband’s last, and that we did not
think we could decompress this family then we would recommend
surgery.

Chairman Heinz. Dr. Graboys, let me interrupt you. Senator
Chiles, who was the chairman of this committee before I was fortu-
nate enough to become chairman, is here and I know he has an-
other appointment. Let me yield to you, because 1 know you were
up late last night with a sick patient called the Federal budget.

Senator CHiLEs. We are still working on him now. I am delighted
to be here to decompress this issue. You have made me feel a little
better and my pain is not as great as it was when I came in.
[Laughter.]

Chairman Heinz. I noticed that the operation last night was a
success, but we are still not sure about the patient.

Senator Cuires. That is right. Well, I am delighted to see you
holding these hearings. I think it is an area of great interest and
one in which we fully need to explore, and I wish I could stay a
little longer to hear more of this testimony. I look forward to read-
ing the record on it. Thank you.

Chairman Heinz. Senator Chiles, thank you very much for being
here.

Dr. Graboys, do you want to explain what happened to the 15
who chose surgery?

Dr. GraBoys. Well, actually it was 24 who ultimately had sur-
gery; 15 plus 9 who crossed over; and there were 2 deaths in that
group, one in an automobile accident. But the mortality in either
group was very low. That is the key issue.

Chairman Heinz. That is the message there.

Dr. GraBoys. That is the message. And when you look at the
cost, the implications of the cost for just these patients, | estimated,
based on a conservative figure of $20,000 per bypass operation, of
the 75 patients that we continue to manage medically, the direct
cost was a savings of §1.5 million.

Now, if we include the cost of our medical treatment and if we
include the fact that a certain number of those patients had a
second hospitalization, the savings still is about $1.4 million, and
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you can extrapolate this significantly, I think, when you look at
the large numbers of people involved.

Chairman Heinz. Some people have estimated that 30, to 40, to
50 thousand bypass operations that are performed each year are to-
tally unnecessary. Anybody who can multiply that out comes up
with a very large number.

Thank you, Dr. Graboys.

[The charts referred to follow:)
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Dr. McCarthy.

STATEMENT OF DR. EUGENE G. McCARTHY, DIRECTOR, HEALTH
BENEFITS RESEARCH CENTER, N.Y. HOSPITAL/CORNELL UNI-
VERSITY, NEW YORK, NY

Dr. McCartuy. Thank you, Senator.

I am going to focus a little bit on the broad picture and am not
going to be specific to any one particular diagnosis. I wish to thank
the chairman and the committee for inviting me.

In 1970, 1, as principal investigator at Cornell, NY, Medical
Center, developed what was then the first operational Second Opin-
ion Program in the United States. Now, that program was in and
around the Greater New York area, including New Jersey and
Connecticut. The motivation of those programs was to benefit the
consumer patient by improving the quality of his or her decision in
undergoing a major elective surgery.

As I indicated in other congressional committees in the past, the
Second Opinion Program addresses the reality of unnecessary sur-
gery that exists in the country at the present time. Access to an-
other opinion from a board-certified specialist of the patient’s
choice arms the individual with a more informed decision regard-
ing the advisability of elective surgery.

Second Opinion Programs endeavor to make the patient aware of
the choice available to him in the treatment of his particular condi-
tion; for example, an alternative to surgery, in essence; medical
treatment or, in some cases, no treatment at all. The second opin-
ion can also serve to reassure the patient, when the consulting phy-
sician agrees, that the proposed surgery is the clinical course of
action.

Improvement in the quality of health care is obviously the pri-
mary goal of this program in an environment of excessive care that
?xists now and, unfortunately, will persist in the foreseeable
uture.

There is also a financial rationale for Second Opinion Programs
that is especially important in this time of health care cost con-
sciousness. One of the goals of the Second Opinion Program is to
prospectively evaluate the need for a procedure and to decrease in-
appropriate surgery, thus reducing the cost of health care. The
number of operations performed in short-stay hospitals has in-
creased at a rate many times faster than the population growth
rate. The rates of surgery per thousand population increased 93
peglcerit in the last 10 years, from 1971 to 1982. We can see this in
table 1. :

[Table referred to follows:]
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TABLE 1—NUMBER, RATE PER 100,000 POPULATION AND PERCENT CHANGE IN RATE OF
OPERATIONS PERFORMED FOR INPATIENTS DISCHARGED FROM SHORT.STAY HOSPITALS N fHE
UNITED STATES, BY YEAR

Kumbes Rate per Percent
{thousands} 106,600 change i rale

Year:
1970, 15,774 78053 s
1 20,040 9,585.0 +223
L T 20,087 9,538.7 —-04
8 20,754 9.703.8 +17
1980.. 24,494 10,982.0 +132
1982 ..ot 34,632 15,0700 +37.2
. Percent change:
1971-1982............ +118.8 +931 s

Source. —National Center for Health Statistics, Haspital Discharge Survey.

Small area variations in the type and rate of surgeries, in some
cases counties side by side having 600 percent more operations in
one county as compared to the other, has been clearly documented
by Wennberg and others.

The Cornell-New York research program provided the impetus
for proliferation of Second Opinion Programs across the country.
And I am delighted to say at the present time, we estimate that
approximately 15 to 20 million individuals have a mandatory
Second Opinion Program in their health benefit package.

Our results have been disseminated in both the scientific litera-
ture—New England Journal of Medicine, Medical Care, Annals of
Surgery, et cetera—and also in the proceedings of business, union
and local government groups, such as the AMA, Business Coali-
tions, International Foundation of Employee Health Benefits, and
cost containment seminars, etc,

The repeated results of our studies of over 50,000 second opinions
in New York, Detroit, and the national-based second opinion pro-
grams which we just announced last month, in the last 14 years
gives you the following results:

One, 14 to 18 percent of the individuals who were enrolled in a
mandatory Second Opinion Program were not confirmed for the sug-
gested surgery. Qutcome studies, in other words we follow those in-
dividuals for as long as 5 years, indicated that two-thirds to almost
80 percent of the nonconfirmed group, that is the group that was
not confirmed for surgery, never had the surgery.

All of the many companies and joint funds—and these are scores
and scores of them now, in fact well up into the hundreds—who
initiated a Second Opinion Program and experienced the sentinel
effect, that is a 10- to 18-percent drop in their surgical claims,
when compared to the level of surgical claims prior to program ini-
tiation.

Now, this sentinel effect is not a new phenomenon. It has been
shown repeatedly in medical and sociological studies—that knowl-
edge of the existence or a surveillance system influences the behav-
ior of those being observed or monitored.

A surveillance system to monitor the hysterectomies in the Cana-
dian Province of Saskatchewan, for example, found that the
number of hysterectomies performed dropped by more than half—
after a medical committee started monitoring the reasons for
which the operations were performed. This was reported by F.
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Iggkze, et al., in the New England Journal of Medicine of June 9,
1972,

In January 1985, we announced the results of our National
Second Opinion Program’s having access to our network of 24,000
second opinion surgeons. Although five out of every six cases were
confirmed for surgery, in 17 percent of those confirmed second
opinions, the surgery suggested could be shifted from the hospital
to an ambulatory facility, resulting in a substantial cost savings.

From 1975 to 1982, the Health Benefits Research Center at Cor-
nell-New York Hospital analyzed the voluntary Second Opinion
Program administered by the Blue Cross-Blue Shield of Michigan
on behalf of Chrysler, Ford, General Motors, and the United Auto
Workers. Their nonconfirmed rate was 30 percent and the cost-ben-
efit ratio was 3 to 1. Since 1978 we have declared that the very low
utilization in all the programs that we have undertaken and stud-
ied in other groups show only 1 to 8 percent of the eligible surgical
patients in a voluntary program utilizes the program. And we have
deemed the voluntary Second Opinion Program from the point of
view of utilization review and cost-effectiveness to be ineffective.
The Medicare demonstrations in Detroit and Medicare have con-
firmed the data on this particular point.

Now, mandatory programs, which require a consultation prior to
elective surgery, have consistently demonstrated in the private
sector of the United States an impressive cost-benefit ratio of $2.63;
that is, for every dollar .of cost incurred, there was a $2.63 benefit
gain. Two-thirds of that cost-benefit was realized from the medical
care savings and one-third from productivity gains.

Now, our recently announced study, which was January 1985,
demonstrates that the cost-benefit ratio for the nine most common
surgical procedures were quite dramatic: hysterectomies 11 to 1;
prostates 8; bunionectomy 7; knee surgery 6; breast, et cetera 5.

I may add that although our statistical data was not available at
that time on the coronary bypass, we found that the cost-benefit
ratio was 25 to 1, which will be a supplementary study that will be
published later this spring.

The shift of care from the high-cost center of a hospital to an am-
bulatory facility will offer to the Medicare population the deserved
option of avoiding a hospital stay. This is an effective noncontro-
versial form of utilization review, with the focus of the decision in
the hands of the Medicare patient. As the technological capacity to
perform more elective surgical procedures in an ambulatory setting
has progressed, the requirement for a Second Opinion Program af-
fords the Medicare Program an in-place form of utilization review.

In conclusion, if the patient is made aware of the possible alter-
natives to surgery or is reassured that surgery is in his or her best
interest, it is plausible that many procedures need not necessarily
be performed and will not be performed. Mandatory second opinion
consultation is designed to achieve just that objective.

The Second Opinion Program represents the first concerted cost-
containment effort targeted directly at the individual consumer of
medical care: the patient. The patient is naturally the final deci-
sionmaker concerning his or her health care. Armed with this new
benefit—a mandatory Second Opinion Program—the patient can si-
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multaneously improve the quality of their care and significantly
reduce the cost of surgical health care.

Chairman HeiNz. Dr. McCarthy, thank you.

Let me just ask you two questions. You have heard three stories
today about people who have had near misses with surgery. They
seem to be healthy, active. Indeed, they may even be befter off for
not having had all of that.

Are their case histories at all unusual?

Dr. McCarTHY. No; they are typical of the thousands and thou-
sands that we have studied.

Chairman HeiNz. Now, in your opinion, as somebody who has
studied this area, this field of the medical researcher, with great
care for some 14 years, as I understand it, do you believe that a
mandatory second opinion would be beneficial to both Medicare
and Medicaid?

Dr. McCartHY. Absolutely.

Chairman Heinz. No doubt in your mind at all?

Dr. McCartHY. No doubt whatsoever. The evidence proves that.

Chairman HEeiNz. Dr. Graboys, do you believe that a mandatory
Second Opinion Program would be beneficial to the Medicare and
Medicaid Programs?

Dr. Grasovs. Yes, sir.

Chairman HEeinz. The people who would be most affected by that
would be the three people on the panel.

Let me simply ask Mr. Penberthy, Mrs. Armstrong, Mr. Law: As-
suming, of course, that the choice is left up to you, that you could
ignore the second opinion if you wanted to, but if there was a man-
datory second opinion required, do you think that that would be a
good provision to put into the law, so that everybody avoided
having to deal with the occult, as Mr. Penberthy said, worried
about the authority of the doctor and just could say I have got to
get a second opinion, I am going to do it, the law requires it. Would
lt)hag be a good thing or a bad thing for us to do ? Mr. Law. Good or

ad’

Mr. Law. Well, I am not really sure. It depends on where you are
located and what kind of medical facility is there.

Chairman Heinz. So you are saying it might be inconvenient for
some people?

Mr. Law. Well, possibly.

Chairman HEeinz. What you are saying is it might be all right if
there was a waiver of some kind for people who could not easily get
a second opinion. Is that more or less your point of view?

Mr. Law. Yes, I think that might do it.

Chairman HEiNz. Mrs. Armstrong?

Mrs. ARMSTRONG. I would approve of it.

Chairman HEeiNz. You think that the mandatory second opinion,
as I have described it, would be a good idea.

Mr. Penberthy.

Mr. PenBERTHY. Yes; I certainly would. But then, with the caveat
that you have to be wary, that the second opinion is truly a second
opinion. You do not want to get a second opinion from the partner
of the man who gave you the first one. [Laughter.]

Chairman Heinz. Care in all things.
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Let me, at this point, turn to Senator Denton. Do you have any
questions?

Senator Denton. Well, if I may, I would like to make a general
remark, because this is my first opportunity to attend such a meet-
ing.

Chairman Hreinz. May 1 just say, in that regard, Senator Denton
is a brand new member of the Senate Committee on Aging. He was
appointed only last week. This is the first meeting of the commit-
tee. His attendance record is even better than mine, it is 100 per-
cent. [Laughter.]

Welcome to the committee.

STATEMENT BY SENATOR JEREMIAH DENTON

Senator DENTON. Thank you very much, Mr. Chairman.

I previously served as the subcommittee chairman of the Aging,
Family and Human Services Subcommittee, and then having had
to drop that because of the new rule about three—or the enforce-
ment of an old rule about having three A committees; I now have
Armed Services and Judiciary, and this was the best I could do to
get back into the care and concerns about our elderly.

We have the RSVP programs, the Older Americans Act, Foster
Grandparents Programs, Meals on Wheels, all the various things
that the Labor and Human Resources Committee handles; and it is
a real pleasure to me, Mr. Chairman, and I want to compliment
you for getting into an area which appears to be a scandal, really.

I am just learning from my mother, who is 81, these past 3
months that this problem is part of a larger problem. It seems to
me that older people are being victimized in major ways. My
mother is having problems with house insurance. She had this very
expensive house insurance she paid for 45 years, now something
has gone wrong with her roof and they informed her that because
she has reached a certain age, sorry about that, they are not going
to carry the insurance any more, and retroactively, 6 months ago
or something like that, it was automatically terminated. And there
is nothing that she can find in there to tell her that, you know.

She has the most expensive health program in the country, and
yet they are not going to pay her $450 worth of medical bills that
she incurred, and she is about to have a nervous breakdown about
both of those things. ,

And here we are—correct me if I am wrong—in this field, it
seems that at the minimum we have established that with respect
to recommendations resulting in coronary artery bypass surgery
we have at least loose criteria, resulting in too many such oper-
ations, No. 1.

No. 2, we have a drastic disproportion in that throughout the
United States, from place to place, there is an apparent concentra-
tion according to this information, the summary of findings. Has
that been revealed yet, Senator?

Chairman HEeinz. That is just a staff summary for members only.

Senator DEnTON. OK. Among other things, hysterectomy is per-
formed 80 percent more often in the South than in the Northeast-
ern United States—300 percent more often in one local area in
Vermont than in any other area in that State.
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In Massachusetts, the likelihood of hernia repair surgery varies
by as much as 380 percent from one region of the State to another,
while pacemaker surgery varied by as much as 1,250 percent
among regions of the United States.

Well, to me that indicates that there is indication that within
certain areas of the United States there is a peculiar propensity for
ovga—lprescribing operations, maybe to a rip-off degree, to state it
mildly. , ,

The Second Opinion Program mentioned by Dr. McCarthy seems .
to be a very valid way of getting at the program. I imagine the
chairman was talking about something legislative. Could the hospi-
tal people, you know, the doctors, hate to be told what to do by the
Federal Government—I have learned, as we went through the
Baby Doe bit. Could you all have within the AMA a compulsory
Second Opinion Program, such as the one you instituted yourself,
Dr. McCarthy, without legislation?

Dr. McCartHy. I think that the historical precedent indicates
that probably the answer to that is no. What I think is important
is that private industry—the motor companies, many of the big cor-
porations, defense industry, many of the union joint trust funds,
which were the real movers of this way back in the early seven-
ties—have found value in this program, and it is growing dramati-
cally in the private sector. So I think it is really a question of
bringing in the fruits and harvesting of their findings to your table,
for your digestion in terms of its value to the aged.

Senator DENTON. Mr. Chairman, I would ask you then, if you
decide that, as a result of the testimony, we should have legislative-
ly required mandatory second opinion, how would you bring that
into being, since we are not mandated to introduce legislation?

Chairman HEINz. Senator Denton, as a Member of the Senate, if
I decided that this is a good thing to do by virtue of this informa-
tion or any other information I have, I suppose what I would do is
write legislation, circulate it, in particular, to members of the
Aging Committee, who I think have a great interest in this, pend-
ing the outcome of our testimony, and give other Members of the
Senate a chance to join in cosponsoring that. Such legislation
would undoubtedly be referred to the Senate Committee on Fi-
nance, on which I am privileged to serve, I serve on the Health
Subcommittee of the Committee on Finance, and it might or might
not be necessary to have further hearings there. If you looked at
the tax bill we presented you with last year, and if you did look at
all of it, you were indeed an unusual Senator, because it ran to sev-
eral hundred, even a thousand pages; we do not always have hear-
ings in the Finance Committee on everything that we report. This
may be a shock to many. But if we do a good enough job in this
committee, establishing the legislative record, that we would hope-
fully save the Finance Committee additional hearings.

We have the luzury of being able to specialize in health care
areas, that the Finance Committee under pressure could produce a
lot of budget savings, to consider tax reform. It is not always possi-
ble for them to direct all the time and effort that goes into prepar-
ing for a hearing like this.

Senator DENTON. Well, I volunteer, Mr. Chairman, to help you in
any way I can, and with my staff, because I believe you have your
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finger on an area which definitely requires corrective action, and 1.
wish you well in your pursuit of it.

I, like Senator Glenn, we have two Armed Services Subcommit-
tee hearings going on, which I am supposed to be at, I will not be
able to stay longer. But, again, congratulations on this, and I want
to thank the witnesses for their very enlightening testimony to me,
and I will be reading the record of the rest of your hearings, Mr.
Chairman.

Chairman HEeinz. Very well. Senator Denton, just let me say that
I appreciate your questions, and I assure all members of the com-
mittee that I intend to work very closely, not only with you, given
your great interest and experience, but all the members of the
committee who have an interest in this area, so that we work to-
gether, not individually or separately. Thank you.

Senator Dodd.

STATEMENT BY SENATOR CHRISTOPHER J. DODD

Senator Dopp. Thank you very much, Mr. Chairman.

Let me congratulate you as well. I think these are excellent
hearings. I apologize for being a few minutes late.

It is a pleasure to be back as a member of this special committee.
We have had some good hearings in the past, and I am looking for-
ward to more of them in the future. You know, like anything else,
the presumption, I guess, is that Members of the Senate or the
body here do not always have the same kinds of problems that wit-
nesses do.

Just coincidentally, I have a sister who was born legally blind.
She is a little bit older than I am. She just went through one
cornea transplant about 6 months ago and the graft did not take.
We went through the terrible decision last weekend, my family, my
brothers and sisters; she had to go back in for another cornea
transplant, but she had had serious infection; and the question was
whether to deal with the infection in one operation and then wait
for a cornea to become available and go through a second oper-
ation. It went all weekend back and forth, trying to get different
opinions on whether or not she ought to go through surgery once
or twice, whether you wait or not. It is a terribly agonizing deci-
sionmaking process to go through. Finally, she was able to get a
cornea and went through the operation on Sunday night. Appar-
ently things are moving well, although with some caution, because
you need some time in an operation like that. She has terrific phy-
sicians dealing with her. So I am particularly interested in this dis-
cussion of the whole question of second opinions.

One of the things I would like to just pursue with you a little bit,
and ask the physicians as well as the—I guess the physicians more
than the patients: Part of the problem was that I have heard over
and over again, is the resentment of physicians when a patient sug-
gests they would like a second opinion. That somehow the physi-
cian offering the opinion is not competent, that you do not trust
him, t};at you do not have any confidence in them. How widespread
is that?

You hear of it often, and that can be awfully discouraging. You
are in such a fragile position mentally, frightened over the possibil-
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ity of surgery, and you place a great deal of trust, I think patients
do, in physcians; and when that physician begins to make you feel
uneasy, because you suggested that you would like to have someone
else give you an-opinion, it can be awfully debilitating, What else
might be done?

We are talking here about mandatory second opinions. Is there
something else that might be done in order to encourage the medi-
cal community to accept the notion of second opinions; or am I ex-
aggerating the problem?

Dr. GraBovs. Well, I do not think you are exaggerating the prob-
lem, Senator. I think it is a real issue, because, particularly in
heart disease, the fundamental trust that is established between
the physician and the patient when you are dealing with affairs of
the heart are a little different than if you are talking about an
elective hernia repair, for example.

For example, of the patients who came to see us, virtually 90 per-
cent of them were self-referred. These were not patients who were
referred by other physicians. In fact, there was a good deal of
unease on the part of the primary physician, primary cardiologist,
and a certain amount of resentment about our conclusion that a
given individual did not need bypass surgery, for example.

I think part of the issue, as it relates to bypass surgery, is educa-
tion. With the increasing acceptance that medical therapy is effec-
tive and with newer means to treat patients medically, I think it is
going to be extremely helpful in decompressing the primary-care
physician and the general internist from his or her own angst in
dealing with a cardiac patient, and that will, in turn, reduce some
o§' the referrals to the cardiac catheterization specialist, for exam-
ple.

Senator Dopp. Did you do any followup surveys, to determine
whether or not the primary physician and the patient had a recur-
ring relationship after the decision to take a second opinion? What
happens between that patient-physician relationship?

Dr. McCarTHy. Basically, nothing. I am going to take a little dif-
ferent tilt, because we have observed this now for several years. I
really cannot answer your question. I think the problem, basically:
In our programs and in the programs around the country with
mandatory Second Opinion Programs, we have at least half of the
individuals ask on their own initiative, these are the patients, not
to inform their physicians.

They ask the second opinion group, who is arranging the ap-
pointment and giving them a choice of other doctors to see in that
particular specialty, “Do not let my personal physician know that I
am going to a second opinion.” In monitoring second opinions since
1971, we have consistently observed this behavior.

I think it reflects the fact that the individual feels very con-
sciously that he or she wants to maintain a good relationship with
their personal physician. At the same time, they would like and
enjoy the possibility of getting a broader prospectus on this.

Interestingly enough, though, when I act as somewhat of a mid-
wife here, because many times we have to obtain studies and diag-
nostic workups from the first doctor. When the patient goes in to
see the second opinion surgeon, regardless of what particular sur-
gery is suggested, if he suggests to the patient that “I would like to
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see the gallbladder studies, I would like to contact your first physi-
cian,” the patient at that time, for some reason, has no inhibition
whatsoever to give permission to do this.

And, finally, we have monitored tens of thousands of second
opinions, I have never had a personal physician take objections to
being contacted by another doctor, who the patient initially has
sought out for himself or herself, namely, to participate just as ac-
tively and as cooperatively as he would if the second opinion had
been suggested by a colleague or another physician.

So I think the perception of the public is that the physician
would react quite negatively and rupture that umbilical relation-
ship. Now, whether that is true or not, there is no evidence to indi-
cate it.

Senator Dopp. Well, did you ask those questions of the patients?

Dr. McCartuy. We have asked the questions, and the patients
consistently come back with, regardless of what part of the country
we are talking about, that they would prefer initially not to have
their doctor know.

Senator Dopp. Well, what do you conclude from that?

Dr. McCarTHyY. I think that they are nervous that the physician
would take some form of reprisal if they knew that they were
about to have a second opinion. But I just wanted to emphasize
that our evidence indicates that has never taken place.

Senator Dobp. Yes; the reprisal has not?

Dr. McCArTHY. No; that is right.

Senator Dopbp. But do you have any information, does your data
suggest at all that the primary physician has indicated in some
way that if the patient were to seek second opinions, that they
were somehow lacking the kind of confidence in them that they
ought to have?

Dr. McCarTHY. No, we do not have any data on that basis; but, I
think the Second Opinion Program, Senator, rests on the fact that
it gives the patient the option, without—in other words, there is a
new door that they can go through in order to get a second opinion,
they do not have to run the risk of jeopardizing their relationship
with their personal physician.

Senator Dobb. I see my time—are we following the clock?

Chairman Heinz. We have two more panels of witnesses.

Senator Dobp. May I ask just one other question? I was not here
when you mentioned this, Dr. Graboys, but I understand you said
that, in a particular case, you did not recommend medical treat-
ment as opposed to coronary bypass surgery for a patient where
there was a great deal of tension at home, where the patient’s
spouse thought that every breath that a person drew would be
their last.

Did you recommend surgery in those particular cases, where
there was that tension?

Dr. Grasoys. If we felt that, despite all of our reassurance, that
the patient was going to do fine, and we would meet with both the
patient and the patient’s spouse; or, in some cases, the whole
family. In that individual, if our Gestalt was that we could not de-
compress the situation, if we felt the family was going to be living
with a sword of Damocles hanging over them, then we would say,
“Listen, we would recommend surgery because your symptoms are
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such,” and, in addition, particularly when it relates to heart dis-
e?se, you just cannot isolate the heart, because you are sitting here
alone.

There is just a whole welter of psychologic factors that come to
bear on how a given individual does, and it also impacts on the re-
lationship of the physician with that patient, because ofttimes, if
the patient would go back to the original physician, we have had
instances where the physician has said, “Listen, I do not feel I can
take care of you because I feel that you should have an operation,
and I do not feel comfortable continuing to manage you medically;
I think you should find another physician.”

Senator Dopp. I presume in dealing with that problem, you have
certainly tried to come up with a variety of ways of reducing the
amount of tension and fear the patient would have, or the spouse
might have, of that sword of Damocles, as you described it. Is there
not a tremendous bias, given all the notice of the Schroeder cases
and so forth, that not only is there suggestion of a bias maybe in
the medical community for surgery, but a growing, a tremendous
bias within the patient community for surgery?

And what might we do? There are things other than legislation
to contribute to easing of some of that tension, more promotion of
cases, possibly, where the medical treatment rather than the sur-
gery was tremendously successful.

All the programming, all the new shows we see are ones that in-
volve surgery, and I suspect that that tremendous groundswell of
support for that option has an awful lot to do with the tension that
you are getting out of some patients.

Now, this is just a personal layman’s opinion, but would you
agree or disagree?

Dr. Grasoys. It is a major educational effort that is necessary.
Unfortunately, the media picks up on what is sexy and what is se-
ductive. That is the technology of medicine. It is not particularly
newsworthy or of news interest, when we sit down and talk to a
patient for an hour about going back on an exercise program or
stopping smoking or altering their lifestyle. It is old hat. But all
the gadgets and gizmos and LED displays that we have in modern
i:ardiology are very seductive, and I think that is part of the prob-
em.

Senator Dobp. I think I agree with you on that, too.

Thank you, Mr. Chairman.

Chairman HEeinz. Senator Glenn.

STATEMENT BY SENATOR JOHN GLENN

Senator GLENN. Thank you. I apologize I was not able to be here
at the start, Mr. Chairman and our witnesses. We have had other
committees meeting this morning and, unfortunately, 1 had to be
there; so I am sorry I could not be here earlier. I am pleased that
the Senate Special Committee on Aging is holding this hearing to
examine the merits of mandatory Second Surgical Opinion Pro-
grams [SSOP’s]. Since 1977, Americans have heard a great deal
about the positive results of seeking a second opinion before under-
going certain types of elective surgery. This has been particularly
true for specific procedures such as tonsillectomy, cataract remov-
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al, dilation and curettage, gallbladder removal, hysterectomy, knee

surgery and prostatectomy, to name a few. We are learning that

Second Surgical Opinion Programs are successful in avoiding the

risks surgery entails and in finding alternative methods of quality
treatment, as well as in reducing medical costs.

In our continuing struggle to contain rising health care expendi-
tures, we often hear that the usual laws of supply and demand do
not work in the medical care market. It is customary that when a
person’s doctor recommends a procedure, the patient will follow
the doctor’s advice. Today, we have representatives from private
businesses telling us that SSOP’s for selected types of surgery bring
old fashioned competition into the health care marketplace. When
patients receive more information, the traditional laws of supply
and demand can begin working.

Second surgical opinion programs help patients become more in-
telligent consumers of medical care services because they learn
more about alternative methods of treatment. This appears par-
ticularly true—given the experience of the private sector—when a
second surgical opinion is mandated by an individual's insurance
plan. In this situation, a person seeks outside advice, without ques-
tioning his or her doctor’s opinion, because such information is
mandated for health insurance benefits. '

We are now living in a time when there is a wide variety of
treatment options for certain kinds of elective surgery. Individuals
need to exercise caution in choosing the care most appropriate for
them. This is particularly true for Medicare beneficiaries as surgi-
cal procedures pose increased risks for older people. This latter con-
cern is of special interest to me as the ranking Democratic member
of the Aging Committee. Therefore, I look forward to reviewing
today’s testimony with an eye toward how it might be applied to
the Medicare Program.

I want to express my appreciation that we have a witness from
Ohio here this morning. William J. Sheehan, vice president for per-
sonnel of the Dana Corp. in Toledo, OH, is testifying before the
committee. Mr. Shechan also serves as president of the Toledo
Business Coalition on Health Care, a group whose membership in-
cludes 20 major companies based in Toledo. The Dana Corp. re-
quires second surgical opinions in its health plans for employees
and retirees. Nine member companies of the Toledo Business Coali-
tion on Health Care have added SSOP’s to their health plans in the
past 2 years. I look forward to the benefit of Mr. Sheehan’s
testimony.

At this time, I will also ask that an article by Richard J. Hanley,
vice president of health care policy and programs at Owens-Illinois,
Inc., be inserted into the permanent hearing record following the
testimony of the witnesses. Owens-Illinois is a member of the
Toledo Business Coalition on Health Care. In 1983 alone, the com-
pany estimates that it saved $300,000 through its second surgical
opinion program for selected surgery. Mr. Hanley’s article, written
with Jacquelyn T. Ayers, describes the success of this program. It
was published in the March 1985 edition of Business and Health
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and is titled “Second Opinion: A Tool to Save Money, Improve
Care.”’!

As Mr. Hanley points out, one important feature of the Owens-
Illinois program is that it preserves each patient’s freedom of
choice. However, when people learn that they can avoid the operat-
ing table, they listen. I believe that the true value of Second Surgi-
cal Opinion Programs lies in informed freedom of choice. Increased
patient involvement and education promotes understanding, choice,
and hopefully, the selection of the most appropriate form of care.
But just a couple of questions here, before we get on to the next
panel.

In seeking a second opinion, you talked about going back and
getting the data, the workup from the first doctor. Are those
always valid, or is some of the difference in that you, as a second
opinion giver, would actually want to do your own workup and
would get a different result from that? In other words, is an honest
opinion based on data that changes or would be different? Are all
the workups valid, I guess is what I am asking.

Dr. McCARrTHY. Senator, it is a mixed bag; but you are quite cor-
rect, that many times the second opinion offers a repeat of a study,
a gallbladder study that is more definitive and gives a much clear-
er direction of the prudent course of action to take.

Senator GLENN. Yes; do you use any peer review in cases like
this? In other words, do you have doctors that are particularly fla-
grant violators—where they are cutting doctors, they want to get
into the surgery and go. And they are more prone to recommend
surgery than others might be who would say there are some alter-
native things we ought to look at here, and let us check this again.
Do you find in peer review of doctors some who are particularly
flagrant in their violations of recommending surgery where it prob-
ably should not be recommended?

Dr. McCarTHY. Well, up to now we have not done any particular
studies. We are embarking on a study now to lock at what we call
the profile of particular groups of surgeons.

One of the problems, Senator, has been to get the numbers, to
get thousands upon thousands of examples of cataracts and hyster-
e}c!tomies, so you really have some statistical validity in terms of
this.

But the program really hinges on the fact that the patient enjoys
the opportunity of getting a second opinion, a broader prospectus. 1
think one of the really outstanding features of this is that we offer
a free third opinion, and you would think there would be a good
use of that particular benefit, a tiebreaker, so to speak, a yes-no
type combination; but, in monitoring over 128,000 second opinions,
we have yet to have 500 third opinions.

So there seems to be a degree of satisfaction at the second opin-
ion, that the options are there.

Senator GLENN. What I was trying to do, I guess, was cut out
some of the problem, short of the patient, his or herself. If there
are certain doctors who are recommending things that should not

1See appendix p. 298.
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be done, we ought to try to weed them out so less second opinion is
necessary, I guess is what I am saying.

Does anyone else wish to comment on this?

Thank you, Mr. Chairman.

Chairman HEINz. Senator Glenn, thank you.

I have six questions for you, Dr. Graboys, that I would like to
submit for answers in writing, if you would be so kind, in the inter-
est of time.’ I am sure you are extremely able and competent to
answer them.

If there are no other comments or questions, I would just like to
thank this panel.

Mr. Penberthy. .

Mr. PenBERTHY. There is a good deal of interest here in second
opinions. I happen to be an expert in the field of nuclear waste dis-
posal. And I am doing my best to give my second opinion to the
Department of Energy on how this should be done. The objective is
to save §1 billion a year for 20 years. And the problem is to get the
patient, the Department of Energy, to even listen to this second
opinion. I have an appointment with your staffer, Dwight Holtz,
this afternoon at 1 o’clock, and I hope that you will take some in-
terest in my second opinion that will save $1 billion a year for 20
years. [Laughter.]

Chairman Heinz. It sounds like it is mandatory that we take in-
terest in that second opinion, too. [Laughter.] ’

. All right. Thank you all very much. We appreciate your being
ere.

Would the witnesses on the second panel please take your seats?

We are pleased to welcome you.

By way of introduction of our next panel, Mr. Norman Har-
berger is the vice president of administration for the Rohm & Haas
Co., headquartered in Philadelphia, PA, and is chairman of the
Pennsylvania Chamber of Commerce Health Care Subcommittee;
Mr. William J. Sheehan is vice president of the Dana Corp. and
president of the Toledo, OH, Business Coalition on Health Care—
Senator Glenn asks that I repeat that it is the Toledo, OH, Busi-
ness Coalition on Health Care; Mrs. Vita Ostrander is the presi-
dent of the American Association of Retired Persons; and Richard
Kusserow is no stranger to this committee, inasmuch as he is the
inspector general for the Department of Health and Human Serv-
ices.

Mrs. Ostrander and gentlemen, you have each submitted pre-
pared statements for the record. In the interest of saving as much
time as possible, I would ask you to summarize your statements,
keep them brief, and your entire statements, of course, will be a
part of the record. We do want to have time for questions.

We have one other panel of witnesses. We ran a little long, I
apologize, on the first panel.

Let me ask, Mr. Harberger, would you please proceed; and wel-
come.

tSee appendix p. 301.
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STATEMENT OF NORMAN P. HARBERGER, VICE PRESIDENT OF
ADMINISTRATION, ROHM & HAAS CO., PHILADELPHIA, PA

Mr. HarBerGER. Good morning, Senator. Thank you for giving
me the opportunity to speak with you this morning. The perspec-
tive that I bring is out of the private sector, both in my position as
vice president for administration of a medium-sized company and
also as the chairman of the health care committee for the Pennsyl-
vania Chamber of Commerce.

The conclusions that I have drawn out of those perspectives
could be summrized like this:

There is, without question, a great deal of unnecessary surgery.

Surgery does pose special risks for older people.

Second opinions, by averting unnecessary surgery, can save
money and save lives.

Patients are reluctant to ask for second opinions on their own,
even when they harbor some doubts about their initial doctor’s
opinion.

Mandatory second opinions get around that problem; they deal
with that reality. They are becoming a much more common fea-
ture, both in employee benefit plans of private employers and in
State laws.

So, I strongly endorse the idea of incorporating a selected second
opinion requirement in Medicare and Medicaid.

Now, let me elaborate a little bit.

If second opinions were uniformly required, prior to all surgery
across the board, regardless of the procedure, you would get a non-
concurring opinion about 10 percent of the time. But that is a mis-
leading number, because there are quite a number of surgical pro-
cedures where there is relatively little disagreement, and there are
a number of other procedures where the disagreement occurs 20
percent, 50 percent, or even more of the time.

Owens-Illinois has had a mandatory Second Surgical Opinion
Program in their employee benefit plan for a while now. They re-
quire second opinions on 13 selected surgical procedures, and they
have found that they get nonconforming opinions in about 40 per-
cent of all the breast and back surgery cases, 50 percent of the var-
icose vein cases and about 10 to 20 percent of hysterectomy, tonsil-
lectomy, prostate, knee, and gallbladder cases.

Owens-Illinois does not happen to include—I do not know why—
coronary bypass and cataract surgery among the procedures on
which they require second opinions, because those procedures also
have been found in other studies to be subject to high percentage of
disagreement, as I think has been given evidence in the first panel.

The basic point is that when it comes to certain kinds of proce-
dures, the degree of disagreément among doctors is significant. Ob-
viously, some of the procedures I mentioned are especially likely to
involve older people—cataract surgery and prostate surgery. And
even in those procedures where older people are not more frequent-
ly involved, older people are at greater risk. This is true for sur-
gery of any kind, particularly if it involves general anesthesia.

So, I think it is particularly important to try to avoid unneces-
sary surgery for people who are at unusually high risk.
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Now, we have had in my company a voluntary second surgical
opinion feature in our employee benefit plan for a number of years.
We will pay for the second opinion if the employee seeks it. It is
very rarely used. People are hesitant to appear to be questioning
the competence of their physician. They are more hesitant to ask
for second opinions than the doctors are hesitant about authorizing
a second opinion. Doctors are much more forthcoming about bless-
ing a second opinion than people think they are.

The folks you heard on the first panel who were so bold as to
seek a second opinion are rare. That is where mandatory second
opinion comes in. It really gives us a crutch to go ahead and get a
second opinion without feeling we are insulting our doctor.

We recently negotiated our first mandatory second surgical opin-
ion in one of our union labor agreements. And we were told by the
union leadership that employees are far more comfortable request-
ing a second opinion, because their insurance requires it than be-
cause they are personally doubtful about the first opinion. And
that is what you are dealing with in terms of the psychology of the
situation.

The Health Care Committee of the Chamber of Commerce of
Pennsylvania is working on a comprehensive program to try to de-
velop more cost-effective health care delivery for the people of the
State. We are working with the Hospital Association, the Medical
Association, Blue Cross-Blue Shield, the commercial insurers, and
we are coordinating our work with labor leadership. All of those
interest groups are of a mind, when it comes to taking steps that
will reduce unnecessary utilization and reduce unnecessarily risky
treatment, and that includes the Medical Society.

We will be recommending legislative action at the State level to
require second surgical opinions in a select group of procedures.
Ten States now have such laws, so this is by no means unusual.
And I think there is broad public support for this kind of action.

Recommendations for getting increased cost effectiveness in
health care really take one of two paths—they either call for an
increasing overlay of regulatory measures or they call for an in-
creasingly, well-informed, competitive health care marketplace.
And I strongly favor that latter course.

If we want a health care system that is of high quality and cost-
effectiveness, we really have to create conditions where people who
need care and folks who pay for the care have the information they
need to be smart consumers. Now, that includes information about
what care it is that they really need and about any alternative
means of treatment and about the quality and price of the services
that are available from the potential providers. We have a long
way to go before we arrive at those conditions. A lot of customs are
going to have to change. But the provision of a mandatory second
opinion for selected surgical procedures is a step in the right direc-
tion. It will result in better information about the need for care
and about alternative means of care.

I strongly urge you to incorporate mandatory second opinions for
selected surgical procedures in Medicare and Medicaid.

Thanks again for letting me speak to you.

Chairman Heinz. Mr. Harberger, thank you very much.
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Your company, Rohm & Haas, has been one of the real leaders in
so many things having to do with the health care industry; we com-
mend you for the work you are doing, both as a company and as a
concerned individual. We thank you very much.

I would like to yield to Senator Glenn, to introduce our next wit-
ness.

Senator GLENN. Thank you, Mr. Chairman.

I want to express my appreciation for our witness here from
Ohio this morning, Mr. William J. Sheehan, who is vice president
for personnel of the Dana Corp. in Toledo. Mr. Sheehan also serves
as president of the Toledo Business Coalition on Health Care, a
group whose membership includes 20 major companies that are
based in Toledo and the Toledo area.

Dana requires second surgical opinions in its health plans for
employees and retirees, and nine member companies of the Toledo
Business Coalition on Health Care have added SSOP’s to their
health plans in the past 2 years.

So, Mr. Sheehan, we welcome you this morning, glad to have you
here, and look forward to your testimony.

STATEMENT OF WILLIAM J. SHEEHAN, TOLEDO, OH, VICE PRESI-
DENT, DANA CGRP., AND PRESIDENT, TCLEDO BUSINESS COA-
LITION ON HEALTH CARE

Mr. SHEEHAN. Mr. Chairman, Senator Glenn, thank you for the
-opportunity to testify before this committee.

Once again I want to repeat for all that Dana is a Toledo, OH,
based corporation, and we have approximately 27,000 employees in_
the United States, and 37,000 around the world.

I would like to give you just a little bit of the background about
the coalition. We were formed in late 1981, and dedicated to con-
taining health care costs for employers and employees without sac-
rificing the quality or essential health care needs.

When the State of Ohio terminated health planning in 1982, the
coalition was instrumental in establishing and supporting a local
voluntary planning body, Northwest Ohio Health Planning. Now,
that body has provided input on community needs for expansion
and use of medical facilities and has played a major role in avert-
ing significant capital expenditures at two hospitals in our commu-
nity.

Now, with the reinstatement of health planning in Ohio, it has
been designated as the Health Planning Agency in the 11 counties
of northwest Ohio.

Early on, as a coalition, we began a dialog with the local acade-
my of medicine; for although hospital costs have been the major
factor in overall soaring health care, doctors have been the ones
who make the decisions affecting medical services. But we were not
pointing the finger of blame at any one sector, we are all to blame:
The Government for its reimbursement in tax policies; business
and labor for benefit plans which encouraged employees to regard
health insurance as a freebie; and the medical community for its
utilization policies.

Now, in response to our concern—and this also is in response to
something that you, Senator Dodd, inquired about earlier, as to
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whether or not anything was being done about physicians—there
was a special business-medicine committee established, in coopera-
tion with the Blue Cross of Northwest Ohio, they began working on
physician practice patterns. As a result of this, hospital days per
thousand have dropped in our area from 837 in 1982 to 660 by the
end of 1984.
While undertaking an awareness and education program for hos-
gital trustees, at the same time our coalition member companies

egan working to inform and involve the people in their own com-
panies, the benefit plans were revised and, in the process, employee
awareness has been heightened by the sharing of costs. But there
has been no single best way to accomplish this. Each company has
tailored the approach to its own specific needs.

As coinsurance and deductibles and incentives for the use of out-
patient services were constructed, requirements for second surgical
opinions surfaced as a tool for employee involvement, and for cost
containment. Since people frequently—and as we have discussed
that here in this panel this morning—since people frequently were
reluctant to question their doctors, a mandatory second opinion on
certain elective procedures was often required.

In Dana, we have included this in some 61 locations. Now, we are
a very decentralized corporation and each of our divisions will de-
velop their own benefit plans, their own compensation programs
related to their own area; but, in 61 of them, second surgical opin-
ion has been installed with few adverse comments.

Some of the plans apply to retirees and some do not; some to re-
tirees after a certain date, and some only to those under 65. Six of
our member companies have included it in union contracts, and
one, only in the local union contract; another does not have it in a
contract, but they do have union approval.

While we find it too early to provide any comprehensive data,
one of our coalition member companies who was mentioned here
this morning, Owens-Illinois, has reported in an article in Business
and Health magazine a first-year cost savings of $300,000.

But more than just cost containment, we do believe that second
opinion has provided an opportunity to improve the quality of care.
Because even if the opinion is confirmed, often the setting can be
changed from a hospital to an outpatient setting. And then the in-
fection complications suffered by hospital patients can be avoided.
Such complications, called Nosocomial infections, have been termed
in the American Journal of Epidemiology of just last month, seri-
ous public health problems.

A sample-based estimate shows there are substantially more
such infections each year than hospital admissions for cancer or for
accidents, and four times more than admissions for acute myocardi-
al infarction. I guess that means heart attacks.

Apparently, hospitals can be hazardous to your health.

To conclude, in our opinion, second surgical opinions will soon be
an ordinary part of employee benefit plans. We think they will
work to hold down costs and to improve the quality of care.

Once again, thank you for this opportunity.

Chairman HEeinz. Thank you very much, Mr. Sheehan.

Our next witness is Vita Ostrander, who is not unfamiliar with
the committee, nor us with Vita, for the excellent work she has
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been doing in so many areas, as president of the American Associa-
tion of Retired Persons.

Vita, thank you for being here. We are delighted to have you. We
are fortunate to have you.

Please proceed.

STATEMENT OF VITA OSTRANDER, WASHINGTON, DC,
PRESIDENT, AMERICAN ASSOCIATION OF RETIRED PERSONS

Mrs. OstRANDER. Well, you always rope me in when I am in
town.

I want to thank you, Senator Heinz, for inviting us to present
our views on the Second Opinion Program.

Like you, my association has been studying Second Opinion Pro-
grams and firmly believes that the development of such a program
for Medicare offers significant benefits to both beneficiaries and
the hospital insurance trust fund, as well as improved administra-
tion of the Medicare Program.

The association’s commitment to Second Opinion Programs is re-
flected in its own employee’s health insurance plan, which incorpo-
rates a second surgical opinion requirement. As you can see,
AARP, like other private-sector employers, believes second surgical
opinion programs work.

Over the past decade or so, we have learned a great deal about
how health care providers practice in this country. We know, for
example, that the United States has the highest rate of surgery in
the world and the highest ratio of surgeons to population in the
world. Thus, it should not be surprising that the rate of elective
surgery in the United States is increasing three to four times faster
than the growth in the population.

We know, too, that a great deal of the surgery being performed is
inappropriate and unnecessary. Although there have been many
whose research elucidates this problem, the work of Dr. John
Wennberg on small-area variations in physician practices clearly
shows that unnecessary surgery occurs on a regular basis.

Moreover, his analysis of the DRG categories shows that there is
a huge amount of practice variation within each DRG. If those
variations are not appropriately reduced, policymakers will miss
the most important opportunity for achieving meaningful savings
in the Medicare Program.

AARP believes that an appropriate Second Opinion Program for
Medicare could save hundreds of millions of dollars by reducing
practice variations within specific DRG’s. It would improve the
ability of peer review organizations to monitor quality and utiliza-
tion, and provide an improved and more flexible benefit to Medi-
care beneficiaries.

Permit me to elaborate on these points.

First, on savings of hundreds of millions of dollars, AARP is sat-
isfied that research, such as the Cornell University project and the
experience of private health insurers administering Second Opin-
ion Programs, demonstrates that second opinions save money. The
Cornell study showed that inpatient elective surgery was not con-
firmed in 20 percent of the cases with a second-opinion consultant.
Concentrating the Second Opinion Program on a few high-cost, fre-
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quently performed procedures increases the rate of nonconfirmed
cases to 25 percent.

The Prudential Insurance Co. of America estimates that targeted
elective surgical procedures are reduced 15 to 20 percent under
their incentive Second Opinion Program, reducing total plan ex-
penditures by 1.5 to 2 percent per year.

Second, improvement in the quality of PRO organizations to
monitor quality and utilization. Under current law, PRO’s are re-
quired to monitor quality and utilization specifically through
preadmission screening. This procedure is a paper review by the
PRO, not a hands-on examination by an attending physician. Natu-
rally, neither the patient nor the admitting physician will be
happy with a denial resulting from such a review; hence, the PRO
will end up spending an inordinate amount of time responding ‘to
appeals fostered by this paper review process.

A Second Surgical Opinion Program would relieve the PRO’s of
the necessity of screening elective surgery candidates. This would
allow the PRO to concentrate on other review responsibilities and
thereby improve their ability to monitor quality and utilization.

Third, the improvement and greater flexibility and the benefits
provided to beneficiaries. A Second Opinion Program, freeing up of
the PRO, provides a better benefit to Medicare beneficiaries, be-
cause it gives them a second hands-on analysis of their situation
and a second opinion of the necessity of having surgery. Properly
structuring a Medicare Second Surgical Opinion Program would pro-
vide beneficiaries with greater flexibility in exercising their rights
concerning personal health care decisions.

AARP firmly believes that a properly structured Second Opinion
Program for Medicare would be a significant improvement over the
current law.

Let me give you some things that must be included in a Medi-
care Second Surgical Opinion Program:

One, the program must be mandatory.

Two, the second consultation must not involve any additional
out-of-pocket cost to the beneficiary.

Three, the second consulting physician should not be financially
involved with the referring physician.

Four, the second consulting physician must not be allowed to do
the surgery if such is indicated.

Five, the second consultation must be waivable in situations of
real hardship, where a second consultation is not readily available.

Obviously these elements are not an exhaustive list of all the
things that might be put into a legislative proposal. My association
would welcome the opportunity to work with you and your staff to
fashion a legislative proposal in this area, and to seek its enact-
ment into law.

We believe that a carefully structured Second Opinion Program
for Medicare can yield improvements in the quality of medical
care, and at the same time, achieve major savings in the Medicare
Program.

Thank you for this opportunity.

Chairman HeiNz. Mrs. Ostrander, thank you very much.

Mr. Kusserow.
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STATEMENT OF RICHARD P. KUSSEROW, WASHINGTON, DC, IN-
SPECTOR GENERAL, DEPARTMENT OF HEALTH AND HUMAN
SERVICES

Mr. Kusserow. Thank you, Mr. Chairman.

I am Richard P. Kusserow, the inspector general for the Depart-
ment of Health and Human Services; and with me today is Arthur
Rafalko, who is regional inspector general for audit in region III,
which includes not only the District of Columbia and adjacent
States, but is headquartered out of Philadelphia, in your State,
Senator; and also is Tom Robinson, who oversaw, as audit manag-
er, the study which the charts reflect.

We would like to thank you and the committee for the opportuni-
ty to present our reasons for recommending that mandatory
Second Opinion Programs for elective surgery be adopted as a Gov-
ernment requirement for Medicare and Medicaid; I would like to
take advantage of your offer and submit for the record my pre-
pared statement, and verbally abbreviate it for your review.

Chairman Heinz. Without objection, so ordered.

Mr. Kusserow. In 1982, our office began an independent review
of second surgical opinion programs, to see what effect they were
having on the number of elective surgeries being detained by pa-
tients in Medicare and Medicaid. We wanted to know whether or
not such programs reduced the incidence of surgery and, if so, what
type of programs worked the best.

Like Congress, we have had long concern that unnecessary sur-
gery is wasting American lives and dellars and, based upon our
analysis of available data, including those listed on the charts, we
concluded that Medicare’s voluntary Second Surgical Programs
were not having the desired effect. But State Medicaid programs
that required second surgical opinions were reducing the numbers
of elective surgeries. Dr. McCarthy, testified about two of the listed
studies moments ago.

QOur review has convinced us that second surgical opinions are
good for the patients as well as being good for the Department’s
programs. Beneficiaries are provided with information that they
need to make intelligent decisions about elective surgery, and, as a
resuit, tend to have more confidence and peace of mind about those
decisions.

To the extent that some of our beneficiaries decide against un-
necessary or only marginally necessary surgical procedures, be-
cause of the second opinion they benefit in ways that really are not
measurable; that is, in terms of reduced anxiety about the pain, or
pain resulting from the surgery, as well as the risk that comes
from surgery.

Considering only nine elective procedures being included in
second opinion programs, we estimated that $60 million a year
could be saved in Medicaid if all States were required to implement
such a program.

I would also point out, Mr. Chairman, that our nine procedures
did not include two of the significant procedures that have been
mentioned this morning: The pacemaker implantation and coro-
nary artery bypass surgery.
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We estimated that mandatory second surgical opinion for Medi-
care could save as much as $90 million a year, again depending
upon what elective surgical procedures would be included.

So, the overall savings, conservatively, could be well in excess of
$150 million for both programs.

For all of the foregoing reasons, we, therefore, recommended in
our March 1983 report that the Health Care Finance Administra-
tion take whatever steps necessary to require mandatory Second
Opinion Programs in both the Medicaid and Medicare.

With your permission, Mr. Chairman, I would like to submit a
copy of our request on this subject for the record.!

Chairman Heinz. Without objection.

Mr. Kusserow. To date there has been no mandatory second sur-
gical opinion program for Medicare, and only four States, Tennes-
see, Oregon, Virginia, and Minnesota have been added to the origi-
nal seven that decided to require it under Medicaid. Our conviction
is that mandatory Second Surgical Opinion Programs are needed to
reduce the rate of elective surgery is strengthened by the growing
list of supporting studies, and by the increasing use of this type of
program in the private sector.

As you can see from the charts, this concept has been studied ex-
tensively. The findings are and continue to be consistent on at least
two central points: One, there continues to be the feeling that pro-
gram participants are unlikely to obtain second opinions under vol-
untary programs; and, second, mandatory programs are cost effec-
tive. The two studies published subsequent to ours further confirms
our findings.

The Cornell study, published in November 1984, concluded that,
for each of the 11 procedures examined, benefits exceeded costs and
that the mandatory program resulted in savings of $5.63 for every
dollar spent.

The last study on the chart is still in draft. This is the ABT Asso-
ciates’ report which reexamines four Second Opinion Programs in
Medicaid and Medicare.

Mr. Chairman, the ABT report also supports our view that man-
datory second surgical opinions for elective surgeries could reduce
the number of elective surgeries in Medicare and Medicaid; could
reduce unnecessary risk for beneficiaries; and would result in con-
siderable savings for our programs.

This concludes my opening remarks, Mr. Chairman; I will stand
by for any questions.

Chairman HEINz. Mr. Inspector General, thank you very much.
Your prepared statement will be entered into the record at this
point.

[The prepared statement of Mr. Kusserow follows:]

PREPARED STATEMENT OF RicHarp P. Kusserow

Mr. Chairman and members of the committee, I welcome this opportunity to
appear before you today to discuss our views on the potential for a mandatory
second surgical epinion program to reduce the number of elective surgeries funded
by Medicare and Medicaid. We believe that this program can be truly effective. In a
March 1983 report to the administrator of the health care financing administration,

'See appendix p. 276.
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we recommended that mandatory second surgical opinion program be adopted for
Medicare and Medicaid. I still stand by that position today.

With your permission, Mr. Chairman, I will make a copy of that report available
for the remrdpe

BACKGROUND

Like you, we have long been concerned that unnecessary surgery is wasting
American lives and dollars. In January 1976, the Subcommittee on Oversight and
Investigations of the House Committee on Interstate and Foreign Commerce report-
ed that an estimated 2.4 million unnecessary surgeries had been performed in 1974
at a cost of 11,900 lives and $4 billion.

The House report concluded that second consultations could cut down significant-
ly on unnecessary surgery. It recommended that the department:

—Promptly institute a program of independent second professional opinion to con-
firm an individual's need for elective surgery if it were to be funded by Medi-
care or Medicaid.

—Carefully evaluate that program to determine (a) its impact on quality of care,
(b) its ability to contain health care costs, (c) the percentage of surgeries being
performed that are unnecessary, and (d) the cost of administering such a pro-
gram compared with the cost of paying for unnecessary surgery.

In response to this committee report, HHS launched a national second opinion
program in 1977. It arranged for a great deal of publicity for the program and estab-
lished a national hotline. Referral centers were opened to encourage people to seek,
voluntarily, a second medical opinion before undergoing elective surgery and to help
them locate physicians willing to provide that opinion. The main objective of the
national program—which was aimed at the general population—was to decrease the
amount of inappropriate surgery performed thereby avoiding the costs and risks of
surgery without jeopardizing the health and well-being of patients.

As part of the overall effort Medicare not only agreed to pay its normal share of
the physician charges for second opinions, but also initiated, in 1978, two demon-
stration projects—one in New York and one in Michigan. Their purpose was to test
the concept of second opinions on Medicare beneficiaries in particular and to deter-
mine whether the financial incentive of waiving the Medicare copayment and de-
ductible amounts would induce beneficiaries to voluntarily seek second opinions.

HCFA also encouraged States to pay for second opinions under Medicaid. As a
result, State medicaid agencies agreed to include second opinions as a covered serv-
ice. Seven States went further. At the time of our review, Massachusetts, Michigan,
Wisconsin, New Jersey, Washington, Connecticut, and Missouri had mandatory
second surgical opinion programs in operation. Under these programs, recipients
were required to obtain second opinions for selected surgical procedures as a condi-
tion of Medicaid coverage. The procedures were chosen on the basis of volume, cost,
and expected rate(s) of nonconfirmation (i.e., cases in which the consulting physician
did not agree that surgery was necessary.)

Under each of these mandatory programs, the decision to have or not have the
elective surgery still rested with the Medicaid recipient. A dissenting second opinion
had no effect on coverage if the recipient chose to gave the surgery performed.

OI1G REVIEW OF SECOND SURGICAL OPINION PROGRAMS

In late 1983, our office began a review of second surgical opinion programs to see
what affect they were having on the numbers of elective surgeries in Medicare and
Medicaid. We wanted to know whether or not such programs worked and if g0, what
type worked best.

on our analysis of data available at that time, we concluded that Medicare’s
voluntary second surgical opinion programs were not having the desired affect, but
that Medicaid's mandatory programs were reducing the number of elective surger-
ies.

VOLUNTARY PROGRAMS

The basic reason why the voluntary programs were not effective is simply that
people will not voluntarily seek a second opinion prior to elective surgery. Nowhere
ﬁggs fact more evident than in the two medicare demonstration projects funded by

For example, under the New York project, only 1,763 beneficiaries {(or 1.2 percent
of the 142,000 who received surgery in that year) voluntarily sought second opin-
ions. The rate was even lower—0.3 percent—in the Michigan project where only 116
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second opinions were obtained for about 44,000 surgeries. These extremely low use
rates become even more discouraging when you consider that under both projects,
second opinions were available at no cost to beneficiaries.

HHS reported to the Congress that waiving cost-sharing as an incentive for Medi-
care beneficiaries to voluntarily obtain second opinions did not appear to result in
extensive use of second opinions. It further concluded that ““the most striking fact
regarding all voluntary programs is that few people choose to use them.” It is im-
portant to note here that HHS was not restricting this conclusion to only the two
Medicare demonstration projects. The evidence is clear for all voluntary programs—
less than 5 percent of potential recipients take advantage of them.

Naturally, if so few people voluntarily choose to seek a second opinion, the poten-
tial for reducing elective surgeries through this means is correspondingly limited.
Based on its preliminary analysis of the two Medicare demonstration projects, HHS
estimated that voluntary programs reduced overall surgery rates by only two-tenths
to three-tenths of 1 percent.

MANDATORY PROGRAMS

As mentioned earlier, seven States had implemented mandatory second surgical
opinion programs at the time of our review. Three of these States had sufficient ex-
perience with the programs to be able to reach conclusions about their value in re-
ducing elective surgery. We would like to share with you some of the results of
these programs. )

Michigan

The Michigan program started on January 1, 1980. A preliminary study made by
the Michigan Department of Social Services found that surgical utilization dropped
about 35 percent for the seven procedures included in the mandatory program. The
annual savings attributable to the program were estimated at $3.7 million.

Wisconsin

The Wisconsin Department of Health and Social Services, in a report to its State
legislature, estimated that overall surgery dropped by 33 percent as a result of its
mandatory program. The program covered 10 procedures. It concluded that $22 was
saved for every $1 spent on the program, for an annual savings of $2.8 million.

Massachusetts

The Massachusetts mandatory program was required by the State legislature in
1977. The program underwent {wo reviews by independent researchers.

The first study, published in January 1982, concluded that the program caused a
20-percent reduction in the volume of those surgical procedures covered by the pro-
gram and that it saved Medicaid &3 to 34 for every $1 spent to administer it. The
second independent study was performed by ABT Associates, Inc., Cambridge, MA.

The report, dated November 1982, concluded that the mandatory program: “Re-
sults in statistically significant decreases in the surgery rate for the eight program
procedures taken together—the decrease ranging between about 15 and 30 percent
across five geographic areas. The net savings due to the program is estimated to be
about $1 million annually.”

The study also stated that while it was not yet known how mandatory programs
effect patients’ health, it was reasonable to hypothesize that additional information
provided by second opinion would, on average, enable patients to make better deci-
sions about undergoing surgery and thereby result in improved health outcomes.

Our review of various studies done on this topic illustrated rather clearly that the
reduction in the rate of elective surgery is much greater in these mandatory pro-
grams than in Medicare’s voluntary program where the estimated reduction is Yess
than one-half of 1 percent.

A major reason for thiz difference is that effects of mandatory programs are en-
hanced by what is known as the “sentinel effect.” This is a phenomenon whereby
physicians initially recommend fewer surgeries because they know that their deci-
sions to operate will be reviewed by other physicians. Since most patients do not
customarily seek second opinions on their own volition, the sentinel effect will not
come in play to any significant degree unless the patient’s option is removed—not
the option to choose surgery, but the option to choose not to get a second opinion.

The National Governors Association’s Center for Policy Research considered this
question. It concluded that available evidence indicates that mandatory second opin-
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ion programs may be a cost effective intervention which can be implemented within
State Medicaid programs.

The department was considerably less qualified in its judgment. In the March
1982 report to the Congress, HHS concluded that “sponsored studies have shown
mandatory second surgical opinion programs to be cost-effective in both the public
and private sectors.”

Two years ago, we were convinced that second opinions were good for patients. It
provided them with the confirmed information they needed to make intelligent deci-
sions about elective surgery, and with more confidence and peace of mind about I
those decisions. To the extent that some beneficiaries decided against unnecessary
or marginally necessary surgery because of the second opinion, they benefited in
other ways we can’t measure, but which flow logically from those decisions: e.g., no
anxiety about or pain resulting from the surgery; and no exposure to the danger to
life itself often posed by surgery and related anesthesia. Finally, such decisions were
good for the program because they made more funds available for the needs of
others.

Available data at that time showed that mandatory Medicaid second opinion pro- '
grams were feasible and could result in significant savings. We estimated $60 mil-
lion per year could be saved if all the States were required to implement mandatory
programs. Similar data were not available for Medicare. But by extrapolating from
the HHS report to the Congress and other data, we estimated that such a program
for Medicare could save about $90 million:per year—depending on the surgical pro-
cedures included. We therefore recommended in March 1983 that HCFA take the
steps necessary to require mandatory second opinions in both the Medicare and
Medicaid Programs.

HCFA disagreed, citing a need for further analysis and study.

WHAT HAS HAPPENED SINCE

That was about 2 years ago. Medicare, as you know, continues to operate without
a mandatory program and its use in Medicaid has increased only slightly. Only four
States—Tennessee, Oregon, Virginia, and Minnesota—have added mandatory pro-
grams since our report was issued.

Our conviction that mandatery second surgical opinion programs are needed to
reduce the rate of elective surgery is strenthened by the growing momentum for
these programs in the private sector. According to the Blue Cross and Blue Shield
Association, mandatory programs have grown tremendously in the coverage provid-
ed by their member plans. In 1982, only 10 plans included mandatory programs. In
1983, there were 40. Today, about 60 insurance plans administered by Blue Cross
and Blue Shield member plans require second opinions prior to elective surgery.
This encompasses about two-thirds of all Blue Cross plans.

As for the need for additional analysis and study, I believe this matter has al-
ready been studied enough to arrive at a conclusion. Mr. Chairman, our charts list
only some of the studies and reports that have been made on this subject. Their
findings are very consistent on at least two central points: Program participants do
not obtain second opinions under voluntary programs; and mandatory programs are
cost effective.

We would like to comment further on the last two studies listed on the charts,
because they were published subsequent to our report. Both of them demonstrate
the effectiveness of mandatory second opinion programs.

Study No. 9, entitled “Study on Mandatory Second Opinion for Elective Surgery,”
was published in November 1984 and is an extension of an earlier study on the Cor-
nell-New York Hospital Second Surgical Opinion Program. The results of the earlier
study were published by HCFA in March 1981 (chart item No. 1). The purpose of the
later study was to calculate benefitcost ratios by major diagnoses—something that
was not*done in the first project. The researchers studied 6 years of data on 11 se-
lected procedures. They concluded that, for each of the 11 procedures, benefits ex-
geeded costs. In total, the mandatory program resulted in savings of $5.63 for every

1 spent.

The 10th study entitled “Second Surgical Opinion Programs: Public Policy Alter-
natives” is a draft report recently prepared by ABT Associates, Inc., Cambridge,
MA, under a HCFA contract. The study examines four second opinion programs
which were included in my previous discussion—the New York and Michigan Medi-
care demonstration projects, the National Second Surgical Opinion Program and the
Massachusetts Medicaid Program. The study confirms what was previously reported
in that:
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—Overall, no more than 2 percent of the Medicare beneficiaries recommended for
elective surgery obtained second opinions under the demonstration projects.

—Overall, there is practically no reduction in the rate of elective surgery attrib-
uted to the demonstration projects—only 0.04 percent.

—It seems unlikely that a significant sentinel effect exists for the demonstration
projects since utilization is extremely low.

—The mandatory medicaid program in Massachusetts resulted in substantial re-
ductions in surgery rates ranging from 9 percent to 30 percent.

—The mandatory Medicaid Program in Massachusetts resulted in substantial sav-
ings estimated at over $1 million annually with a savings-to-program expendi-
ture ratio of 4.33 to 1.

The study does provide some new information on the direct effect of mandatory
programs on health outcomes. This effect results from program participants making
different decisions about surgery than they would have made had they not gotten a
second medical opinion. The study concluded that the direct effect is “insignificant
both statistically and in absolute magnitude.”

Thus, mandatory programs do not adversely effect the health of program partici-
pants.

The report does not address the sentinel effect on health outcomes which resuits
from patients not being recommended for surgery. We discussed this issue with the
study’s project director, who stated that there was a “good chance” that the indirect
effect would also prove to be insignificant since there was no information which sug-
gested otherwise.

The study concludes that the results can be reasonably applied to both Medicare
and Medicaid. Findings concerning nonconfirmation rates and participant surgery
decisions for second opinion programs are generally quite similar even across great-
ly differing populations.

Mr. Chairman, we believe that these studies support our position that mandatory
second surgical opinion programs could reduce the number of elective surgeries in
Medicaid, and therefore, in Medicare resulting in considerable savings for these pro-
grams.

This concludes my testimony, Mr. Chairman. I will be happy to answer any ques-
tions you may have.
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Chairman Heinz. I have a few very brief questions for the panel.

First, I would like to ask Mr. Harberger and Mr. Sheehan. Since
having added a mandatory second opinion to your employee group
health insurance plans, have there been any complaints to speak of
from either physicians or health care providers in your area? Mr.
Sheehan and then Mr. Harberger.

Mr. HarBerGER. No.

Mr. SHEeEHAN. I do not know of any.

Chairman Heinz, Mr. Harberger .

Mr. HarserGer. No.

Chairman HEeinz. And the beneficiaries of your plan like that, is
that correct?

Mr. HARBERGER. Yes.

Chairman HEeiNz. Mrs. Ostrander, I understand that you, as you
pointed out in your statement, that your organization has a manda-
tory second surgical opinion component for its employees’ health
benefits policy. What considerations motivated your organization to
that second opinion?

Mrs. OsTRANDER. Well, as I said, we were no different than any
other business. I am sure my two panelists to the left of me would
substantiate that costs were increasing in their companies. There-
fore, it was necessary to take a look at some of these areas; and
that was the very same reason we determined that it was best to go
to a Second Opinion Program for some high-frequency procedures
and high-cost procedures. Since we only implemented it in January
of this year, we still do not have adequate data; but we believe that
what other companies are seeing as the result will probably be the
same end result that we will have with it.

Chairman Heinz. Thank you very much, Vita.

Mr. Inspector General, in a few minutes we are going to hear
from the Health Care Financing Administration, which, I suppose,
speaks for the Department of Health and Human Services; and, in
effect, even though she is not here, speaks for the Secretary, inas-
much as what HCFA will say is an administration position.

Notwithstanding all the studies that HCFA has bought and paid
for; notwithstanding all the studies that HHS have bought and
paid for; notwithstanding all the other studies done in all the
States; notwithstanding the fact that 10 States have mandatory
second-opinions in for Medicaid; notwithstanding the fact that we
have between 20 and 30 million health care beneficiaries not cov-
ered by Medicare in mandatory second opinion plans, such as those
described by Mr. Sheehan and Mr. Harberger; the prepared testi-
mony of the administration is in opposition to a targeted, selected
second opinion for surgical procedures.

I understand that the reason that the administration gives is
that there is no need for a mandatory second opinion program in
Medicare because PRO’s will adequately control unnecessary sur-
gery. What is your opinion of this stand?

Mr. Kusserow. First, Mr. Chairman, I would point out that this
is a Health Care Financing Administration position. The matter
has not gone to Secretary Heckler. The reason for that, there has
been éiivision in the Department on this, and much of it has
related——
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Chairman HeiNz. Would you move your microphone in and down
a little bit?

Mr. Kusserow. Much of the difference of opinion has revolved
around the implementation of a prospective payment program.
This has caused the Health Care Financing Administration to hold
off forwarding any proposal for a second opinion program to the
Secretary until a better understanding of PPS and its implications.

It is my position that the introduction of prospective payment
has not diminished the need for a second surgical opinion. The pre-
vailing notion is that the peer review organizations, which will be
involved in utilization review, would fulfill the need for a second
opinion. I do not agree with that, for several reasons.

First of all, the peer review organizations would be reviewing
only the factual data which is on paper. Their- review would be
more like a consultation than a second opinion, because they would
not see the patient. A second opinion is based upon actually meet-
ing with and examining the patient.

The second reason why I think that the PRO’s will not diminish
the need for mandatory second surgical opinion is that more and
more operations are taking place outside the hospital in an outpa-
tient setting. Qutpatient surgery is not covered by the peer review
organizations and, therefore, they would not be reviewed.

Third is that the PRO review contracts call for the review of se-
lected surgical procedures that vary from area to area and time to
time. So they are not screening a uniform minimal set of surgical
procedures. So, I do not believe that PPS and the PRO’s diminish
the need for mandatory second surgical opinions.

Chairman Heinz. Very well.

Senator Grassley, you came in, I know you have had a very busy
schedule, I can see it in front of me, and I have given other mem-
bers of the committee a chance to speak as they have come in.

Senator GrassLeEy. I do not want to go through an opening state-
ment I have, but I would like to put that in the record, and I would
also have just one little point in some extent, a question that I
would like to ask of Mr. Kusserow.

Chairman Hgeinz. Without objection, your statement will be
placed in the record at this time.

[The statement of Senator Grassley follows:]

STATEMENT BY SENATOR CHARLES E. GRASSLEY

Mr. Chairman, I appreciate the opportunity to hear from these distinguished wit-
nesses this morning on the subject of unnecessary elective surgery for older Ameri-
cans. There has been a great deal of interest in the extent to which unnecessary
surgery is performed and concern over the particular health risks associated with
overutilization of surgical procedures among the elderly. Elective surgery proce-
dures have increased by 24 percent from 1971 to 1978, and rates have risen almost
twice as fast for individuals over age 65. There is also universal concern over the
soaring costs of health care and the recognition that there are limited resources
available to individuals, corporations, and governments.

Second surgical opinion programs have been initiated on a widening scale as a
mechanism for reducing costly and risky unnecessary elective surgery. Ten States,
numerous insurance companies, corporations, and recently, the Federal Govern-
ment, are encouraging the use of second surgical opinion programs as a key element
of utilization review. In 1977, the Department of Health and Human Services initi-
ated a national, voluntary second opinion program which involved education of the
public and a national hotline for assisting in the referral of individuals to physi-
cians willing to render second surgical opinions. Additionally, through the health
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care financing administration, demonstration projects have been funded for Medi-
care beneficiaries in New York and Michigan.

Second surgical opinion programs are a logical way for consumers to take an
active informed role in matters that traditionally have been left to health care pro-
viders and shrouded in professional mystique. It should be stressed that they are not
designed to measure physician relisbility nor measure differences of opinion, but
rather to help the patient choose among medical alternatives. In some cases, the
costs and rigks of surgery can be avoided without jeopardizing the patients’ well
being. In many plans, the patient is not obligated to forego surgery if a second opin-
ion conflicts with an initial recommendation for surgery. However, second consulta-
tions do serve as a mechanism for helping a patient make intelligent decisions about
his or her elective surgical care,

Second surgical opinion programs have proven to be effective in saving lives as
well as reducing the cost of health programs. The 8year study conducted by the
Cornell-New York Hospital, as well as other studies have indicated that up to 18
percent of patients initially recommended for surgery who were required to seek a
second opinion were not confirmed for surgery. Of these, 60 percent did not have the
surgery performed. There is als¢ evidence from studies that for every dollar spent to
obtain a second surgical consultation, $2.63 is saved in deferred hospital and sur-
geon bills, lost work days, and other costs related to surgery.

I look forward to new data that I hope will be shared by HCFA and our distin-
guished witnesses today which will help determine the extent to which second surgi-
cal opinion requirements can be applied to the Medicaid and Medicare programs.

Thank you, Mr. Chairman, for calling this hearing to examine how these second
surgical opinion programs can contribute to lower health risks and lower Federal
costa for the elderly by eliminating unnecessary surgerical procedures.

Senator GrassLEY. The fact is that there have been considerable
variations in costs and services from hospital to hospital and pro-
fession to profession and, of course, we are trying to promote here
the concept of consumer responsibility to some extent, in looking at
what is needed and what, if it is needed, it might cost.

Has there been any interest on the part of the Department in
recommending some sort of consumer health care cost information
policy, in which we would be able to have through the Department
the information put out of what procedures cost in various regions
of the country, and what maybe specific practitioners might cost?

Mr. Kusserow. There has been a major effort by the Health
Care Financing Administration to educate the beneficiaries of our
programs, not only as to the cost of the health care, but also to
make them wiser purchasers of medical services, and to encourage
them to make good decisions as consumers of medical services.

Unfortunately, and this again comes from our own inspections
and management reviews that deal with the beneficiaries of our
program, particularly the elderly, is that, as people get older, they
seem to become more intimidated by the various bureaucratic proc-
esses. They need to speak to somebedy in person to communicate to
them their concerns. If you leave it up to beneficiaries to try to
make decisions based upon what is given to them, either in the
form of literature or in some other form of impersonal advertise-
ment, many will be less likely to make wise decisions.

That is one of the things that our study has shown, is that, with
all of the encouragement, with all of the advertising about the ben-
efits of a second surgical opinion, less than 2 percent of our benefi-
ciaries actually would request a second surgical opinion.

Then, there have been a number of reasons given today as to
why that is so, not the least of which is the fact that elderly pa-
tients fear that somehow their physicians would be offended if they
learned that there would be a second opinion asked for. But, if
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there was a mandatory program, then, of course, that fear would
be eliminated because it would be mandated by law.

Senator GrassLey. Well, does it go to the extent, and is it this
sophisticated, of either the information being available or the at-
tempt to get it out of how it might vary from physician to physi-
cian within a certain area or State, or the extent to which some
specific procedures might be done more often and unnecessarily so
in a certain region of the country, as opposed to another region;
and there is some variation in the practice of medicine; I mean,
that is just a fact of life, from region to region.

Mr. Kusserow. There are considerable differences. The practice
of medicine varies from region to region and it is influenced by the
medical institutions located within those regions. It would be diffi-
cult as a department to advertize or point out the differences
among certain practitioners or groups of practitioners because
there might be valid reasons for those differences. For example,
one region may have a large number of specialists who would have
a higher degree of surgery. So, there is a danger in making gener-
alizations about the practice of medicine without knowing all of the
factors in evidence.

Nevertheless, we did point out that in the aggregate, there are
differences in the rates of surgery among regions that cannot be
explained by local peculiarities in practices.

I think the only way we can get at this problem without interfer-
ing with the practice of medicine directly is by using the sentinel
effect mentioned earlier; going out and having the physician know
that there will be a second opinion and that they should not be
careless about making recommendations for surgery because they
may not get a confirmation. I think that would do more toward di-
minishing the differences and aberrations around the country than
anything else I can think of.

nator GRAsSSLEY. Well then, as a bottomline, you have not rec-
ommended a consumer health care cost information policy to the
Department, and they evidently do not have one and are not at
this point trying to formulate one.

Mr. Kusserow. Not as comprehensive as you point out, but the
Department has long had a policy to educate the consumers of the
Department as to the costs of various types of procedures and the
advisability of it, and trying to educate them.

So, there has been definitely a commitment on the part of the
Department to that. :

Senator Grassrey. OK. Thank you.

Chz})irman Heinz. Senator Burdick, do you have an opening state-
ment?

Senator Burbpick. No; | have no opening statement, but I have a
question when my turn comes.

Chairman Heinz. All right.

Senator Glenn.

Senator GLENN. Thank you, Mr. Chairman.

Mr. Kusserow, following up on that a little bit, it is my under-
standing that the Department of Health and Human Services says
that PRO’s can basically take care of the problem. You respectfully
disagree with that, for all the reasons that are on the charts over
here, and I agree with you.
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It has been said the administration’s position on not going along
with more stringent rules on SSOP’s is because it would be unpop-
ular with doctors and surgeons, unpopular with the medics. Is that
your opinion, or what?

Mr. Kusserow. Well, I am not too sure that a lot of physicians
would be terribly happy about having a mandatory second opinion,
it means that somebody else would be looking over their shoulder. I
don’t think anybody cares for that. I do not think it is the adminis-
tration’s position that we are afraid to offend the physician com-
munity. I think on a number of different issues we have differed
with the physician community, where the interests of the public
are at stake. But definitely, I think that some practitioners might
be upset by that; but at the same time, I think other practitioners
might welcome it for a number of reasons, one of which is that
there has been an escalation in the number of malpractice suits
around the country. If we had a mandatory second opinion pro-
gram, it would certainly help physicians with regard to defending
what decisions they make because it would act as a professional
check of their recommendation to the patient in the first place.

Senator GLENN. Now, what other reason can there be for not
going ahead with this at HHS?

Mr. Kusserow. I do not know, Senator.

Senator GLENN. I do not, either. I think it is fear of offending the
medical profession. This is the only reason I can see, and I do not
see that as being a valid reason.

Mr. Kusserow. I think that perhaps the Health Care Financing
Administration is placing a great deal of expectations that cannot
be met upon the physician review organizations.

But I think it would be expecting too much from a PRO organiza-
tion to be able to fill the void that would exist because of the ab-
sence of a mandatory second opinion program. They are not talk-
ing to the patient. They are not examining the patient. They are
only looking at the physical evidence that is presented by the pri-
mary physician. As such, I think the closest you could characterize
their position to be would be that of a consultation. It is not quite a
consultation, but it is more like a consultation than a second opin-
ion.

Chairman HeiNz. When you say consultation, you mean between
physicians, not between a second physician and the beneficiary?

Mr. Kusserow. If you had a physician that might want to con-
sult with an associate and show him the paper, then that would be
a consultation. I would say that a peer review organization review
of the documentation is more akin to that than to a second opinion,
where you actually have the patient present and examined. I just
do not believe that the physician review organizations are
equipped, nor should we expect that they be equipped, to be able to
render the same kind of opinion as would be the case if they were
actually examining a patient.

Senator GLENN. But you as inspector general for DHHS feel that
we should have second opinions—put it in and it would save us
money, right?

Mr. Kusserow. Yes, sir.

Senator GLENN. OK. Good. That is what I wanted to get. I do not
know why the DHHS does not go along with that. I agree with you.
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Why do you think we have—any of you could answer this—why
do you think we have this developing into a more major problem
now? Do we have more surgeons than there is business for sur-
geons, s0 we are seeing more recommendations?

Mr. HarBerGER. I think that it is part of the general growing
awareness that health care costs are out of control. Then you start
to look for the contributing causes.

One of the things that you quickly arrive at is the sources of un-
necessary hospitalization, unnecessarily costly treatment, unneces-
sary treatment.

Senator GLENN. Do you think it has been ever thus and we are
just discovering the problem; is that it?

Mr. HarBERGER. | think it has been ever thus, and that we are
now discovering the problem. Certainly, the question that we do
not have in the case of the health care system, a marketplace of
the usual sort, in which informed consumers are making choices.
Instead the health care market is a sort of mysterious place in
which, first of all, the person that needs the care is usually not the
person who is paying for most of it.

So you have lots of distortions in this marketplace and you have
to intervene to make it more like an informed marketplace.

Senator GLENN. OK.

Mr. Sheehan, how come that plan that you oversee up there does
not also cover coronary bypass and cataracts?

Mr. SHEeHAN. I do not know why those were not selected. Those
are coming into the fore a little more recently.

May I add something to your question relative to the relation-
ship? I think the Cornell studies would indicate that there is a
direct relationship between the increasing number of surgeries in
the United States and the number of surgeons. I think the situa-
tion is very comparable to what is happening with hospital beds,
and it is the old Parkinson’s law, you know, work expands to fill
the time available, the greater the number of people in hospitals,
the more beds are available, the more surgeons there are, the more
surgeries are going to be performed.

I think there is that kind of relationship. As Mr. Harberger
pointed out, as we got into the recession, business began to take a
very sharp look at what were the causes of why the costs were es-
calating.

Senator GLENN. Before my time is up, let me ask one other
thing: If you have a first opinion that says you do not need surgery,
do you provide a second opinion if the person is still doubtful? In
other words, the welfare of the patient, whether that person really
needs help or not, may require a second opinion even if the first
recommendation is no surgery. Do you provide a second opinion for
that if the person wants to go for a second opinion?

Mr. SHEeHAN. If the person wants to do that, yes, we have built
into our benefit plans an incentive for the individual. If surgery is
to be performed without second surgical opinion, since the benefit
plan has been changed to share costs on an 80-20 basis. If, howev-
er, the person who has been instructed by their physician to have
surgery, opts for a second opinion—and only 13 or 9 of them are
mandatory—if he opts for a second opinion, the cost of that is paid
and then even if the surgery is required, a full 100 percent is cov-
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ered. So there is an incentive for him to do it. But if he goes the
first time, no, there is no surgery required. The answer to your
first question is no, there is no second opinion.

Senator GLENN. OK, 1 know my time is up, Mr. Chairman, just
one point of clarification.

You said that you estimate savings of $300,000 in your plan. On
what base is that? What is the total cost of the plan, so we have an
idea of the proportion?

Mr. SHEEHAN. I beg your pardon?

Senator GLENN. You say that your plan has saved about $300,000
per year.

Mr. SueeHaN. No. I cited the statistics that were given in a mag-
azine article at Owens-lIllinois Corp., not my corporation. I do not
have all the data on that.

Senator GLENN. Oh, I am sorry. I see.

Does anyone know what the base was on which that $300,000
savings was?

Mr. HARBERGER. | may have the article here. Go on with some-
body else, and I will try to find it.

Senator GLENN. Fine. Good.

Chairman HEeINz. Senator Burdick.

Senator Burbick. I have listened to this testimony with interest.
There are several things that have been called to my attention.

What do you do in a case where Dr. A says operate and Dr. B
says do not operate? What does the patient do?

Mr. Kusserow. In that case, there should be additional opinions
to help the patient resolve the difference of opinion. But the pa-
tient should have the final say in deciding whether or not the sur-
gery will take place.

Senator Burpick. With a third opinion or a fourth opinion?

Mr. Kussgrow. Yes, sir.

Senator Burbick. I think there is some psychological advantage
to this bill, or this position. There are a lot of people that would
like to have a second opinion, but they have had a long-time rela-
tionship with their doctor and they just do not like to overrule him,
and this gives them an easy out. I think it is excellent from that
point of view.

And, second, I have not talked to any doctor about this, maybe
you people have, but I would think that a great proportion of the
doctors, with a tough situation on their hands would welcome a
second opinion. Am I right about that?

Mr. Kussgrow. Senator, I think on both scores, all the evidence
that we have seen to date supports your position, yes.

Senator Burpick. I think it is a very reasonable one. The only
question I have is where you have a conflict of opinion, that pre-
sents somewhat of a problem.

The other question I have is, and I do not suppose there is any
history that has been recorded, but when a person decides not to
have surgery, whether or not he takes a second opinion, is there
anything to indicate whether that has been the right decision over
a number of years? Is that a problematical question?

Mr. Kusserow. Not entirely. There was earlier testimony that
was provided by Dr. Graboys that supported the fact that when the
decision not to have surgery is based on medical evidence, the pa-
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tient is not disadvantaged and does not suffer a higher mortality
rate. So I think that there is evidence available on that point.

Mr. HarBERGER. May I make a comment on that, Senator?

Senator Burbick. Certainly.

Mr. HarBERGER. It seems to me it is a mistake for us to think
that just because a second opinion disagrees with the first that the
second one is right and the first one is wrong. All you have deter-
mined is that there is a degree of disagreement among profession-
als as to the proper therapy. You have simply given the patient
more information on which to make an intelligent choice—a diffi-
cult choice but an intelligent choice. The indications are that when
faced with a choice between radical treatment and less radical
treatment, about 88 percent of the people will avoid the radical
treatment. They may be wrong in making that choice, but they
have at least had the chance to make an informed choice. We
should not be arrogant about what second opinions accomplish. We
are simply making people better informed and making them better
able to manage their own lives with all of the informaticn we can
put at their disposal.

Mr. Kusserow. In addition, Mr. Chairman, the ABT study—that
number 10 we have up there—ABT Associates did make the cobser-
vation during their study that there was no adverse health impact
as a result of having a mandatory Second Opinion Program. So you
have that also as evidence that it does not have a negative effect
on the beneficiary.

Senator Burpick. Well, I think this is all right, because a patient
that likes his doctor for a number of years, it is kind of embarrass-
ing to even ask for another opinion. And I would think the doctor,
himself, would look at those situations and—medical science is not
exact as yet—welcome this. It looks pretty good to me.

That is all, Mr. Chairman.

Chairman Hgeinz. Senator Burdick, thank you very much.

You have all been exceptional witnesses. I thank you very much
for the positions that you have stated here.

I have one last question to all of you, which is this: to Mr. Kus-
serow, actually. Mr. Kusserow, would it be your opinion that the
mandatory second opinion, as described, would save a substantial
amount of money to not only the HCFA, but the Federal Govern-
ment which is running, as we understand it, a modest deficit of
some $225 billion? I mean, are we not talking about at least hun-
dreds of millions of dollars here and perhaps far more than that?
And, if so, why is the administration recommending cost increases
on beneficiaries, when we could save hundreds of millions of dol-
lars someplace else, namely, by cutting out unnecessary costs and
unnecessarily risking people’s health and lives?

Mr. Kusserow. Mr. Chairman, I would point out that we esti-
mated $150 million savings just looking at nine procedures. They
did not include two of the major areas which are under discussion
by this committee, that being the pacemaker implantations and
coronary bypass.

Chairman Heinz. Those account for almost a quarter of all the
surgery procedures done by senior citizens under Medicare, it is my
understanding.
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Mr. Kusserow. And, depending upon the number of procedures,
the more procedures that you can put under a mandatory Second
Surgical Opinion Program, the more money you are going to save
the taxpayer. At the beginning point we saw it as a $150 million
for nine elective procedures. The more procedures you have, of
course, the more we believe that you woufd save for the taxpayer.

Chairman HEeInz. Let me just kind of turn the question on its
head slightly for Vita Ostrander.

Let us assume, Vita, that, in spite of all the testimony to the con-
trary, we did not save any money through a mandatory second
opinion, we just broke even, just broke even. Would not your mem-
bership, some 16 to 20 million senior citizens, would they not want
to have access to information that they could only get through a
second opinion that is now basically denied them?

Mrs. OsTRANDER. Yes; I think that you will recognize that the
more we do in educating them, recognizing they have many fears,
?nd I think the second opinion at times can help alleviate those
ears.

Chairman Heinz. So, as Senator Glenn says, this is really con-
sumer education at the grassroots.

Senator GLENN. I can help you answer your question there, too.
If you ever watched an open-heart operation, you can understand
why I am going to have four or five opinions if I ever get a recom-
mendation on that one. [Laughter.]

Chairman HeiNz. And Senator Glenn is not a bleeding heart.
[Laughter.]

Senator GLENN. I was that years ago; in fact, I am a frustrated
doctor at heart, Mr. Chairman. That is a little-known fact, but
years ago, when we were in Houston, a good friend of mine was
Mike Debakey. He used to invite me in, I would go, scrub with him
and stand on a little platform behind him. I have watched him do
maybe 25 or 30 open-heart cases, and so I am familiar with it. That
is the reason why, when you ask whether people would prefer not
to go through this, in effect, I understand the problem very, very
well. No one wants to go through it.

But, on the other hand, if you have to have it or you are prob-
ably going to die, why, you want to know that, too. Then you are
going to go through it. But that is quite apart from the cost factor.

Mrs. OsTRANDER. I believe the area of education that has been
touched on by some of the panelists, as well as some of the Sena-
tors, we feel is one of the strong areas. We have been advocating
this in our second part of our health care campaign as part of our
health promotion, health education. '

And, as I have gone around the country, I have had some tough
questions posed to me. Qur members do not understand what is in-
volved in admission, in the preadmission screenings right now. We
are having to make some tough choices about how we get that in-
formation to them, so it is up front and they can understand it. We
believe this second opinion is valid, we can do the same with that.
Qur association will continue to assist this committee in that effort.

Chairman HEeinz. I thank you all very, very much. You have
been extremely helpful to us.

Senator GLENN. Mr. Chairman, if I could just have a few words?

Chairman HEeINz. Yes, by all means.
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Senator GLENN. I have to leave very shortly.

But with the testimony we have heard this morning, with the fig-
ures there, with Mr. Kusserow’s testimony and everything else,
and with the experience of Mr. Sheehan and the people have had—
I would welcome the opportunity to work together with you. Per-
haps we could jointly put in a bill on this. Because if the adminis-
tration will not move on this and it can save us money and save
people the travail of going through surgery when it is unnecessary,
I would welcome the opportunity to put in a joint bill on this.

Chairman HEeinz. Senator Glenn, I thank you, I commend you,
and I accept your kind invitation.

We have as our next witness James L. Scott, the Acting Deputy
Administrator for the Health Care Financing Administration, De-
partment of Health and Human Services.

Mr. Scott, please come forward. We are pleased to have you here
today. Your prepared testimony, in its entirety, will be placed in
the record.

It will be very helpful, and especially so in the interest of saving
time, if you could summarize your testimony so that we may have
time for questions.

Please introduce your associates and proceed.

STATEMENT OF JAMES L. SCOTT, WASHINGTON, DC, ACTING
DEPUTY ADMINISTRATOR, HEALTH CARE FINANCING ADMINIS-
TRATION, DEPARTMENT OF HEALTH AND HUMAN SERVICES,
ACCOMPANIED BY PHILIP NATHANSON, DIRECTOR OF HEALTH
STANDARDS AND QUALITY BUREAU, AND STEVEN PELOVITZ,
DEPUTY DIRECTOR, OFFICE OF RESEARCH AND DEMONSTRA-
TIONS

Mr. Scorr. Thank you, Mr. Chairman.

As you indicated, I am James Scott, Acting Deputy Administra-
tor of the Health Care Financing Administration. I am pleased to
be here today to discuss our efforts to prevent unnecessary surgery
in the Medicare and Medicaid Programs and to present the admin-
istration’s position on these issues.

I am accompanied on my left by Mr. Philip Nathanson, who is
the Director of our Health Standards and Quality Bureau, and by
Mr. Steven Pelovitz on my right, who is our Deputy Director of our
Office of Research and Demonstrations.

I want to start by reaffirming that we share the committee’s
belief that the quality of care provided to Medicare beneficiaries
can be improved and program savings achieved by preventing un-
necessary surgery.

The cornerstone of our effort to reduce unnecessary surgery for
the Medicare Program is the peer review organization, the PRO’s,
which began this fiscal year. We believe the activities of the PRO’s
can be and will be very successful in achieving the goal that we all
are seeking, which is the reduction of unnecessary surgery.

Let me stop and review—and I will do so very quickly because I
know this morning you have gone through a lot of the history in-
volved in these issues—our efforts to achieve the goal began in
1977, when we initiated a voluntary second opinion demonstration
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for Medicare beneficiaries through the Blue Cross and Blue Shield
plans of Michigan and Greater New York.

Additionally, HCFA funded an evaluation of the mandatory Med-
icaid Second Opinion Program administered by the Massachusetts
Department of Public Welfare. We found in New York that while
20 percent of beneficiaries recommended for elective surgery were
obtaining second opinions on their own from physicians of their
choice, only 2 percent of the beneficiaries were obtaining second
opinions through the demonstrations. In regard to the Mandatory
Second Opinion Program for Medicaid recipients in Massachusetts,
the net direct impact of the program was a 1.7 percent reduction in
the surgical rates for the covered procedures. Since the direct effect
of the program was only a 1.7T——

Chairman HEeinz. That was in Medicaid.

Mr. Scott. That was in Medicaid, that is correct, Senator.

Chairman HEeinz. Just for the record, would you say that Medic-
aid procedures are reimbursed on the same basis on which we do
Medicare? Are they nearly as generously reimbursed?

Mr. Scorr. Well, the Medicaid procedures, Senator, are reim-
bursed on a lot of different methods.

Chairman Heinz. Yeg, but from what you know about State Med-
icaid reimbursement for specific procedures, would you say they
are below Medicare reimbursement rates or not?

Mr. Scorr. They certainly are not above Medicare reimburse-
ment rates.

Chairman Heinz. That is the understatement of the year!

Mr. Scort. Senator, there is a point to be made, the procedures
are not the same; and that point will come up again and again in
our discussion. In many cases, you cannot compare Medicaid and
Medicare surgery.

Chairman HEeiNz. I totally agree with that.

Mr. Scort. Senator, the direct effect in the Massachusetts pro-
gram was a 1.7 percent drop, which indicated that more than 7 per-
cent got the total reduction, was due to the indirect, or the so-
called sentinel effect of the program; that is, the mere existence of
an oversight process resulted in physicians recommending less sur-

gery.

Although the results of this Medicaid demonstration are very en-
couraging, our evaluator did point out that program effects may
differ with different target populations, and that different results
might be obtained through the Medicare population. As part of the
’I‘la:(z1 e!:liquity and Fiscal Responsibility Act of 1982, the Congress in-
cluded a——

Chairman HEeinz. Let me interrupt you with a‘question: In your
prepared testimony, it is my understanding, the paragraph at the
top of page 4 says: “Notwithstanding everything you just said, the
Massachusetts program did generate an estimated annual savings
of $1 million and a cost-benefit ratio of 4.3 to 1.”

Mr. ScorT. It does say that; that is correct, Senator.

Chairman HeiNz. Yes; so, notwithstanding the fact that it was a
very small drop in surgery, we were saving $4.30 for every dollar of
cost; is that right?

Mr. Scorr. Absolutely. No doubt about that at all.
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) ghairman HEeiNz. And in spite of the fact that this is Medic-‘
aid——

Mr. Scorr. That is right.

Chairman HeiNz [continuing]. Which is reimbursed largely at a
much lower rate nationally—even if you will not say so, I will—
than Medicare.

Mr. Scorr. That is right.

Chairman Heinz. That is quite extraordinary, really. Go ahead.
Sorry. Please proceed.

Mr. Scorr. In 1982, the Congress established the peer review or-
ganizations. Senator Durenberger took the lead, I believe, though,

enator Heinz, you were one of the major cosponsors and partici-
pants in that discussion.

This applied for Medicare as well as for Medicaid programs. We
believe that the PRO Program already underway will result in less
unnecessary surgery and increase quality of care.

Now, I want to take a few minutes to describe in some detail
why we believe this is a very valid approach to this problem. Each
PRO has quality and admission objectives to reduce unnecessary
surgery or other invasive procedures. From the list of the 10 most
frequent and 10 highest cost procedures, each PRO has chosen
those procedures based upon an analysis of the data from its area
on which it is to focus its review efforts. All PRO’s must review
every permanent cardiac pacemaker implantation procedure, in ad-
dition to determining its necessity.

Chairman HEeinz. Is that before or after the fact?

}ltdr. Scorr. The pacemaker review is retrospective. Much of the
other——

Chairman HEeinz. After; after it has already been done?

Mr. Scorr. That is correct, Senator.

Chairman HEeinz. 1 just wanted to be clear on that.

Mr. Scorr. Much of the other review is done on a preadmission
review basis.

Chairman HEinz. I beg your pardon?

Mr. Scort. Much of the review done on the other procedures is
done on a preadmission review basis.

Chairman Hrinz. When you say much; on average, what would
much be, 1 in 10?

Mr. NaTHANSON. Preadmission reviews vary anywhere from
maybe 14 percent to 100 percent of elective surgery. It varies dra-
matically with the PRO.

Mr. Scorr. PRO’s have a tremendous amount of flexibility, and
four PRO’s, I believe, have selected for surgical procedures 100 per-
cent preadmission review.

Chairman Heinz. So we understand what we are talking about,
that is where, if you will, a patient’s chart is taken to another phy-
sician in the hospital, a peer of the doctor, and shown to the doctor
by the other doctor, I guess, says, “Here is what I plan to do,” you
know. Thank you very much. There is no contact with the patient
by the peer reviewer, is there?

Mr. Scotr. The peer reviewer does not see the patient, that is
correct, Senator.

Chairman HEeinz. So the patient does not get any additional in-
formation.
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Mr. Scorr. That is correct. Let me just——

Chairman Heinz. Perhaps the doctor does.

Mr. Scorr. He certainly does.

Chairman HEeinz. That is very good, it is very helpful. We need
to be clear on what PRO’s do and do not do for the hearing. Thank
y{)u. I am sorry to have interrupted you, but I wanted to make that
clear.

Mr. Scorr. That is fine, no problem at all with being clear.

The PRO’s are using a variety of methods to achieve their objec-
tives. These include: the notification of physicians and hospitals of
the procedures under review, under preadmission review, retro-
spective review, and denial of payment if some medical standards
are not met. These methods should produce not only a direct effect
on surgical rates, but a strong sentinel effect as well.

The knowledge that PRO’s will be reviewing some procedures
retroactively and denying payment where necessary should induce
hospitals and physicians to be extra cautious in the process of rec-
ommending surgery.

We believe this oversight process will provide the same kind of
sentinel effect that was observed in the ABT study.

Under Medicaid, States influence the performance of surgical
procedures through a mix of approaches. As of March 1984, 21
States had prior authorization requirements for specified or all
elective or nonemergency surgical procedures. Seven States had
operational mandatory Second Opinion Programs, with an addi-
tional five in the process of implementation.

All States will pay for the second opinions.

Nearly half of the States have contracted with their area peer
review organization for review services.

In addition, we have several other activities underway aimed at
furthering the goal of reducing unnecessary surgery.

Since 1979, our public affairs office has been actively promoting
second opinions.

Under Medicare, second and third opinions, or as many as re-
quired, have been covered services since 1977. In addition, Medi-
care has always covered consultation when it is a professional serv-
ice furnished to a beneficiary by a second physician or consultant,
at the request of the primary physician. gome of these consulta-
tions are undoubtedly second opinions.

The conclusion of this brief summary of my testimony, Mr.
Chairman, given efforts already in place to reduce unnecessary sur-
gery in the Medicare and Medicaid Programs, the administration
does not support requiring a national mandatory Second Opinion
Program at this time.

In the Medicare Program, we believe that the work of the PRO’s
is an excellent response to the problem. The PRO’s afford HCFA
the opportunity to address the particular procedures which are a
problem in each area. We believe that this review will result in a
direct reduction in the unnecessary procedures, as well as the re-
duction in surgical rates due to the sentinel effect that occurred in
the Medicaid demonstration.

Mr. Chairman, that concludes the very brief summary of my re-
marks. Mr. Nathanson, Mr. Pelovitz and I will be more than
pleased to answer any questions you or Senator Burdick have.
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[The prepared statement of Mr. Scott follows:]

PrEPARED STATEMENT OF JAMES L. ScotTt, AcTinG DEPUTY ADMINISTRATOR, HEALTH
CARE FINANCING ADMINISTRATION

Mr. Chairman, I am James Scott, Acting Deputy Administrator of the Health
Care Financing Administration (HCFA). I am pleased to be here today to discuss
efforts to prevent unnecessary surgery in the Medicare and Medicaid programs. I
am accompanied by Mr. Philip Nathanson, Director of the Health Standards and
Quality Bureau and by Mr. Steven Pelovitz, Deputy Director of our Office of Re-

_search and Demonstrations. We share the Committee’s belief that quality of care
can be improved and program savings achieved by preventing unnecessary surgery.

The cornerstone of our effort to reduce unnecessary surgery for Medicare is the
Peer Review Organization (PRO) program which began this fiscal year. We believe
this program can be very successful in achieving the same goal we are all seeking—
the reduction of unnecessary surgery.

RESEARCH EFFORTS

Our efforts to achieve this goal began in 1977, when we initiated a voluntary
second opinion demonstration for Medicare beneficiaries through the Blue Cross and
Blue Shield plans of Michigan and Greater New York. Under these projects the co-
insurance for second opinions was waived if it was obtained from a panel of consult-
ants composed of board-certified surgeons. The demonstration was designed to test

. whether the financial incentive of the waived coinsurance would increase the use of
second opinions.

Additionally, HCFA funded an evaluation of a mandatory Medicaid second opin-
ion program administered by the Massachusetts Department of Public Welfare. This
program was focused on eight specified elective procedures.

Since it was a mandatory program, reimbursement was denied if no second opin-
ion was sought. If there was a nonconfirming second opinion, the recipient had to
obtain a third opinion in order for surgery to be covered by Medicaid. However,
even after obtaining two non-confirming opinions, the recipient was still free to go
ahead with the surgery.

Thus, the mandatery nature of the program was not that reimbursement was con-
tingent upon a confirming opinion, but that the recipient receive a second and possi-
bly a third opinion, before the costs of a surgical procedure would be covered.

The results of our evaluation of the voluntary Medicare program in New York
wgare very different from those of the mandatory program under Medicaid in Massa-
chusetts.

We found in New York that while 20 percent of beneficiaries recommended for
elective surgery were obtaining second opinions on their own from physicians of
their choice, only two percent of beneficiaries werc obtaining second opinions
through the demonstration. This two percent response had a marginal impact on
surgical rates. Given the substantial costs of advertising the program, the overall
evaluation of the effort was that it was not cost effective.

Two percent of beneficiaries were obtaining second opinions through the demon-
stration. This two percent response had a marginal impact on surgical rates. Given
the substantial costs of advertising the program, the overall evaluation of the effort
was that it was not cost effective.

In regard to the mandatory second opinion program for Medicaid recipients in
Massachusetts, 3 percent of the participants chose not to have surgery after receiv-
ing nonconfirming second opinions. However, 1.3 percent of participants, who would
not have elected surgery, decided to have surgery as a result of the program. Thus,
the net direct impact of the program was a 1.7 percent reduction in surgical rates
for the covered procedures.

But the most intriguing part of the evaluation was that an analysis of surgical
rates before and during the program showed a 23.8 percent reduction in surgical
rates for covered procedures. Since the direct effect of the program was only a 1.7
percent drop, more than ninety percent of the reduction was due to the indirect, or
the so<called “sentinel”, effect of the program. That is, the mere existence of the
program resulted in physicians recommending less surgery.

Balancing both direct and indirect effects against program costs, the Massachu-
setts program generated an estimated annual savings of 31 million and a cost bene-
fit ratio of 1 t0 4.3.
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REDUCING UNNECESSARY SURGERY UNDER MEDICARE AND MEDICAID

Although the results of this Medicaid demonstration are very encouraging, our
evaluator did point out that program effects may differ with different target popula-
tions and that different results might be obtained for the Medicare population.

In addition, the method of hospital payment under Medicare is now dramatically
different from that in effect during the study. As part of the Tax Equity and Fiscal
Responsibility Act of 1982 (P.L. 97-248), Congress included a requirement for the es
tablishment of Peer Review Organizations. For Medicare, as well as for many Med-
icaid programs, we believe that this PRO program already underway will result in
less unnecessary surgery and increased quality of care.

These organizations will determine whether inpatient services provided to Medi-
care beneficiaries are medically necessary, furnished in the appropriate setting, and
are of a quality which meets professional standards.

Each PRO has quality and admission objectives to reduce unnecessary surgery or
other invasive procedures. From a list of the ten most frequent and ten highest-cost
procedures, each PRO has chosen procedures, based on an analysis of data from its
area, on which to focus its review efforts. All PROs must review every permanent
cardiac pacemaker implantation procedure to determine its necessity.

In addition to focusing on selected overutilized procedures across their jurisdic-
tion, the PRO’s have separate objectives which focus review on specific practitioners
or specific hospitals whose treatment patterns deviate from those of their peers.

The PRO's are using a variety of methods to achieve their objectives. These in-
clude: notification of physicians and hospitals of the procedures under review; pre-
admission review, retrospective review and denial of payment if medical standards
are not met. These methods should produce not only a2 direct effect on surgical
rates, but a strong sentinel effect as well. The knowledge that PRO’s will be review-
ing some procedures retroactively and denying payment where necessary should
induce physicians to be extra cautious in recommending surgery.

For example, the PRQ here in the District of Columbia is focusing on four proce-
dures: gall bladder procedures, hysterectomies, coronary artery bypasses and other
cataract procedures. Admission for these procedures requires pre-admission review
of the necessity of the procedure. Prior consultation is used to ensure that a second
physician has concurred with the need for surgery. A retrospective review validates
information provided prior to surgery. Should an admission occur in which prior
consultation was not sought and the admission is deemed retrospectively to be un-
necessary, payment is denied.

Under Medicaid, States influence the performance of surgical procedures through
a mix of approaches. The major programs are prior authorization requirements
second opinion programs, and PROs. The prior authorization requirements are more
restrictive than mandatory second opinion programs since the physicians employed
by or acting as consultants to the Medicaid Agency can make binding decisions
about whether the program will reimburse for a surgical procedure.

—As of March 1984, 21 States had prior authorization requirements for specified

or all elective or non-emergency surgical procedures.

—17 States have operational mandatory second opinion programs, with an addi-

tional 5 in the process of implementation.

—All States will pay for the second opinions.

—Nearly half the States have contracted with their area PRO for review services.

OTHER EPFORTS

We have several other activities underway aimed at furthering our goal to reduce
unnecessary surgery.

Since 1979, our Public Affairs office has been actively promoting second opinions,
We distributed more than 9 million copies of a brochure describing the merits of
second opinions. We have received an average of 50 letters a day requesting infor-
mation, while our hotline averaged 1,000 inquiries per month. Finally, we have pro-
vided information on second opinions to 10 major magazines and have produced
spots for talk shows and public service announcements.

Under Medicare, second and third opinions have been a covered service since
1977. In addition, Medicare has always covered consultation when it is a profession-
al service furnished to a beneficiary by a second physician or consultant, at the re-
quest of the primary physician. Some of these consultations are undoubtedly second
opinions.
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CONCLUSION

Given efforts already in place to reduce unnecessary surgery in the Medicare and
Medicaid programs, HCFA does not support a national mandatory second opinion
program or demonstration.

In the Medicare program, we believe that the work of the PROs is an excellent
response to the problem. Instead of a rigid, national program, the PROs afford
HCFA the opportunity to address the particular procedures which are a problem in
each area. We believe that this review will result in a direct reduction in unneces-
sary procedures as well as the reduction in surgical rates due to the sentinel effect
that occurred in the Medicaid demonstration. Our other efforts will heighten this
effect.

In regard to Medicaid, I have already noted that 21 States have programs in place
that are more restrictive than mandatory second opinion programs. Rather than re-
quiring that all States adopt mandatory second opinion programs, we prefer to con-
tinue to allow States the flexibility to address the problem in the manner that they
believe is most appropriate to their situation—second surgical opinions, prior au-
thorization or PROs.

Like you we are committed to protecting the health and welfare of those who
might undergo unnecessary and life-threatening surgery. 1 believe that the pro-
grams the Department has underway will provide that protection.

Thank you for the opportunity to testify. T will be pleased to answer any of your
questions.

Chairman HeiNz. Mr. Scott, thank you very much.

First of all, I do not want you to think, in any of the comments I
make, that I am in any way being critical of Congress setting up
PR(O’s. The peer review organizations are something I support.
They are a follow-on to the somewhat more controversial profes-
sional standard review organizations which have been around for a
very long time. They are aimed at trying to improve quality as well
as control costs, but I must tell you from some experience we have
had to date with DRG’s, the PRO’s would appear to be getting
much more on their plate than they ever bargained for. They are
expected to assure quality and cut costs.

The inspector general just released a report a couple of weeks
ago that suggested that PRO’s to date do not seem to be sufficiently
effective in policing premature discharges of patients under the
DRG system. They have a big job to do. They also have been—often
bids have gone to the lowest—to the contractor with the lowest
price, and sometimes that contractor cannot stay in business and
do all the things that, as a PRO operator, he should do.

Notwithstanding all of that, and recognizing, therefore, both the
benefits and limitations of PRO’s, we have heard an awful lot of
testimony here today that says that no matter how you slice it, no
matter how good a job DRG's are doing, the PRO’s are doing, none-
theless, it is cost effective.

Your own testimony says even in the Medicaid Program in Mas-
sachusetts that is cost effective to have selected mandatory second
opinions.

Yet the thrust of your testimony is we do not want them. I really
do not understand how, when you have testified to the benefits of a
mandatory second opinion, you can come out in opposition to it.

Mr. Scortr. We are not having any trouble, Senator. The Massa-
chusetts demonstration showed that they were cost effective for a
Medicaid population, using certain limited procedures. Our evalua-
tor of that demonstration told us very clearly that the results of
those savings, the results of that may not be replicated in a differ-
ent population such as Medicare.
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Chairman Heinz. What about all of those studies over there on
the charts? You paid for most of them.

Mr. Scorr. We paid for them and we learned a significant
ammount from them. The main thing that we learned, Senator, is
this, and the subterm, the sentinel effect, it may have a certain bu-
reaucratic ring to it, but I think it is a very valid point: Once phy-
sicians know that there is an oversight process in place, that will
review and make a judgment on an initial determination that sur-
gery is required, once that kind of a process exists, there is a senti-
nel effect and overall surgery rates decline. That was the bulk of
the savings in the State of Massachusetts.

hChairman HEeinz. No one is denying that. But let us go beyond
that.

Mr. Scorr. Now, why we think that is important, when we had
the opportunity to establish an oversight mechanism through the
online peer review organizations, we worked very hard in the de-
velopment of their scope of work to put in there the kind of re-
quirements that would enable the PRO’s and us to get to the issue
of unnecessary surgery, and subject to extensive review under the
PRO Program, either on a retrospective or a prospective basis the
same kinds of procedures that have been identified as being amena-
ble to intervention.

We think that, through the PRO’s, through these kinds of activi-
ties, very extensive activities involving physician organizations, we
are going to create, we have created the same kind of oversight
mechanism and will achieve the same sentinel result.

Chairman Heinz. Look, no one is saying the PRO's do not help.
No one is saying that there is not a sentinel effect. What we are
saying is we have informed testimony by members of the Reagan
administration, Mr. Kusserow in particular, who was here just a
few minutes ago, and he testified to the fact that if you just includ-
ed a handful of surgical procedures under Medicare that you would
save at least $150 million and, I do not know whether HCFA both-
ers to count in tens or hundreds of millions of dollars, but, to the
average taxpayer, that is still a lot of money.

Now, do you disagree with Mr. Kusserow’s estimate of these sav-
ings? If so, say so. But, if not, why are you sitting there recom-
mending against mandatory second opinions?

Mr. Scorr. If we disagreed—well, if we agreed with the inspector
general, Senator, we probably would not be in the position we are
in. We obviously disagree with that.

Chairman HeiNz. And you disagree with his estimate of savings?

Mr. Scorr. That is correct.

) C}}?airman Heinz. Have you got a rebuttal to his estimate of sav-
ings?

Mr. Scorr. His estimate, to the best of my understanding, his es-
timates of savings are based upon experiences prior to the imple-
mentation of the PRO’s and are done without taking into account
the estimation of the reduction of 800,000 admissions by PRO’s.

Chairman HeiNz. That is all very well, but have you—have you
gone through his estimates and determined what reductions might
be attributed, what, if any, savings might be attributable or even
surpassed by PR(O's? 1 mean, you are giving us an opinion that
PRO’s would equal or exceed his savings. You are not giving us a

§1-553 O—85—-3
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carefully reasoned analysis of that. Is that correct or do I misun-
derstand?

Mr. Scorr. Well, I hope that what I am giving you is a carefully
reasoned analysis without any numbers. [Laughter.]

Chairman Heinz. Well, you know, that may be one of the rea-
sons we have a $225 billion budget deficit. [Laughter.]

Mr. Scorr. If we felt, you know, this program was cost saving, we
certainly would not be walking away from it, Senator. We changed
the world, we changed the world when we put the PRO’s into
place. We have got specific objectives in each of the peer review or-
ganizations, designed to look at the problems with unnecessary sur-
gery in their area. Those are diagnosis specific, those are some-
times physician specific, they are sometimes hospital specific. We
have confidence in the PRO’s. We think they are going to be suc-
cessful. We have learned a great deal from the PSRO’s.

Chairman HEeinz. Let me ask you a question. Do you have two
agencies within HCFA, the Bureau of Quality Control and the
Office of Research and Demonstrations? It is my understanding
that they both are on record as favoring mandatory second opinion
provisions for Medicare. Is that correct?

Mr. Scorr. They both participated in the meetings that we had,
Senator Heinz, for me to get ready for this hearing. And in all of
those briefings and in all of those discussions, they have taken es-
sentially the same position that I have.
boC{l’airman HEeinz. Well, you are their boss, right? Are you their

887

Mr. Scort. They certainly took the same position I took and I am
not in the habit of mandating that.

Chairman HEinz. Is it or is it not?

Mr. Scorr. Mr. Pelovitz is the Deputy Director of our Office of
Research and Demonstrations. Steve, do you want to respond?

Mr. PeLoviTz. Yes; Senator, I think as we look at the experience
in both our demonstrations and our evaluations of existing pro-
grams, the one thing that becomes very clear is that a sentinel
effect can bring about substantial savings.

Chairman Heinz. Yes, but I would like an answer to my ques-
tion, if I may. We are not denying the sentinel effect. We have
said, fine, it works, it is there, it is good. We do not need to talk
about it any more. You know, we cannot quantify it. We do not
have any numbers. But that does not mean it is not real.

But what I am asking is a question of fact. Is it or is it not true
that in 1983, when DRG’s were being legislated by the Congress,
the Office of Research and Demonstrations recommended a manda-
tory second opinion provision? True or false?

Mr. Perovirz. To the best of my knowledge, we did not recom-
mend the implementation of a mandatory second surgical opinion.

Chairman HEeiNz. Were you the Director of that office in 1983?

Mr. PeLovitz. I am the Deputy Director now, and I have been in
that Office of Research and Demonstrations for—— :

Chairman Heinz. When you say to the best of your recollection,
is it or is it not true that you signed a memo dated May 5, 19883,
that advocated a mandatory second opinion—to the best of your
recollection?

Mr. PeLovrrz. To the best—I do not recall that memo, sir.
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Chairman Heinz. Would you like to see a copy of the memoran-
dum with your signature on it? [Laughter.]

Mr. PeLovitz. That would be fine. I mean, I do not have that in
front of me.

Chairman Heinz. Yes, it would be, if you would find it for your-
self and then come back to the committee.

Mr. Perovrrz. All right.

Chairman HEeinz. Let me say that I do not think this is any way
for an agency that is paid for by the taxpayers to behave, Mr.
. Scott. Basically, we have had a little selective memory failure by
the person sitting to your right. Now, we all have busy schedules.
We all have a job to do and, frankly, selective memory failure—to
bebkind, to call it selective memory failure—does not help us do our
jobs.

Mr. Scorr. Senator, I have worked with Mr. Pelovitz for 4 years
and I have found him to be a very honorable public servant.

Chairman Heinz. Then maybe he is more loyal to you than he is
honest with us.

Mr. Scorr. The loyalty that is required in these jobs is loyalty to
these programs. The programs serve 30 million Americans. We
spend $100 billion——

Chairman Heinz. Mr. Scott, let us not wave the flag o try and
cover up the fact that Mr. Pelovitz signed a memo dated May 5
that he has no recollection of. All right? Let us not play games
with the committee.

Mr. Scorr. He does not recall. I think that is all that is neces-
sary.

Chairman Hginz. He still does not recall.

At this point I am going to yield to Senator Burdick.

Senator Burpick. Thank you, Mr. Chairman. I just have one or
two questions.

We are dealing with human beings and we are dealing with psy-
chology here.

Mr. Scorr. That is correct.

Senator Burpick. I am going to ask a question very similar to
what I asked a former witness. Is it not easier for a patient to ask
for a second opinion when it is required rather than when it is not
required?

Mr. Scorr. Would you say that again, Senator?

Senator Burpick. Patient X goes in to see Dr. A, and Dr. A says
“you need extensive surgery.” Now, if the law does not require a
second opinion, is that patient not going to be a little more hesitant
about asking for one on their own right than if the law requires it?
This is human psychology now.

Mr. Scorr. I understand it is human psychology. I get myself in
enough trouble just talking about the Medicare Program without
offering opinions on human psychology. I think for many patients
that very well might be the case. I know for others that they are
always going to want to seek a second opinion before they enter
into major surgery.

Let me make it perfectly clear, from the administration’s stand-
point, we are not here arguing against second opinion. We believe
very strongly that seeking a second opinion before major surgery is
good. We would encourage beneficiaries at all times to do so.
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We have run a second surgical opinion hotline to help benefici-
aries to secure this kind of information. You may be right, there
would be some patients who would be reluctant. But I think there
are many patients, I think the experience in New York with 20
percent of the patients on their own were voluntarily seeking
second opinions.

Senator Burbpick. Well, I know from my own experience, I have
been seeing a doctor for 20 years, an old friend of mine, and if he
tells me I have to have something else taken out, I am kind of re-
luctant to challenge his opinion. And so, why is it not a simple so-
lution to require a mandatory opinion? Why is it not that simple,
make it easier for everybody?

Mr. Scorr. We have in place a program that offers the benefici-
aries an option for voluntary second opinions. We have in place a
very comprehensive program of quality review, since through the
peer review organization, we will address the issue of unnecessary
surgery, which is what the concern is. The concern is not whether

ou get or do not get a second opinion; the concern is what are the
t ways to reduce the incidence of unnecessary surgery?

We think that program is sufficient to meet the needs that we
have. The requirement for a mandatory second opinion seems to us
would be a requirement in addition to something that we believe
will be successful. It is a requirement that, although some benefici-
aries would like it, others might very well find it to be an incon-
venience. It is not that we are arguing against initiatives to stop
unnecessary surgery; we are very much in favor of those initia-
tives. We think that the approach that we have taken is simply one
that will achieve the same goal.

Senator Burpick. Do you mean to say that you can achieve the
same goal by a voluntary requirement?

Mr. Scorr. No; Senator, what I said is because of the combina-
tion of the voluntary activities that take place, plus the very exten-
sive medical review activities that take place in the peer review or-
ganizations, it is our judgment that those results would be equal to
or greater than a mandatory second surgical opinion.

Now, after we have some experience with the PRO’s, this is one
of the areas that we are going to take a very careful look at, and if
we are not achieving the kind of results—

Senator Burbick. Let us look at the doctor now. Is it not geing to
be more palatable for him to have another doctor look at it by law
rather than by consent? Would that not be easier for him?

Mr. Scort. There again, I certainly would not want to offer an
opinion as to how the organized medicine in general or how indi-
vidual physicians, Senator, would react. I am sure that there would
be some who would, in fact, welcome that. I am sure that there
would be others who might be offended. It is just hard to predict.
That is going to depend upon the physician and the relationship
that the patients have had with those physicians.

Senator Burpick. Well, I think it is just common sense that a
doctor is required by law to do it, rather than have the patient ask
for it. It is much easier for him and the patient, both.

Mr. Scorr. We require the doctor by law to do a lot of things in
our programs, Senator, and I have not noticed a great deal of en-
thusiasm for many of them lately.
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Senator Burpick. Well, maybe 1 have been around people too
long; I just know how they act. Thank you.

Chairman HEeinz. Senator Burdick, thank you very much.

Mr. Scott, you are aware that there are several PRO’s, among
them one in Arizona, that require mandatory second opinions; are
you aware of that?

Mr. Scorr. 1 was not aware that the one in Arizona required
mandatory second surgical opinions; I was aware that they were in-
terested in that whole issue, and looking at it.

Chairman Heinz. I will send you some information on that.

But is it not true that there are at least three PRO’s that do
have mandatory second opinions?

Mr. NATHANSON. Senator, it is not true that, as part of their con-
tract, or what we are paying for them, or what we have approved,
that they have mandatory Second Opinion Programs. There have
been some PRQO’s that have asked us if they could have mandatory
Second Opinion Programs and, in each case, we asked them what it
is they hoped to accomplish, what the bottom line might be, what
advantage over the way they do their review now might be. In the
case of Arizona, we find no advantage, to their idea of——

Chairman HEiNz. I am not surprised.

Mr. NATHANSON. But, Senator, actually we had a reason for it.
Perhaps that is surprising to you, but we did have a reason for why
we found that.

Chairman Heinz. When you get all the questions from me, wel
will have all of that on the record.

Mr. NaruansoN. OK.

Chairman Heinz. OK. I would like to return to, basically, the
question I proposed to the last panel, and Senator Burdick really
was asking the same question, {00, I think, which is this:

Let us assume for the moment that you do not save any money
by implementing mandatory second opinions—do not save any; you
do not lose any, but you do not save any. Why would that not—
even if you did not save any money and did not lose any money,
would it not be a good thing to do in and of itself?

Mr. Scorr. Well, it is good that we come back to this because this
is the more important issue. We sometimes focus in this town on
what the cost of something is, like the cost of unnecessary surgery.
We now get a chance to talk about the impact on people. These are
people to whom surgery is done. There are risks associated with
that, and we clearly, every one of us in this room, are not in favor
of unnecessary surgery. What we hope to do, what I think our
public policy goal would be, is to identify those ways where we can
intervene in the process and reduce the number of surgical cases
that are unnecessary that are being performed.

I know you are probably tired of it. The peer review program
offers us some unique opportunities to do that. I admit that there is
value to the beneficiary education that comes through a Second
Surgical Opinion Program, but the peer review program offers us
the opportunity to interact with physicians who deal with physi-
cians on their practice patterns. If the physician orders surgery——

Chairman Heinz. Yes; but answer my question, if you would. Ev-
erything you say is fine. I am not quarreling with that. But my
question was: If we knew for a certainty, if we knew for a certain- |

I
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ty, that we would just break even on second opinions, well, second
opinions cost money, but there would be less surgery to offset that
beyond what you are now achieving with PRO’s, would you favor
or not favor a mandatory second opinion, knowing that people at
least would be better informed?

Mr. Scorr. We simply do not see any additional advantages to it.
Since we do not see——

Chairman HeiNz. But based on what? I mean, I have given you a
question that I think is pretty clear, which is: You do not lose
money, you do not save money; it is a hypothetical question. What
I think you are saying is that you do not see any advantage under
that hypothetical to giving the consumer, the senior citizen on
Medicare, additional information with which to make a judgment.

Now, a representative of the American Association of Retired
Persons, their president, Vita Ostrander, just testified that they
think it would be very beneficial to their membership, 16 million
senior citizens. Why do you second guess them?

Mr. Scorr. Well, we—I am in the awkward position here of dis-
agreeing with the senior citizens organizations as to what we think
is in the best interests of senior citizens. We do not necessarily—I
understand, that's where I am. We do not necessarily think that
the mandatory second surgical opinion is going to work in the best
interests of the senior citizen community.

Chairman HEeinz. Even though they have a different opinion?

Mr. Scorr. Where do——
hC}3?airman HEeinz. Let us suppose—why do you and they differ on
that?

Mr. Scorrt. That is something that I am going to take the oppor-
tunity in the next couple of days to talk to those people, because I
am surprised to find us in this position on this issue. A second sur-
gical opinion mandated——

Chairman HEeINz. I commend you at that. You know, I do not ‘
know how long you have been at the Health Care Financing Ad- l
ministration, but it would be a good idea, since most of the money
you distribute is for the benefit of Medicare pecple, to meet some of
the people who represent these people you are supposed to help.
That is an excellent idea.

Mr. Scorr. I know many of those people. I am surprised on this
issue that we are on this side of it. We are frequently in disagree-
ment with the organization.

To accomplish this, you have got to make a change in the stat-
ute. There are some that many I think would argue this could be
conceived to be a restriction in the Medicare benefit. It will reduce
the access to the Medicare benefit, in the view of some people by
requiring a second surgical opinion. There is a great deal, there
can be a great deal of inconvenience associated with the achieving
of second surgical opinions, Senator.

I happen to be from rural Kansas. And there is a surgeon in the
town of Smith Center, KS, and if you want a second opinion on his
recommendation for surgery, you go 75 miles to Hays, KS. So that
is a burden.

Chairman Heinz. Earlier, Mr. Scott, you would notice every time
I described with particularity a notion of a mandatory second opin-
ion, it included a waiver for, quote, “hardship”, unquote, a broad
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term designed fo take into account exactly what you have just de-
scribed. So, you know, you can sit there and try to nitpick ideas
togﬁther, but I urge you to think through the idea before you nit-
pick it.

I want to put into the record a memorandum dated May 3, 1983,
signed by Mr. Pelovitz, on the subject that we discussed earlier,
namely, the memo that concludes, the concluding paragraph which
says, “We recommend that such a legislative initiative include a
provision for program evaluation that would examine both the cost
effectiveness of the program and its effects on health outcomes. We
suggest that the SSOP and its evaluation run for a period of 3
years at which time a decision could be made to continue the pro-
gram as is, add additional procedures, or discontinue the program.

I sent a letter to the Secretary on March 1, asking five questions.
In the responses that I have received from you here today, I am
really not much wiser about the last three, in particular, of the five
questions.

I would request, therefore, and I will give you a copy of this
letter as well as put a copy in the hearing record, that you provide
to me, on behalf of the Secretary or through the Secretary, as pro-
cedures dictate, no later than March 26 written answers to those
five questions.?

Do you think you can accommodate the committee in that
regard?

Mr. Scorr. Yes, sir.

Chairman HEeiNz. Any problems?

Mr. Scorr. I do not anticipate any problem whatscever.

[The letter referred to follows:]

'See appendix p. 107,
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Fa J( DEP:ARTMENT OF HEALTH & HUMAN SERVICES Financing Administration
i _
.
d Memorandum
MAY -3 188
Cate
Director
From Office of Research and Demonstrations

sutject ~ Comments on Officc of Inspector General Final Report—A Mendatory Second
Opinion Would Prove Beneficial to the Medicare and Medicaid Program

To Director
Office of Executive Secretariat

tn our response to the Office of Inspector General's (OIG) draft report, ORD
indicated a willingness to assist the OIG, We are pleased to see that the results
from ORD's seseond opinion studies were taken into account by the OIG in revising
their initlal cost savings estimates. While it can still be argued that these
estimates remain "rough around the edges” {i.e., we have no empirical evidence on
how a mandatory Medicare SSOP would work) we nonetheless concur with the 0IG's
general conclusion—some form of mendatory Medicare SSOP is worthy of imple-
mentation now.

We continue to agree with our earlier comments that there is good evidence that a
mandatory SSOP could substantiglly reduce the amount of surgery performed {or
both Medicare and Medicaid beneficiaries resulting in substantial cost sevings. We
suggest that HCFA proceed with a legislative initiative as outlined by the OIG to
implement a national mandatory SSOP targeted at select procedures. To accom-
plish this, HCFA will necd to specif{y what procedures to inelude in the program
and will have to carefully study the administrative procedures nccessary to
implement a mandatory SSOP for Medicare beneficiaries. ORD's second opinion
demonstration and eveluation studies can provide guidance in both arcas. Such a
program would be by far the largest SSOP ever attempted. For example, the five
. most frequent elective surgical procedures among Medicare beneficiaries account
for more than 1 million operations annually.

We recommend that such a legislative initiative include & provision for program
evaluation that would examine both the cost-ef{ectiveness of the program and its
effects on heelth outcomes. We suggest that the SSOP and its eveluation run for a
period of three years at which time & decision could be made to continue the
program as Is, add additional procedures, or discontinue the program.

Thank you again for the opportunity to on this report.
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Chairman Heinz. I must say I remain somewhere between
amazed and stunned by your testimony, but I guess even if we dis-
agreed over the facts, and I am not saying that all these studies are
right, there are just 10 of them, mostly paid for by you, but let us
assume that we differ on the facts; what I cannot get over is your
conclusion that were we to agree on the facts, which were that this
grogram did not save any money at all, did not cost any money,

ut you still would not want to do it in order to, in a prudent and
careful way, in order to better inform the beneficiaries of the pro-
gram which you run, as Acting Administrator of HCFA, to better
serve the people that all their lives contributed into the health in-
sgrance fund, from which you are making payments now to benefit
them.

If the people who run programs have some other agenda that is
unrelated to the people those programs are suppposed to benefit, it
becomes deeply troubling.

Now, I honestly have to tell you, after listening to your answers,
1 do not know what it is that you are objecting to. Maybe it is the
facts. Maybe you really sincerely believe that mandatory second
opinions, as described, will not save money or will not result in less
procedures and less risk to beneficiaries. Maybe you sincerely be-
lieve that. Somehow I do not think so. Somehow I think that you
have just come to a conclusion that putting in DRG’s, you just do
not want to rock the boat; that you just, right or wrong, you are
going to just go through a period of 2 or 3 or 4 years, however long
it takes us to implement DRG's, and we are just going to sit there
and do nothing. Now, maybe I am wrong.

Mr. Scorr. I think you are, Senator.

Chairman HEeinz. But I have received testimony to the contrary
in the Finance Committee, where my colleague, Senator Duren-
berger, had said on the record, “Look, the arrangement that we
made, that HCFA made, with the Hospital Association, we are not
going to do anything on any changes while DRG’S are going in,”
you know, because that was the deal. They would support our put-
. ting in DRG’s in the 1983 Social Security Act amendments, if we
promised—we, the administration and the Congress—not to rock
the boat for 3 or 4 years. Now, you are telling me that Senator
Durenberger did not know what he was talking about?

Mr. Scorr. 1 certainly did not say that. I am saying, in the con-
text that you asked that question, I gave a response. Senator, let
me make some general comments. One, the issue, the primary
issue is, do we——

Chairman Hrinz. But what, what is the answer to my question?

Mr. Scorr [continuing]. Do we tolerate unnecessary surgery? We
have learned a significant amount from those demonstrations. We
learned very much that the success depends upon the existence of
an oversight mechanism and the physician’s awareness of that—
the sentinel effect, I know you did not want to talk about it
again—we learned that from the demonstrations.

We had a unique opportunity furnished to us by the Congress in
the implementation of the PRO Program to move ahead very ag-
gressively on quality issues. We have put into place significant
quality assurance kind of mechanisms in the PRO Program that
we believe will achieve the same kind of results that are being
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talked about with mandatory second surgical opinions. All we are
disagreeing about is on—— :

Chairman Heinz. When will you come to a conclusion, one way
or another, that you are right?

Mr. Scorr. We will come to that conclusion in the next 6 to 9
months. And, if we are wrong, we will be back.

Chairman Heinz. What will be the methodology? Why is it going
to be 6 to 9 months? What is happening that you are so certain you
will come to a clear conclusion, totally supported by the evidence?

Mr. Scorr. The PRO Program, like any new Federal program
that is implemented is one that is going to require significant
direct Federal oversight in its first and second years. We plan on
being very aggressive in our oversight of the PRO programs, to
make sure that it achieves the results that we want, as the infor-
mation is reported in from the PRO’s about their success in meet-
ing their objectives, the elimination of 800,000 admissions or the
deferral of 38,000 unnecessary invasive procedures, we will be able
to measure to the PRO’s success in——

Chairman Heinz. Wait now, measure the PRO’s success against
certain objectives.

Mr. Scorr. That is correct.

Chairman Hgeinz. That is fine; nothing wrong with that.

But to say, having met those objectives, and then deduce from
that that mandatory second opinions are unnecessary is not logical.
What you need is a controlled experiment.

Now, with all the care, and you have an enormous amount of ex-
pertise, you know what controlled experiments are, You know
what control groups are. You know what pairings are.

Do you have any experiments testing the additional effective-
ness, on the one hand, of mandatory second opinions in combina-
tion with PRQ’s, and do you have any pairs of testing of simply
mandatory second opinions standing alone, perhaps, without the
preadmission aspects of PRO’s so you can get some sense of wheth-
er or not, now, this careful experimentational, Descartian approach
ghat?you have taken is really validated or invalidated by good

ata

Mr. Scort. None of those kinds of experiments are currently on
the drawingboard.

Chairman HEeinz. Is there a good reason not to, given the facts,
given all these studies that go back to 19817 You people sitting
there are in charge of the demonstration, the testing and so forth,
and you are telling us that you have spent tens of millions of dol-
lars, I guess, on these studies, and the one obvious question that is
going to come up, which is: Are mandatory second opinions going
to save even more money than PRO’s that no one ever considered
over the last 4 years, structuring some kind of little controlled test
operation to answer that question.

Is my understanding of your, what you have decided not to do,
correct?

Mr. Scorr. | said there are none of those on the board at this
point in time. I am certainly not foreclosing that we, as we contin-
ie to develop our research agenda, will not decide to move in that

irection.
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Quite honestly, Senator, there are many important questions in
the Medicare Program that we would like to research which we
have been unable to address at different times. This is one that 1
am sure will continue to come up and we may very well, in the
future, embark upon the type of activities you are talking about.

Chairman HeiNz. Mr. Scott, yes, and this is one of them that you
have been addressing. Now, we only go back to 1981, these studies
go back to 1977, and now you are saying, oh, there are a lot more
important things, you know, this is a new idea.

This is not a new idea.

Mr. Scorr. The one thing that we felt was the most valuable out
of these studies, we learned from that, and that is the same kind of
initiative we tried to put in place.

Chairman HEiNz, Well, can you answer one last question for me?

Mr. Scotr. I am not having much luck so far, but I will try, sir.

Chairman HEeinz. You are sure not. Maybe we should give you a
second chance. [Laughter.]

Mr. Scorr. If I had a choice, I would like to forego that, sir. Once
is quite enough. [Laughter]

Chairman Heinz. If I had given some of your answers, I would
have, too.

We had testimony from the private sector here today. They are
putting in mandatory second opinions. They testified that between
15 and 20 million Americans are being covered by employerem-
ployee health plans, which includes mainly people who are under

.85, who have an incidence of surgery significantly below that of
‘senior citizens, that they find mandatory second opinions for specif-
ic procedures to be very cost effective, along with the equivalent of
PRO’s, namely prescreening. They do both. They do prescreening
-and they do mandatory second opinions.

And what I hear you saying, which is something of an absurdity
to me—pardon me if I use the word, but it is true—that what is
working in the private sector, what has been proven cost effective
in the private sector, what has been proven as humane in the pri-
vate sector is not something that you are willing to recommend.

Mr. Scorr. Because of the kinds of populations covered, and be-
cause there are differences in the relationships between employers
and employees and the entitlement programs we administer, it
comes back to the basic question that we believe what we have in
place is sufficient to address the problem of unnecessary surgery.

Chairman Heinz. Your belief is noted. The rationale for getting
to your belief does not seem very strong.

Mr. Scorr. Well, we believe that it is. We clearly disagree on
that.

Chairman HEeiNz. If there are no further comments, the hearing
is adjourned.

{The committee was adjourned at 12:35 p.m.]
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Appendix 1

[Staff Briefing Paper Prepared for March 1%, 1985 Hearing

On ry Surgery: Double Jeopardy for Older Americans]

March 13, 1985

Section 1. Summary of Findings

1. The surgery rate in the United States is the highest in the
world and it is rising at an unprecedented rate.

[ Four in ten persons who enter a hospital uUndergo surgetry.
[ Since 1971, the rate of surgical ogert:ions increased
more than four times faster than the growth in the pop-

ulation.

2. Older Americans ere being guernied into operating rooms st astonishing
rates -- rates much higher than for the under 65 population.

[} Americans over 65 are subjected to B0 percent more surgeries
than those under ege 65

°© For the 11 most common elective surgical procedures,
there has been a 130% {ncrease for aged patients since
Medicare was enacted, with the largest portion of this
increase occuring since 1975.

o Coronary arttery bygass surgery on older men has incressed
faster than any other type of surgery, risimg 1,000
percent between 1971 and 1978.

3. Nearly half of all Medicare expenditures arve for surgery of
gutgery-related services.

o For short stay hospital visits, 48 percent of Medicare
: expenditures -- $16 billion -- is surgery-related.
(4] More than one-third of physician care reimbursed by

Medicare, or $4.4 billion, 1is surgery-related.

4. Local medical convention and individual physicisn bias play
8 major role in determining whether surgery {s performed. Con-
sequently, per capita surgery rates vary widely from region
to region, state to state and even between adjecent localitfies.

[ Hysterectomy is performed 80% more often in the South
than in the Northeastern United States, and 300% more
often in one local eres in Vermont than {n another area
{n that State.

o in Massachusetts, the likelihood of hernia repair surgery
varies by as much as 380 percent from one region of
the state to encther, whi?e pacemaker surgery varied
by as much as 1250% among regions.

{(11)
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Surgery is dangerous for anyone, but especially for older Americans,
who face much higher risk of complications, disability and even
death from surgery.

[ The likelihood of surgery-related deaths more than doubles
for each decade of age after 65.

[} For prostatectomies, the surgery-relsted death rate
jumps from 68 per 10,000 among those 65-74 to 160 per
10,000 for those 75-84 and 405 per 10,000 for those
over age 85.

According to unpublished daca provided to the Special Committee
on Aging, unnecessary surgery is widespread.

These data show that as much as:

[ 23% to 36% of cataract surgery may be unnecessary;

o 27% to 32% of knee surgery may be unnecessary;

-} 17% to 43% of hemorrhoidectomy may be unnecesseary;

o 15% to 31% of gall bladder surgery may be unnecessary;
o 14% to 29% of prostare surgery may be unnecessary;

[ 5% to 28% of hernia repair surgery may be unnecessary.

Reducing or eliminating unnecessary surgery could save billions
of dollars for the Medicare and Medicaid programs.

[} Savings from reducing unnecessary surgery for just nine
elective surgeries (ranging from cardiac pacemakers
to hernia repair) would ssve from $0.7 billion to §1.2
billfon each year in the Medicare progranm.

o Reducing unnecessary cerdiac pacemakeré implents slone
would save up to $358 million each year for Medicare.

One solution to the problem of unnecessary surgery would be
e tequirement that all Medicare beneficiaries seek a second
opinion when surgery is recommended by their physician.

o When second opinions sre mandated, rates of surgery
are treduced by as much as 45 percent, with no apparent
threats to health status.

[ Ten states and hundreds of private insurance policies
now require second opinions.

o Even the quality control mechanisms established by the
federal government -- the Peer Review Organizations

-in some cases have implemented mandatory second opinions |
a8s 8 further and necessary check on unnecessary surgery. |



PROJECIED SAVINGS FOR MEDICARE TRUST FUND FROM REDUCING UNNECESSARY SURGERY #

Surgical Total Approximate* Lowest Reductiont+  Highest Reductiont+

Procedure Medicare Payments ('85) in Surgery Rate in Surgery Rate Renge of Savings* to Medicare

Cardiac

Pacemaker $1.085 billion 3o 1 amd $325.5 to $358.1 million

Cataract 2

Surgery $655.8 wdllien 237 36% 3 $150.8 to 236.1mllion

Gall Bladder 2 4

Surgery $591.3 ndllion 15% 31% $ 88.7 to 183.3 million

Prostate 5 2

Surgery $605.5 million 147 29% $ 84.8 to 175.9. million

Knee Surgery $136.4 million 277, 6 32% 3 $ 36.8 to 43.7 million

Hysterectamy $152.9 million g 2 asn b $12.2 to 68.8 million

Back Surgery $ 92.8 million 18, 4 367, 3 $ 16.7 to 33.4 million

Hernia

Repair $225.1 million 5% 2 207, 4 $ 11.2 to 63.0 million

Hemorr- 2 7

hoidectomy § 41.0 million 17% %13 $ 7.0 to 17.6 million

Nine Surgery

Totals $ 2.5 billica* 17% avg. lowest  35% avg. highest $733.7 to 1.180 billion
reduction reduction saved for Medicare alone¥

NOTES :

*Payments and Sevings exclude doctors' fees, and Part A Capital and Teaching cost payments. These payments
would a{so be reduced, particularly in the urban tospitals, with highest payments and therefore highest
savings likely.

+Footnotea 1 through 7 deacribe the source of each estimate. Please see other side of this page.

{Volume of each surgery for sged frau 1983 Mational Hospital Discharge Survey, adjusted to reflect fewer
admissions for Medicare than total population 65+, and to reflect fewer admissions in 1984 than in 1983.
Cost data per surgery based on volume weighted average of DRGs comprising cach category, applying 1985 DRG
prices to approximate proportion of Medicare admissions for urban and rural facilities. :

gL



FOOTNOTES

. Special Camittee on Aging, Pacemaker hearings, September, 1982.
DHHS Of.fioe of Inspector General, March, 1983 Semi-Anmual Report.
Wisconsin Medicaid second opinion program statistics.

New Jersey Medicaid second opinion program statistics.

- New York State Civil Sexrvice second opinion program statistics.
Michigan Medicaid second opinion program statistics.

Comnecticut Medicaid second opinion program statistics.
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seoetion 4. Background

The first serious attempt by the Congress to identify and deal
with the problem of "unnecessary" surgery in the Medicare and
Medicaid programs was launched by a House Interstate and Foreign
Commerce Subcommittee in mid-1975. Following 2 series of
hearings, the subcommittee concluded that approximately 2 million
unnecessary surgical procedures had been performed in 1974 at a
cost of $4 billion.The subconmittee recommended that, in addition
to existing PSRO utilization review, the HEW “"promptly mandate
second professional opinions to confirm the need for elective or

non-emergency surgery under Medicare and Hedicaia~(see Jan. 1976

subcommittee reportj.

This same House subcompittee held a follow-up series of
hearings in 1977,ending with the HEW promising to heavily promote

voluntary second surgical opinion programs, and, if proven
Ineffective, the Department would ESe prepared to require secongd
opinions for selected non-emergency” surgical procedures (see
1571777 testimopy of HEW Under Secretary Hate gﬁempxonF-

The Federal commitment to experimenting with the second
surgical opinion was late in coming, as the concept at that time
was well on its way to being established in group health
insurance plans. The Cornell-New York Hospital Program adopted a
second surgical opinion provision {5SOP) in 1972. By 1976, Blue
Cross and Blue Shield programs in New York, Michigan,

Pennsylvania and New Jersey were offering a voluntary S50P to
policy holders: and, in that same year, the Massachusetts

Legislature provided for a mandatory SSOP in that State’'s
Medicaid Program beginning In 1377,

The Federal experiment with, and study of, the SS50P was
initiated in 1978 and consisted of the following: (1} three-year
demonstration projects in New York City and Detroit metropolitan
areas for Medicare patients, which utilized a voluntary SSOP and
ended in 1981;: (2) a voluntary National Second Surgical Opinion
Program which was to "encourage" the public through media
promotion to obtain second surgical opinions and offers 2
nationwide toll-free “"hotline” information service to consumers;
and {3) a five-year study by the Health Care Financing
Administration (HCFA) of these Federally-funded projects, the
Massachusetts Medicaid mandatory SSOP and other major SSOPs in
both the private and government sectors.

Perhaps the most important finding to coming out of the two
Medicare voluntary SSOP demonstrations in New York and Detroit is
that the voluntary SSOP does not work {less than 3% of the
beneficiaries participated) and therefore is not cost effective.
The voluntary nationwide toll-free “hotline,” while atill in
operation, has received an average of only about 1,000 calls (20
calls per State} per month.

HCFA's just-completed SSOP study (it ran seven years instead
of five), however, shows that the mandatory SSOP in the
Massachusetts Medicaid Program reduced elective surgery rates by
as much as 30% (see draft report, p. 290} and proved to be cost
effective. The HCFA study estimated that, for every dollatr spent
in the program, there was a net savings of $4.30 Tsee draft
report, p. 139). More importantly, in assessing the health
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effects of the mandatory SSOP in the Masgsachusetts Medicaid
program, the draft report on the HCFA study states: "In summary,
the unambjiguous results from the analyses on the uncomplicated
cases suggest that the Massachusetts mandatory SSOP has no
appreciable impact on health cutcomes.™ (see report, p. 183)

Midway through HCFA's $2.5 million SSOP study, there began a
ground awell shift in both the private and public sectors away
from the voluntary SSOP to insurance plans with the mandatory
provision. For example, by 1983, Medicaid programs in seven
states included the mandatory SSOP (see DHHS 0IG 3/22/83 report}.
The Blue Cross & Blue Shield ARssocistion reports that, while only
10 of its 65 plans nationwide in 1982 offered a mandatory SSOP,
the number had jumped to 40 in 1983. According to the Aetna
Insurance Co., the number of its employer policy holders with a
mandatory SSOP soared from only 1S5 in mid-1983 to a current total
of 3,164.

The Departiment of Health and Human Services Inspector General
{1G) first recommended in 1982 that HCFA “seek legislative change
to the Social Security Act that would require Medicare and
Medicaid beneficiaries to seek a mandatory second surgical
opinion for selected surgeries. The IG reiterated this
recommendation in his latest report of November 1984.According to

the IG report: "HCFA agreed that there is evidence that a
mandatory SSOP might reduce the amount of unnecessary surgery
pertormed. elieved, however, there were many unanswered
gquestions in this area . ."

The 1G, however, after having reviewed a draft of the HCFA
seven-year study of SSOPs, continues to stand by his
recommendation for a mandatOry SSOP in both the Medaicare and
Madicaid progrems. Meanwhile, HCFR has still not issued a final
report on its SSOP study, a report that was originally scheduled
to be published more than a year ago.
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Section 3. Utilization of Elective Surgical Procedures

Trends in Surgical Utilization.

The surgery rate in the U.S.is the highest in the world.
Surgical discharges account for about 40% of total hospital
discharges in the U.5. Moreover, since 1971 the rate of
operations performed increased more than 4 times faster than the
rate of population growth, for a net increase per 100,000
population of 93% from 1971 through 1982. (Source: NCHS)

Compared to the surgery rates for the rest of the population,
the elderly undergo surgery at still higher rates: in fact,
individuals over 65 undergo B80% more surgery on average than the
under 65 population. These high rates of surgical utilization
for the elderly have increased even faster than the rapidly
increasing surgical rates for the rest of the population {(see
Table One, below}.

Table One.

CHANGES IN AGE-SPECIFIC RATES OF SURGERY 1965-1977
{Rate of Surgery per 1,000 Populationj]

Age 1965 1977 $ Increase
Under 65yrs 74 o2 24%¢
Over 65yrs 105 166 58%

The extremely high rate of increase in surgery performed on
the elderly has been cited as evidence of overutilization of
Medicare. In response, other analysts have asserted that the
pronounced increase in the rate of surgery for the eldérly since
1965 has been due to pent-ip demand for necessary surgery, which
demand was unleashed as the passage of the Medicare legislation
made funding available for surgeries that had been postponed by
the elderly because of scant resources. Yet, the graphs that
appear as an appendix to this briefing paper provide evidence
that the rates at which several surgeries are performed on the
aged have increased most since 1975.

Some surgeries are predominantly performed on the elderly, so
that the number of operations performed on Medicare beneficiaries
represents a large proportion of of the total number of those
operations performed., For example,

86% of a1l hip joint surgeries,

78% of all pacemaker surgeries,

75 § of all cataract surgeries,

74% of all prostatectonies,

69% of all femur fracture reduction surgeries,

$7% of all total hip replacement surgeries, and
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23 to 28% of all gall bladder, inguinal hernia, and coronary
bypass surgeries were performed on persons 65 years of age and
over (source: HCFX and HeaIlh Planning Council of Greater
Hoston). 1In addition, hospital discharges for these few
procedures made up 23% of all Medicare discharges in 1980
{source: HCFA Draft Surgicel Mortality Paper)

Many of the surgeries disproportionately undergone by older
Americans began to be performed at dramatically higher rates
during the 19708, increasing between 1971 and 1978 to the
folx?wing extent {source: National Hospital Discharge Survey.
RCHS} :

cOrona§y Artery Bypass Surgery up 275% {up 995% for men over
€5):

Cataract surgery up 46.9%:

Prostatectomies up 43.5%;

Gall Bladder surgery up 15.8%;
Similar findings were reported for the State of Massachussetts by
the Health Planning Council of Greater Boston, which identified
large rate increases between 1980 and 1982 for the following
additional surgical procedures commonly performed on the aged:

Coronary Artery Bypass Surgery, up 54%;

Cardiac Catheterization, up 34%;

Hip Replacement, up 19%;

Pacemaker Insertion, up 12%.
During this two year period, the elderly population of

Massachussetts increased by less than 1%.

Hazards Associated With Elective Surgery.

Older Americans are disproportionately harmed by unnecessary
surgery for two reasons: as noted above, individuals over 65
undergo 80% more surgery than those under 65 years of age: and
the risk of complications, disability, and death from surgery and
general anesthesia increases steadily with age. Table Two,
derived from a HCFA Working Paper, shows how mortality rises with
age for each of several surgical procedures commonly performed on
the aged.
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Table Two.
AVERAGE ANNUAL NUMBER OF DEATHS OCCURING WITHIN 1.5 MONTHS POST SURGERY

TI379-15807
Surgical Deaths per 10,000 Surgeries
Procedure Age 65-74 Age 75-84 Age 85+
Prostatectony 119 269 631
Gall Bladder 210 534 1157
Hernia Repair 58 C17 . 447
Cataract Surgery 33 56 92
Reduction Femur 401 780 13154
Coronary Bypass | -573% 975 N/A
Total Hip Replacement i17 219 931
Other Hip Surgery 347 684 1270

The chart above shows, .for example, that death rates more than
double for indjviduals older then 75, compared to those aged £5
to 74, who undergo such common elective surgical procedures as
gall bladder removal and hernia repair. Por every one of these
common procedures, surgery becomes more hazardous with each
additional year of age of the patient undergoing the surgery.

. f7he fact that older Americans are more vulnerable to fatal
indury from even routine surgery makes {t particularly important
for Medicare program managers to question the propriety of the
huge increase in the rates of elderly persons undergoing surgery,
and to take every possible step to minimize unnecessary surgery
in the aged population. ’

In ad4ition to the greater risk of desth with increasing age,
snother factor sffecting mortality is the relative risk involved
with each particular procedure -- which cahi be assessed by the
difference between the "expected" death rate for elderly Medicare
beneficiaries and the death rate of similer persons undergoing
surgery. According to the HCFA Working Paper, “excess
mortality® is a figure based on the number of deaths occuring in
the population undergoing surgery, "compared to the death rates
that would occur ${f the same population experienced the death
rates prevailing among the Medicare aged” population.

"Excess mortality" is not useful as a measure of actuasl death
rates attributable to a given surgery, in part because the
population undergoing surgery may well be more vulnerable to the
trauma of surgery specifically because of the problem for which
they are receiving surgical treatment {or related health
problems} -- which would explain some portion of their higher
death rate. In addition, it f2ils to consider what would have
happened to these people if they had not obtained surgery.
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Nonetheless, it is the best available estimate of the relative
mortality associated with the trauma of surgery, and can be used
to assess the relative riskiness of different surgeries.

Table Three shows the "excess mortality” associated with each of
the surgeries discussed above.

Table Three.

EXCESS MORTALITY IN THE FIRST 1.5 MONTHS FOLLOWING SURGERY
{1575-1580)

Surgical Excess Mortality per 10,000 Surgeries
Procedure Age 65-74 Age75-84 Age 85+
Prostatectony 68 160 405
Gall Bladder - 176 454 268
Hernia Repair : 10 73 233
Cataract Surgery -3 -24 -97
Femur Reduction 369 706 1172
Coronary Bypass 527 881 N/A
Total Hip Replacement 82 141 748
Other Hip Surgery 315 609 1087

The chart above is based on Medicare data, including deaths
occuring outside the hospital up to one and one-half months post
surgery. In their draft report, HCFA notes that many studies
have found much lower rates of surgical mortality because they
only analyzed deaths occuring in the hospital after surgery.
According to HCFA's analysis, in-hospital deaths represent only 2
fraction of actual deaths after surgery -- for example, in-
hospital death figures alone represent only 42% { for
prostatectomy} to 77% {for Coronary Bypass) of total deaths that
occur within 1.5 months after surgery. The HCFA data, therefore,
is an improvement on many previous estimates of mortality
following specific surgeries.

The data show that the highest rate of excess surgery occurs
atter Coronary Bypass surgery, followed by Reduction of Practured
Femur and Hip surgery. It may, therefore, be particularly
important to target these procedures for further efforts to
minimize unnecessary surgical interventions. Although Cataract
surgery is poesibly the most commbon surgery financed by Medicare,
this evidence puts it in a different category than the other
surgeries shown on the chart above as far as controlling
unnecessary surgery is concerned. Its outcome is better-than-
expected mortality, possibly because (a) it is not a very
dangerous surgery, and {b) patients who undergo this surgery are
a healthier than average group of Medicare beneficiaries, This
death rate analysis suggests that efforts to control
overutilization of cataract surgery will be rewarded chiefly with
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financial savings for the HI Trust Fund, rather than improved
quality of care for beneficiaries.

Unnecessary Surgery.

Very few studies have attempted to document the extent of
unnecessary surgery, particularly because of the conspicuous
absence of agreement within the medical profession as to what
constitutes the proper indications for s given surgery. This
lack of definition and consensus has made it difficult for
acadenic and physician observers to find an "objective® basis for
study. Yet, it is necessary to examine this question, including
possible incentives for unnecessary surgery, because of
skyrocketting rates of surgery for the aged and their greater
vulnerability to surgical trauma.

Physicians have economic incentives to prescribe unnecessary
surgery. Particularly in the absence of clear guidelines as to
the appropriateness of a given surgery, these incentives may
encourage doctors to err on the side of surgical, rather than
medical/non-invasive therapies.

o A study of physician behavior in response to a change
in Medjcare payment rates was conducted in Colorado.
Researchers estimated that each 10% reduction in payment rates
was followed by a 1.4% increase in the number of surgical
procedures per patient, a 6% increase in the complexity of
services that doctors said they delivered to patients, and a
5% increase in lab tests. {(Rice & Gabel papers on physician
induced demand: Marshall testimony 11/19/84).

o The "Hastings Center Report®” from October, 1983
discussed an incident at a New Jersey hospital, in which an
administrative officer of the hospital urged a physician who
used cesarean sections sparingly to reconsider his approach,
in light of the higher DRG payment for performing cesarean
sections.

There is a great deal of disagreement among physicians over
when it is appropriate to perform surgery, due to lack of
agreement upon uniform and precise indications. While some
variation in surgery rates is appropriate, due to
characteristics of the local population, there is evidence that
individual physician biases and local medical convention are
largely responsible tor decisions to perform surgery, perhaps
playing as much a role as scientific analysis.

© Hysterectomy is performed 80% more often in the South
than in the Northeastern United States, and 300% more often in
one local area of Vermont than in another area in that State.

© According to Dr. John Wennberg, the researcher who
documented the disparity in hysterectomy rates in Vermont, 90%
of the 470 Medicare Diagnosis Related Groups (DRGs) show more
regional disparity than hysterectomies do.

o At a recent Senate Appropriations subcommittee hearing.
Dr. Wennberg projected that if surgery for the removal of the
prostate were to be performed nationally at the lowest local
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rate he had identified, there would be almost 5,000 fewer
deaths each year nationwide, compared to the mortality that
would occur if the surgery were to be performed nationally at
the highest rate he had found.

o A study of rates of surgical variation in
Massachussetts found that rates of hernia repair surgery
varied by as much as 3B0% from one region of the State to
another, while pacemaker surgery varied by as much as 12508%.

The ongcing debate cover unnecessary pacemaker surgery is
deeply rooted in the continuing debate over what constitute
appropriately conservative indications for implantation. After
the Special Committee on Aging held hearings in 1982 at which
evidence of 30 to 50 percent overutilization was presented, both
the Health Care Financing Administration (HCFA) and a private
group of expert cardiologists presented an improved set of
criteria to guide physicians in assessing appropriate cases for
pacenmaker surgery.

© HCFA's revised guidelines are now in use by the Peer
Review Organizations. Because of the Senate hearings and
subseguent legislation, PROs are required to review all
proposed pacemaker implantations. Since July of 1984, these
organizations have cumulatively denied 1.5% {333} of the
22,428 proposed surgeries they reviewed.

o The ad hoc cardiology group, however, authors of a
recent article in the Journal of the American Medical
Association (JAMA), have prepared tighter and more precise
guidelines for pacemaker implantation. The authors believe
HCFA should again revise its guidelines. Some of thenm
estimate that up to one-third of all pacemaker implantations
are still unnecessary and might be recognized as such if the
most up to date criteria were utilized by physicians and
patients as indication guidelines.

wWhile thase widespread disparities in surgical utilization
suggest that unnecessary surgery exists, and that the amount of
unnecessary surgery may vary from place to place, this lack of
agreement on what constitutes appropriate medical and surgical
practice has also hampered efforts to create an objective basis
for identifying the extent of unnecessary surgery.

Ultimately, howver, the most appropriate definition of
unnecessary surgery, is one which acknowledges that the
individual confronted with the choice of undergoing surgery
should ultimately determine its necessity. This approach makes
sense because:

o Individuals must consider their willingness to live
with pain, disability, disfigurement and the risk of death,
along with their families, work and available social supports,
in making a decision to undergo surgery or to accept available
alternative medical treatment. These considerations are not
objectively definable in the abstract, yet must be considered
in any determination of thé “Necessity” of surgery.

© People do not want the government or their insuror to
dictate to them what medical choices they may make.
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when individuals have been provided {via a mandatory second
opinion program} with the technical information necessary to
judge medical factors, they have responded by frequently
rejecting surgery. These decisions have cumulatively resulted in
dramatically reduced rates of surgery, with no reported ill
effects on the people who have elected to forge surgery. The

reductions in surgery rates achieved in this manner are the most
powerful and appropriate measure of the extent of unnecessary

surgerz .

Examples include:

o Dr. Thomas Graboys' testimony before the Special
Committee on Aging indicates that from 50 to 858 of those
referred by their own physician for Coronary Artery Bypass
Surgery {CABS) will safely opt to be managed medically.

© State Medicaid programs, and private insurors have been
able to reduce targetted rates of surgery by an average of up
to 35%.

Por further examples, refer to Sections 5, 6, and 7 of this
briefing paper, as well as the attached chart, which depicts both
high and low rates of reduction of unnecessary surgery, along
with projected impact of similar reductions on selected Medicare
reimbursed surgical procedures.
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Section 4. Private Sector Experience

use of second opinion provisions, especially the mandatory
type, in the private sector has grown by leaps and bounds in
recent years. Virtually all of the major group health insurance
carriers offer the mandatory second opinion provision in their
plans at a reduced premium rate.

Prior to the early 1980s, major insurance carriers had begun
to experiment with a voluntary SSOP as a potential cost-saving
measure in their plans offered to employer clients. Most of
these plans were patterned after the Cornell-New York Hospital
program that began in 1972 and was the first large-scale second
opinion program.

Several years of experience, however, showed that the
voluntary provision was not cost effective and, in the late
1970s, experimentation shifted to the mandatory second opinion
and the targeting of a limited number of high volume, high cost
elective surgical procedures. :

A survey in early 1934 of 1,185 industrial and nonindustrial
firms by Hewitt Associates found that 28% of the companies had a
mandatory second opinion in their health insurance plans, and an
additional 32% had the mandatory provision under consideration.
The survey also showed that 53% of the companies surveyed offer
1008 coverage to their employees for the ¢ost of a second
opinion.

Prudential, the pioneering insurance company with second
opinion programs, first offered the mandatory second opinion to
its policy holders nationwide in 1930. Prudential reports a
current net savings of $6.95 for every dollar spent by its policy
holders with mandatory provision. Further, Prudentiadl estimates
that, in 1983, its 1,206 inforce plans with second opinion
provisions saved an estimated $3.5 million.

Other examples of success with, and growth in the use of, the
mandatory second opinion follow:

1. Metropolitan Insurance Companies reports a 26%
nonconfirmation rate for its mandatory SSOP and estimates a
net savings of §6.00 for every dollar spent to administer
second opinion programs;

2. Connecticut General Insurance estipates that, in 1983,
overall net savings from mandatory SSOP programs amounted to
$10.00 for every dollar spent:

3. Use of the mandatory SSOP among the 65 Blue Cross and Blue
Shield plans nationwide rose from 10 in 1982 to 40 in 1983:

4. The number of the Aetna Insurance Company policy holders
with s mandatory SSOP rose from 15 in mid-1983 to a2 current
total of 3,164.

Business coalitions on health care have sprung up all across
the nation in recent years and are adopting the mandatory second
surgical opinion as a8 cost containment measure. For example, 9,
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of the 20 member firms of the Toledo Business Coalition on Health
Care have adopted the mandatory provision in the past two years.

The Business Council of Pennsylvania, consisting of the chief
executive officers of 39 corporations headquartered in
Peansylvania, is advocating a seven-point program for Statewide
health care cost containment policy in both the public and
private sectors. Among the seven elements is the mandatory
second surgical opinion provision.

At least several of the Peer Review Organizations (PROs)
recently established by the Heslth Care Financing Administration
for review of Medicare gervices and procedures administer
mandatory second opinions for their private sector clients. The
Arizona Pro, for example, has contracts with 44 private firms to
operate their health care cost contsinment programs, and 41 of
them use a mandatory second opinion. The Arizona PRO's
experience with the mandatory provision in the private sector has
been so successful that it has added 2 mandatory second opinion
to its Medicare review.
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Section 5. State Experience With The Mandatory Second Opinion

Currently, there are 10 States that have adopted the mandatory
second surgical opinion provision for their cost containment
programs. They are: Massachusetts; Michigan:; Minnesota:
Missouri; New Jersey: Wisconsin; Washington; Tennessee;
Oregon; and Virginia. The States of New York and Connecticut are
working to establish a mandatory second opinion in their Medicaid
programs.

The following is a brief synopsis for each of the State
Medicaid programs with a mandatory provision:

1. Massachusetts, was the first State to use a pandatory second
surgical opinion in its Medicaid prograsm, beginning in 1977, and
applied it to eight procedures: Tonsillectomy/Adenocidectomy:
hysterectomy; cholecystectomy:; submucous resection/rhinoplasty;
heporrhoidectomy; menisectomy: excision and stripping of varicose
veins; and disC surgery/spinal fusion. Reductions in surgery
rates, for example, were 42% for hysterectomy and 29% for back
surgery. A study by the Health Care Financing Administration of
the Massachusetts program showed a net savings of more than four
dollars for every dollar spent.

2. Michigan implemented its mandatory second opinion in January
1980, and covers seven surgical procedures: cholecystectomy;
dilatation and curettage; hemorrhoidectomy, hernia repair:
hysterectomy: menisectomy: and tonsillectomy/adenoidectomy. The
Meédicaid program found that the mandatory provision caused an
estimated overall drop in rates of these seven procedures of 35%;
and apnual cost savings were estimated at $3.7 million.

"3, The Minnesota Legislature mandated a mandatory second
surgical opinion for the State Medicaid program to become
effective on April 1, 1985. The program will cover four
procedures: tonsillectomy/adenoidectomy; hernia repair:;
hysterectomy: and cholecystectomy.

4. Missouri's mandatory second opinion became effective in
October 1981 and includes eight procedures: cataract removal:
cholecystectomy; dilatation and curettage: hemorrhoidectomy;
hernia repair: hysterectomy; laminectomy; and
tonsillectomy/adenoidectomy. State Medicaid officials claim that
surgery rates for these procedures were reduced overall by 60%;
and total expenditures in physician fees for these eight
operations fell from $1.7 million in 1981 to $0.75 willion in
1984.

S. The Medicaid program in New Jersey added the mandatory
second opinion to its cost containment procedures in March 1982
for the following operations: hysterectomy; hernia
repair;laminectomy; cholecystectomy: disc surgery/spinal fusion;
and tonsillectomy/adenocidectomy. Examples of reductions in
surgery rates are: 45% for hysterectomy; 31% for cholecystectony;
and a 28% reduction in hernia repair.

6. Reductions in surgery rates, following adoption of the
mandatory second opinion in the Wisconsin Medicaid program,
ranged from 17% to 48% for 11 surgical procedures. They /
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included: cataract extraction: cholecystectomy: dilatation and
curettage; hemorrhoidectomy: hernia repair; hysterectomy: joint
replacement (hip & knee); tonsillectomy/adencidectony:
transurethral resection, prostate; and ligation, varicose veins.
Medicaid officials estimate that, in 1981, the mandatory second
opinion resulted in a savings of $2.8 million.

7. Washington State added the mandatory provision to its
Medicaid program in January 1982 . FPour surgical procedures were
covered: tonsillectomy/adencidectomy; hysterectomy; hernia
repair; and cholecystectomy. The Stste estimated that there was
an overall reduction in surgery rates in these four procedures
of 128, and that the program could expect an annual savings of
$656, 000.

8. The Tennessee Medicaid program incorporated a mandaztory
second opinion into its cost-savingefforts in October 1984. The
procedures covered are Cholecystectomy, hysterectomy, hernia
repair, dilation and curettage and tonsillectomy and
adenoidectomy. 'No data, as yet, are available from this program.

9. Oregon’'s mandatory second opinion was inftiated in Pebruary
1984. Oregon Medicaid officials project a 14% to 15% overall
reduction in surgery rates for 10 procedures: knee surgery: hip
joint replacement: menisectomy; prostectomy; hemorrhoidectomy:
cholecystectomy: herniz repair: lamincctomy; hysterectony; and
cataract removal.

10. vVirginia added a mandatory second opinion provision to its
Medicaid program in July 1984. Ten procedures require a second
opinion: prostatectomy:; joint replacement: cholecystectomy;
dilation and curettage: hemorrhoidectomy: coronary artery bypass;
laminectomy; non-emergency c-section; hysterectomy: and
tonsillectomy and adencidectonmy.
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Rates of Surgical Utilization Since Medicare Was Enacted

[The following eight charts show how often certain selected
surgeries were being performed in the years following the
enactment of Medicare in 1965. The charts compare how
surgery rates have changed for the aged and non-aged
population since the enactment of Medicare. The data was
obtained from the National Hospital Discharge Survey for
each of the years shown on the charts.]
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Since Medicare was enacted, the total rate for eleven major
surgeries performed predominantly on elderly patients has
increased by 148 percent. These procedures include: cardiac .
catherization; cardiac pacemaker insertion, replacement, removal
or repailr; cataract surgery: coronary artery bypass surgery; gall
bladder surgery; hemorrhsidectomy; hernia repair; hip surgery;
hysterectomy; prostate surgery and back surgery

Rates for some procedures performed on the elderly have increased
especially rapidly. For instance, the rate for coranary artery
bypass surgery has increased geven times from 35.72 per 100,000
elderly persons in 1275 to 246.3 per 100,000 in 1933, And, the
rvate for cardiac pacemaker surgery has increased by almost four
times from 145.9 per 100,000 elderly persons in 1971 to 547.6 per
100,000 in 1983.

Source: National Center for Health Statisties, Hospital Discharge
Survey, 1965 to 1933

The Health Care Financing Administration estimates that direct
Medicare spending for surgery represented about 320 billion or 45
percent of total spending for short-stay hespital and physician
and related care in 1932 (the latest data available).
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APPENDIX 2

item 1
A T BA CARMAN
V DOMYSRD. 8. WO oo
OIS k. MACY XL LAWTOR CouLES, LA,
ALARMASS WANY MM
Wkt € COMPM MARE VAVID PRYOR, ARK.
PRESTLIR & Onk.

WMROMPR, MONT,
LARSY L AT Y WY -
b smonmes JHnited States Senate
SPECIAL COMMITTEE ON AGING
OLANE LIF3TY, SENORTT STAS CORICTOR WASHINGTON, D.C. 20510
December 13, 1984

The Honorable Margaret M. Heckler -
Secretary

Department of Health and Human Services

200 Independence Avenue, S.W., Suite 615F
Washington, D.C. 20201

Dear Madam Secrecary:

: The U.S. Senate Special Committee on Aging is currently
involved {n an effort to identify potential areas within

the Medicare and Medicaid programs of overutilization of

medical services and procedures. To succeed, the Committee

will need to vely on maintaining a cooperative working relacion-
ship with your Department. In view of our excellent association
on other issues of mutual concern, I look forward to werking
with you in this important endeavor, which I believe will

serve in substantial measure to halt the skyrocketing growth

of Medicare and Medicaid expenditures.

In order to facilitete and expedite the Committee's
inquiry, I am requesting your specific assistance in obtaining
access to certain records and files of the Health Care Financing
Administration (HCFA) for Eurposes of review by our Committee's
professional staff. The sheer volume of documentation within
HCFA makes such access essential in order to avoid unnecessary
and overly burdensome requests of HCFA for copies of entire
programs and project files. Indeed, I have asked the staff
to be highly selective in reviewing and, if necessary, duplicat-
ing any records and files that may be needed as evidence in
formulating findings, conclusions and recommendations. I
have also instructed our Committee's steff to conduct their
reviews of the files at the convenience of, and with prior
notice to, your personnel so as not to be disruptive. Further,
these pame accommodations and considerations will apply to
Committee staff visits with HCFA personnel.

Separare from the Committee's request for appropriate
end necessary access to HCFA files and records, 1 would very
much appreciste your providing to the Committee by December 27,
1984, one copy each of the records and documents identified
and described in the attached schedule. Further, the Committee
would appreciate receiving these materials on an incremental
basis, as they become available for transmittal over the
next two weeks.
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The Honorable Margaret Heckler
November 13, 1984
Page Two

As the Committee's inquiry may involve matters of a
sensitive nature, you have my personal assurance that any
and all such information, records and documentation collected
by the Commitree and its staff will receive appropriate treatmespt.
1 would be pleased to apprise you from rime ro rime on our
progress and findings.

Should you have any questions regarding the Committee's
inquiry, do not hesitate to contact me, or have your staff
contact James F. Michie of the Committee staff.

Thank you for your assistance and cooperation.

With warmest regards and wishes for the Holidays,

Sincerely,

7
|

\T
{x«m‘z‘-

CHgirman

JH: jum
Enclosure
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Honorable Margaret Heckler
Enclosure

The following is & schedule of documents requested by the Committee
and pertaining to the oangoing Health Cave Financing Administration .
(HCFA) project, “Evaluation of the Impact of Second Opinions for Elective
Surgery' (contract no. 500-78-0047). .

1. A copy of the inftial draft of the finsl study report prepared
for HCFA by the project contractor, Abt Associates, Inc., and submitred
to HCFA sometime earliar this year,

2. A copy of all HCFA comments pertaining to the draft report described
above. : ) S

3. ca copy of the final report by Abt Associates, Inc., which, accordiﬁg
to the HCFA project officer, Alan Friedlob, will be completed and
submitted to HCFA by mid-December 1984.

4. A copy of all HCFA comments as they are %enetated'and pertaining
to the final project report requested in number 3 sbove.

3. A copy of the original Request Por Proposal (RFP) pertaining to
the project and as advertised by HCFA.

6. A copy of the contract/agreement between HCFA and Abt Associates,
Inc., all attachments thereto, and ell emendments and additfons to
the contract/agreement executed during the period of from September
1978 to the present. :

7. A copy of all documents pertsining to changes in the funding and
scope of the project, including the work of the prime contractor,
Abt Assocfates, Inc., and each of Abt's subcontractors, during the
period of from 1980 to the present.

8. A copy of gll documents pertaining to validation sub-studies that
were designed and performed during the period of from 1978 to the

present to determine the health outcome of individuals who would partici-
pate in mandatory second surgical opinion programs.

9. A copy of a report submitted by project subcontractors to Abt
in 1981 conceruning confirmation/dtsconfirmac{on rates in second surgical
programs under study.

10. A copy of all documents pertaining to HCFA comments geperated

in the first half of calendar 1983 on a draft report by the Health

end Human Services Department's Offfce of Inspector General concerning -
second surgical opinion programs.

11. A copy of all documents generated and received by HCFA, by the
primary contractor and bg the primary contractor's subcontractors
gertaining to the advisability and need for consulting with those

irms and insurance carriers in the private sector that have established
voluntary and mandatory second surgical opinion programs.
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YN{ SCCQCYAHV OF HEALTH AND MUMAN 'L 24iCES
s 1T waseimGrON, O.C. 20200 “

DEC 28 1984

The Honmorable Joihm Heinz

Chaivman, Special Camittee on Ag.mg
United States Senate

¥wasnington, D.C. 20510

Dear Mr. Chairman:

'“:e Department of Health and Human Services shares your concern
overutilizatrion of medical services and procedures within the
bbdmandnedimdprogra:rs As your staff can see from the documents
’ be.mqprovidedtoﬂmamiﬁmmﬂmrecentvmttotheﬁealthmre
.h.nanc.ﬂ;m:ustxatxm s (KCFA) offices in Baltimore, the Departwent has a
m..x..e_ of activities undarway. iIn addition, the recently. nmlafented Peer
Rview Cxuanmtmns (PROs} have developed performance obJectxves which
address yaur concerns. The efforts of these medical review oxgam.‘.atmns
working at the State and local level will greatly extend cur ability t5
ensure apprrpriate utilization of health care services.

Iawpleasedtos:;plyﬂ:einfomatimywzequesbedwxﬂunthedesued
timefreme. Included in. this information is the draft report "Evaluation of
the Impacts of Second Surgical Opinions for Electfive Surgery.® This draft
is being reviewed within HCFA and when that process has been carpleted,
afmal’eportwlnbeprepared. In response to Items 2, 3, and 4, both the
'mntsarddﬁﬁ:ﬂlremxtwillbefoxwazdedmmsmffvmemtheyam
availuble. Ko rmaterials are included for Item 11. Several telephone
cunversations have- taken place between HCFA staff and nrivate organizations
JMmhaveseomﬂsugxcalopmmnpmgrams There are no documents in BCFA
fllesreqa:dmgt‘ﬁsedlscassimsastheyweze}eldmanmmmlhasm.

Your consicderation of the demands on my staff is greatly appreciated
I believe that your staff can cbtain the information they need with scme
wmival cocperation. 2s you know, written requests are the rost expaditious
means for dbtaining information and I suggest we continue to use this method
wiEnover poss;bl.e. If it becams necessary for your staff to visit the HCFA
au...;:::’:: oifices, we would appreciate your willingness to schedule the

sit in advance and outline your needs with Ms. thh;amot, Acting
Assrta.n* Secretary for Legislation. Whether it is by letter ar personal

- visit, we w;_u make every effort to supply your office with any information
you raguire. .

we look forward to wrkmg with you in your efforts to control rapxdly
increasing health care costs.

Sincerely,

; Margaret M. Heckler
N . Secretary
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* 0N HEIZ . CRAAMAN Item 2
v OOl & wEx RN GlLARN_ RO
ﬂlﬂhllh PRCY, WA LAWTON Crmtd FLA
NAASY LANDIN (AL“IW KARS  JOMN MELCHE R MON T
WP LM LOMIN, DAVID PRYOM, &i&.
LARIY PRL,: R‘.M

5 DL SRADUY. 4 13 )
CHAREE { GARSSLLT, SOWA QUENTI w BUMDICL N DAL !
PETE AR 308 Car. Crs TOMIR § DOOD, COMM .
JOwN e, SYAPAS VA 3 BURLTT SCRe 1M LA .

Dames 4 Svand. wasw RES Boaan, w sx _ SPECIAL COMMITTEE ON AGING N .
A Yt oot $TAlh Ot rom WASHINGTON, D.C. 20510 o

January 29, 1885

The Honorable Margaret- M., Heckler:
Secretary
_Department_of Health and Human Services o L i -
© 200 Xndependence Avenue SSs.W., Suite B15F-- - - " e
Washington, D.C., 20201 ’ : L

Dear Madame Secretary'

X am writing to request your &ssistance in obtaznlng
additional records and documents essential to the Committee's -
ongoing inquiry into utilization of Medicare and Medicaid - :i--"
services and procedures. .These materials are reposited 1n

~--the -files of Health Care Financing Administration (HCPA),
. .and are identified and describcd in the attached schedule

1 would very much appreclate receiving copies of these
naterials by close of ‘business on February 1, 1885.

Thank you for vour continuing cooperation and assistarce. ..

Warm. regards,

. JH: Jss
Enclosure
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SLHMDULn OF DO&UM”NTS RZQUESTLD BY THE SP 3CIAL COMMITTEE ON AGLUG

1. Any and all versions, including drafts, of the PRO
Directive #4, pertaining to Medical Review Implementation.

2.- Any and all conmments, both solicited and unsolicited,
received by HCFA concerning the documents identified above in.
item #1.

3. Any and all versions, including drafts, of PRO Directive
6, pertaining to Admission Pattern Monxtozxﬂg

4. Any and all versions, 1nc1udxng drafts, of a PRO Directive
. that would pertain to certain procadures that have been adopted
by several PROs and which may be characterized as attemnpts by
these PROs to implement mandatory second surgical Oplnth
programs.

5. Any and all versions, including drafts, of a policy and/or
procedure for witholding and/or suspending payments to, and/or
terminating, PROs whxch fazl to meet their coﬁtractual
obligations to HCFA.

6. Any and all versions, including drafts, of a policy and/or
procedure entitled Peer Review Organization Honitoring Protocol
and Tracking System {"PROMPT3"), plus internal menoranda,
including drafts, which discuss this system and/or ‘the need for
such a system. :

7. Any and all versions, including drafts, of summary reports
gencrated by HSQB and BPO pertaining to the findings of on-site
HCFA visits to PROs, including tables, charts and other data used
in preparation of such reports.

8. Any and all versions, including drafts, of memoranda
addressed to Carolyne Davis pertaining to the status of PRO
implenentation, including but not limited to Raports by tha PPS
lonitoring Committee.

9. Any and all versions, including drafts, of memoranda or
reports prepared by HCFA personnel and pertaining to meetings or
telephone conversations involving HCFA personnal in Seattle on or
about Decempber 12 and 13, 1984.

10. Any and all versions, including drafts, of reports based
upon analysis of infornationn contained in PRO Honthly Activity
Reports and PRO Quarterly Progress Reports, and generated by the
Pat3 Analysis Branch of the Office of Medical Review, H3QB.

11. Any and all versions, including drafts, of memoran-da or
reports pertaining to PRO Contracts Objectives lModifications.
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PETE V. DOMENKX M i ' I tem 3
CHARLY it POCY, 81 AAWYON OIS BA
BANCY LANOON CARSEAMIAL, KNS WONT,
Uit tontn 5. oo Fopiwidairy
CRAMLLS & GRATILE™, OWA CUENTIN B SURDICE, ® Daz.
st sminmie Hnited States Senate
. BARRLivaad mamn S PN, 5. 2 . SPECIAL COMMITTEE ON AGING
L T wvowsT $1m ooacron WASHINGTON, D.C. 20810

Japuary 31, 1985

The Honorable Richard P. Kusserow e
Inspector Ceneral . A
Department of Health and Humen Services ;
330 Independence Avenue, S5.W.
Washington, D.C. 20215

Dear Mr. Kusserow:

1 am writing to request your assistance in the Committee’ s
inquiry into overutilization of medical services and proceduren -
in Medicare and Medicaid.

1 am especially concerned over the lonmgstanding problem -
and associated costs of unnacaessary surgery that continue
to threaten the health and welfare of America's elderly.
My concern was heightened by your report to the Congress last
November on this very subject; and, therefore, I initiated
8 Committee staff inquiry into the efforts of the Health Care
Financing Administration {HCFA) to determine whether there
is a need for second surgical opiniocn programs (SSOPs) in
the Medicare and Hedicais systems.

HCFA recently completed a six-year study on this {ssue
and has drafted a report, "Second Surgical Opinion Programs:
Public Policy Alternatives.” I would very much agprecia:e
your reviewing the HCFA report and sharing with the Committes
your thoughts end views regsrding the findings and conclusions
of the report. 1In particular, I am interested in knowing
whether your previous recommendation on the need for mandatory
second surgical opinion programs in the Medicare and Medicaid
programs 18 in any way aYtered by the HCFA study and report.

Please find enclosed a copy of the HCFA draft report.
As it is still in draeft form, I would appreciate your not
releasing any of the contents.

It would be most helpful if you could grovide yOUT comments
to the Committee by close of business on February 5, 1985. :

Thank you for your cooperation and assi{stance in this
matter. .

W

regards,

Enclosure
JH: jum
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DEPARTMENT OF HEALTH & HUMAN SERVICES Otfice of bnxpector Ganeral

FEB | 41985

The Honorable John Heinz

Chairman, Special Committee on Aging
United States Senate

Washington, D.C. 20510

Pear Mr. Chairman:

Your letter dated January 31, 1985 requested our comments

on the Abt Associates Inc., draft rcport on sccond surgical
opinion programs {SSOPs). You specifically wanted to know

if the Abt study altered reccumendations contained in a prior
Office of Inspector General (OIG) report on this subject.

As you know, the Abt study is in draft form and does not
contain c¢ertain sections such as the summary of findings
which, we understand, will be submitted to the Bealth

Care Pinancing Administration (HCPA) at a later date.
Because of the tentative nature of this report, we contacted
the contractor’s project director who is the principal
author to confirm our interpretation of the report's conclu-
sions.

Based on that discussion and our review of the draft report,
we believe that the findings show that mandatory SSOPs
reduce the rate of elective surgery, are cost effective, and
have no adverse direct effect on the health of program par-
ticipants, In this connection, the report concluded that
veoluntary programs had little effect on reducing the rate of
elective surgery. Cost savings were also minimal Que to the
small number of beneficiaries involved. In contrast, man-
datory S550Ps resulted in substantial reductions in the rate
of surgery ranging from 9 percent to 30 percent. The
findings also show that the results of the study can be
rcasonably applied to both Medicare and Medicaid.
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Page 2 - The Honorable John Heinz

The Abt study, and our conversation with the project direc-
tor, therefore confirm the £indings and conclusion of the
0IG report that mandatory SSOPs in Medicare and Medicaid can
reduce the rate of elective surgery and the cost of health
care without adversely affecting the health of program reci-
pients.

I have reguested HCFA to furnish my office a copy of the
final report when received, After reviewing the final
report and HCFA's response, I will be happy to provide you
additional comments.

Sincerely yours,

A\ imnann

Richard P. Kusserow
Inspector General
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March 1, 1985

The Honorable Margaret M. Heckler

Secretary

Department of Health and Human Services B
200 Independence Avenue, SW .
Washington, D.C. 20201

Dear Mademe Secretary:

As Chairman of the Special Committee on Aging, 1 am request-
ing that you sppear before the Committee on the morning of
March 14, 1985, to :ectify before the Commitree at & hearing
concerning the Committee's inquiry into overutilization of
medical services and procedures in the Medicare and Medicaid
programs.

Your Department’s efforts to control skyrocketing medical
costs through the recently established Peer Review Organizations
(PROs) eare to be coumended. While the PROs are still very ~
new, I am confident, as 1 know you are, that they will be helpful
in containing costs end improving quelity of care.

The focus of the hearing is not on the performance of
the PRO system. Rather, the Committce {8 concerned with the
question of how best to prevent unnecessery surgery. Our investi-
gation has found that many organizations and agencies in both
the public and private sectors have attempted to contain umneces-
sary surgery by implementing & mandatory second surgical oginion
provision (SSQOP) in their employee and retiree group healt
insurance plans. Data and informstion from these programs
show that the mandatory SSOP, when applied to a limited number
of high volume and high cost elective surgical procedures,
may reduce surgery rates by as much as 30§ These findings
were confirmed by & recently completed study of SSOFPs sponsoted
by the Health Care Financing Administratfon (HCFA) HCFA's
examination of the Massachusetts Mediceid Program's experience
with a mandatory SSOP showed an overall savings of $4.30 for
every dollar spent. Moreover, the Department’s Office of Inspector
General in its most recent report of November 1984 refterated
its cost-saving recommendation ‘‘that HCFA seek a legislative
change to the Social Security Act that would require Medicare
and Medicaid beneficiaries to seek a mandatory second surgical
opinion for selected surgeries.’
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The Honorable Margaret M. Heckler
March 1, 1985
Page Twe

More important than saving money, bowever, is the need
to prorect the health and welfare of those who might undergo
unnecessary and life-threatening surgery. 1 am concerned,
as 1 know you are, that the per capita rate of surgery for
older Americans grew by 58% getween 1965 and 1977, a rate twice
that of those under age 65. Second surgical opinions in the o
Medicaid and Medicare programs may help slow the growth in
surgeries for elderly beneficiaries.

In tight of these facts, the Committee would very much
appreciate receiving your thoughts and views on the feasibility
of implementing a mandatory SSOP in the Medicare and Medicaid
programs. Specifically, the Committee would like you to address
the following questions and issues:

1. Whbat is the Department’'s reaction to the Imspector General's
recommendation in favor of a mandatory SSOP in the Medicare

and Medicaid programs and to the findings of the HCFA seven-year
study of SSOPs? )

2. 1In light of the findings of the HCFA study of SSOPs and ~
the recommendation of the Inspector General, is the Department
prepered at this time to commit to serious and expeditious
consideration of a mandatory SSOP in the Medicare and Medicaid
programs?

3. Does the Department see a need to smend the Social Security
Act for implementation of a mandatory SSOP in the Medicare
and/or Medicaid programs, and, if so, in what respect(s)?

4. Federal Law permitting, could a mandatory SSOP be added
to the existing utilization review performed by the PROs?

5. 1If mandated by the Congress, what is the Department's prefer-
ence for implementing a mandatory SSOP in the Medicare and
Medicaid programs? Should it be implemented simultaneously

in all States? Should it be phased in gradually inp all of

the States? Or should there be a demonstration project for

a set period with concurrent research study and monitoring

to measure results?

The hearing is scheduled to begin at 9:30 a.m. on March
14, 1985, in room SD-562 of the Dirksen Senate Office Building.
It would be most helpful if you could provide the Committee
with 10 copies of your prepared testimony on March 1, 1985,
and 100 additional copies on the morning of the hearing.
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The Honorable Margaret M. Heckler
March 1, 1985
Page Three

Should you have any questions regarding the hearing, do
.not hesitate to contact me or have your staff contact Jim Michie
or David Schulke of the Committee staff at 224-5364. ..

Thank you for your continpuing COOpefacion end assistance.

Warm regards,

JH: jms
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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of the Secretary

Washingion. 0.C. 20201

The Honorable John Heinz
Chairman

Special Comwittee on Aging
United States Senate
wWashington, D.C. 20510

Dear Mr. Chairman:

Secretary Heckler has asked me to respond to your invitation to testify at the
March 14 hearing on overutilization of medical services and procedures in the
Medicare and Medicaid programs.

The Sccretary reyrets that she will be unable to participate in this hearing.
Mr. James Scott, Acting Deputy Administrator, Health Care Financing
Administration, will represent the Department.

wWe lock forward to sharing our views with you on this important issue.

Sincerely,

IO S B

Lawrence J. DeNardis
Acting Assistant Secretary
for Legislation
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APPENDIX 3
Heann Care
DEPARTMENT OF HEALTH & HUMANSERVICES Financing Administsstion
Memorandum
NV 30 BR Refer to: BPO-P33
ol 30 ] B
From Director

Bureau ot Program Operations

subiect  Office of Inspector General Draft Report-A Mandatory Second Surgical
Opinion Would Prove Beneficial to the Medicaid and Medicare Programs
(ACN 03-3121 1XYour Memorandum Dated 11/18/82)--INFORMATION
T
° Director
Office of Executive Secretariat

We believe the subject report does not contain sufficient analysis to document
the cost savings estimated by the Inspector General's Office if Medicare and
Medicaid required their beneficiaries to obtain second opinions for selected
types of surgeries as a condition of payment. Therefore, we cannot endorse
the inspector General's (IG) recommendations for 8 mandatory second surgical
opinion program (SSOP) for selected types of surgeries at this time. Below are
a few questions we believe should be addressed.

o Are the estimated savings based solely on the sentinel effect?

o  Were the administrative and program costs of such a program offset
2gainst the savings?

o What was the confirmation rate in the voluntary and mandatory
programs? How will the confirmation rate in a mandatory program
affect the cost savings?

o In those States in which a second opinion did not confiréh the first
opinion, and the beneficiary had the option of having the surgery
performed without a third level of review, what percentage of the
beneficizries had the surgery performed? Also, in those cases in
which the patient decided against having an operation hased on the
second opinion, what percentage of the beneticiaries had the surgery
performed within a year after the second opinion?

We also believe certain policy questions should be analyzed betore deciding on
the recommendation, Some of these questions follow.

o If a beneficiary does not have a second opinion, who Is at risk? Can
the surgeon or the haspital be held just as liable as the beneficiary?

o During the demonstrations, second opinion consultations were
furni by & selected panel, and if a beneficlary went to a doctor
not on the panel, the consultation was not covered. Does the IG
recommendation foresee using for the consuitation a special panei, or
any doctor?
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o In Massachusetts, if the second opinion differed from the first, a
Medicaid beneficiary had to have a third consultation. Are States
going to be aliowed to enforce a third opinion?

o Would mandating a SSOP be counter to the Administration's desire
that States should have more flexibility in executing ali programs?

Finally, we have questions on the operational issues that should be addressed
before endorsing the recommendation.

o Did the IG note any difficulties in keeping track of the waived
deductibles and copayment requirements in their review?

o  Would the program be acceptable to the Medicare and Medicaid
beneficiary community?

For the reasons stated above, the Bureau of Program Operations cannot accept
the IG recommendation at this time.

s

-

At
Mohn C. Berry //’

‘ -
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Heaith Core
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administration

Memorandum

Refer to: FPC-11
285

Acting Director
Bureau of Quality Control

Office of Inspector Genera! Draft Report—A Mandatory Second Surgical Opinion

Would Prove Beneficlal to the Medicaid and Medicare Programs {ACN 03-31211)—
INFORMATION -

Director

Office ot Executive Secretariat

Attenton: AuditLiaison Staf!

The Bureau of Quality Control strongly supports the conciusions and
recommendations of the subject draft report. Our Office of Flnanclal Analysis
(OFA} has also been conducting research an second surgical opinion programs, and
the project has reached the draft report stage. A copy Is attached for your
consideration and use as added support for your recommendations, The OF A staff
Is concluding thelr research on this project, 83 the QIG's report is further along in
gaining clearance, We offer 1o share all or part of OFA’'s data base to support the

OIG's report. ' ﬁ 1&1/ ‘

John C, Berry
Attachment

-

37’
P

- M”’M/
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SURGERY SECOND OPINION
CONSULTATION PROGRAM

DRAFT

1/&0/83 >>

Prepared by:

Division of Program Financial
Analysis

Office of Financial Analysis

Bureau of Quality Control

Health Care Financing Administration
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L. INTRODUCTION

National expenditures for physicians' services in 1980 totalled $46.6 billion, up 87
percent from 1975, The Medicare and Medicald programs experienced simllar increases,
Medicare Part B physician payments rose 133 percent from $3.3 biltion in 1975

to $7.7 billion In 1980, Over the same period, Medicald physician payments increased
46 percent, from $1.3 billion to $1.9 billion.

Increases in program payments for physicians’ services are atributable to two majer
influences: {1} unit price increases &ysidan price Inflation rate averaged 10.18
percent per yew during the period) and (2) increased use of services.

Itis the utilization side of the cost problem with which this report is primarily

. concerned. The United States has the highest rate of surgery in the world. It also
has the highest number of surgeons per capita. There has also been substantial
growth in per capita surgical rates, increasing by 31 percent from 71 per thousand
population in 1968 to 93 per thowsand in 1977, Various explanations have been otfered
o account {or the increases: accessibility of medical care, development of new
technology and treatment procedures, and growth of third-party payments. Another
tactor is the alleged "supply push” expansion in patient admissions to fill beds,
operating suites, and surgeons’ time,

The main tools used in the effort to control Medicare physician costs have been
{ee regulations and utilization controls, Their effectiveness may be hampered by
the structure of the medical services' market. Major characteristics of the competi-
tive market are sbsent there. Consumer knowledge of the product and aiternatives
to it are limited in the extreme. Product differentiation is the rule, and qualitative
‘factors rather than price dominate the consumer decision process, When seeking
medical services, the consumer must rely on the physician's judgment. The physician
in many respects serves as the consumer's agent in the medical marketplace, making
decisions a3 to what care to purchase and from whom to purchase/it. The economic
am&noly ?! this role is that.the same physician is frequently the supplier of these

- services.

In 1978, the Department initiated a voluntary second opinion program, the National
Surgery Secend Opinion Program (NSSOP). From an economic standpoint, the second
opinion program offered a means of modifying the doctor-patient consumer decision
process to better approximate the characteristics of the competitive marketplace,
where the consumer is fully informed of the array of available purchase options.

The program entalls (1) a public relations effort to encourage persons who have

been advised by their physicians that surgery is necessary to seek the opinion of

a second physician on the necessity for surgery and (2) establishment and maintenance
of 2 toll free hotline to advise individuals on how to contact a local physician referral
service {usually the State medical society). During 1981, HCFA's cost of administering
the NSSOP was approximately $100,000, and Medicare paid about another $300,000

in connection with beneficiaries’ medical examinations generated by the program.

The purpose of this project was to determine whether or not the HHS surgical second
opinion program is cost effective,
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EXECUTIVE SUMMARY

The findings of the study support the conclusion that the HHS surgieal second opinion
program:

1. Is cost elfective in the three States examined, the cost beneflt ratio was 1611
and} T

2. has not been aggressively implemented or monitored. Four States with only
20 percent of the Medicare population acoounted for 97 percent of the volume
of surgical second opinions reparted natienally. Standardized reporting require-
ments have not been enforced. Only 1,636 second opinions were purchased
in 1981, compared with 11.% million surgical procedures performed.

Other studies summarized in this report also support the conclusion that a well
structured surgical second opinion program will produce suhstantial program savings,
by providing & closer approximation of the competitive marketpiace through enhanced
consumer awareness of risky and less expensive treatment modalities.

Based on the above conclusions, this report recommends a sharp step-up in the HHS
valuntary second opinion program, Including increased publicity, more rigorous
reporting requirements, and an organizational focat point having responsibility for
the pro, . It also recommends regulations to permit Medicare payment of deducti-
bles colnsurance for second opiniens to reduce the econemic disincentives to
doctors and beneficiaries.

Over the longer run, the report recommends development of a mandatory second
.opinion program for Medicare {(and for Medicaid at the States’ option) to cover seiected

cective inpatient procedures.
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METHODOLOGY

The hypothesis of the study was that surgical second opinions are not cost effective
as measured by the ratio of the savings from avolded surgeries to the cost of the

" second spinion program,

The effect of surgical second opinions on the national cost and rate of surgery is

not amenable to macroanalysis because the measurable volume of second opinions
has been so small. For the 12-month period ending January 31, 1982, only 1,636
surgery second opinions were reported. This amounted to only | second opinion

for every 7,000 surgical procedures. In terms of dollars, about $295,000 was spent
on second opinions, while surgeons' charges accounted for $365 billion, Carrler
service zreas were selected as the most agreeable wnits for the testing of the study's
hypothesls on a microanalysis basis,

There were two major phases of the study. The first was an analysis of direct cost
savings to Medicare resulting from surgical second opinions and the second was

a review of the literature on the subject to determine if it contained any information
or insights which might be applicable to Medicare.

Part B bill payment records for the § months ending May 31, 193] were analyzed

to identify carvier service areas experiencing the largest volume of second opinion
payments . Five carriers were selected: Connecticut General Life, New Jersey
Prudential, Pennsylvania BS, Catifornia BS, and Cailfornia Occidental. Based on
payment record data, these carriers accounted for $138,729 in payments for second
opinion consultants, or $7 percent of all such payments during the period. All five
were contacted with requests for paid claims history files for beneficlaries receiving
second opinions. However, due to budgetary restraints, unavailability of data, and
other difficulties, only New Jersey Pridential, Connecticut General Life and Pennsyl-
vania Blue Shield were able to respond with timely, useful information.

For each beneficiary who received a surgical second opinion !rom/JamBry 1980

- May 1981, the contractors supplled procedure and reimbursement data from paid
claims history files, This was used to determine whether or not the beneficiary
underwent surgery within 6 months after recelving the second opinion.

Average surgical charges in each State were developed by dividing the total allowable
surgeons’ charges for patients receiving a second opinion by the number of patients
receiving surgery. Avolded sur charges were estimated by multiplying the
number of beneficiaries who did not undergo surgery following a second opinion

times the average surgeon’s charge for those who did undergo surgery.

This methodology for estimating progam cost savings is conservative in that it considers
only sur fees on the savings side of the formula. It ignores larger hospital

cost savings as well as more modest ones associated with anesthesology, pathology,
radiclogy, and a range of other professional services connected with surgery. On

the other hand, savings estimates take no account of the cost of alternative treatment
modalities. Also, the assumption of 2 causal relationship between a second cpinion
and the absence of surgery Is not necessarily valid in ali cases, To the extent that
assumptlon Is not valid, savings may be overstated. The very small proportion of
second opinions in Iself raises a question as to whether these individuals had some
systematic predisposition against surgery and would have tended to forgo surgery

even In the absence of a second opinlon. On balance, though, the methodalogy appears
to yield a conservative approximation of savings.
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Published studles from HCFA's Otfice of Research, Demonstrations and Statistics

{ORDS) provided the core of the literature used fof information on various second

opinion prvgrams and national medical expenditure data. The oxns s':udia used
Eight Exem:ewx:haSecond gre

ormation sources included ¢! p ealth
Data prepared by the Health insurance Insﬁtuze, W gton, 0.C. e

m
and Medicaid Data Book, 1981 published by HCFA's Office of Research and Demanstra-
tions, April 1982,




SURGERY ¢

Expenditures

Frequency

SECOND OPINIONS:
Bxpenditures

Frequency

FEB-APRIL
1/30-4/24

$855,957,958
2,553,690

$ 109,909
510

TABLE I

SURGERY SECOND OPINIONS BY QUARTER

FEBRUARY 1981 - JANUARY 1982

S
MAY-JULY'
4/25-7/31

$865,335,016
2,764,751

$ 94,607
488

" AUG~-OCT.

8/1-10/30

$929,394,498
3,011,719

$ 50,405
360

Source: Part B Bill Payment Records Received, Accepted, and Posted to

Beneficiaries® Accounts at HCFA

Footnotes:
l.

HOV.-JAN.
10/31-1/29

$996,496,120
3,152,803

$ 40,493
278

Data for 6/20 -26/81 and 7/27/81 were lost through s systems malfunction

TWELVE MONTH
TOTAL

$3,647,183,592
11,482,963

$ 295,414

1,636

031
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TABLE II
SECORD OPINIONS
EXPENDITURES AND VOLUME
FEBRDARY ~ MAY, 1981

EXPENDITURES voLOME

$ S ] z
U.S. Total ' 142,665  100.00 703 100.00
5 CARRIER TOTAL 138,729 97.24 625 88.91
1. Conn Gen'l. Life 4% .30 12 1.71
2. N.J. Prudential 631 .44 13 1.85
3. PA. BS 2,781 1.95 s3  1.54
4. Calif. BS 5,338 3.74 81 11.52
S. Calif. Occidental 129,545 90.81 466 66.29

. /

Source: Part B Bill Payment Records Received, Accepted, and Posted to
Beneficiaries Accounts at HCFA for the period February - May 1981.
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V. FINDINGS

A. The Medicare Experience

wh

1.

The Second Opinion Program is Cost E ffective

As indicated in Table {il, the Connecticut, New Jersey and Pennsylvania
experience from January 1980 - May 1981 supports a conclusion that
the second opinion program has been highly cost effective. For the

200 beneficiaries who obtained second opinions in the three States

in the period, 128 beneficiaries or 64 percent showed no indication

of surgery in their records within 6 months af ter obtaining the second
opinion. The total allowable charges for the 200 second opinion consul-
tations were $7,789. The savings in avoided surgeons’ charges were
$125,168. This equates to savings of $16 for every benefit dollar

spent on second opinions. The net savings of $125,000 in the three
States covers 125 percent of the $100,000 total administrative cost

of the program for the entire nation.

Obviously, the above data do not provide a basis for a firm conclusion
on the cost effectiveness of second opinions. The cases reviewed

are not a represemtative sample. These cases were included and others
excluded from the study simply on the basis of practical availability

of information in a reasonable timeframe. The payment record file
was not designed to provide the kind of information required to reach
a valid conclusion in this type of study (Appendix 1). Causality is

not established. Is failure to undergo surgery following a second opinion
the direct result of the second opinion? Does as high a proportion

of persons forgo recommended surgery in the absence of a second
opinion? What was the cost of alternative treatments undergone

as a result of second opinions? Many of these types of questions are
not answerable from available data sources, but the conservative
estimation technique used {see Methodology) and the corroborative
evidence of other studies adds substantially to the confidence that

can be placed on the results of this three-State study.

Impact of the Program Is Minimal

Although the Department’s second opinion program has been highly
cost effective, its impact has been incomequential and spotty. The
hotline handles approximately 120,000 requests per year for the phone
numbers of local referral services, Regional data for 1981 show only
6,325 inquiries reported by the local referral services (Table IV},

Further reflecting the minimal impact of the program, a total of

only 1,636 payments for Medicare second opinions were reported for
the 12 months ending January 31, 1982, This averages only | second
opinion foar every 7,000 surgical procedures performed. Impact was
also highly concentrated in just a few geographical areas. Four States
accounted for 97 percent of the e ditures and 87 percent of the
volume of second opinions {Table 3”



Little management attention has been given to the program. The total
administrative expenditures for the program are about $100,000 (less than
the annual cost of photocopy and computer tab paper in HCFA central
office). Most of the amount goes to the operation of the national hotline.
There is no monitoring system for assessing results and recommending
actions to improve them. Indeed, there is no reliable data base upon which
to base such assessments. This is reflected in the extensive reservations
regarding the accuracy of the data used for this report as summarized

in Appendix 1.

51-553 0—85—5



- _AVOIDED SURGERY SAVINGS
NEW JERSEY ANDL CONNECTICUT

JANUARY 1980 -~ MAY 1981

TABLE 111 °

CONNECTICUT MEW JERSEY PENNSYLVANIA TOTAL
Number  Perceat Nusber Percent] MNumber Percent Number Percent

im(ichﬂu l.c.lvlni [ 30 100.0 9 100.0 73 100.0 200 100.0

Second Opinfon
Undervent Surgery 10 33.3 35 36.0 27 37.0 12 36.0
Bo Surgery 0 66.7 62 64.0 46 63.0 128 64,0
Alloved Surgeon's Charges 818,292 $32,600 $18,114 $69,006
Average Allowed Burgeon's 91,829 8 93l $ 671

Chazge ’
Rstimated Avoided Surgeon's $36,580 $57,722 $30,866 5125.160
Chargés for Benaficiaries )

Forgoing Surgary
Allowable Charges for Second § 989 $ 3,705 $ 3,095 $ 7,789

Opiaions
Ratio of Avoided Charges to 3731 16:1 $ 10:1 16:1

Second Opinion Charges

Source: Beneficisry paid claims history dats submitted by Connecticut

the carriers for Connecticut and New Jersey.

Footnotes:

1. Banefictaries for whom there were nQ surgeon's, snesthesiologist's or other surgery related
) bills for the aix moathe after they received a second opinion.

General Lite and Prudential Iasurasnce,

L]t
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TABLE IV
SECOND OPIRION
LOCAL REFERRAL SERVICE IRQUIRIES

BY REGIOH
1981
RUMBER PERCENTAGE
U.5. Total 63325 100.02
Boston 298 4.7
Bew York 1,561 24.7
Philadelphia 1,737 27.5
Atlsnte 1 11.2
Chicago 1,098 17.4
Dallas 144 2.3
Kansas Ciry 65 . 1.0
Denver 81 1.3
San Francisco 534 8.4
Seattle 96 1.5

Source: BCFA, Office of Public Affairs
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B. Cornell ~ New York Hospital and Massachusetts Experiences
1. General

Because of the impact of the factors discussed above, the constraints

and limitations connected with the payment record data base (Appendix

1), and the limited number of carriers from which information could be

obtained, the findings of this segment of the three-State study must be

treated as rough approximations. To corroborate the findings and conclusions

based on HCFA data sources, the second phase of the study entailed a

review of the literature on the subject. We primarily focused on two studies

which appeared to have relevance to the Medicare setting even though

they dealt with populations not limited to Medicare beneficiares.

2. The Cornell - New York Hospital Experience 2
This second opinion project has been in operation since 1972 and is the
only one to have accumulated statistics on both voluntary and mandatory
plans. The program's population consists of members and dependents of
several Taft-Hartley health and welfare funds. The voluntary plan relles
on individual initiative. It is estimated that only 2 1o 5 percent participate,
and those who do are usumlly facing major surgery. The mandatory plan
provides no room for patient judgment. Roughly 85 percent of those recom-
mended for surgery under the mandatory plan have a second opinion. In
both plans, the final decision whether or not to have the recommended
surgery rests with the individual.

The mechanics of the second opinion program are fairly straightforward.
After receiving a recommendation for elective nonemergency surgery,

the patient is scheduled for a second opinion consultation with a Board
certified surgeon. The consultant either confirms or do:z not confirm

the recommendation for surgery. Confirmation means hé has no doubts
that the surgery should be performed. Nonconfirmation shows that the
consulant feels that surgery is not the most appropriate next step. He
may feel that medical treatment and/or frequent checkups are preferable,
or he may find no pathological justification for surgery. If the first opinion
surgeon and the consultant do not agree, a third opinion tie-breaker is
available. From February 1972 - April 1980, the program provided over
12,000 second opiniens. For voluntary participants, about a third of the
second opinions were nonconfirmations. The nonconfirmation rate of mandatory
second opinjons was about 18 percent. Combining the results yeilded an
overall rate of 25 percent (2,968 out of a sample population of 11,878).

To measure how many individuals who got a second opinion decided to
have/not have the surgery, a 2-year followup study was performed. Interviews
conducted 6 months from the consultation showed that within both the
voluntary and mandatory groups a large majority of individuals, who were

not confirmed for surgery, did not undergo surgery (Appendix 2B). Interviews
conducted 12 months after the consultation indicate that of those not
conflrmed for surgery in the voluntary group, 78.2 percent had not had

the surgery performed. For the mandatory group the rate was €1.4 percent,
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Over the course of the study, information gathered from participants indicates
that the majority of those not confirmed for surgery decided not to undergo
the surgery on the strength of the consultant's opinion {Appendix 2C).

Comparing medical utilization data of the confirmed and not confirmed
groups in the mandatory program showed that.the not confirmed group
spent $361,756 less on medical care than the confirmed group. Total costs
incurred by the program during the 2-year study period (1977-1978) were
$203,300. The cost benefit ratic was 1.78, meaning for every doliar of

cost incurred, $1.78 was saved. Since this analysis was based on per capita
costs, it provides support for the conclusion that even if the cost of altema-
tive treatment were taken into account, Medicare would have a positive
cost benefit ratio in connection with the HHS second opinion program.

The Massachusetts Consultation Program for Elective Surgery 3

Medicaid recipients without other health insurance coverage are required

to participate in a second opinion program when proposed for one of eight
selected procedures hysterectomy, tonsillectomy and adenoidectomy,
choiecystectomy, hemorrhoidectomy, disc surgery/spinal fusion, menisectomy,
submucous resection/rhinoplasty {SMR), and excision of varicese veins.
Emergency admittance for any of the eight procedures waives the mandatory
participation requirement.

Two different modes of operation were used. First, there was a hands

on model in which any patient not waived from the requirements was referred
to a consultant for examination. The second was a desk audit model.

In this model, a check list screening eliminated all cases where surgery

was justified, and the balance were scheduled for consultations. Though
coverage is contingent upon participation in the program, the decision
whether or not to have the recommended surgery remained the recipient’s.

Net savings statewide for the consultation program for elective surgery
were estimated at $858,506 for the year following its implementation.
The cost-savings ratio was 3.9. Savings for each health care foundation
(the program's administrative unit) are presented in Tabie V. It reports
information on gross savings, savings net of estimated substitution costs,
program costs, savings net of program costs, and ratio of costs to savings
net of substitution.

Other States have alse adopted surgical preview programs. In lanuary
1980, the Michigan Medical Program impiemented a mandatory second
opinion program for certain elective inpatient procedures. There too,
the decision whether or not to undergo the surgery resided with the
recipient. A similar program was instituted by the New Jersey Medicaid
program on April 15, 1982.



TABLE V
SECORD OPINION SAVINRGS
. MASSACHUSETTS MEDICAID
BY HRALTH-CARE FOUNDATION

- Foundation -~

Western Central Charles River Bay State Southeastern Total
Gross Savings $149,715 $126,072 $34,306 $659,090 $278,036 $1,247,219
Savinga Net of
Substitution )
Conta 138,910 117,358 31,390 609,315 253,332 1,152,305
Program Coste 50,593 56,346 . 16,519 122,401 47,938 293,799
Net Savings 88,315 61,012 14,6871 486,914 207,394 858,506
RBatio of Coste
to Savinge Net
of Substitution
Coats 1:2.7 ti2.y¢ 1:1.9 1:5.0 1:5.3 - 1:3.9

Source: The Effect of a Mandatory Second Opinion Program on Mediciad Surgery Rates - An Analysie
of the Massachusetts Consultation Program for Elective Surgery, pg. l48.

A

€1
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V. RECOMMENDATIONS

The Department’s experience and that of other voluntary and mandatory
programs have demonstrated the cost effectiveness of second opinion
programs both for the general population and for the Medicaid population.

RECCMMENDATION:

In view of the demonstrated positive results of second opinion programs,
it is recommended that the voluntary second opinion etfort be expanded
and strengthened as a major tool for achieving program cost reductions.
Expansion should inciude: {1} greater public information efforts te increase
public awareness of the program and its benefits, (2) improved reporting
requirements and systems, including a professional relations effort to
encourage accurate reporting on Medicare bills, and {3} establishment
of a focal point in HCFA with continuing full-time responsibility for expanding
and improving the program and for measuring and reporting results, including
development and oversight of subnational demonstrations and experiments.

RECOMMENDATION:

Pricrity should be given to modifying the voluntary second opinion
and Medicare reimbursement regulations, at least on an experimental
basis, to provide 100 percent reimbursement for second opinions to remove
the economic disincentive of the deductible and coinsurance payments.

RECOMMENDATION:

Develop a mandatory second opinion program for Medicare (and for
Medicaid at the States’ option) to include the following characteristics:

{1} full payment of reasonable charges for surgery second opinion consultations;

(2} require second opinions for selected elective inpatient procedures
for which there are high utilization rates or for which there is evidence
of inappropriate or unnecessary surgery, and which may be deferred
or avoided without risk or injury to the patient;

{3) specific procedures to be subject to mandatory second opinion program
selected in consultation with the medical profession;

(4) voluntary second opinion program to remain in place for all other
surgical procedures;

{5} permit full payment for third opinions where the consultant's findings
do not agree with the first opinion surgeon; and

(6} allow beneficiary 6 months after consultation to reach decision on
recommended surgery before again becoming subject to the mandatory
second opinion program. After 6 months, conditions may have changed
enough to warrant a reevaluation of the patient's condition.
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APPENDIX |
DATA SCURCES AND CONSTRAINTS !

Several sources were employed in securing the data used in this report. Surgical and

second opinion reimbursement data were secured from Part B bill payment records processed
at HCFA's Bureau of Support Services. Dates are based on processing at HCFA and

not tied in any way to the dates of service. Paid claims history data for individyal benefi-
ciaries who had received second opinions were supplied by the carriers for New Jersey,
Connecticut and Pennsylvania. Published studies and HCFA statistical sources yielded
information on various second opinion programs and national medical expenditures.

General information sources included the 1980-1981 Source Book of Health Insurance

Data and a variety of newspaper articies.

There are certain limitations and constraints associated with the data used in this report;

1.

3.

4.

The pubu'shed studies deal with groups that do not directly address
themselves to the Medicare population. They cover Medicaid populations
of young women and children, as well as trade union members and their dependents,

Part B bill payment record data are taken from all payment records received,
accepted, and posted to beneficiaries' acoounts at HCFA. A payment record

is submitted for every bill for which reimbursement is made, The definition

of a bill is a request for payment from a beneficiary accumpanied by one or

more itemized statements from a single physician or supplier. Though there

may be more than one incident of service per payment record, only total reimburse-
ment is reported. Frequencies are tallies of the number of payment records
processed. Therefore, payment records can only provide estimates of Part

B volumes and expenditures.

The number of second opinion consultations may be understated, few jurisdictions
reported any significant second opinion activity. Part of this'may be attributable
to payment record coding errors. Surgery second cpinions may be reported

as regular physician visits or consultations. Due to computer preblems and
budgetary restraints, paid claims history data could only be secured from three
carriers reporting any second opinion activity (Prudential Life Insurance (N.1.},
Connecticut General Life (Conn.), and Pennsylvania Blue Shield (Pa.). Their
cooperation is greatly appreciated.

The 1981 regional data contained in Tabie IV may be understating the number
of inquiries to local second opinion referral services, as several regions have
not kept up in their reporting acrivities. It is not known whether the referral
services are inactive and/or not sending the data to the regions or whether
the regional offices are being less than conscientious in reporting it.



FIRSY FPOLLOW-UP

Surgery Performed

Surgery NHot Performed

Total

SECOND POLLOW-UP

Surgery P.rtor-.d‘

Surgery Not Performed

Total

Source!

Finkel, M., ot al.

) APPENDIX 2B
SURGICAL STATUS ANALYZED BY CONFIEMED/NOT CONFIRMED STATUS
BY VOLUNTARY AND MANDATORY GROUPS
FEBRUARY 1972 - JUNE 1980

TOTAL

Not Confirmed

VOLUNTARY MANDATORY
Confirmed Not Confirmed Confirmed Not Confirmed Confirmed
2 N ) X N X N } N X
1018 70.3 242 17.2 929 85.8 329 32.5 1947 76.9
430 29.7 1168 82.8 154 14.2 683 67.5 584 23,1
1448 100.0 1410 100.0 1083 100.0 1012 100.0 2531 100.0
681 74.7 193 21.8 654 B87.7 28% 38.6 1335 80.5
231 . 25.3 692 78.2 92 12.3 460 61.4 323 19.5
912 100.0 885 100.0 746 100.0 749 100.0 1658 100.0

Bight Years' Experience With a Second Opinion Elective Surgery Program:
Utilization and Pconomic Analyses., pp. 41 and 55.

N

571
1851
2422

482
1152

1634

X

21.6
6.4

100.0

29.5
70.5

100.0

YW cbl AP ) R VY Rubis udyy

181
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APPEFDIX 24
CORFIRMED/NOT CORFIRMED STATUS OF STUDY POPULATION
BY VOLUNTARY AND MARDATORY GROUPS
FEBRUARY 1972 - APRIL 13980

Voluntary Mandate Total
5 1 . B E oz
Confirmed for Surgery 3,382 658.6 5,528 81.3 8,910 75.0

ot Confirmad for Surgery 1,697 33.4 1,271 18,7 2,968 25.0
Total $.079 100.0 6,799 100.0 11,878 100.0

The sazple size for both the voluntary and mandatory groups is sufficient to assert
with 95 percent statistical confidenca that the proportiocn of patieats observed who
are not confirmed for elactive surgery is within 5 percent of the trus proportion of
such patients. ’

A ]

;

Source: Fiokel, ¥., st. al. Eight Years' Experience With 8 Second Opindon
Elective Su Pro; : UOtilization and Bconomic Analyses., p. 27



APPEKDIX 2B
SURGICAL S8TATUS ANALYZED BY CONFIRMED/NOT CONFIRMED STATUS
BY VOLUNTARY AND MANDATORY GROUPS
FEBRUARY 1972 ~ JUNE 1980

VOLUNTARY MANDATORY TOTAL

Confirmed Not Confirmed Confirmed Not Confirmed Confirmed Not Confirmed

N X L] X N z N X N X N 2
FIRST FOLLOW-UP
Surgery Performed 1018 70.3 242 17.2 929 85.8 329 32.5 1947 76.9 571 23.6
Surgery Hot Performed 430 29.7 1168 82.8 154 14.2 683 67.5 584 23.1 1851 16.4
Total 1448 100.0 1410 100.0 1083 100.0 1012 100.0 2531 100.0 2422 100.0
SECOND FOLLOW-UP
Surgery Performed 681 74.7 193 21.8 656 87.7 28% 8.6 1335 80.5 482 29.5
Surgery Not Performed 231 . 25.3 692 78.12 92 12.3 460 61.4 323 19.5 1182 10.5
Total 912 100.0 885 100.0 746  100.0 749 100.0 1658 100.0 1634 100.0

Source: Vinkel, M., et al. Eight Yeara' Experience With a Second Opinion Elective Surgery Program:
Utilisation and Economic Analyees., pp. 41 and 55.

~.

g8l



APPENDIX 2C
INDIVIDUALS NOT CONFIRMED FOR SURGERY WHO HAVE NOT HAD SURGERY PERFORMED
" ANALYZED BY REASONS FOR HAVING NO SURGERY .
FEBRUARY 1972 - JUNE 1980

FIRST FOLLOW-UP SECOND FOLLOW-UP
Voluntary Mandatory Total Voluntary Mandatory Total
REASONS Nz X f N 1z ¥ X § L N oz
Surgery can be poastponed - 69 6.6 72 10.9 141 8.9 31 5.9 41 10.3 72 7.8
(patient judgment)
Surgery too risky 23 2,2 3 .5 26 1.5 6 1.1 4 1.0 10 1.1
(patieat judgment)
Patient fears surgery 26 2,5 17 2.6 43 2.5 8 1.5 8 2,0 16 1.7
Sycptoms disappear 19 1.8 28 4.2 47 2.8 30 5.7 k)1 7.8 61 6.6
(patient judgment) . .
Condition tolerable 24 2.3 25 3.8 49 2.9 21 4.0 217 6.8 48 5.2
Followed advice of 861 82.9 498 75.3 1358  80.0 401 16.7 264 66.5 665 72.3
Consultant ’ .
Pollowed advice of 16 1.6 18 2.8 34 2.0 26 5.0 22 ] 5.5 48 5.2
other Doctor :
99.9

Total 1038  99.9 661 100.0 169% 100.0 523 99.9 397 99.9 920

Source: FPinkel, M., et al. Eight Years' nggrtanc;‘ﬂtth & Second Opinion Elective Surgery Program:
Ueilization and Economic Analyses., pp.45 and 62.

¥el
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FOOTNOTES.
Phg!dan -Induced Demand for Surgical Operations.
eaith Care Financing Administration, Office of Research, Demonstrations
and Statistics, (March, 1981), p.31-33, :
Finkel, M., et.al. Eight Year's Experience With a Second Opinion Elective Sur

Program: Utilizadon and c ealth Care cing Administration,

Oﬁfca of Hesearch, Demonatrations, and Euﬂnk:, {(March 1981).

Manin. 5.G, et.al. The Eftect of a Mandatory Second Opinion Program on Medicald
Rates - An And% the Massachusetts Consultation Program for Elective

SG Health Care ng Administration, lce of Research, Demonstrations,

Etnnsﬂa, {(March 19380).
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.'/ Ry 2 DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Acministration
i
* Memorandum
DEC 1 182
Date
Direstor
From Office of Resaarch and Demonstrations

Comments on Office of Inspector General Draft Report—A Mandatory Second
Subiect  gyrgical Opinion Would Prove Beneficial to the Medicare and Medicaid Program

Direstor
To Offies of Executive Sscretariat

We welcome the opportunity to comment on this report, The Office of Research and
Demonstrations (ORD) has been intimately invalved with many of the issues raised in
the report. During the last few years, ORD has sponsored a voluntery Medicare
second surgical opinion program (SSOP) and the evaluation of this program, and a
mandatory Medicald SSOP in Massechusetts, The evaluation will be compieted in
Septembder 1983.

There sppesrs to be sufficient evidence that mandatory Medicald S30Ps can
substantially reduce the amount of surgery performed. This is supported by the
findings from the Office of Research and Demonstration's svaluation of the Mas-
sachusetts mandatory SSOP. In addition, during the last two years, four sdditionai
States have adopted a2 mandatory Medicaid SSOP based on their independent
assessment of program results in Massachusetts, Michigan and Wisconsin, While not
. an issue in these programs, the possibility exists in some States that mandatory SSOP
E(rzmms might have a negative impact on physician participation rates in the
cald program, resulting in access problems for patients, Rather than putting
forth legisiation to require SSOPs for all Medicald programs, HCFA and DHHS might
want to encoursge voluntary adoption of such programs by the States, For example,
HCPA could egreo 1o pay a larger proportion of the adminsitrative costs of the SSOP
program,

We also concur that voluntary Medicare S850Ps, because of thelr low use, will not
generate a "sentinel effect” (i.e., physicians initially recommending fewer surgeries,
resulting in declines In surgery rates over time)., We agree that cost savings in
mandatory d opinicn programs regult primarily from the sentinel effect, and not
from the direct effect of program participants ding to forego surgery.

Qur comments on the OI0's recommendation that a legislative change be sought for
"all Medicare beneficlaries to obtaln second opinions for selected surgery as o
condition for Medicare reim t" ara as foll

¢ The OIG uses cost savings achieved In thres mandatory Medlcaid 8S0Ps and
extrapolates these findings to potential savings to the Medicare program,
We find the OIG's extrapolation tenuous at best, and cannot support &
national policy change based on this analysis, These estimates could be
challenged an & humber of technieal grounds, including extrapolating the
effects observed from a Medicald to a Medicare population and basing cost
savings on one State’s experience. To date, we have no emplrical evidence
on mandatory 8SOPs for Medicare beneficiaries.
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The report does not estimate the administrative ¢osts necessary to run 8
national mandatory Medicare SSOP, the costs associated with providing
no-cost second opinions (we do coneur that sueh second opinions, and in all
probability, third opinions, must be at no ¢ost to the beneficiary), or costs
asscciated with Informing beneficiaries that they will be required to obtain
a second opinion for selected procedures. While we believe these costs,
which would not be inconsequential, do not outweigh the potential benefits
of a mandatory Medicare SSOP, we think the OIG should attempt to
provide estimates of program costs in its final report.

The -report does not consider the possible negative effects of mandatory
second opinions on health cutcomes. The OQIG report assumes only
"unnecessary surgery” would be eliminated by a mandatory Medicare SSOP,
resulting in health benefits (e.g., avoidance of potential iatrogenie disesse).
However, the possibility exists that a mandatory Medicare SSOP could have
a negative impact on health status. Por. example, foregoing needed
cataract surgery or foint replacement may have a deleterious effect on
elderly patients’ well-being and costs to the Medicare program. We realize
that no data presently exists to discuss this issuve, ORD's analysis of the
voluntary Medicare SSOP in New York and the Massechusetts mandatory
SSOP will provide some information on this issue within the next =ix
months,

The OIG report has not addressed the .patients rights izsue raised by a
meandatory SSOP in which the beneficiary does not have the opportunity to
choose whether to participate. Nor has the report dealt with the issue of
who would be at rizk of nonreimbursement if a second opinion was not
obtained--the patient or the physician?

The OIG, in its final report, should discuss issues of who would render the
second opinfon, WIll special consultant penels be employed? If so, how
would the panels be selected? Or alternatively, would 4ny surgeon be
eligible to provide g second opinion? Clearly, these and other possible
alternatives might result in very different program outcomes, Wil
physicians be resistant to participating if they knew patients would be
coming to them because they were required to do so?

In summary, we agree that there is good evidence that a mandatory SSOP eould
substantially reduce the amount of surgery performed, resulting in large potential
cost savings. However, the detailed cost savings estimates meade by the OIG report
for a national mandatory Medicare SSOP are not well founded. In addition, the report
fails to identify and suggest solutions for a number of key program implementation
and operational {ssues. Based on the experience we have gained through cur SSOP
demonstration projects and their evelustion, we would welcome the opportunity to

assist the OIG in the future development of a specific proposal.

@B a%—’
£y L& SN
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DEPARTMENT OF HEALTH & HUMAN SERVICES

Memorandum
oxte " QEC - 2 WK

From  pirector
Bealth Standards and Quality Bureau

Subject (Ogfice of Inspector General Draft Report--A Mandatory Second Surgical
Opinion Would Prove Beneficial to the Medicaid and Medicare Programs

To John Spiegel, Director
Office of Executive Secretariat
Attn: Linda Schzidt
Audit Lialson Staff

We agree with program efforts to reduce the number of elective surgerics
roizburged by Medicare and Medicaid but disagree with the implementation
of a Mandatory Second Opinlon Program at this time. We feel there are
sovezal issves that should be explored by the Inspector General before
making the recommendation that the Realth Care Pinancing Administration
(HCPA} should seek legislation to adopt a mandatory Second Surglcal
Opinlon Program {550P) for the Medicaid and Medicare programs.

Pirst, there are several technical medical issues which are Joft
unanswered in the draft report and which may require further exploration.

! -3 The rates of 10 elective surgical procedures have decreased in
three States having mandatory SS50Ps. However, the question
arises of whether there has been a shift from performing these
elective surgical procedures to performing cthey, related
procedures. For example, yhile prostatectonmjes employing the

transurethral approach {i.e. RPs - Trangurethral tion of
the Prostate appened to the
§uprapublc, retropubic a neal approach to performing

ptootatectonles? are three other approaches for
BULg cai}ummm_mzﬂm@mﬁy and are not
g

among the procedures for which pecond sur cal opinions were
red

cfqilred in the States studied.

] Second surgical opinion programs will deal, in general, only
with elective surgical procedures. It would therefore de
{mportant to know whether a mandatory SS50P will cause 2 shift
fron perfomind elective procedures to perforaoing so-called
emergency surgical procedures of the same type. Por example, an
selective"” cholecystectomy could rather easily be called an
remergency® cholecystectomy based on the aigns or symptoms which
the patient has. WwWill the SSOP proposed for Medicare and
Medicaid beneficiaries and recipients be restricted to only
*alective® procedures of a given type or will both alective and
emezgency procedures of a given type be included in the
mandatory SSOP?



139

Page 2 - John Spiegel, Director, CES

There are several other issues to be addressed with reqard to the
Inspector General's draf¢ report.

How representative of the nation are the three States
{Kassachusetts, Wisconsin and Michigan) upon which the report is
based? It seems irperative that this i{szue be explored.

It is important for the Inspector General to review carefully
and re-evaluate the raw data f g

ma| ry_SSOPs er to gor findings of the
States. We are concerned that the analysis is superficial and
may be providing an inaccurate picture.

The report leads one to assume that no study has been done in

the States having mandatory progzams to ascertain {f surgeries
performed after the gecond copinion ¢ medically necessar At
the outset, the beneficiary, physician, and provider community

would need to be told that this mandatory program does not
replace binding med{cal necessity review either by the PSRO/PRO
or carrier.

The {ssue of beneficiary "knowledge" under walver of liability
becomes mirky if the second physician Indicates to the
beneficiary that the proposed procedure s, in his opinion, not
medically necessary. It would appear that the only fair thing
to 4o in thege cases is declare that the beneficiary would not
be prepared to have clear cut "knowledge® and would have his
claim handled as any other beneficiary’'s claim would be
handled, /

The data does not provide any evidence that ccsgt savings
recorded by State Medicaid agency demonstrations were lasting.
For example, the symptoms which require surgery of the prostate,
gallbladder, joints, etc. could have been treated conservatively
tc alleviate tha symptoms temporarily, and the surgery could
have been performed a year or two later. Worse, the delay in
receiving surgery could result in palliative or other health
care costs that over time exceed the cost of the procedure.
Thege costs are rarely or accurately calculated by these
studies. If such a progras were instituted, the cost gsavings
projected would probably be offset slightly by the cost of
additional diagnostic studies that might be required by the
gecond physician. We believe a longitudinal study encompassing
————— e ———
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BS-Ss —
Page 3 - John Spiegel, Director, O Aas BCBS +
sw“'] —Syet oAl dmne AL s Skl
5 ._r"‘}' a sinimum of five years i{s necessary to determine authentic cost
sav A_Etudy Should alsp ent
o 3otermine the satisfaction of the beneflclariss and *
s

If you have any questions about cur couments, please contact Kay Ter}y,
Director, Office ©f Policy Development and Coordination. She can be

reached at 534-5033.

Philip Nathanson
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Health Case
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Admennatraton
Memorandum
Date ce - ’QQ
bec -2 Refer To: PQA-431

From  Office of Coverage Policy
Bureau of Program Policy

Suect Office of Inspector General Draft Report—A Mand s d Surgical Opinion Would
Prove Beneficial to the Medicald and Medicare Programs (ACR 03-31211) (Your
Memorandum dated 11-18-82}—ACTION

To
Director
Office of Executive Secretariat

We have reviewed the subject draft report and have the following comments to offer on

its findings and recommendsation that HCPA should seek legislation mandating second

surgical opinions under the Medicare and Mediceid programs for certain elective

surgieax proceaures. The proposed legislation would include waiver of all deductible and
ance requls ts for Medicare beneficiaries seeking {ni

the final decision on whether or not the operation should take place would remafn wlth

the beneflclary regardiess of the fudgment of the first or second opinion physician

General

Based on Information we have reviewed on the mandatory second surgical opinion
programs (SSOPs) that have been implemented in the United States , we sgree with the
lnspector General {IG) that these programs appear to be more cost-e!feetlve than the
voluntary SSOPs that have been studied. However, experience with the mandatory

‘| 8S0Ps in both the public and private sectors has been 5o very limited that we believe it
would be premature tc seek legisiation in this ares without further analysis and

} evaluation of these programs. Information is especially Umited mwith respect to the
impact of mandatory SSOPs upon Medicare beneficiaries because present law prechides

- -the application of this type of program by Medicare contractors.

To expand HCFA's understanding of the effects of mandatory SSOP programs we
recommend that the Office of Research and Demonstrations take the lead in (1)
evaluating more thoroughly the mandatory Stste Medicaid SSOPs that have been
Impi ted in M husetts, Michigan, Wisconsin and other States and {2} condueting
\/ Medicare demonstration projeets testing the mandatory concept. These studies should
include en analysis of different aspects of these mandatory programs such as {1} thelr
administrative cost, (2) thelr long-term impact on Medicare and Medicaid denefit
payments {Le.,, It would be useful to incinde up to at least 38 to 48 months of
experience with each program), (3) the cost of wdv!xg all of the Medicare deductible
and ance requl ts for beneflclaries who obtain second opinlons, {(4) their
effect upon participating patient's health outcomes and (5) their impact upon the
medical community and the physlelan-patient mhtlmsh!p. It it {5 concluded that the
mandatory concept is cost-effective and politically feasidle to impl t nationally, it
wwk!ahobemefulwlmov how best to do this. Pc!enmple,onequesﬂonmﬁhtbe
whether the jeian should meet minimum qualifications with respect
to tralning and expeﬂmce We believe this edditional tnformation should give HCFA &
much better dasis for deciding whether it would de cost-effective and politically
feasible to seek legislation In this area and, If 50, what that legislstion might be.
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Yoluntary SSOPs Had Little Impact on Elective ies {Peges 2 and 3}

We agree with the IG's finding that voluntary SSOPs sppeer to have had lttle Impact
upon reducing the number of elective surgeries thst have been performed under the
Medicare and Medicald programs. The basic reason for this, as shown by the two
Medicare SSOP demonstration projects that HCFA has dueted, is that beneficiaries
appear to have littie interest in participating in these programs. Participation in the
Medicare demonstration SSOPs ranged from one to two percent of those eligidle
beneficiaries considering surgery which is lower than the participation experienced in
other voluntary programs. This was the case even though extensive publicity efforts
were used to make beneflciaries aware that they would Ineur no direct out-of-pocket
costs for obtalning a second opinfon because HCFA agreed to pay the Medicare
deductible and coinsurance requirements.

We believe an important reason that Medicare beneficiaries do not obtain second
opinfons {s because they are unwilllng to "second-guess” the first opinion physietan,
This experience with Medicare beneficlarles in voluntary SSOPs necds to be kept in
mind in examining the merlts of proposed Medicare mandatory S30Ps because
reluctance of many beneficiaries to spend the time to see & second physician after they
have been examined by the first physician together with resistance to the mandatory
program from within the medical community itself could seriously jeopardize any
national effort in this area.

Mandstory SSOPs Have Proven Successful (Pege 3}

We agree that the Medicaid mandatory SSOPs that have been started in the past few
years show considerable promise for reducing the number of surgeries pald for In their
respective States. However, we believe it is much to early to conclude that the three
mandatoty programs specifically cited by ths IG as having signjficantly reduced the
Medieald surgery rates in their States have been proven to be successful. Although the

. Massachusetts mandatory program has been in operation since 1977 none of the other

State programs have have been in effect for longer then about one or two years which is
too short a time to reech any firm conclusions.

HCFA has contracted with the ABT Associstes, Inc., to evaluate the mandatory
Massachusetts SSOP experience and the results of this evaluation should be helptul in
assessing fust how successful that program has been and whether fts profected cost-
savings are going to be reslized in the long run. We t

State

We belleve the same type of long—run
an ams_nceds to be done as well For example,
previcus studles of SSOPs have demonstrat t rather mply reducing the

surgery rate for the patients’ being evaluated, these programs often just prompt the
patient to postpone the surgery until a later date or they result in the use of an
alternative course of treatment for the patient that may cost more In the long-run than
the cost of the surgery that was avolded Other important long term considerations
include the effect that the mandatory SSOP programs have on the patients’ {inal health
cutcome and quality of life and the reaction to these programs within the Medicare and
Medleald populations and the professional medical ity. We belleve it is critical
that we learn about the long-run effects of these mandatory SSOPs {Le., upto 36 to 48
months of experience with thess programs) before we consider requiring them on &
national basis.




<N

QN

143

3
National Impact of Mendstory SSOP Would be Significant for Both Medicald and
Medicare

'ages 3, 4, and

The 1G’s report states on page 3 that “studies on SSOPs have pointed out two irrefutable
facts (emphasis added) and the second of these two facts is that "mandatory 550Ps lzad
to & substantial reduction in the mumber of elective surgeries end are cost-effective.”
As fndicated above In our discussion of the previous item, there s insufficient data to
reach this conclusion with respect to the Medicare and Medicald programs, but
especially with respect to the Medicare program because we have had no experience
with mandatory SSOPs under that program. .

The IG's report on pages 4 and 5 goes on to estimate that the application of mandatory
BSOPs on 8 nationsl basis will reduce elective surgery by as much as 29 percent under
Medicald and 26.5 percent under Medicare, at annual cost savings of about $63 million
and $178 million, respectively. We do not believe that the IG's national estimates of
the impact of mandatory 88CPs upon the Medicare and Medicald program are based on
valid assumptions or sound calculation methodology. Rather, at best they appear to be
very speculative projections based on limited results obtained from three State
Medicaid populations that are not necessarily representative of the national Medicaid or
the national Medicare populations. For example, the three Medicaid States cited by the
IG are Massachusetts, Michigan and Wisconsin which are three northern States that may
not have mueh in common. with the other States In terms of the population
characteristics and health care utilization of thetr Medicaid populations. In addition,

* the Medieare beneficisries generaily are a much cider, less mobile population group

than the Medicald population, with different {and more complicated) {llnesses and
dizseases and with higher surgical utilization rates, all of which may affect the impact
of the mandatery SEOP2 tipon stirgery rates and of &diirse upon any net eost savings that
might be realized.

Another problem that should be mentioned {s that a national unl!o!{m mandatory SSOP
program for certain specific surgical procedures may not be cost-effective because of
the varlation of surglcal rates by regions (and even loealities) for different surgical

ures. Finally, there could be an administrative problem with mandatory SSOPs
because of limited access of patients in rurml sress to qualified physiclens who can
provide second opinfons. .

We appreciate having the opportinity to ecomment on the subject draft report. if you
have any questions about our comments, pl?}se direct them to Willlam Larson on

extension 49374,
Aa
/41 t A, Streimer
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Heaith Cors
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administration
Memorandum
e s
Carol A. Kelly CAL .
Deputy Director
Office of Legislation and Policy

Office of Inspector General Dreft Report - A Mandatory Second Surgical Opinion
Would Prove Beneflcial to the Medicaid and Medicare Programs

John Bplegel
Director
Oftice of Executive Secretariat

We have reviewed the Inspector General's draft report which recommends 8 mandatory
second surgieal opinion program for Medieare and Medicaid. We do not believe

that the draft peport is & balanced treatment of the subject. Thus, we are skeptical
about the recommendation for the following reasons.

The savings estimates are unsupportsble. Few details are presented on how the
costs savings were estimated. Areas of concem include:

—  No¢ mention is made about the generalization of Medicaid results to Medicare.
Because of different populations such generalizations are not necessarily
appropriate.

— . No mention is made of the appropriateness of generalizing from a small
sample — three states. These three states may have had atypical rates
of surgery in the study period.

—  The validity of the methodologies of the studies of the three Medicaid programs
{s not discussed. For example, the reduction in surgery in the three Medicald
programs is reported for a particular point in time with all the results attributed
to the second opinion program. N¢ mention is made of whether or not there
had been & secular decline in surgery prior to and independent from the
second opinion program. Moreover, two of the three Medicald programs
did not have independent evaluations,

—  Savings are not separately identified between non-confirmations vs. the
sentinel effect {I.e., fower recommendations for surgery because of the
seeond opinion progrem). This is important because the report indicates
that the bulk of the savings come from the sentinel effect. if that effect
can be cireumvented through a learning process whereby physicians find
which of their colleagues will confirm their primery opinion, then the bulk

of the savings could be lost.

- Anumberdeoﬂswpwlnbeudud&d.?wmph,noexummduded
to administer the d opinion program and to inform beneficiaries of
the need for d opini It appesrs that the cost of the second opinion

. itself Is omitted, as well a3 the waiver of cost-sharing for the second opinion.
Potantial costs of "third opinions” are excluded.
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Page 2 - John Spiegel

No mention is made of the experience of second opinion programs in the

private sector. This s a significant omission since at ieast one large private

insyror (Blue Cross and Blue Shield of Greater New York) found that second

opinions for selected procedures Increased costs rather than decreaging them.

The {ncrease occurred b the d opinjon reinforced the primary

surgeon's recommendation and made patients more likely to have surgery.

Some surgery would not have occurred based on the primary surgeon’s recommendation
only.

No justification is provided for use of a number of essumptions used in the

table calculating Medicare cost savings. For example, no justitication is
provided for use of Wisconsin Medicald average costs per procedure in estimating
savings. Why are the figures from one state representative of the nation?

The tse of data only from the Northeastern and Southern regions is not

justified. There is no specification of how the "avoided operatons” were
caleulated. Different percentage reductions were sssumed for different
operations without explanation. .

L
e
{/‘6( For these peasons, the savings from & datory d opinion program appear
.“)’\’& exaggerated. An actuarial estimate s needed. It may be that there are costs,
7 not savings, {roif & MandAIoTy s640nA pInlon program.
Other concerns with the report and e dations inetud

There is no discussion of the potential adverse effects of a mandatory program
on health outcomes and the quality of care.

The issue of who does the second opinion Is avoided. s a physician of the
same specialty as the primary physician acceptable or must the physician
be of another specialty?

The compulsory requirement for a service in an entitiement program has
implications for beneficlary {reedom of cholee which are not discussed,

The issue of emergency situations is not addressed. What happens if a patient
has an emergency need for one the selected operations? Will {t be reimbursed?

For these reasons, we are very skeptical about now recommending a legisiative

for mandatory second opinicns for Medicare and Medicaid. _We believe

proposal
that considerable further anaiysig of these and other fsmyeq and devsigoment
of actuarfal cost estimates is neede
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28 JAN 1983 ‘
Carolyne K. Davis, Ph.D.  Carolyne K. Davis

Administrater
Health Care Pinancing Administration

Office of the Inspector General Draft Report — A Mandatory Second Surgicsl
(s)pzixx:ilon Would Prove Beneflclal to the Medicald and Medicare Programs - ACN 03-
1

The Inspector General
Office of the Secretary

We have reviewed the draft report which recommends a mandetory second surgieal
opinion program for Medicaid and Medicare, Based on information we have
reviewed on the mandatory second surgical opinion programs (SSOPs) that have been
{mplemented in the United States, we agree with the Inspector General {IG) that
these programs sppear to be more cost-effective than the voluntary SSOPs that
have been studied. However, experience with the mandatory SSOPs in both the
public and privste sectors has been so very limited that we belleve it would be
premature to seek legislation in this area without further snelysis and evaluation of
these programs. Information is especially limited with respect to the impact of
mandatory SSOPs upon Medicare beneficlaries because present law precludes the
application of this type of program by Mediecare contractors.

Several years ago, the Department supported Jegisistion that would provide the
Secretary with the authority to enter into contracts for demonsatration projects to
determine the cost effectiveness and appropriateness of requiring a second opinion
for specified elective surgical procedures as a condition for payment under either
Medicare or Medicald. After considersble congressional debate which focused on
meany e?!f the generic issues discussed in this memorandum, this proposal was not
enact

HCFA continues to vigorously support the voluntary SSOP. Sfnce 1878 we have
distributed 8 million coples of the SSOP brochure. We receive on the average of 58
letters per day requesting additional informetion and the Hotline averages 1,000
inquires per month, We have submitted information on the SSOP to 10 mejor
magazines and seven Insurance companies who sre anticipating promoting the
program. HCPA's Office of Public Affairs has done five redio talk shows and
recently produced and distributed two public service television spots featuring Betty
White.

We belleve the subject report does not contsin sufficlent analysis to document the
cost savings estimated, Our areas of concern Includet

- No mention is made about the generelization of Medicald results to Medicere,
Such generalizations are not necessarily appropriate because the Medicare
beneficlarics are a much older, less mobile population group than the
Medicald population, with different (end more complicated) illnesses and
disepses and with higher surgical utilization rates. This may sffect the
{mpact of mandatory SSOPs upon surgery rates and of course upon anyv net
cost savings that might be realized,
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No mention {8 made of the appropriateness of generalizing from a small
sample., The three Medicaid States cited in the report (Massachusetts,
Michigen and Wisconsin) are northern States and may not be representative of
the country in terms of population and heelth care utilizetion,

The validity of the methodologies of the studies of the three Medicald
programs iz not discussed. For example, the reduction In surgery in the three
Nedicald programs is reportec for a particular point in time with sll the
resuits attributed to the second opinfon program. No mention ix made of
whether of not there had been s secular decline in surgery prior to and
{ndependent from the second opinfon program. Moreover, two of the three
Medicald programs 4id not have independent evaluations.

Savings are not separately identified between non-confirmations vz, the
sentinel effect {l.e.,, fewer recommendations for surgery because of the
second opinion program). This is important because the report indicates that
the bulk of the savings come from the sentinel effect. If that effect can be
eircumvented through a learning process whereby physicians find which of
their colleagues will confirm their primary opinion, then the bulk of the
sevings could be lost.

A number of costs appear to be excluded, For example, no costs are included
to administer the second opinfon program and to inform benefieciaries of the
need for second opinfons. It appears that the cost of the second opinion itself
Is omitted, as well as the waiver of cost-sharing for the second opinion.
Potentisl costs of "thira opinions” are excluded.

No mention I8 made of the experience of second opinion programs in the
private sector. This Is a significant omission since at least one large private
Insuror (Blue Cross and Blue Shleld of Greater New York) found thet second
opinions for selected procedures increased costs rather thal decreasing them.
The Increase occurred because the second opinion reinforced the primary
surgeon's reccmmendation and maede patients more likely to have surgery.
Some surgery would not have occurred based on the primery surgeon's

recommendation only.

No justification is provided for use of & number of assumptions used In the
table caloulsting Medicare cost savings. FPor example, ro fustification is
provided for use of Wisconsin Medicald average costs per procedure in
estimating savings. Why are the figures from one State representative of the
nation? The use of data only from the Northeastern and Southern reglons is
not justified. There is no specification of how the "avoided operations™ were
esloulated, Different percentage reductions were assymed for different
operations without explanation,
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There are several technical medical issues which are left unanswered in the draft
report and require further exploration.

The report does not consider the possible negsative effects of mandatory
second opinions on health outcomes, The report sssumes only "unnecessary
surgery” would be eliminated by a mandstory Medicere SSOP, resuiting In
health benefits {s.g., avoldance of potential iatrogenic disease). However,
the possibility exists that a mandatory Medicare SSOP could heve & negative
{mpact on health status. Por example, foregoing needed cataract surgery or
joint replacement may have a deleterious effect on elderly patients’ well-
belng and costs to the “edicare program. We realize that no data presently
exist to discuss this issue. HCFA's analysis of the voluntary Medicare SSOP in
New York will provide some Information on this issue within the next six
months. HCFA has contracted with ABT Associates, Ine,, to evaluate the
mandatory Massachusetts SSOP experience and the results of this evaluation
should be helpful In assessing just how successful that progrem has been and
whether its projected cost-sevings are going to be realized in the long run,
The evaluation will be completed in September 1983,

The rates of 10 elective surgical procedures have decressed in three States
having mandatory SSOPs. However, the question arises of whether there has
been a shift from performing these elective surgical procedures to
performing other, related procedures. For example, while prostatectomles
employing the transurethral approach {l.e., TURPs - Transurethral Resection
of the Prostste) have been recuced, what has heppened to the suprapubie,
retropuble and perineal approach to performing prostatectomies? These are
three slternative approaches for surgically treating benign prostatic
hypertrophy and sre not among the procedures for which second surgical
opinfons were required in the States studied. ;

Second surgical opinfon programs will deal, in generel, only with elective
surgieal procedures. It would therefore be Important to know whether &
mandatory SSOP will cause a shift from performing elective procedures to
performing so—called emergeney surgical procedures cf the same type.

For example, an "elective” cholecystectumy eould rather easily be called an
"emergency” cholecystectomy based on the signs or symptoms which the
patlent hag, Will the SSOP proposed for Medicare and Mediceid beneficiaries
and recipients be restrieted to only "elective™ procedures of a given type or
will both elective and emergency procedures of a griven type be included in
the mandatory SSOP?

The issue of emergency si!ﬁatlons Is not addressed. What happens if a patient
has an emergency need for one of the selected operations. Will it be
reimbursed?
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The fmue of vho renters the secon? opinien is avelded,  Vill special
consultant pancls he emploved? If 30, how vould the panels he selecte s (i
alternativelv, would anv surgeon he elizitle to nrovide a second onininn®
Clearlv, these and other pnscible alternntives mialt result in verv differant
progrmm outcomes, Will phvsieians be resistant to participeting If they knev:
patients would be coming to them hecause they were raquirec to do s0?

In addition to the cost savings and technical medical {ssues In the report, there are
several operational concerns that should be addressed.

The compulsory requirement for a service in an entitlement program has
implications for beneficiary freedom of cholee.

if a beneficlary doce not have 8 second opinion, who is at risk? Cen the
surgeon or the huspital be held fust as liahle as the beneficiary®

In Massachusetts, if the second opinion differed from the first, a Medicaid
benafictary had to have & third econsultation, Are States golng to be alloved
to enforce a third opinion?’

in summary, we believe it is critical that we learn about the long-run effects of
these mandatory SSOPs {at least 38 to 48 months of experfence with these programs)
hefore we consider implementing ther on a nationsl basls.

If you have any questions, please contsct Linda Sehmidt of the Audit Lialson Stafl
on PTS 634-7491.

OEC:ALS:L.Schmidt:mpe 12/16/82 (Tl ACN-31211 D, 7-9)
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%2 . DEPARTMENT OF HEALTH & HUMAN SERVICES Otfce of inspecior Geneval
owm

h Washington, D.C. 20201

ALS /OEO:ACTION
cc:0dachowski/Bavis
’ xu,'.ﬂ ¢¢ 1983 Odachowski/Bouroue

KButo, DRidley, AAP
AAD, AAM, AAPA, OLP
OIA, OPA, BERC, Spiegel
Broglie, JGreene

PUB:4/15 NOR:Adm. Sig.

Attached is a copy of our final report on second surgical
opinion programs {03-30211) for your information and review.

NOTE TO CAROLYNE DAVIS

As discussed by my letter formally transmitting this report
to you (bound in report) we found that the impact of:

--voluntary programs is minimal, while that of
--mandatory programs is most substantial.

HCFA's reaction to our recommendations calling for legis-

lative action now for mandatory second surgical opinion

grogragsdvas negative. Lengthy further study was said to
e needed.

Xe have since reassessed our findings and conclusions and
continue to believe that such mandatory programs are most
practical, cost-effective, and of real benefit to Medicare/
Medicaid recipients. Since we considcr mandatory programs
worthy of current implementation, 1 plan to make distribution
of our report to the Governors and Medicaid directors of
thosc States which have not yet implemented mandatory pro-
grams. This action is in accord with our policy of dissemi-
nating information on "best practices™ to interested parties.
.Our report is also being sent to the Secretary, and she is
being informed ebout the further distribution planned.

Richard P. Kusserow
Inspector General

Attachment —
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MR 22 83

'hvixhrdﬁ.kunuuw.
Richaru F. Kusserow
Juspecter Genersl

016G Aucdit Report ™A Maolatory Secord Surgicsl Opinion Progras
Soul¢ Prove Beneficial lo The Medicaid ané Medicare Programs™
==IXFURKATION
Tie Bscratary
Thruz US

EB .

ruregsez This memorandux discosscs & report § released today
to ICFA Awmanistrator Davis o the results of our review

of Seconc Surgical Opinion programs. Such prograxs are
intenced to encoursge individusls tc voluntarily seel seconc
or:nions before undergoing elective surgery. We found that
the impact of: :

--yoluntary programs is sinisal, while that of
~-4srdatory programs is most substantial.

"ECFA's rescticr to our recozmendations calling for legis-
latfve actior Dowx for sscoatery second surgical opimien
g:o;lils s2s pegative., Leugtby further stucy was saic to

necdev. .

Tuls noscrendux will give you an cvervien of the progrex
. -« « the findings sud-recowsendstions resulting fros our
fevier, 8Pu o . o ieforpation cocCerning HCFA's actions
regpsrcing this progras.

1 might adc thst this sucit bas been omgoing for quite some
time wb¢ that the press hes becoke ewsre of it., For this
reascr the fimul yepert mey well receive press asttention.

Also, Joay Dclar of the Whits House Press Uffice bas 1e-
questea 8 cop)y of the repert upon its tslesse. We uncerstanc
that ke may incluce this sudject anc report iz future Fresicen-
tial speeches.

FACIS

Bechgrounc: 3a Japusry 1976, the Sutcomsittee ¢ . Uversight
8B¢ !nvcs!xsaticns of the Heouse Cozmittee or Jui.:state and
Fqpeige eIcE repomted that arn estimatec 2.4 million

- surgeries Were periosmec in 1574 st 8 xaste of

tcesst
:?;too 1ives ang, spout B4 Billlon. The report called on
[ ol - m T

o . o
. FELR S )
o = e .
b ] =
=3



152

Page 2 - Ihe Secretary

. the then HER to begin s program of indcpendent second pro-
fessionsl opinions to confira the nesd for slective surgery
sadervritten by Nedicars snd Medicsid. Such a program wis
begur in 1574 under BCFA susplices; it included nstiessl
public service snpmouncesents, the opening of referral centers
anc so on. Iwo. Medicare carriers were swardec J-yesr demon-
stratior comtracts to test whetber waiving co-payment and

- deductible would encoursge Necicare bene!!cicrf.t to sesh
-gecond opinfens. Other Cmrriers were izstructed to pay 80

percent ¢f ressopable ctarges for such second opinions.

Kost State sgancies sgresl to pay for woluntary seconc opin-
jons with respsct to Kecicald,

Piogran Kesuits

© Must States (Mecicsic) anc. the majerity of Blse
Shielc plsns {Medicare) offer some type of progras, xost
of shich &re voluntary.

o LCFA repertec to the Comgress {March 1982} that there
wss & meximur recuction of 12 ptrcent Ir elective surgery
for participents in the tuwc demorstratior prajects.

¢ Individusls generally uo mot voluntsrily seek secord
suigicsl cpinions--HiFA's Teport to the (ongiess comrxentad
.ou how fev people thocse to usc thee (hew York 1.2 percent
vtilitetions hichigsn 6.3 psicent).

¢ A report by the hetioral Goversors'® Associstion con-
clucec that there wes sbout two percent wtilisatioch.

© On the otler ksxd, mendatory prograxs have been

proven successful. Sever 5tates have mandatory prograxs,
three of thesc nave been in deing fo1 enougk time to jucge
fmpsct {Massachusetts, MiclLigsn anc Wisconsin). These States
. focusse thelr programs on up to tern selectec surgical pre-
-cedures shich they felt nuc the higbest incidence of inap-
propriate surgery. Massschusctts reports cost savings st
gote thar §1 millior smtually; Kichigsy st $3.7 xilllean;
anc¢ Kisconsinu at » totsl of $2.8 {($i.8 Keaicsic, §i millior
Meuicate).

e Seutinel Etiect: This is si interesting phenomencr rTe-
puitec 1°51 several sources witn respect t¢ papdastoly pro-
grazs. Essentielly it mesps that physiciens injtielly 1ecom-
amczc fes surgerics becauss they are awsxe tkeir cecisions

tc operatc nill br 1eviewsad by «tliuy pliysicians. (ksssu-
chusetts ano ¥iscornsin Lave rersrtoc'thlt 7¢ to S0 peicert

of their savings were due to the seatincl sffect.) HLEA,
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Puge 3 - Tus Secretary

io reporting ox {ts volustary programs, ltlicd *it seems
colikely that a sigoificant sentine] effect movid exist,
since stilization cf these programs is extremely Jow.*

Ssvipgs If Implementec Mationally: Whkile we did pot sttempt
!3‘3?%13?e'!5§'?hc!ex [33 si?Thi'*ivot through avcidance of
URRCCESSSTY Surgery 8s the Congress did, we ¢¢ Rave projec-
tiors on probable Cost savimgs §f mancstory plans vere imple-
mented on & nationsl basis: some $43 millfion snrpuelly for
Hedicaid spc $54.7 million for Medlicsre. {(The bascs {or
these projections sre given on pages € and 7 of our report.)

HCRA kesction: BECFA's teactior t¢ our recormencations call-
Ing Tor Iegislative action nov for mandstory second surgical
opiniot proyruks was negitive. Their response which iz
{ucerporated In our teport states thst lengthy further study
was nevdec. In this regard, my letter transmitting tlis
report tc Adsimistrater Davis pointed out that HCHA has i
alresa)y spent over §2.5 million to evsluate these programs.
Te us saditicnal stucles wlll not sdd amythiug substantial
tc shet i3 already krown.

Since we consider msndatory prograxs worthy of cusrent imple-
Eentsticr, J plan to make Gistridution of our report to the
Goveriors anc Mediceid cirectors of those States whichk Lave
nol yet fnplemcnted sandatory programs. This sction is in
sccord with our policy of d¢issemineting informstior on “best
practices™ to interestesc parties.

-Attacinent

Tot A - GIG Acdit Report

TYistribution

Ceiclyte K. pavis, PL.I'., Administratcr, HCRA

Dule Sopper, Assistant Becretary fo1 Kacagement anc
Bucget lu/cogy of report)

Prepszec by: IG:08fice of Aulit:FIMasha-474-315%

Cortact: D16:0f{ice of Avoit:bINajka~-472-31585
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‘/é DEPARTMENT OF HEALTH & HUMAN SERVICES Oftce of inspector Generat

Washington, D.C. 20201

MR 22 88

Carolyne X. Davis, Ph.D.

Administrator, Health Care Financing
Administration

Department of Health and Human Services

®Washington, 0. €. 20201

Dear Dr. Davis:

The enclosed report concerns the effectiveness of Second Surgical Opinion
Programs (SSOPs) in reducing elective surgeries reimbursed under Medicare
and Medicaid. It shows that voluntary SS0Ps have sprung up all over the
country due, $n large part, to HCFA's promotion and support, Unfortunately
these SSOPs have not had a significant impact on Medicsre and Medicaid
largely because individuals simply do not voluntarily seek second opinions.
Conversely, mandatory SSOPs have proven to be very effective in terms
of reducing the number of elective surgeries performed and the overall
cost of medical care, We estimate that a potentisl exists for achieving
savings exceeding 5157 milifon znnually {f a mandatory 5SOP s incorpo-

. rated into the Medicare and Medicaid programs.

Officials of your office did not sgree that action should be taken now
to incorporate a mandatory SS50P in efther program. One reason glven

was the 1imited experience with mandatory SSOPs particularly with respect
to their {mpact upon Medicare beneficiaries. You stated that at least

3 to 4 years of experience with mendatory prograns is necessary before
you can consider {mplementing thewm on a national basis,

You are aware, | &m sure, that HCFA has already spent over $2.5 million
to evaluate SSOPs. The data generated from these evaluations as well
as other studies lead me to conclude that mandatory SSOPs are far more
effective than voluntary programs, Additional studies, in @y opinion,
will not add anything substantial to what is aliready known sbout SSOPs.
Nor will these studies provide more insight on the {mpact of mandatory
SSOPs on Medicare benef iciaries because of the current law which pro-
hibits such programs. I am convinced that further delay in implementing
a mandatory SSOP can only result in more unnecessary surgeries being
performed and more health care funds wssted. Therefore, I recommend
that this matter be {ncluded in the Department’'s 1985 legislative pro-

posal.

{ would appreciate recefving your comments on this matter by April 22,

Sincerely yours,

s

Richard P. Kusserow
Inspector General
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INTRODUCTION

This report summarizes the results of our review of Second Surgical Opinion
Programs (SS0Ps) and their impact on Medicaid and Medicare. Our review was -
performed primarily to determine whether SSOPs were effective in reducing
the number of elective surgeries ~- non-emergency surgeries that can be
postponed or avoided without undue risk to the patient -- reimbursed by
Medicaid and Medicare and, if not, what actions could be taken by the
Health Care Financing Acdministration (HCFA) to improve their effectiveness.
in rgviewing the SSOPs, we queried Medicaid officials in all 50 states;
egam\ned operational reports prepared by three State Medicaid Agencies;
discussed SSOP participation with Medicare carrfers; and reviewed the
results of two Medicare demonstration projects and other SSOP studies.

Our review showed that voluntary SSOPs have not had a significant impact

on the number of elective surgeries performed under the Medicaid and
Medicare programs because recipients under both programs generally did not
voluntarily seek second opinions. Conversely, the few mandated S50Ps
operated by State Medicaid Agencies and a private insurer clearly demon-
strated that they were effective in reducing both the volume of elective
surgeries and the costs associated with them. We estimate that a mandatory
SSOP applied nationally could reduce elective surgery by as much as 29
percent in Medicaid and 18 percent in Medicare at annual cost savings of
about $63 million and $94.7 million, respectively.

Baquround

In January 1976, the Subcommittee on QOversight and Investigations of the
House Committee on Interstate and Foreign Commerce reported that an esti--
mated 2.4 million unnecessary surgerifﬁ were performed in 1974 at a waste
of 11,900 lives and about $4 biilion.=’ The repert recommended that the
then Department of Health, Educatfon and Welfare promptly institute a
program of independent second professisnal opinions to confirm the heed
for elective surgery underwritten by Medicare and Medicaid. Such a program
would, according to the Subcommittee, save the Government millions of
dollars.

In an effort to comply with Congress’ mandate, HCFA initfated s National
Second Opinfon Program {n 1977 to encourage all Americans to voluntarily
seek 8 second opinfon before undergoing elective surgery. A huge kick-off
campaign, including national public service announcements, national distri-
bution of brochures, the establishment of & natfonal hot-line and the
opening of referral centers heralded the start of the program. its primary
objective was to decrease the amount of {nappropriate surgery performed,
thereby avofding the costs and risks of surgery without Jeopardizing the
heelth and well-being of the patfent. The national program alsc was
intended to influence patients' behavior by encouraging them to be more
informed and involved in decisions on their health care.

1/ U-S. Congress, House of Representatives. Cost and Quality of Health
-Care: Unnecessary Surgery. 94th Congress, 1376.
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As part of the sverall campaign, HCFA, in September 1977, awarded demon-

stration contracts to Blue Cross and Blue Shield of Michigan and Blue Cross

and Blue Shield of New York. The demonstration projects, which were to last

for three years at a cost of about $1 aillfon, were to test whether a3 financial
incentive ~- waiver of the co-payment and deductible -- would encourage Medicare .
beneficiaries to voluntarily seek 8 second opinfon. Other Medicare carriers were
instructed to psy 80 percent of ressonasble charges for beneficiaries whs volun-
tarily sought second opinfons. With regard to Medicaid, most State Agencies
agreed to pay for voluntary second opinfons.

DISCUSSION OF FINDINGS

Voluntary SS0Ps Kad Little
1mpact On tlective Surgeries

Due in large part to KUFA's efforts, S50Ps have sprung up 81l over the country.
Almost every State Medicaid program and about 50 to 70 percent of all Blue
Shield Plans offer some type of SSOP, the majority of which are voluntary.
These programs encourege individuals to obtain second opinions at no cost te
themselves, but it is ultimately the individual who chooses whether or not
to participate. Voluntary programs do have an effect on the decision to
have surgery when these programs are uti\i:,’ and, therefore, can result in
reduced costs. For example, a HCFA report &7 submitted to Congress on
_Msrch 25, 1962, attributed a maximum reduction of 12 percent in elective
surgeries for participants in the two desonstration projects. Also, a large
private {nsurer reported that the average net reduction in medical expenses
per ecach aveided surgery was $2,600.

The problem that exists with voluntary SS0Ps -- and the principal reason they
have not had a significant {mpact on the mumber of elective surgeries -- 1
the simple fact that individuals generally do not'voluntarily seek second
opinions. The HCFA report to Congress concluded that “the most striking fact
regarding a1l voluntary SS0Ps is that few people choose to use thea". For
exzzple, fn the New York project, only 1,763 of the 142,000 {1.2 percent)
recipients who underwent surgery obtained second opinfons. The utilization
rate was even lower in Michigan whers only 115 of the 44,000 (0.3 percent)
recipients who were operated on obtained second opinfons.

These s§;tistics are basically consistent with conclusfons included in a

report 2’ published by the Nationsl Governors' Association. The report
conciuded that usually only two percent of the potential recipients take
advantage of voluntary programs,.and there is some svidence that this may

even overestizate ‘the true participation rate. According to the report,

two factors are frequently offered to explain these low participation rates.

One explanation {s that many individusis are simply unaware of the avail-

ability of the second opinfon benefit. The other explanation {s that patients
do not obtain second spinions apparently because they fear they will {nsult their
physfcian by questioning his/her decision. The validity of the latter

2/ Department of Health and Human Services, Report on Medicare Second
Surgicel {nfon Programs: The Effect of e;iglgg4§g§t-§ﬁar¥qu
March 25, gs‘sz*.

3/ State Medicaid Information Center, Center for Polity Research, Nationa)
Governors' Association, Controlling Medicaid Costs: Second Surgical

Opinion Programs. Novenber 1882.
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expianation §s borne out to 2 large degree by HCFA's two demonstration
profects.. In New York, 76 percent of the participants requested that the
referral center not contact the first opinfon surgeon. In Michigan, 52
percent of the participants chose confidentiality.

We contacted ail the State Medicaid Agencies that sponsored voluntary

SS0Ps and two Medicare carriers to determine whether the low participation
rates pentioned above were typical of the Medicald and Redicare population
in general. Those contacted had no specific data on the extent of recipient
participation or the effectiveness of the voluntary programs. There is no
reason to believe that recipient participation rates are any higher than

the 2 to 5 percent level quoted in the HCFA report.

Mandatory SSOPs Have

Proven Eucces;?u!

Lack of public acceptance has been recognized as the major shortcoming of
voluntary SSOPs and more third party insurers are turning to mandatory
programs. For example, Blue Cross and Blue Shield of Minnesota became the
first Plan in the country to establfsh a mandatory SSOP when, beginning
October 1, 1982, fts largest subscriber group -- the employees of the
State and the State University -- was required to obtain second opinfons
before elective surgery, or the Plan would not pay. Ancther Plan, Blue

Cross of lowa and the Health Policy Corporatfon of Jowa both recently
. recozzended 8 mandstory SSOP to the State Insurance Comnissioner.

it is the Medicaid program, however, that is experiencing the most growth
in'mandatory SSOPs. Seven State Medicald Agencies responding to our
querfes stated that mandatory SS$OPs were incorporated into their Medicaid
prograzs. New Jersey, Washington and Missouri had recently begun their
€50Ps and could not estimate the potential savings although New Jersey did
anticipate a substantial {mprovement {n the quality of care. Connecticut,
which started fts SSOP on October 1, 1982, estimasted that ft will save
sbout $715,000 during the first year of operation.

Three other State Agencies had more experience with their SSOPs. These
states -- Massachusetts, Michigan and Wisconsin -- focused their SSOPs on
up to ten selected surgical procedures that, in their opinfon, had the
highest incfdence of fnappropriste surgery. Medicaid would not re{mburse
the physicians for perforsing the surgery without a second opinion. The
recipients, however, retained thefr right to make the final decizion
whother or not to have the operation. The three states reported that
their S50Ps were effective §n reducing elective surgerfes and associated
costs.

MASSACHUSETTS

The Massachusetts SSOP was sandated by the Legisiature
§n 1877 in an effort to curb rising medical costs and
reduce unnecessary surgery. In Jenuary 1982, an in-
dependent group of reviewers published an evaluation
report on the SSOP. Two approaches were used: a study
of the program experience and surgery decisions of 2,501
progran referrals, and an analysis of Medicaid surgery
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rates before and after program implementation. The major
. findings of this evaluation were:

..The SSOP saved Medicaid $3 to 34 for
every dollar spent. (Cost savings were
computed at more than $1 millisn per year.

..Overall surgery was estimated to have
dropped by 20 percent in the year after
progran implesentation. The greatest per-
centage declines were for hysterectomies
{26 percent); meniscectomies {23 percent);
and hemorrhoidectomies (23 percent).

..The decline in surgery rates was attri-
butable both to a direct effect on patients
referred to the program and to a sentinel
effect whereby fewer operastions were proposed.

MICHIGAN

The Michigan SS0P was implemented in three phases
beginning on January 1, 1980 and ended June 30,
1980. A preliminary evaluation performed by the
Michigan Department of Social Services found that
as of November 1, 1981:

..surgical utilization for the pro-
cedures included in the SSOP dropped
about 35 percent. The greatest per- J
centage .dec)ines were for dildtion
and curettage (41 percent); tén-
sillectonies and/or adenoidectomies
(40 percent}); and hemorrhoidectomies
(32 percent). '

..estimated annual cost savings were
about $3.7 million per year.

WISCONSIN

The Wisconsin Department of Health and Social Services, in

a report to its State Legisiature, reported the results of

{ts evaluation of its mandatery SSOP. The evaluation covered
“the period February through September 1981 and consisted of an

anlaysis of 1) dats generated as part of the second opinion

process, 2) historic data on the frequency of surgery, and

3) a survey of Medicaid recipients participating fn the $S0P.

The evaluation alsc incorporated the use of “control group”

surgical procedures and the monitoring of other factors which

might influence surgical utilization -- the mix of the Medicaid
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population, the number of physicans participating in Medicaid
- and the use of physician services. The major findings of the
evaluation were:

..The SSOP netted over $2.8 @illfon
in total savings -~ $1.8 million
in total Medicafd savings and simost
$1 million in Medicare savings.

..The SSOP oversll returned almost
$22 in savings for every $1 of
program costs.

..Overall surgery was estimated to have
dropped by 33 percent as a result of
the SSOP. The percentage drop varied
by procedure and ranged from 17 percent
to 48 percent. The tontrol procedures
did not show similar, consistent drops.
The greatest percentage declines were
in dilation and curettage (47.5 percent);
tonsillectomy/adensidectomy (35.3 parcent);
and varicose veins (35 percent).

..Much of the drop in surgery was due to -
sentinel effect.

The studies pointed out that the cost savings were not attributed solely to non-
confirming second opinions. Massachusetts and Wisconsin reported that from

70 to 90 percent of the savings were due to the sentinel effect - a phenomenon
whereby physfcians inftislly recommend fewar surgerfes beca?u of awareness that
their decisions to operate.will de reviewed by other physicians. Obviously, the
sentinel effect by fts very nature will have more of an impact on a mandatory
program than on a voluntary SSOP. HCFA, in reporting on {ts voluntary programs,
stated that "{t seems unlikely that a sfgnificant sentinel effect would exist,
since utilfzation of these programs is extremely low". :

Other studies are availsble which demonstrate the effectiveness of mandatory
SSOPs. HCFA in its report to Congress stated that sponsored studies have
shown mandatory SS50Ps to ” cost-effective in both the public and private
sectors. One such study = described eight years of experience with the
Cornell-New York Hospital SSOP. The program data reveasled that 18.7 percent
of program participants were zdvised not to underge surgery by consultants
and that, after one year, 61.4 percent of them had no surgery performed.
Most of these patients stated their decision not to have surgery was based
upon the advice of the second physician. Interestingly, over one-half of

4/ Wealth Cere Financing Administration Office of Raesearch, Demonstrations

and Statistics. Eight Years' E;_x‘ggrtme With A Second Qﬁinion Elactive
Surgery Program: Utilization & conomical Analysis. rch,




161

these recipients reported they received no medical treatment after the con-
sultation. The researchers questioned why surgery had been recommended in

the firet place and classified this as potential surplus surgery. The report
concluded that “the demonstrated Cost savings potential of a sandatery second
opinion program justified the inclusion of such a program in the array of cost
containment inftiatives already adopted or under consideration as peans of con-
trolling the rise in medica) care costs®.

The National Governors' Association came to the same conclusion. After re-
viewing the experience that several State Medicaid programs have had with
mandatory 550Ps, the Assocfation concluded that “mandatory programs which
focus on procedures that are high volume, high cost, and often non-confirmed
have the potential te be very cost-effective®,

National Impact of Mandatory SSOPs
Nould Be Significant For Both Medicaid

and Medicare

Studies on S550Ps have pointed out two frrefutable facts. One, voluntary
550Ps have 3 limited {mpact on the number of elective surgeries performed
nationally. Tws, sandatory SSOPs lesd to a substantial reduction in the
number of elective surgeries and are cost effective. For exampie, as
previously mentioned, the three states that had performed cost studies all
concluded that the S50Ps will result in a 20 to 35 percent reduction in
elective surgeries &t annual cost savings of from $1 millfon to $3.7
million -- an average of $3.48 for each Medicaid recipient residing in the
three states. Projecting this sverage saving per recipient to all Medicaid
recipfents, we estinmate that a mandatory SSOP applied nationally could save
as ouch as $63 million annually.

A mandatory SSOP should also be effective in Medicare considering the number
of Medicare beneficiaries and the fact that the.elderly havé surgery per-
formed twice as often as the rest of the population. We estimate that a
‘mandatory SSOP for just nine surgical procedures could reduce elective
surgeries annually by 18 percent at cost savings totaling about $94.7
million (see APPENDIX A). ) :

Qur estimates are based primarily on an extrapolation ofsﬁtatistica\ data included
in the HCFA report to Congress end an {ndependent study = of the tws voluntary
$SOPs. KCFA attributed a maximum reductfon of 12 percent in elective surgeries to
the SSOPs, and the Independent researcher fdentified & potential net savings of
$382 for every Medicare bensficiary participating in the New York S50P. In
estimating our surgical reduction rates by surgical procedure, we used the same
methods end statistics used by KCFA except that we adjusted them by two known
factors attributed to mandatory programs:

1. lower rate of non-confirmations. - A non-confirma-
tion occurs when the second physician advises against
the proposed surgery. In {ts report to Congress, HCFA
stated the non-confirming rate of second opinions was
generally 10 percentage points lower than for voluntary

5/ Pogglo, E.C., Kronick, R., Goldberg, H., et. al. Second Surgical Opinion
= Programs: An Investigation of Mandatory and Voluntary Alternatives.
Cambridge, Massachusetls: Abt Associates., Tnc., September 1981
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S50Ps. Consequently, in our extrapolation
of HCFA data, we used 3 20 percent non-
confirmation rate rather than the 30 per-
cent computed by HCFA.

2. lhe sentinel effect. = The sentinel effect played
& major rele in ucing elective surgeries in man-
datory SSOPs but not in voluntsry prograzs. In our
extrapolation, we used the sentinel effect reported
by Massachusetts. Massachusetts was selected because
it was the only one of three 5S0Ps which was indepen-
dently evalusted, and the surgery reduction rate attributed
to the SSOP was the most conservative -- & 20 percent re-
ductfon. Using the HCFA computation method we calculated
that 60.5 percent of the reductions in surgeries experienced
by Massachusetts ware due ts the sentinel effect.

¥With regard to our cost estimates, we used, to the/extent possible, net savings
by procedure as reported in an {ndependent study =/ of the Massachusetts Medicaid
program. When Massachusetts data was not available, we used net cost savings
developed by the Wisconsin Department of Health and Secial Services. To ensure
ourselves of the reasonableness of Wisconsin's computed savings, we compared the
surgeon fees used in their calculations to the average prevailing surgeon fees
refobursed by Medicare. The prevafling fees were higher In every case.

Medicare's estimated cost savings §s substantial because many of the
sungical procedures included in the SSOPs are commonly experienced by
individuals 65 years of age and older, of whom about 95 percent are
covered by Hedicara, Some of the more common procedures experfenced by
the elderly during 1980 and the potential effect of a uandatg]y SSOP on
these procedures follow: -

Surgery of the Prostate - This type surgery,
which {5 among the five most commonly ex-
perienced by the male population 65 years of
3ge, and older, {s generally considered to be
suitable for second opinfons. Wisconsin,
however, limits second opinfons to a single
procedure - Transurethral Resection Prostate.
About 80,939 of these cperations were perforped
in 1980 and, based on avaflable statistics,
ebout 55,978 of them were performed on Medicare
beneficiaries. The MWisconsin and Cornell
mandatory 5S0Ps both report that patfents
initfally recommended for this type of surgery
have high rates of non-confirmation. Based on
the New York Medicare SSOP's estimate as adjusted

&/ Pogglo, E.C. and Goldberg, H.B. The Mandatory Second Surgical Opinfon

Program for Medfcaid in Massachusetts: A Cost ectiveness Analysis.
Tambridge, Massachusetts: AbBt Assoclates, Inc., November 1982
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by the sentinel effect, we estimate that 27.8
- percent of these surgeries, or 15,562, may have
been avoided at a net savings of $43.2 aillion.

Cholecxstectggz - This {s the second most frequently
perforsed surgery among elderly women, and second
opinions are generally recommended. About 131,515
operations were perforsed in 1980, of which 32,233
were performed on Medicare beneficiaries 65 years

of age and older. Massachusetts, Michigan and
Wisconsin's average avoldance rate was 17.9 percent.
For purposes of our astimate, we used the New York
Medicare SSOP's experience of 14.9 percent (modiffed
for sentine) effect). As many as 4,803 surgeries
may have been svoided at a net savings of $10.3 millfon.

Joint Replacement - This is the third most frequently
per?orweg surgery among women over age 5§5. Absout
35,003 operations of this nature were performed on
Medicare beneficiaries in 1981. Using New York's re-
duction rate as :djusted by the sentinel effect, 5,460
of these surgeries, at an estimated savings of $28.1
=iilfon, may have been avoided had second opinfons
been required.

Hernia Repair - This is also among the five most
commonly experienced surgeries by the population
over 65. Eight years of experience with the Cornell
study show that it is one of the highest in terms of
unnecessary surgery. In fact, the study questions
whether a good percentage of patfents {nitfally ‘/
recommended for hernia repair actually.had a hernfa
at atl. Both Wisconsin and Michigan reported a re-
duction rate of over 20 percent. Medicare’'s Mew York
experience was much lower. Using the lower figures,

. we estimate that 1,557 of the 33,845 hernia operations
D2y have been avoided under a mandatory SSOP, at a net
savings of sbout $1.4 milldon.

Recommendations

We recoamend that the Administrator, HCFA, through appropriate legisiative
channels, seek a change to the Socfal Security Act that would require all
states 10 sdopt mandatory S50Ps for the Medicaid program, and all Medicare
beneficlaries to obtain second opinfons for selected surgery as a condition
for Medicare reimbursement. In carrying cut the recommendstion, HCFA should
(1) watve all co-payment and deductible requiresents for Medicare beneficiaries
seeking second opinions a5 was done in the two demonstration projects, and

{#) select a oinfoun number of surgical procedures that must be {ncorporated
into the SSOP. State Medicaid Agencies should retain their prercgative of
adding to the list of procedures



164

Discussion of HCFA's Comments Yo Oraft Report

HCFA did not agree with our recommendation to seek legisiative approval

for a mandatory 550P. In its reply (see APPENDIX B), HCFR 1isted several
concerns relative to our cost estimates and certain technical medical and
operational fssues. Its primary concern, however, was that although oanda-
tory SSOPs asppear to be more cost effective than voluntary prograzs, there

is not enough experience in the public and private sectors to seek legisia-
tive approval. This is particularly true with respect to the fmpact of
mandatory SSOPs upon Medicare beneficfarfes. HCFA estimated that 3 to 4 years
of study sre needed before it can even consider fmplementing a2 mandatory SSOP
on a national basis.

HCFA should reconsider our recommendation as further studies, in our opinifon,
w#ill not add -anything substantial to what 1s already known sbsut SSOPs. HCFA
has spent over $2.5 million in $SOP evalustisons. In its report to Congress,
HCFA quite clearly summed up the results of their studfes when ft concluded:

..Sponsored studies have shown mandatory
SS0Ps to be cost-effective in both the
public and private sectors.

..The most striking fact regarding al}
voluntary $50Ps 1s that few people
choose to use them.

It HCFA's conclusfons are correct -- and based on our review of 550P evaluations,
they are -- we fail to see the need for 3 to 4 yesrs of study. This holds true
for 205t of the other issues raised by HCFA. Sufficient studies are already
available for HCFA to make determinations such as who will pender second opinfons.
and who will be at risk §f beneficiaries do not cbtain second opinfons.

In response to HCFA concerns relative to our estimated cost savings, we have made
several changes to this report. For example, in estimating our cost savings, guch
more emphasis was placed on the results of the two Medicare demonstration projects
rather than sclely on Medicaid experience in three states. Avoided operations
were computed using statistics taken from the study of the Medicare projects and
modified to account for the sentinel effect. Net savings for specific surgical
procedures were based on statistics taken from an {ndependent study -- funded by
HCFA -- of the Magsachusetts Medicaid program whenever possible. While these
revisions have reduced our estimated cost savings to the Medicare program, the
amount remains substantial -- $84.7 millfon,

In summary, we believe the basic {ssue is this -- are second opinions an
effective means of reducing unnecessary surgeries? 1f second opinfons

are effective in reducing unnecessary surgeries, then every effort should

Be made to expand their use. If, on the other hand, second opinions are

not an effective mesns of reducing unnecessary surgeries, they are meaningless
at best, harmful at worst, and should be nefther encouraged nor expanded.

As pointed out in our report and as mentioned specifically in HCFA's re-
sponse, HCFA continues to vigorously support voluntary SSOPs. So too do
most Blue Shield plans and the large majority of State Medicaid programs.
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Based on this wide support, we can only conclude that second surgical
opinions-are a valuable addition to the natfonal health care network and
that their use should be maximized. It §s clear that voluntary SS0Ps will
not significantly increase the use of second opinfons. It is equally clear
that mandatory 550Ps will. We urge KCFA to {nitfate legislative action to
require mandatory SSOPs for both the Medicare and Medicaid programs.
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ESTIMATED COST SAVINGS
MEDICARE PROGRAM

Total 1/ Medicare 2/ Surgery 3/ Avoided 4/ %l_liéa_vi_l_l#g
Surgery Operations  Baneficiariss  Reductfon Rate  Operations  Siagle Tota)
Prostate - TUR 80,939 55,978 27.8 > 15,562 32,774  $43,168,988
Joint Replacement 63,746 35,003 15.6 5,460 5,144 28,086,240
" Hernia Repair 146,610 33,845 4.6 1,557 886 1,379,802
Cataract 34,106 21,157 23.3 - 4,929 1,386 6,831,594
Cholecystectomy 131,515 32,233 14.9 . 4,803 2,142% 10,288,026
Varicose Vo;ns . 18,598 2,014 3.7 759 1,218* 924,452
Hyst.arectaqya 188,211 10,907 22.8 2,487 1,176 2,924,712
Hewrrhoidac'tnmy 44,028 4,643 16.7 75 817* 633,175
Dilation and

Curettage -~ (D&C) 253,796 8,439 10.9 %20 560 515,200
Pl TR > £04.219 aLls52 $4.250.80]

1/ Represents the total number of patients whose operations were performed in hospitals within the United States in 1980

2/ Estimate is based on the percont.ade of individuals 65 years of age or oider who were operated on in hospitals located
in the Northeastern and Southern regions of the country during 1980, projected to the total number of individuals who
were pperated on natfonally. Based on HCFA statistics, about 95 percent of individuals 65 and over are covered by
Medicare.

3/ Surgery reduction rate was based on the results of the New York Medicare demonstration project modified by the impact
of the sentinel effect which applies to mandatory $50Ps. ’

4/ Those marked with a * were taken ircw the independent study of the Massachusetts Madicaid program. The other amounts
were developed by the Wisconsin Departmsent of Health and Social Services.

/
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Administrator - e

Health Care Financing Administration

Office of the Inspector General Final Report—A Mandatory Second Surglcal
Opinlon Program Would Prove Beneficial to the Medicaid and Medicare Programs
{ACN 03-30211)

The Inspector Géneral
Cffice of the Secretary

We have reviewed the final report which recommends a mandatory second surgical
opinion program (SSOP) for Medicald end Medicare. We agree that there Is some
evidence thaf a mandatory SSOP might reduce the amount of surgery performed
for both Medicare and Medicaid bene ficlaries resulting In some cost savings.

We are pleased to see that the results of HCFA's second opinlon studles were taken
Into account by the OIG in revising the initial cost savings estimates. We note,
however, that the final report does not deal with a number of important questions
that we ralsed In our response to the draft report. For example, no mention is
made of the administrative cost of implementing mandatory SSOP's, thelr long-
term {mpact on Medicare and Mediaaid benefit payments, the cost of waiving all of
the Medicare deductibles and coinsummnce requirements and the long-term etfect
on participating patients' heaith outcomes.

'To alleviate some of aur concerns that were not addressed in the final report, there
are several courses of action that we plan to Immediately pursue, As stated in our
response fo fhe draft, HCFA has contracted with ABT Associates, Inc. to evaluate
the voluntary Medicare SSOP in New York and the mandatory Magsachusetts SSOP.
The results of these evaluatlons should provide much of the nceded information on

" the effects of a2 mandatory SSOP end the long-term cost savings from such a

program. These evaluations will be completed by September 1983,

Additionally, HCFA Is scheduling meetings with the private sector {Blue Cross of
Minnesota and Prudential) and the States of M ts, Michigan and Wi si.
o Ieam more about thelr experience and administrative problems with mandatory
SSOPs. A mandatory SSOP for both the Medicare and Medicald programs would be
by far the largest SSOP ever attempted. For example, the five most frequent
elective surgical procedures among Medicare beneflelarles now account for more
than one milion operations annually.

In view of the questions that remain unanswered in this area, HCFA Is In the
process of conducting a more rigorous examination of the mandatary programs that
have been implemented in both the public and private sectors.

If you have any questions o require additional information, please contact Linda
Schmidt of the Audit Liatson Staff on FTS 834-74581.

Méﬁxorandum
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Amcrican College of Sucgeons

FRUNDEE BT SUSELONS OF TNE UNITID BIATIL AND CANAGA, 4813

§8 CASY ERIT BYRELTY CHICACO, HLINOIS $O81: ARLA COOL 3:12:884:-403C

€. ACLUNS HANLON. &.0..7.AC. 8
Smgrron

August 30, 1983

The Honorable Margaret M. Heckler
Secretary

Department of Health and Humen Services
615SF Hubert H. Humphrey Buflding

200 Independence Avenue, S.W.
Washington, D.C. 20201

L 5000056

Dear Secretary Heckler:

The Americen (ollege of Surgeons submits for your consideration our
coments on the Inspector Gener2l's report on second surgica! ‘opinion
programs, rgleased in March of this year. The College §s & voluntery
scientific and educationa) organfzation devoted to the ethical and competent
practice of surgery and to the provision of high-quality care for the surgical
atient, The College provides edutstfona) programs for its more than 45,000
ellows &nd others, establishes standards of practice, and disseminates
medical knowledge to the general public, Our Fellowship includes surgeons in
this country and throughout the world. .

For several years, the College has followed closely the debate over
allegations that so-called “unnecessary” operations ere widespresd and that
they can be curbed by second surgical opinfon programs. We maintain our
{nftial contention that “unnecessary surgery® has never been defined in 2 ~
satisfactory way. The arithmetical extrapolstions used in 1976 during
congressional hearings on this subfect have been completely discredited n the
professional litersture. Therefore, the Inspector General's report §s based

- on & premise not supported by facts. Failure to acknowledge the {naccurate
and misleading extrapolations regrettably undermines the credibility of the
report,

The College believes that both the incidence of “unnecessary surgery” and
the cost-effectiveness of second surgical opinion programs have been
overstated, The original research on second opinfon programs from New York
City contains serfous statistical and methodological errors. The reliability
and validity of the research results have never been documented  in an
acceptable fashion, Thus, the cost-effectiveness of these programs {s
questionadle at best. -

In spite of such failings, second surgical opinion programs have been
praised as an effective means of health care cost containment. We may point
out that Blue Cross and Blue Shield of Greater New York began their second
surgical opinion program as a cost containment measure, only to find that the
program encouraged, rather than discouraged, patfents to have operations, thus
increasing the costs to the insurance company. ,
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The (ollege must disagree with the comment in the Inspector General's
report that mandatory second surgicel opinfon programs have proved successful.
The College opposes mandatory programs because they inappropriately limit the
freedom of the patient, complicate the management of the patient's illness and
do not raise the standard of care in a clearly demonstrable way. As to their
cost-effectiveness, we should cite the following:

1. Cost-benefit snalyses are speculstive, They are predicated on
- guesswork 3s to the percentage of patients who might choese not to
have operations and the amount of dollars potentially saved if the
operations are not done. The medice) costs of postponing or not
having an operation are overlooked. In the long run, these may
exceed the cost of operation. ’

2. One cost-benefit analysis of  the Massachusetts program showed the
claimed net benefits to be quite small (benefit-cost ratio = 1:1.11).
This ratio would not yield the million dollar savings cited in the
Inspector General's report.

3. The Wisconsin Department of Health had fts program in operation for
enly seven months in 1981 when it concluded §t was successful. The
department used 1980 as the comparison year, Surgical rates in 1980
were higher than normal in Wisconsin for unexplained reasons. Had
the department used 1579 as the comparison year, the results would
show an increase in the number of coperations for Medicaid patients
under the second surgical opinion program.

We should note that the Inspector General’s report cites only the
litersture that supports second surgical opinion programs. It dgnores ‘the
considerable body of literature with a critical or negative opinion of these
programs. -

Finally, we commend the cautious response of Carolyne Davis, Ph.D.,
Administrator of the Health Care Financing Administration, regarding a draft
version of the Inspector General's report, &nd emphasize her concerns about
the limitations of these program.

The College respectfully requests your consideration of these points
before accepting the recommendations set forth in the Inspector General's
report on second surgical opinion programs. :

Sincergly,

€. Rollins Hanlon, M.D., F.A.C.S.

CRH:bC

te: Carolyne Davis, Ph.D.
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C. Rollins Hanlon, M.D., F.A.C.S.
Director

American College of Surgeons

55 East Erie Street

Chicago, 1llinois 60611}

Dear Dr. Hanlon:

wWe would like to take this opportunity to thank the American
College of Surgeons for long standing commitment to assuring the
highest guality of surgical care to all Americans.

We also, greatly appreciate receiving your comments on the
Inspector General's report on second surgical opinion programs.
The issue of whether or not to implement a mandatory second
surgical cpinion program for Medicare and/or Medicaid patients
warrants careful deliberation. 1In addition to the Inspector
General's report, we will be carefully considering the final
results of the Health Care Financing Administration’s (HCFA)
evaluation of the voluntary Medicare second surgical opinion
programs in New York and the mandatory Medicaid second surgical
opinion programs in Massachusetts.

The College's Department of Surgical Practices has reviewec
and commented on earlier reports emanating from this HCFA
study. Your comments on the fimal report ¥ill be particularly
useful to the Pepartment as we examine our policies toward
second opinion surgery for Medicare and Medicaid beneficiaries,
Re anticipate receiving study findings during the fall. Shoulc
you have any qguestions about the study, do not hesitate to have
your staff call the HCFA project officer, Mr. Alan Friedlob, at -

(301) 597-2364.
in addition to considering the final results of the HCFA
evaluation, we are also planning to meet with representatives of

several private sector and State Medicaid mandatory second
surgical opinion programs to learn more about their experience,

Thank you again for sharing with me the position of the
American College of Surgeons on second surgical opinion
progLams.

Sincerely,
’

/s/ Yargereti M. Eickler

Margaret M. Heckler
Secretary
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- NMemorandum
NOY -7 533
Cox ¢ O~
Carolyne K. Davis, Ph.D. it
Administrator, Health Care Financing Administration
Development of a Second Surgical Opinion Program for Medicare
Robert J. Rubin, M.D.
Assistant Secretary for Planning and Evaluation
The iG has recommended that Medicare develop a datory 4 surgical opini

program. The IG has specified a list of procedures for which second opinions

should be sought before Medicare would relmburse for the surgery. (See attachment)
1 would appreciate your comments on this list as well as your suggestions as to
which surgical procedures you think it is appropriate to Include in a mandatory
second opinion program. 1 would also appreciate suggestions on the design of

a mandatory as well as an expanded voluntary second surgical opinion program

for Medicare.

Interest has been expressed in the possibility of including this propozal in the

Department's F Y85 legislative package. I would appreciate it if you could provide
your comments to George J. Schieber, Director of the Office of Policy Analysis

by November 15.

. Thank you. /

R Attachment

cc. Richard P. Kusserow



Surgery
Prostate - TUR
Joint Replacement

" Hernia Repair
Cataract
Cholecystectomy
Varicase Veins
Hysterectomy
Hemorrhoidectomy

Dilation and

Curettage - (0&C}

1/ Represents the tatal number of patients whose operations were performed in hospitals within the United States in 1980

2/ [Estimate is based on the percentage of individuals 65 years of age or older who were operated on in hospitals located
in the Mortheastern and Southern regions of the country during 1980, projected to the total nusber of individuals who

Total 1/
Operatfons

80,939
63,746
146,610
34,106
131,515
18,598
188,212
44,028

253,796

1.

ESTIMATED COST SAVINGS

Medicare 2/
Beneficiaries

55,978
35,003
33,845
21,157
32,233

2,014
10,907

4,643

8,439

$ia8l 0 20421

were pperated on nationally.

Medicare,

3/ Surgery reduction rate was based on the results of the New York Nedicare demonstration project modified by the impact

MEDICARE_PROGRAN

of the sentinel effect which applies to mandatory $50Ps.

4/ Those marked with a * were taken irom the indepandenm study of the Massachusetts Medicaid program.

Surgery 3/ Avoided 4/
Reduction Hate Operations
278~ 15,562
15.6 5,460
4.6 1,557
23.3 . 4,929
14.9 ' 4,803
37.7 759
22.8 2,487
16.7 75
10.9 920
aLzaz

were developed by the Wisconsin Department of Heaith and Social Services.

Met Savings
Single %otal

$2,774
5,144
886
1,386
2,142*
1,218
1,176*
817+

560

$43,168,988
28,086,240
1,379,502
6,831,594
10,288,026
924,462
2,928,712
633,175

535,200

23,230,829

Based on HCFA statistics, about 95 percent of individuals 65 and over are covered by

The other amounts

oLl
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DEPARTMENT OF HEALTH & HUMAN SERVICES | Olfice of the Seciewry

N

TO

FROM

Washiegton, 0.C. 2020}
NGVZ i }43) OLP/Schieber:FYI
cc:(Davis, DBourque
¥Buto, AAP, Splegal

H Carolyne XK. Davis Broglie, MThooas

Administrater, HCFA

¢ Robert J. Rubtn, H. 0. AW
. Assistant Secretary for
Planning and Evaluation

SUBJECT: Development of 3 Second Surgical Opinion Program Under

Medicare

This is in reply to your request for my comments on the enclosed
list of procedures recommended by OIG for s mandatory second
surgical opinion program. We have also received a draft outline
of specifications for such 2 program informally from your statf.
My comments on both follow:

. 1)

2}

--Coronary bypass surgery should be added to
cceduces mentioned im the QIG Iist.
¢

*tho

he nain

Procedures
nins pr

Program Structure

a) The section on the beneficiary's right 4o make the
£inal decision on whether to elect surgery should be
clarified. I assume this means Medicare will pay for
surgery even {f the second op!nlon or third opinion is
non-confirming as long as a second opinion is
obtained.

b

-—

Medicare should not set up a network of second opinion
physicians. Existing referral mechanisus should be
relled upon. This of course obviates the proposal for
an enrollment fee for second opinion physicians.

¢} Waiver of coinsurance is not necessary in a mandatory
second surgical opinion program: 1In 2 voluntary
program {t {s an incentlve to encourage beneficlaty:s
participation, but serves no similar purpose under
mandatory program,

wn g e 22 s T

ERMEVETAB
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1OTE I0: Phil Nathanson (Director, Health Standards and Quality
Bureau, HCFA)
SERYFCT: Onsite Visit Reports

Following is » sumary of the results of the regional office evaluation
of PRO implamentation., This evaluation is scheduled for 30 days after
the effective date of the MO contract. A total of 34 reports of onsite
visits has been received from ROs. The most serious problems contained
in the reports concern PATBILL tapes and dats processing which are
ispeding the isplementation of PR) review and achievement of impact
objectives. Other problez sress are local problems to be resolved on &
PO by PRO basis.

I. Mejor problems
A.  PATBILL Tapes

The lack of acceptable PATBILL tapes is delaying implementation
of review and objective impact sctivitles. Twenty-one (21)
reports sention problems with PATBILL tapes including delayed
receipt of claims, high error rates, and problems with new
systems. A fiscal intermediary {FI) transaittal 4ms released on
Becorher & and was discussed with FIs during & conference cal}
oo Docember 7. This discussion should have resolved a1l odit
problems. Isplementation is required by January 1, 198S.

B. Fl Agreements

The reports show that a mmber of PROs do mot have final FI
Agreaments yet, The RFP states that "the contractor shall
execute an agreement acceptable to HCFA with each Fl in its ares
before it begins making denial determimtions but mo later than
45 days after the contract effective date." .

o  Eighteen PROs have finslized FI agresments for their aress,
seven of which necd to be revised.

o  Sixteen PROs still need to finalize FI agreements for their
areas. .
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Disagreement on the provision of FRICER dats is bolding uwp

agreement between New Hampshire and its FI. The project

officer has been in contact with central office and &

:;::t:r is going out to the PRO shortly which should solve
ssue,

As of November 30, the following PROs, whose ansite visit
reports we received, did not have signed FI agroements and
are beyond the 45-day period for obtaining such:

Alasks New York
Arizona North Carolina
California Rhode Island
Florida South Caroline
Georgia South Dakota
Mississippi Tamessee
Nevada Washington
New Hampshire ‘West Virginia

Project officers report that & nusher of agreements are
close to being finalized sand a few will take longer, but
denials are being made based on interim, draft, or
umwritten agreements.

Processing

s
The Delaware PRO was not able to reach agreement with its
anticipated dita processor; the FRO may do its on
processing. The fmpact on review has been negligible
because the PRO is performing 1008 review onsite, but
profiles have mot yet been developed.

Misscuri's processor (Wisconsin Physician Service (WPS) is

wnder penalty provisions for fallure to mest deliverables.

They have no capability to process a tape for return to FI

after medical roviow. System mods will be very costly. RO
has recammended that Missouri exsmine alternatives to their
WPS contract.

’
The ‘data processor in Nevads wants additional funds for the
increase in the number of runs caused by bad tapes. The
project officer has informed them to keep track of the
costs due to bad tapes until the problam is resolved so
that funding can be sccomplished in one request fer

. modification rather than many.
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I1. Other probles sreas:
A. Hospital Aprcements

The 34 reports submitted indicate that the signing of firal
hospital sgrecments is moving slowly. The lack of fins)
agreesents, however, Les rot hinderec access to the hospitels
for revies by PROs.

o Seven PROs have fim! agreements with some of their
hospitsls.

° Four PROs have interim agreaments with their hospitals.

«

° Twsntv-throe PROs had no signed sgreewents with their
hospitais at the time of their cesite visits. They are:

Alabama hew Hampshire
Alasks New Mexico
Colorsdc New York
laware North Caroline
Florida Oregon /
Georgis Rhode Isiand S/
1oz : Termessec
Kentucky Virgin Islands
Hinnesota ¥est Virginia
Mississippi ¥isconsin
Rissouri Hyoming
Montans

Project officers do not enticipate problems with ebtaining
agrcovents with hospitals, nor is review being impeded.

B.  Staffing

Staffing does not appear to presant problems except in sres of
qualified DRC reviewers, Nashington if"glvin; difficulty hiring
ARTS with coding experience, and Caiifoffis reporis difficulty io
hiring an RRA,
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Hospital Review Meplementation

Hospitsal reviev implementation is on target for most sreas
reported on, Arizons wes delsyed fn starting review because
tusosble paid Claims dats were mot received on time. Mevada is
Box conducting specis] categery case reviews as indicsted by FI
hardeapy, cost and day cutlier review when advised by the
bospitals and preaduission review, Other aresas have not been
implemented because PATEILL dota have not been awsilable.

Criteris

The mejority of FOs sibmitted the criteria required within 45
days. Several sre behind schedule but fntend to submit thew
shortly.

Case ldentification

Eashington and Mext Yirginia PIOs report problems with case
identification due to lack of usesbie PATBILL tapes. In
Sashington the 0 is negotirting with the FI and 2 meeting hos
been sot up with cevtral offjce sonnel to resolve the fssue.
In West Virginia the 10 and tbe sre discussing resolution
efferts with Mutust of Oxaha. Although not specifically
mentloned fn ofher reports, case idemntificaticn would generally
be & probies ia most arcas whore PATBILL problems exist.

Objectives and FPS Review

Activities to implement objectives snd PPS Review have boan
delayed due to delays In claims sutmitted end lack of clear
PATRILL tzpes. Several othcr problems wsre reported.

e Louistans has been catching wp with PSIO beckliog rather
than reviewing current admissions. The project officer has
nntified them that roview must be fnitisted within the
required timefromes and that a schedule must be submitted
which shows how the backlog will be cempiatad while current
claims are boing reviewed,

) Revade wil] have mo PATBILL dotn wnti] Jamuary and s only
perforwing proacmission reviex snd cases referred by the FI

or hospitais.



178

Page S - Phi! Nathsnson

by thie:
‘mbdicay .

ation of review co
RO {7 New Megico found ‘areas where-

record Teview is nowded. The ssspte ofréo&!&sfém'ulped

. fnstances where the R.C. {ailed to refer sdmissitng where
p the princiiel diagooses sssigned or the medicalinecessity.

ssion were Questionable,  Clintcal-Fisdings dh v
aabie’or Tthe

Talled to support sither the disy

. scotépest OF. the patientis conditiom.”” aFipd tetre
sas 3at -t the O fisting the deficteritich famd i
requriring & plan of correction pidressing Five’s :
aress. - k SR
G., Other . o,

6 VIE 49 concarmed that the Missouri. P

v 8 ct : a3 SIWERV
sem{-sutonomous aress rether then one PROL The PO ypilonal
offices sent out different types of roports to the b&fﬁi’ﬁ
following onsite revicws and serd different denlal lettars.— A.
1ack of cooperaticn by WO regions! office staff snd awerly .
independent actioms by suhcontractors have been observed.: -
Caonsistency of the review prograk across the State ond clear .
sapagement contrel by the prise contractor are needed. The RO 7
hat conveyed its conterns to the PRO and is closely monitoring
the situation. . e T

Follow-up inguiries with $0s will be mde to determine progress in
probies sreas and sreas not addressed in the feports S

&

5

"
Allsn latar -
{Director, Office of Medical Review, .
HSQB, HCFA) - e

¥SGBOMR/DI0 /PAR Diarmme Coughian/§1/11-13-84/2189A | B
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Revised MPlLunkett /4§ /11-20-84

Revised:Tirone: jg:12/03/84

Revised:lozer:}a:12/5/84

Revised:Tirone: §1:32-10-84
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Health Care
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administeation

Memorandum

Chairm.an
PPS Manitoring Committee

Report on PPS Menitoring Activities — December 20, 1984

The Administrator

Significant Dovelopments
° A 1otal of 5,405 or &1 percent of al] hospitals are now on prospective
payment.

o Total short-stay hospital admissions for October 1983 through
September 1984 {11.495 million) decreased slightly from the number
reported for October 1982 - September 1983 (11.696 million). Adjustad
for Leap Year, this represents a 2.0 percent decrease in admissions.

° There were an estimated 939,000 short-stay hospital a.dmlssmm in
October 1984, down 2.5 percent from Oatober 1983,

'
PPS Phase-in Status

o 5,405 hospitals were operating under PPS as of September 30, 1984.
This is 31 percent of all hospitals. {Source: BPO-PPS Summary Report
through September 1984) (Note: This report is no longer prepared.)

) Cumulative FY 84 benefit payments under PPS were $15.8 billion
through September 198%, This was 42 percent of all payments for
inpatient hospital services reported this perfod. Bencfit payments
under PPS were $3.3 billion during October 1984, the first month of
FY 1985. This was 8§ percent of all payments for inpatient hospitat
services. Cumulative benefit payments include retroactive adjustments
to PIP rates and accelerated payments. (Source:  BPO-PPS
Intermediary Benelit Payment Reports through October 1584}

o The fTotal number of certified exception units are as {follows:
psycijjatric 729; rehabilitation 308; alcchol/drug 241. (Source: BPO
Implgnentation Report through October 1588)

[ 81
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]

The number of certified hospitals not under PPS are: short-stay
hospitals in waiver States 552; psychiatric hospitals 439; rehabilitation
hospitals 51; alcohol/drug hospitals 25; other 137 (long-term care 88;
childrens 49). (Source: BPO Implementation Report through
October 1984 and HSQB Provider Certification Process)

The number of facilities given special consideration under PPS are:
regional referral centers 46; cancer treatment centers % Mayo Clinics -
6, sole community hospitals 308. {Source: BPO Implementation Report
through November 1934}

Admissions

o The preliminary estimate of Medicare short-stay hospital

admissions for FY 8% is 11.495 million, a 1.7 percent decrease
from the 11.696 million admissions recorded in FY 83. Adjusted
for leap year, this represents a 2 percent decrease. The revised
estimate for all inpatient admissions (short-stay, long-stay, and
excluded units) during FY .84 is 11.7 million, down 0.8 percent
from 11.8 million admissions in FY 83. (Source: Admission
notices from Query/Reply System processed in BDMS through
October 1984 and OFAA Actuarial estimates)

o A preliminary estimate of the number of Medicare short-stay
hospital admissions during October 1984, the first month of
FY 85, is 959,000, This represents a decrease of 2.5 percent from
Qctober 1983,

Admission Pattern Monitoring

/

o 1,446 hospitals were identified for review because of an increase
in discharges during FY 1983. Thirty-one (31) percent had
corrective action plans initiated, 54 percent required no
additional action, and 15 percent are still being investigated,
{Source: BDMS APM reports and Summary of HSQB Report of
Medical Review Activity, September 1984)

o For the first three quarter of FY 1984 (October 1983 - June 1984}
1,322 hospitals were identified for review because of an increase
in discharges. (Source: BDMS Quarterly APM Reports)

o H'SQB plans to redirect the use of APM to a PRO performance
ronitoring device,
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Case-Mix and DRG
o The ten most frequently occurring DRGs reported for PPS discharges
are:
FY 8 CY 81 . Percent
Rank Rank DRG : Discharges of PPS .
1 1 127 - Heart Failure and Shock 208,272 4.7
2 2 182 - Esophagitis, Gastroenteritis
Miscellaneous Digestive Disorders,
4 Age Over 69 and/or Complicating
. : Conditions 165,182 3.7
3¢ 4 039 - Lens Procedure 161,484 3.7
4, [ 014- Specific Cerebrovascular Disorders
Except Transient [schemic Attacks 131,927 3.0
5 11 140 - Angina Pectoris 131,099 3.0
6 7 089 - Simple Pneumonia and Pleurisy, Age
Over €9 and/or Complicating Conditions 130, 504 3.0
7 12 243 - Medical Back Problems 89,029 2.0
8 3 138 - Cardiac Arrhythmia and Conduction
Disorders, Age Over 69 and/or .
Complicating Conditions 87,656 2.0
9 5 088 - Chronic QObstructive Pulmenary -
Disease 87,305 - 2.0
10 21 296 - Nutritional and Miscellaneous
Metabolic Disorders, Age Over 69 and/or
Complicating Conditions ) 75,328 1.7

{Source: Case Mix Mc;nitoring Tables using PATBILL records processed in BDMS
through November 30, 1984)

o DRG 463 cases were 1.2 percent of all reported PPS bills through
September 30, 1984, These are undergoing further review, (Source:
BPO-PPS Summary Report through September {984) {Note: This report is
no longer prepared.)

o Based on PATBILL records received to date, DRG 468 ranks 19th by
frequency. The average reimbursement per discharge for DRG 468
(excleding passthrough payments) is $5,920 compared to 52,915 per
discharge for all PPS bills. (Source: PPS Monitoring Tables using-
PATBILYL records processed in BDMS through November 30, 1984)

AL
[ Thy scase mix index for PPS bills through September 1984 was 1.1273
compared to 1.0534 in 1981, 7.4 percentage points higher. (Source: Case-
Mix Monitoring Tables using PATBILL records processed in BDMS through
November 30, 1981'1.)
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Length of Stay

o Based on PATBILL records received to date, the average number of days
per bill for all hospitals (short-stay and long-stay) was 8.9 days during
October 1983 - September 1984, The average days per bill for
corresponding period in previous year {during October 1982 - September
1983} was 9.6. The corresponding averages for short-stay hospitals are 8.6
days (October 1983 - September 1934) and 9.3 days (October 1982 -
September 1983). (Source: PPS Monitoring Tables using PATBILL records
processed in BDMS through November 30, 1984)

o The average length of stay per discharge for PPS hospitals was 7.4 days
during October 1983 - September 1984. The average length of stay is
influenced by the geographic distribution of PPS hospitals and slower
reporting of more complex cases subject to review. (Source: PPS
Monitoring Tables using PATBILL records processed in BDMS through
November 30, 1984)

Outliers

o Qutliers are 2.1 percent of total PPS discharges reported through
September 30, 1984, This broke down into 0.5 percent cost outliers and
1.6 percent day outliers, (Source: BPO-PPS Summary Report through
September 1984) (Note: This report is no longer prepared.) 3

Transfers
[ Distribution of Billis by Discharge Status Vi
Cumulative through -
9/30/84  8/31/8% 7/31/8%¢  6/22/8%

Total 100.0%  100.0%  100.0%  100.0%

Home, Self-Care 80.8 81.0 81.2 81.6

To Short-Term Hospital 1.7 1.7 1.6 1.6

To SNF 3.4 5.3 5.2 5.1

ToICF 2.7 2.7 2.7 2.6

To Other Fagility 0.9 0.9 0.9 0.8

To Home Héalth Service 3.0 3.0 2.9 2.9

Against Medtcal Advice 0.2 0.2 0.2 0.2

Died 3.3 5.2 5.3 5.2

A

{Source: B?O-PPS Summary Report through September 1984) (Note: This
report is no fonger prepared.)

¢
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° The proportion of bills by discharge status has remained relatively stable
since PPS began. There has been a small increase in discharges to a SNF
or ICF along with a corresponding small decrease in discharges home.

Other Benefit Payments, Fiscal Year 1985

Expenditures Expenditures Reported As

Benefit Reported Projected % of Projected

($ in millions)

Qutpatient $ 288 s - --
Hospital 230 - -
Other 58 -- -

HHA 136 - -

SNF ’ b3 - -

Distinct Part Units 53 -- -

Note: Monthly estimates of projected benetit payments by type of service are
not yet available for FY 1985,

(Sources BPO-PPS Intermediary Benefit Payment Report for October 1984)
Mcdical Review Activity

Forty-three PROs were performing medical review. during October, the

remaining {} PROs became effective in November. The data incorporated

within this report is a consplidation of review activities reported by PROs, Fis

and PSROs,

¢ PRO Review of DRG 468s (Excludes FI/PSRO Activity) /

PROs reported 78 cases of DRG 468 changes in October, 23 cases increased to a
higher relative weight value and 35 cases were reduced in relative weight value.
Forty-nine of the cases changed to another surgical DRG and 29 of the cases
changed to a medical DRG.

For those DRG 468 cases adjusted to a higher relative weight value, the most
common were as {ollows:

DRG ! Craniotomy except for trauma
112 Vascular procedures except major reconstruction
‘158  Minor small and large bowel procedures .
For those adiusted to a lower relative welght value, the most common were:
17296 Nutritional Metabolic Disorders and/or c.c.
197 Total cholecystectomy w/o common duct exploration
336 Transurethral prostatectomy

(Source: Summary of HSQB Report of PPS Medical Review Activity, Qctober 1984)
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o

Admission Review

PSROs, Fls, and PROs reported 420,826 admissions/discharges during -
October. Total admissions reviewed were 190,757 {45.3 percent) and total
denied 3,990 (2.1 percent). Cumulatively, 4,320,238 admissions/discharges
were reported with 1,307,404 reviewed (30.3 percent} and 31,829 denied
(2.4 percent). . .

{Source: . Summary of HSQB Report of PPS Medical Review Activity, October

1984)

o

Transiers

Psychiatric unit transfers reviewed in October total 439 cases with eight
denied (1.8 percent). Cumulatively, 3,133 cases have been reviewed with
90 denied (2.9 percent).

Rehabilitation unit transfers reviewed In October total 984 cases with 26
denied (2.6 percent). Cumulatively, 8,071 cases have been reviewed with
484 denied (6.0 percent). R
Alcohol/drug treatment unit transfers reviewed in October total 79 cases
with two denied (2.5 percent). Cumulatively, 226 cases have been
reviewed with 19 denied (8.4 percent).

Swing bed transfers reviewed in October total 471 cases with i} denied
(2.8 percent). Cumulatively, 2,471 cases have been reviewed with 117
denied (4.7 percent).

{Source: Summary of HSQB Report of PPS Medical Review Activity,
October 1984)

Transfers From a PPS Hospital

A total of 4,022 transfer cases were reviewed in October of which 45 .
were denied {I.1 percent). Cumulatively, 34,946 cases have been
reviewed and 739 denied (2.3 percent).

(Source: Summary of HSQB Report of PPS Medical Review Activity,
Octaber 1984)
K}

Readmissions Within 7 Calendar Days

In October, 11,996 cases were reviewed and 528 denied {4.4 percent).
Cumgpllitively, 105,617 admissions have been reported with 97,698
reviewdd and 3,784 denied (3.9 percent).

(Sourcez Summary of HSQB Report of PPS Medical Review Activity,
October 1934)
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o

Procedure Review

Pacemaker Insertions reviewed in October total 2,402 with 47 denied
{2.0 percent). Cumulatively, 20,158 pacemaker insertions have been
reviewed with 305 denied (1.5 percent),

Other procedures subjected to medical review in October total 5,675
cases with 153 denied (2.7 percent). Cumulatively, 14,419 procedure’
related cases have been reviewed with 332 denied (2.3 percent).

{Source: Summary of HSQB Report of PPS Medical Review Activity,
October 1984)

Review of Outliers

Cases approved in the day outlier category in October were 6,406; the
number of days approved were 36,697 and days denied were 38,4594
(8.9 percent). Cumulatively, 54,078 cases have been approved as day
outliers with 760,374 days approved and 90,329 days denied {10.6 percent).

The most prevalent DRGs consistently reported as day outliers (both
approved as well as denied) were:

0i4:  Specific cerebrovascular disorders except TIA

127:  Heart failure, shock -

468: Procedure unrelated to principal diagnosis

t

There were 3,758 cost outlier cases approved during October. A total of
$994,677 was denied (3.5 percent) of the $28,712,905 reported outlier
charges in excess of the DRG threshold, Cumulativély, 24,023 cases have
been reported reviewed with 4.2 percent ($7.6 million) of cost outlier
charges being denied of the total $133 million reported in excess of the
DRG threshold.

The inost prevalent DRGs consistently reported as cost outliers (both
approved as well as denied) In October were:

107: Coronary Bypass w/o Cardiac Cath
148: Major small and large bowe! procedures

(Source: Summary of HSQB Report of PPS Medical Review Activity,
October 1984)
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DRG Validation

Total cases reviewed in October for DRG validation were 100,198, Of
these reviews, 5,335 (5.3 percent) resulted in a change in DRG
assignment.  VYalidations Include 41,868 random sample cases and
represent 9.9 percent of the 420,826 reported PPS admissions/discharges
during October. The remaining 38,330 validations relate to cases under
review for other reasons. Cumulatively, there have been 854,654 cases
reviewed for DRG validation purposes.

(Source: Summary of HSQB Report of PPS Mcdical Review Activity,
Qctober 1984}

Referrals to Regional Offices

This report includes the number and type of review cases referred to the
regional offices (ROs) by PSROs/PROs/Fls. These cases include certain
transfers, readmissions within. 7 days, and Invasive procedures.
Instructions to review entities require that ROs be provided a summary of
cases where the reason for transfers is not apparent or was required by
other than medical necessity; the readmission is covered yet the second
stay is a result of a premature discharge; and pacemaker insertions and/or
other invasive procedures where they appear inappropriate.

During October, there were 155 referrals related to readmissions within 7
days and three related to invasive procedures. A preliminary analysis of
previous months' referrals indicates they are not all due to the definiticn
of a premature discharge affecting patient health or safety but includes a
significant number of readmissions resulting from patient preference and
physician practices. ‘

(Source: Summary of HSQB Report of PPS Medical Review Activity,
October 1934%) .
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Prospective Payment System Monitoring

Bill Analysis - PPS vs Non-PPS

FY 84
Number Amount
of Bills Reimbursed(000)
All Inpatient Bills 16,713,015 $32,039,327
All PPS Bills 4,407,588 12,847,285
Non-PPS Bills 6,305,427 19,192,041
Short stay O/T waiver state 5,476,755 - 12,944,526
Waiver states , 1,644,409 5,638,262
Psychiatric unit 30,3834 115,538
/
Rehabilitation unit- 14,802 88,756
All othersl/ 138,627 40%, 960
Hincludes long-stay hospitals.
,0
4
Source: PATBI_I.Z; Records Processed in BDMS through 11/30/84

¢

51-563 O—85—7
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Prospective Payment System Monitoring

Length of Stay and Reimbursement - PPS vs Non-PPS

PPS Bills

Number of Blils
Average Length of Stay Per Discharge

Average Reimbursement Per Discharge
{excludes pass-throughs)

Percent Reimbursement of Total Charges

All Non-PPS Bills (Short-Stay and Long-Stay Hospital)

Number of Bills
Average Days Per Bill
Average Reimbursement Per Bill

Percent Reimbursement of Total Charges

Non-PPS Bills {Short-Stay Hospital other than Excluded Units)

Number of Bills

Avérage Days Per Bill

Average Reimbu:?'ernent Per Blil

Percent Rdefﬁmt of Total Charges

hd
v 4
1

¢

Source: PATBILL Records Processed in BDMS through

FY 84
4,407,588
7.4
$ 2,515
71.7%
6,305,427
9.9
/
$  3,04%
61.6%
6,121,164
9.4
$ 3,03
61.3%
11/30/8%




Prospective Payment System Monitoring DRG Analysis--pPrs pills
Y 84 to Date

Average Average
rY 84 cY 8t DRG Relative Length Reimbursement
. Rank Rank No. Cost Weight Discharges Percont of Stay per Discharge

Total 4,407,588 100.0 7.4 $2,91%
) }}.., . m 1.0408 208,272 4.7 7.6 2,602

2 ’ T 2 0.6188 185,182 3.7 5.3 1,352

3 4 039 0.5010 161,484 3.7 2.1 1,146

4 [} [l 1.3%27 131,927 3.0 9.8 3,379

S 1" 140 0.7548 131,099 3.0 5.0 1,758

] 7 089 1.1029 130,504 3.0 8.3 2,593
7 - 12 2483 0.7551 89,029 2.0 7.0 1,773
8 13 138 0.9297 87,656 2.0 5.5 2,272
9 s 088 1.0412 ~ 87,308 2.0 7.4 2,573
10 21 296 0.8979 75,328 1.7 6.8 2,21
1 15 . g5 0.6673 74,776 1.7 5.1 1,549
12 16 096 0.7996 74,533 1.7 6.6 1,824
13 25 336 1.0079 65,673 1.8 7.3 2,585
14 26 209 2.2912 53,436 1.4 4.3 6,307
15 9 122 1.3651 61,964 1.4 9.2 3,315
16 23 14 0.9281 61,491 1.4 6.5 2,259
17 19 320 0.8123 59,627 1.4 7.1 1,678
18 10 294 0.8087 $7,466 1.3 7.2 1,945
19 8 468 2.1037 52,993 1.2 13.0 5,920
20 32 210 2.0833 48,619 1.1 14.4 5,518
21 1/ 121 1.8648 47,089 1.1 11.4 4,739
22 T8 083 1.1400 46,452 1.1 8.3 3,039
23 38 148 2.8493 42,773 1.0 15.8 7,072
24 3 132 0.9182 41,201 1.0 5.8 2,121
23 43 08?7 1.5529 39,006 0.9 8.9 4,088

1/ CY 81 rank not available because previcusly combined with DRG 122.

(Source: Cases Mix Monitoring Tables using PATBILL records processed in BDMS through November 130, 1984)

681
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prospective Payment System Monitoring
DRG Analysis--PP8 Bills
Y B84 to Date’

Dsacription

Heart Pajilure and Shock

egophagitis, Gastroenteritie and Miscellsneous Digestive Disordere, Age Over
69 and/or Complicating Conditicna

Lens Procedure

Bpocilic Cersbrovagcular Disorders Except Transient Yschemic Attacks

Angina Pectoria

Bimple Pneumonia and Pleurisy, Age Over €9 and/or Camplicating Conditicne

Medical Back Problems

cardiac Archythmia and Conduction Disorders, Age Over 69 and/or Complicating
Conditions

Chronic Obatructive Pulmonary bissase

MNutritional and Miscellanecus Motabolic Disorders, Age Over 69 and/for
Complicating Conditions

Transient Ischemic Attacks

Bronchitia and Asthma, Age Over 69 and/or Complicating Conditions

thral ? tomy, Age Over §9 end/or Complicating Conditiona

Major Joint Procedures

Ciroulatory Disorders with Acute Myocardial Infarction, without Cardjiovascular
complications, Dischargsd Alive

Gastrointestinal Hemorrhage

Kidney and Uripary Tract Infections, Aga Over §9 and/or Complicating Conditions

Dinbotes, Age Over 35

Unrelated Procedure

Hip and Pemuxr Procedures Except Major Joint, Age Over 69 and/or Complicating
Conditions

Circulutory bisorders with Acute Myocardial Iafarction and Cardiovascular
Complications, Discharged Alive

Respiratory Neoplasms

Major Bmall and Larga Bowel Procedures, Age Over 69 and/or Complicating Conditions

Atherosclercnis, Age Over 69 aund/or Complicating Conditiona

Pulmonary Rdema and Resplrataory Failure

1/ CY 81 rank not available becauge previcusly combined with DRG 122

{Source: Casa-Mix llmicorinq Tables using PATBILL records processed in BDMS through Hovember 30, 1984)

061
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Inpatient Hospital Benefit Payments, Total and pds,
October 1983 to Date

Total Inpatient PPS
Benefit Payments Benefit Payments
Percent Percent
of of
Month Monthly Cumulative  Monthly Total Cumulative Total

{in millions)

Fiscal Year 1984

October $2,963 $ 2,963 § 190 6.4% $ 190 6.4%
November 2,982 5,948 509 17.1 699 11.8
December 3,158 9,102 566 17.9 1,265 13.9
January 3,178 12,280 985 30.1 2,220 18.%
FPebruary 3,095 15,375 1,213 39.2 3.433 22.3
March 3,476 18,852 1.415 40.7 4,849 25.7%
April 3,304 22,156 1,503 45.5 6,351 28.7
May 3,432 25,588 1,554 45.3 7,905 30.9
June 3,395 28,983 1.672 49.2 $,577 33.0
July 3,231 32,214 1,991 61.6 11,568 35.9
August 3.634 35,848 2,651 72.%9 14,218 38.7
September 1,943 37,7914 1,565 80.5 15,784 41.8

Piscal Year 1985
October $4,498 $ 4,498 §3,759 83.6% $3,759 83.6%

Source: BP0 - PPS Intermediary Benefit Payment Reports through October 1984,
Note: Benefit payments now include current year adjustments to PIP rates and
end-of-figscal-year retroactive adjustments. Excluded are $394 million in
inpatient hospital benefits paid by Office of Direct Reimbursgement through July
1984 for which monthly detail is not available. Relatively few benefits were
paid by ODR under PPS.
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PPS NATIONAL SUMMARY REPORT
FISCAL YEAR TODATE
(10/3/83 - 09/30/84)

Hospitels on Prospective Peyment: 5,405

 No. Pald % $Paid
PPS Bills 4,305,830 $ 13,927,472,057*
Coat Outliers 20,585 0.5 § 36,941,723 {only outlier psyment)
Oay Qutliers 70,198 1.6 § 115,196,745 (only outliar payment)

Distribution of Bills by Discharge Status

No. x No

Totsl 4,305,830 100.0° )

To Homs, Seif Care 3,477,264 80.8 To Other Facility 40,613
To Short Term Hospital 72,523% 1.7 To HomeHealthService 130,261
To SNF 232,498 5.4 Agasinst Madical Advice 9,815
fo icF 116,233 2.7 Died 226,823
Number of DRCs Needing F urther Development: /
Cote Total 3

ORG 868 30,957 1.2

ORG 469 268

ORG 4720 14,427

hd E xcludes pass through peyments; includes outlier payments,
**  Transfer dollary palds $83,127,280

‘ B8PO/OPOP

fat

0.9
3.0
0.2
5.3
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Report of PPS Medical Revieu Activity

Adnission Review

Cumulative Data
October Data 10/1/83 - 19/31/82

Humber of PPS Inpatient Hospitel

Admissions/Discharges 420,826 4,320,238

Total Adnissions Reviewed for any

Resson (including admission sample) 190,257 1,307,404

Percentage of PPS5 Inpatient Hospital

Admissions Revieved 45.3% 35.32

Total Number of PPS Inpatient Hospital

Adrissions Denicd 3,990 31,829

Percentage of PPS Inpatient Admissions

Denied of Those Reviewed 2.12 2,42
Transfers

Rumber of Psychiatric Unit Transfers
Subiected ¢o Madizal Review 439 3,133

Number of Psychiatric Unl't Transfers

Dented 8 20
Percentage of Cases Denied 1..'81 2.9%
RO Referrals l 11 70
Number of Rehabilitation Transfers

Subjected to Hedical Revieu 984 . 8,071
Hunher of Rehabilitation Transfers Denied 26 ' 434
Percentage of Cases Denied 2,.6% 6.0%
RO kferral's 0 25

funber of Alcohol/Drug Transfers
Subjected to Hedical Review 79 226 -
A

Funber ofshcohollbmg Transfers Denied 2 19

[
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Cumulative Data
10/1/8) - 10/31/84

QGctober Data
8.4%

2.5%2
4

Transfers - continued
Percentage of Cases Deniled
RO Referrals [
Number of Swing Bed Transfers
Subjected to Medical Review 471 2,471
13 117

Rumber of Swing Bed Transfers Denied

2.83 4.72
30

Percehtage of Cases Denied

RO Referrals
34,946

Transfers Fron 8 PPS Hospitel
4,022
789

Tumber of Transfers froo a PPS
Hospital to sany Other Hospital

45

2,32

(PPS or lon-FPS) Reviewed

Runber of Transfers Denfed
Percentage of Cases Denfed 1.1%
86 450
/

RO Referrals
Adnissions Within Seven Calendar Days
of Discharge from a PPS Hospital

11,558 10°,617
.
97,/°8

Number of Admissions Within 7
Calendar Days of Discharge
11,996

Tunber Subjected to Medical Review
528 3,784

3.92

f
!
/
Funber of Adnissions Within 7
Calendar Days of Discharge Denfed
&4.47
1,402

/
Percentage a¥ Adnissions Denfed of

Those Reviewed
RO Referrau‘ 155

. &
LI 4



195

October Data

Cumulut!:ve Data
10/31/83 - 10/31/84

Procedure Review

Rumber of Cases Involving Pacemaker

Insertions Subjected to Medical Review 2,502
Munber of Cases Involving

Pacemaker Insertions Denfed &7
Percentage of Pacemaker Insertfons Denied 2.02

Fumber of Cases Involving Other

Procedures Subjected to Medfcal Review 5,675
Nuober of Cases Involving Other

Procedures Dented 153
Percentage of Cases Dented 2.7

RO Referrals 3

The number of procedures presently being reported raviewed continues to
increase due to PRO review. Each PRO is required by contract to target review
on specified elective procedure related DRGs or DRG groups where potential
exists for inappropriate utilization or diminishing of quality of care in the

area. ¢

Revieuv of Outliers

Rumber of Cases Approved in Day
Outlier Category 6,406

Ruzmber of Days Approved as Day Qutliers 86,697

Runber of Days Denied as Day Outliers 8,494

Percentage of Day Outlfer Days Denied 8.91

Bunber of Cases Approved as Cost

Outliers 3,758

Azmount of Charges Approved as Cost

Qutliers $27,718,228
AL

Amount of erxe- Densed as Cost

Outlters ' 4 994,677

Percentage of Charges ‘for Cost

Outliers Dented 3.2

54,078
760,374
920,329

10.62

24,023

$175,370,112

$ 7.683,302

4,22
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Cunulstive Data
October Data 10/1/83 ~ 10/730/84

DRC Validation

Totsl Number of Random Sample
Cases Revieved 41,868 379,000

Nunber of Cases Reviewed
for Other Reasons 58,330 475,654

Total Cases Reviewed (all DRC
Validations) 100,198 854,654

Number of DRG Errors Identified
that Resulted in a Change In DRGC
Assignment 5,335

Adnission Pattern Honftoring (APIl)

FOTE: APH is in the process of being modified. No further activity will be
reported until new ianstructions are issued inm Janmuary 1985,



Medicare Short-Stay Hospital Admissions, Piscal Year 1982 to Date
(through September 1984)

Percent Change
PY 82 FY 83 FY 84 82-83 83-84

numbers in thousands 1/

October 921 954 284 3.6 3.1
November e . 901 950 947 5.4 ~0.3
December o 866 903 891 4.3 ~1.3
Total - Pirst Quarter 2,688 2,807 2,822 4.4 0.5
January 943 1,052 1,084 11.6 ~-0.8
February 868 935 959 7.7 2.6
March - 1,015 1,032 1,013 1.7 -1.8
Total - Second Quarter 2,826 3,019 3,016 6.8 -0.1
April 962 995 1,000 3.4 0.5
May 964 1,022 1,003 6.0 -1.9
June 958 976 929 1.9 -4.8
Total - Third Quarter 2,884 2,993 2,932 3.8 -2.0
July 931 953 , 934 2.4 -2.0
Auqgust 959 990 916 3.2 -7.5
September 932 934 87% .2 -6.3
Total - Fourth Quarter 2,822 2,877 2,725 1.9 ~5.3
Figcal Year 11,220 11,696 11,495 4.2 -1.7¢

* About 2.0 percent decrease if adjusted tor Leap Year,

1/ Admissions October 1983 through September 1984 are projected to account for processing
lags.,

Source: Admission notices from Query/Reply System processed in BDMS through October 1984

L6l
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DATA SOURCES

PPS Biweekly Summary Report - Selected summary data on PPS implementation
reported to BPO by the Regional Offices who collect it from Intarmadiaries.
Includes fairly current data for a limited number of items.

Medical Review Reports - Data on PPS admissions, denials, transfers, DRG
validation, and outliers reported by Medical Review agents and compiled by
HSOB. Includes fairly curxent data for a number of important PPS impact
isgues.

Internediary Benefit Payment Report - Financial report on benefit payments
under PPS reported by each Intermediary and compiled by BPO. Expected to be
a fairly current and accurate source of benefit payment data.

Admission Notices - Admission counts can be tabulated based on notices of
admission submitted each time a Madicare beneficiary enters a hospital. The
notices are part of tha query/reply system usad to determine eligibility,
deductible, and benefit status. Admission notices are less accurate than
discharge bill records, but are more current. The following table can be
used to judge the estimated completion levels for admission notice data:

Completeness Level for
a Month of Admission

End of Month §0-75% CF
One Month Later 98%
%wo Months Later 99%

PATBILL Data ~ This is the most accurate gource of i.nf‘muon. It is
derived from Medicare bill records as a by-product of administrative
processing operations. The processing sequance from hospital to
Intermediary to BSS to BbDMS includes inherent lags which make the data base
less current than workload reports and admission notices. The following
table shows histoxical information on the levels of completeness for PATBILL
f£ilas at spacified periods of time:

Reported to BCTA Month of Quarter of Year of
Central Office pischarge Discharge Discharge
End of period 1-3% 42-60% 80-83%
1 month after . 35-50% 65-72% B88-90%
2 months after 75-80% 85-90% 54-95%
3 months after+ 85-90% 91-94% 95-97%

»

Please note, tio’%aver, that the flow of PATBILL records appears to have
slowed considerably since PPS was implemented on October 1. For
example, inpatient hospital bills processed in ECFA during Octobex 1983

. - Septembor 1984 (11,446,161) are 10.6 percent lower than bills
processed during October 1982 - September 1983 (12,804, 108).
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4
D KA FT OJAN 91385

NITE M: Tonv Tirone (Director, Div. of Program Ovperations, Health
Standards and Quality Bureau) R
SURJFFT! Onsite Visit Reports - Update No. 1 {onsite visits of PROs}).

A entn? of SR ipitia® ensite visit reports have hoen reccived from s,

In addition, mmernvs reports of Follow-ip onsite visit reports an¢
crntract ~eparts have heen veceived, Some information has heer veceived
Yy telephore. The following infermetiorimdates the Necemher 13 surmary

of the results of the regional office evaluation of TR implementation.

1. TI apd Pasnital Apreemerts

&, FlIs
—m- 7. i 193
Tipnpyert 70Y pmis have signnd [inal agreements with at

least ore nf their fiscal intermediaries. Pegional offices are
keeping in close contact with P¥s in this area and are
involved in peetinps to settle issves. The lack of o final

apreement is not impeding review or notices of denial.

P, Ttospita's . .
wg
£18) PRs have Fipal written agreements with hospitals
in their areas. Hosnitals are oncrating imder interim or
verhal agreements if there are no final written agreements, No

region has reported problems with PROs obtaining access to the

hospitals for review,
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DATRIIIS

Pennrts indicate that 3R PNs have veceived FI tanes ha.n: ;m-thirﬁs
have high errar rates, erroneous farmatting, nenr interface betveen
NS apd PATTTIL, lack af certain elemerts being inclided, arc
imreatahle, or have a verv low mimber of claims being included.
Mreas irvalving edin probleps shorrld he resnlved ns FIs were to
implerent prepavment codits as of Jannarmy 1, 198RS, l*n_:vpr‘:!tr‘ on the
PATPITL atntee of PMs ic row heing premared, and shiowld be

availahle =oan,
Staffiro

With the excention of Pemsyﬂ!vanie. all indications are that
staffing of PM argarizations (’:oes not prescnt gﬁ;ﬂ;mh!ms at this
time. Thirtv-five PROs are staffirg their offices tirely and
anppronriatelv, & FMs are having"‘c.:ﬁ.ffﬁcmties hiring revicw RRAs,
and/or ARTs with pertinent review and coding experience.

Pennsvivania MM is having problems hiring rovicew coordinators and

is anlv SN% staffed.
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1V, Yacical Review

Vospital Phase-Tr Schadple

Thirty-six {36} PMs repovt that thei- besnital! phose-in
schedite is on target. A few Mg are havine proablers as A

resiit nf PATRILL data rot “eine received or heing incorrect.

AR Proce

1
"

Rennrte ~cflect that 28 Ts hove establisbed their wedical.
review criteria sets. l'owcver, some of these scts are stil?
heing fipatized from drafts or arc undergnine revisions duve to
rodifications heing made to cortract ohiectives, Those Mg
1)) indicating prehlems with cose review identificatien
attrihote their difficolties te the PATRILL problems discussed

in Section JL .
Madica! Review

¥evada, Arizona, louisiana and Tlorida continue tn have
inmicmentation problems hecause of lack of PATRILL data.
Pepinnal offices are coordinatine the resolution of these

prohlers.
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Minetcer 710Y PMs report that some of their hospitals are

inder intensified review.

Natny Procecsing

Pepnsvivaria ‘is due to finalize their data svbheontract shortlv,
Mine 70 TMs are processing their own date. Missouri terminated
their contract with ¥FS and is doing their processing. DNelaware was

not ahle te reach agreement with their anticipated processor and

Pennrtipe Torpms

Pepoarts irdicate thot 24 PNs have impicmerted the reporting process
and are capahle of producing timely, accurate reports. Only 3 PMs
rennrt having difficultics in this area due to the PATPILL problem

discussed in Section I

VIT, Nther -

Region VIT repnrts that Towva's system which focuses in on phvsicians
rother than bhospitals for preadmission or concurrent review is
working well. If°a physician falls ocutside the norm, he/she is put
on preadmission review, One on preadmission review for a quarter.
the same phvsiciap has never shovm up again in subscquent quarters.

The region has noticed a reductior in admission patterns and days in

‘general and will follow up to see if hoth these patterns continue.
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Region VIIT reports noticeahle reductions in acdmissiomgand
ifnatient cataract svrgerv. Thev will he looking at suhseguent

auariers to verifv thig pattern,

TVITT, Sirrary
R irplerentatior is nrogressine smoothlv, con schedule, and
without mainr prohlems in rost areas. TT and hospital agreements

i

,8re heing regotiates effectivelv. ™M aperations and kospital

#

, rhase-in schedules are generallv on tareet. ‘rdical revicw
nracesses are progressing efficientlv, with anv difficulties being

successfirlly resolved. Nata processing and reporting, by and large

mmdervay, are constant!v smderegning refinemert,

The most prodominant prohlem encointercd by a mmber of PRs has to
do with PATRILL data. specificallv lack of receipt, high error
rates, forms incompatihility, interface inability with PIDPS, low
mmhers of claims, lach of certain necessary elements or
infarration, unreadable tanes, and other technical difficultics
have resulted ir ?!Mnynd review implementation and reonircmc?wts for
contract chjectives madifications., lowever, these =itustions are .
heing successfully resolved bon a case-by-casc hasis, and the recent
issvance of transmittal 1181 {Medicare Intermcdiary Manual Part 3)

providing specific punidance on handling PR data should resolve

these nproblems effectively and withip the very near future.

Marvin Plunkett (Chief, Project
Assessment Branch, HSQB)
HEORAR MM /PAP/Mianne Coughlan/Miane Merriman/31/1-9-85/27244



204

KOTE TO: Phi} Nathanson (Director, Health Standards and Quality Bureau, HCFA)

SOBJECT: Preadmission Review L

-

PROS” ane. required by contract to perform at least a minimum amount of

prepdmission review, estimated at 5.9 percent of admissions.

Vidats

Preadmission review 13 required for the reviev of five procedure-related
DRGs. {Review of more than five procedures is expected for DRG groups
where the average admission rate per thousand:ls above the national
average.) While some PROs elacted to kesp their lsvel of preadmission
review to the minimum, the majority have opted for higher levels of
preadmiasion review espescially where admission requctions are expected.
It sﬁould ba noted that PROs have been instructed to report all
PPs-reln.f.ed activity on the HCFA-S16 {Report of PRQO Medical Review
iativity) and were iInstructed not to include admission end quality
objeet}ve revisws on tho form except where the cbiective overlaps /uith
ths BECPA-516 required activity. This was done to facilitate the
continued reporting and analysis of PPS-related date. Our data would

indicate some PROs are not maintaining this distinction.

Susmary

Leve} P-Preadnission Review

n,taghnsnt 1 is a table of the 47 PROs rapqrtlng PPS-ralated activity.
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{The remaining seven PRU3 cover PPS-exempt and waivered States whose
reporting mechanisms differ due to their unique review systems.) This
table ranks these 47 PROs based on the estimated percent of preadmigsion
revée; g?rformed during the month of November together with the relevant

2 s,

E
deqzal;geioéntage. The table also provides cummulative data.

- 18 of 47 PROs reported S5 percent or more of their estimated zonthly
admissions deing reviewed during November and the majority of these

PROs represent contracts in effect for four and five months.

- The remaining 29 PROs reported the following percentagss of

preadmiasion review for November:

2% to 4% = 6 PROs

1% to 2% = 6 PROs

.1% to .9% = 2 PROs

* /
0% = 15 PROs ’

L ]
Four of the 15 PROs reporting no preadmission review activity have

been affective for four or five months and these are:
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Fest Virginia - PRO is performing preadmission review. however, it
was not reported on the HCFA-516 due to computer.

.- program difficulties.

Colorado - Preadmission review was just initiated on 11/1 and

is included on the December's report.

Georgia - Preadmission review implementation is scheduled for

January 1.

Louisiana - Preadmission review was implemented on 12/1/84.

The other PROs reporting no preadmission review include those effective
for only one or two months. Prior to implementation of preadmiss{Qn
review system, criteria need to be developed and the hospital and
physicians schooled on these criteria and advised of the specific cases
to be subjected to preadmission review.

Preadmission Denials

The na¥lonal average of preadmission review cases denied is 1.7 percent .
of thoae reviewed. Cumulatively {(July through November), 1.4 percent of

preadmission cases reviewed are denied. Folliowing 1is a breakdown of PRO
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denial percentages for the month of November as well as cumulatively:

November Only Denlals

-

R e
,f?ROg.with denial percentages above 1.7 percent = 11

PROs with denial percentage below 1.7 percent = 11

PROs reporting ﬁo denials (16 were

affactive for only 1/2 month to 2 months) = 25

Cumulative Denials

PROs with denial percentage above l.4 percent = 10
PROs with denial percentages below 1.4 percent = 14

PROs reporting no denlals = 23
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Estimated Dollar Savings

Losiming PROs reported true preadmission denials {(i.e., denial prior to
adm.uion'). observing $2.907 as the average FP3 reimbursement per bill
and backing out those denlals paid under waiver, where We know the
patient had to have been admitted to inour charges (l.s., preadmission
reviaw performed within 24 hours of admission or post-admission but
pre-procedure), the monthly savings is estimated at $2 million and

ocumulatively estimated at §5.6 million.

41 Lagar (Director, Office of
Medical Revigiw, HSQB, HCFA)

HCFA/HSQB/BPO/OMR/DAB/TDobahue mlh  1/18/85 $#2825A
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ATTACHNENT I
- -.. Hovembar Data Cuml;uv: Data
" Bstimated Ho. of s of S Denfal $ of % Denied
:‘ i Monthly Months Preadm. of Those Preadm. of Thoss
gﬂ_ Admissions Effective Review Roviewed Review Reviewed
Rentucky 17,472 H 71.1 .08 69.4 .07
Minnesota » 18,351 L] 53.2 2 45.8 .1
Alabama 20,015 5 39.5 .8 50.3 .8
Wisconsin 19,981 s 29.7 6.3 14.5 7.3
Tennessee 25,521 5 19.6 2.2 3.9 2.2
Indiana 21,679 3 1n.2 5.9 5.8 4.4
Oregon 10,432 L 10.0 .05 5.0 07
Revada 2,852 5 9.7 2.9 5.6 3.0
Hew Mexico 3.932 4 9.2 0 4.0 .6
Rorth Dakota 3,173 ] $.2 1.6 6.8 9
Nebraska 8,779 2 8.5 1] k.3 [}
Hew Hampshire . 3,466 5 7.7 0 3.8 -3
Montana 3,357 - 7.3 0 2.5 9
Ramsas 77 12,in 5 6.8 a 6.0 .4
California 71.527 2 6.8 .3 3.4 -3
Artzden 10,549 5 6.6 5.5 8.5 6.8
Oklahoma 14,528 2 6.3 .2 3.1 .2
vyoming 1,335 5 5.2 0 19 - 0

South Carolina 10,712 S 8.0 .2 2.1 .09



Iowa

North Carolina
Rhode Island
Chio -
naxagar{j7 .
Soubgibagota
D.C.

Florida
Mississippl
Washington
Hissouri

Utah .
Arkansas
HestAVXrginia
Georgia'
Louisiana
Colorado
Pennsylvania
Virginia
Michigan

Teoxas

14,533
23,084

3,620
43,954

1,874

3,128

2,679
61,131
11,933
14,791
26,295

4,170
18,371
10,838
23,021
17,294

9,699
56,974
19,163
35,297
58,977

210

3.8
3.7
3.2
2.7
2.3

1.8

1.6

1.5

1.4

1.1
0.4

¢.3

4.2
22,7

11.0

5.6

.1

2.0

2.2

3.4

1.8

0.8 _

1.3
0.4
0.9

1.6

i.0
0.7

0.4

3.1
25.3
BT §

8.6
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November Data Cumulative Data

Estizated No. of $ of $ Denial § of $ Denied

Monthly Months Preadm. of Those Preads, ¢f Those

m: ) Admissions Effective Review Received Review Reviewed

< -

uaaqg = 5,142 1 ° o o o
Connecticut 10,559 1 ¢ Q s} [
Verazont 2,086 1 o] 0 [+} [
Illinocis ’4.6,670 1 [¢] [ o} [¢]
Idaho 3,628 172 Mo. 0 0 1] ¥
Alaska 410 172 Mo. O 0 1] [

Hawaii (Review implementation begins in January)

* 47 PROs 7.3 1.7 7.4 1.4

Monthly 813,393 (59,553) (1,039) (188,313) {2,541}

Cumulative = (2,546,355) °

®
Bxcludes the saven PPS-exempt and waivered States, Their reporting mechaniszs

differ because of unique review systems.
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Heanth Care
DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Adminratration
Memorandum
/ r - ] . \
Cooe Db Tlosasn rov vy

Chairman

i

PPS Monitoring Cammittee

Report on PPS Monitoring Activities — January 20, 1983

The Administrator

Highlights

]

A total of 3,405 or 8l percent of ail hospitals are on prospective
payment.

Total short-stay hospital admissions for FY 1984 (11.5 million}
decreased slightly from the number reported for FY 1983 (1 1.7 million).
Adjusted for leap year, this represents & 1.9 percent decrease In
admissions, (Note: The final FY 1988 data may vary siightdy, but will
not be shown in subsequent reports.}

There were an estimated 1.338 million short-stay hoép!tal admissions In
October - November 1933, down 4.8 percent from October - November
1533,

Average length of stay per dischar for all Meficare short-stay
hospital discharges {PPS and nonPPS) was 9.0 day< In FY 1985, down
from 10.0 days inFY 1983.

Benefit Payments

o

Cunulative FY 1988 benefit payments under PPS were $13.8 bitlion
through September 1584, This was 42 percent of all payments tor
inpatient hospital services reported this period.

Cumdative FY 1985 benefit payments under PPS were $6.8 billion
through November 1984. This was 83 percent of ail payments Ior
inpatient hospital sesvices. Cumuatlve benefit payments include
retroactive adjustments to PIP rates and accelerated payments.

{Sources BPO-PPS Intermediary Benelit Payment Reports through
Novesplier 1586)
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Special PPS/non-PPS Facility Status

L]

Admissions

The number of facilities given special consideration under PPS are:
regional referral centers 70; cancer treatment centers 4; Mayo
Clinics 6; sole community hospitals 302.

{(Source: BPO !mp!ementation Report through December 1934)

The preliminary estimate of Medicare short-stay hospital admissions for
FY 1984 is 11.5 mllhon, a 1.6 percent decrease {rom the 11.7 million
admissions recorded in FY 1983. Adjusted for leap year, this represents
a2’ 1.9 percent decrease, The revised estimate for all Inpauem
admissions (short-stay, long-stay, and excluded units) during FY 1984 is
11.7 million, down 0.8 percent from 11.8 million admissions in FY 1983,
(Note: The final FY 1984 data may vary slightly, but will not be shown
in subsequent reports.)

{Source: Admission notices from Query/Reply System processed in
BDMS through December 1984 and OFAA Actuarial estimates)

A preliminary estimate of the number of Medicare short-stay hospital
admissions during October - November 1984 is 1.838 million. This
represents a decrease of 4.8 percent from October - November 1983.

(Source: Admission notices from Query/Reply System processed in
BDMS through December 1984.) ‘
Y

Admission Pattern Monitoring

[+

1,446 hospitals were identitied for review because of an increase in
discharges during FY 1983. Thirty-one (31) percent had corrective
action plans initiated, 54 percent required no additional action, and 15
percent are still being Investigated.

{Source: BDMS APM reports and Summary of HSQB Report of Medical
Review Activity, September }983)

For the (first three quarters of FY 1984 (October 1983 - June 1984)
1,322 hcspltals were identified for review because of an increase in
discharges.
{Sourcef BDMS Quarterly APM Reports)

1 &

HSQB'pians to redirect the use of APM to a PRO performance
monitoring device.
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Case-Mix and DRG
[ The ten most frequently occurring DRGs reported foc PPS discharges
are: :

FY 84 CY 81 Percent
Rank Rank DRG Discharges  of PPS
1 1 127 - Heart Failure and Shock 213,323 4.7

2 2 182 - Esophagitis, Gastroenteritis

Miscellaneous Digestive Disorders,

Age Over 69 andfor Complicating

Conditions 171,192 3.7
3 .4 039 - Lens Procedure 165,573 3.6
4 6 01%- Specific Cerebrovascular Disorders

Except Transient Ischemic Attacks 136,796 3.0
5 i1 140 - Angina Pectoris 136,179 3.0
6 7 089 - Simple Pneumonia and Pleurisy, Age

Over €9 and/or Complicating Conditions 134,138 2.9
7 12 243 - Medical Back Problems 92,235 2.0
8 i3 138 - Cardiac Arrhythmia and Conduction

Disorders, Age Over 6% and/or

Complicating Conditions | 90,922 2.0
9 3 088 - Chronic Obstructive Pulmonary

Disease - 89,979 2.0
{3] 21 296 - Nutritional and Miscellaneous E

Metabolic Digorders, Age Over 69 and/or

Complicating Conditions 78,333 1.7

{Source: Case Mix monitoring tables using PATBILL recordy processed in BDMS
through December 28, 1984)

[+]

DRG 468 cases were 1,2 percent of all reported PPS bills through
September 30, 1984. These are undergoing further review.

(Source: PPS monitoring tables using PATBILL records processed in
BDMS through December 28, 1984)

Based on PATBILL records received to date, DRG 468 ranks 19th by
frequency. The average reimbursement per discharge for DRG 463
{excluding passthrough payments) is $3,936 compared to $2,926 per
discharge for all PPS biils.

(Sourcg: PPS monitoring tables using PATBILL records processed in
BDMS' through December 23, 1984)
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o The case mix index for PPS bills through September 1984 was 1.1299
compared to 1.0334 in 1981, 7.7 percentage points higher.
(Source: Case-Mix monitoring tables using PATBILL records processed in
BDMS through December 28, 1984.)
Length of Stay
o Per Discharge

Note: Until this month's report, the Length of Stay analysis was solely
based on total days of care per bill. For PPS reimbursed stays, only one
bill is reported for each stay. Therefore, total days of care as reported on
the bill equal the total length of stay from day of admission to day of
discharge. For non-PPS stays, one or more bills are possible (that is,
interim and final bills). For this analysis, when more than one bill Is
reported for a stay they have been combined to obtain total length of stay
per discharge. Comparisons are more appropriate when based on length of
stay per discharge,

Average length of stay per discharge or all shori-stay hospitais (including
PPS, non-PPS other than waiver States, and waiver States) was 9.0 days in
FY 1984, down from 10.0 days inFY 1983.

Average lengih of stay per discharge for all non-walver State short-stay
hospitals (including PPS and non-PPS) was 8.4 days in FY 1984, down from
9.5 days inFY 1983.

Y, :
Average length of stay per PPS discharge was 7.5 days inFY 1984, (Note:
Average length of stay per PPS discharge is influenced by the geographic
distribution of the phasein of PPS hospitals and by the slower reporting of
mare complex cases subject to review.)

(Source: PPS monitoring tables using PATBILL records processed in
BDMS through December 28, 1984.)
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Avecrage length of stay per discharge

FY 1981 FY 1982 FY 1583 FY 1984

All short-stay hospitals 10.5 10.3 10.0 9.0
Non-waiver State short-

stay hospitals 9.9 9.8 9.5 8.4

PPS - - - 7.5

Non-PPS - - - 9.4
Walver State short-

stay hospitals 13.8 13,5 13.1 12.5
Other area short-

stay hospitals 9.7 2.5 9.1 8.6

Note: Data for FY 1984 are preliminary.

Average length of stay per

dischargefor PP5 and non-PPS is influenced by the geographic distribution of
the phasein of PPS hospitals during FY 1984 and by the slower reporting of
more complex cases subject to review,

{Source: PPS monitoring tables using PATBILL records processed in BDMS
through December 28, 1984.) )

o Per Bill

¢

Note: The following analysis is based on all bills, interim and final. For
stays paid under PPS there is one bill for the stay. For non-PPS stays one
or more bills are possible (that is, interim and final bilts).

Based on PATBILL records received to date, the average number of days
per bill for all hospitals (short-stay and long-stay) was 8.9 days during
October 1983 - September 1984. The average days per bill for
corresponding period in previous year {during October 1982 - September
1983) was 9.7. The corresponding averages for short-stay hospitals are 8.6
days (October 1983 - September 1984) and 9.5 days {October 1982 -
September 1933).

(Sources . PP5 monitoring tables using PATBILL records processed in
BDMS through December 28, 1934)
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Outliers and Transfers (Discharge Destination)

Note: The BPO PPS Summary Report has been discontinued. Alternative
sources for these data are being investigated.

Other Benefit Payments, Fiscal Year 1985

Expenditures Expenditures
Benefit Reported Projected
(S in millions)
Outpatient $ 559 --
Hospital 447 --
Other 112 --
HHA 305 -

SNF 109 --
Distinct Part Units 92 -

Note: Monthly estimates of projected benetit payments by type of service are
not yet available for FY 1983,

{Source: BPO-PPS Intermediary Benefit Payment Report through
November 1984)

Medical Review Activity

Filty-four PROs performed medical review during November. The data incorporated
within this report Is a consclidation of review activities reportéd by PROs and FIs
. responsible for completing cases Indentified prior to PRO implementation.

° PRO Review of DRG 4685 (Excludes FI Activity)

PROs reported 270 cases of DRG 468 changes In November, of which 54
cases increased to a higher relative weight value, 154 cases were reduced
In relative weight value, and in 62 cases the revised DRG was not
determined. One hundred thirty-eight of the cases changed to another
surgical DRG and 70 of the cases changed to a medical DRG. The PROs
In the Atlanta region reported the highest Incidence of DRG-468 changes.

!0
For thos; DRG 468 cases adjusted to a higher relative welght value, the
most common were as follows:

DRG 146 Major small and large bowel procedures and/or c.c. {7 cases)
154; Stomach, Esophageal and Duodenal procedures and/or c.c.
{6 cases)
209 Major joint procedures (4 cases)
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For those adjusted to a lower relative weight value, the most common
were:

336 Transwrethral prostatectomy {10 cases)

127 Heart failure and shock (5 cases}

296 Nutritional Metabolic Disorders and/or c.c.
{4 cases) ’

{Source: Summary of HSQB Report of PPS Medical Review Activity,
November 1984)

Admission Review

Fis, and PROs reported 351,309 admissions/discharges during November,
Total admissions reviewed were 186,371 (51.1 percent) and total denied
3,972 (2.1 percent). Cumulatively, 4,705,414 admissions/discharges were
reported with 1,495,781 reviewed (31.8 percent) and 35,816 denied
(2.4 percent).

{Source: Summary of HSQB Report of PPS Medical Review Activity,
November 1984)

T ransf ers

Psychiatric unit transfers reviewed in November tot.a.l 342 cases with 10
denied (2.9 percent). Cumulatively, 3,485 cases have been reviewed with
100 denied (2.9 percent).

Rehabilitatien unit transfers reviewed in November total 938 cases with
43 denied (3.6 percent). Cumulatively, 9,020 cases have been reviewed
with 527 denied (5.8 percent),

Alcohol/drug treatment unit transfers reviewed in November total 59
cases with three denied (5.1 percent)., Cumulatively, 285 cases have been
revimwed with 22 denied (7.7 percent).

Swing bed transfers reviewed in November total 722 cases with 50 denied
(6.9 percent). Cumulatively, 3,202 cases have been reviewed with 168
denjed (3.2 percent).

(Source: ** Summary of HSQB Report of PPS Medical Review Activity,
November 1934)
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]

Transfers From a PPS Hospital

A total of 3,641 transter cases were reviewed in November of which 50
were denied (1.4 percent). Cumulatively, 38,560 cases have been
reviewed and 839 denied (2.2 percent).

(Source: Summary of HSQB Report of PPS Medical Review Activity, -
November 1984)

Readmissions Within 7 Calendar Days

A total of 12,201 cases were identified in November of which 10,747 were
reviewed and 344 denied (3.2 percent). Cumulatively, 122,021
readmissions have been reported with 107,689 reviewed and 3,970 denied
(3.7 percent).

(Source: Summary of HSQB Report of PPS Medical Review Activity,
November 1984) .

Procedure Review

Pacemaker insertions reviewed in November total 2,270 with 28 denied
(1.2 percent). Cumulatively, 22,428 pacemaker insertions have been
revimwed with 333 denied (1.5 percent).

Other procedures subjected to medical review in November total 6,051
cases with 396 denied (6.5 percent). Cumulatively, 20,987 procedure
related cases have been reviewed with 750 denied (3.6 percent).

{Source: Summary of HSQB Report of PPS Medicl Review Activity,
November 1984)

Review of Qutliers

Cases approved in the day outtier category in November were 5,541; the
number of days approved were 98,576 and days denied were 7,506
{7.1 percent). Cumulatively, 59,626 cases have been approved as day
outliers with 859,091 days approved and 98,517 days denied (10.3 percent).

The most prevalent DRGs consistently reported as day outliers (both
approvedas well as denied) were:

011;: Specitic cerebrovascular disorders except TIA

127:  Heart failure, shock
458:  Procedure unrelated to principal diagnesis

51-553 O—85—8
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There were 2,958 cost outlier cases approved during November. A total
of $1,175,820 was denied (6.2 percent) of the $19,011,871 reported outlier
charges in excess of the DRG threshold. Cumulatively, 26,990 cases have
been reported reviewed with 3.9 percent ($18.8 million) of cost outlier
charges being denied of the total $212 million reported in excess of the
DRG threshold.

The most prevalent DRGs consistently reported as cost outliers (both
approved as well as denied) in November were:

106: Coronary Bypass wiyth Cardiac Cath
110t Major Reconstructive Vascular procedures
148: Major small and large bowe! procedures

{Source: Summary of HSQB Report of PPS Medical Review Activity,
November 198%)

° DRG Validation

Total cases reviewed in November for DRG validation were 106,623, Of
these reviews, 4,479 (4.2 percent) resulted In a change in DRG -
assipnment,  Validations indude 47,666 random sample cases and
represent 13,6 percent of the 351,309 reported PPS admissions/discharges
during November, The remaining 58,967 validations relate to cases under
review for other reasons. Cumulatively, there have been 961,128 cases
reviewed for DRG validation purposes.

(Source: Summary of HSQB Report of PPS Medical Review Activity,
November 1984) /

-] Referrals to Regional Offices

This report includes the number and type of review cases referred to the
regional offices (ROs) by PROs and Fis. These cases include certain
transfers, readmissions within 7 days, and invasive procedures,
Instructions to review entities require that ROs be provided a summary of
cases where the reason for transfers is not apparent of was required by
other than medical necessity; the readmission is covered yet the second
stay is a result of a premature discharge; and pacemaker insertions and/or
other inyasive procedures where they appear inappropriate.

(Sources' Summary of HSQB Report of PPS Medical Review Activity,
Novem!;gr 1984) .

s
i &
LA 4
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Prospective Payment System Monitoring

Bili Analysis - PPS vs Non-PPS

FY 84
Number : Amount
of Bills R eimbursed{000}
All Inpatient Bills 10,940,214 $32,773,649
All PPS Bills " 4,572,781 13,380,448
Non-PPS Bills 6,367,433 19,395,201
Short stay O/T waiver state 4,499,371 13,008,601
Waiver states 1,673,393 t 5,749,363
Psychiatric unit 33,077 Y 123,841
Rehabilitation unit 16,021 96,137
All othersl/ 145,571 817,259

Hinciudes long-stay hospitals.

4.
[]

1 4
Source: PATBILL récords processed in BDMS through 12/28/84

é
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Prospective Payment System Monitoring

Length of Stay and Reimbursement - PPS vs Non-PPS

PPS Bills

Number of Bills
Average Length of Stay Per Discharge

Average Reimbursement Per Discharge
(excludes pass-throughs)

Percent Reimbursement of Total Charges

All Non-PPS Bills (Short-Stay and Long-Stay Hospital)

.Number of Bills

Average Days Per Bill

Average Reimbursement Per Bill

Percent Reimbursement of Total Charges

Non-PPS Bills (Short-Stay Hospital other than Excluded Units)
Number of Bills '
Average Days Per Bill

Average Reimbursergent Per Bill

Percent Reimbursement of Total Charges

A

e

-

‘

Séwrce: PATBILL records processed in BDMS through

FY 8%
4,572,781
7.5
$ 2,926
71.4%
$,367,433
"10.0
A 3,006
61.5%
6,172,764
9.4
$ 3,039
61.3%
12/28/3%

~

Y



Prospective Payment System Monitoring DRG Analysis--PP3 Bills
PY B4 to Date

. Average Average
PY 84 cY 81 DRO Relative ’ Longth Raimbursement
Rank Rank No. Cost Weight Discharges Percent of Btay per Discharge
Total 4,572,781 100.0 7.5 82,926
1 LI 127 1.0408 215,523 4.7 7.6 2,605
2 2 > . .182 0.6185 171,192 3.7 5.8 1,358
3 4 639 . 0.5010 165,573 3.6 2.1 1,148
4 6 614 1,3527 135,796 3.0 9.8 3,382
- 11 140 0.7548 . 135,179 3.0 5.0 1,764
6 089 1.1029 134,138 2.9 8.4 2,598
7 12 283 0.7551 92,235 2.0 7.0 1,775
8 13 130 ©0.9297 90,922 2.0 5.5 2,275
9 5 oes 1,0412 89,979 2.0 7.4 2,576
10 21 296 0.8979 78,333 1.7 6.8 2,215
11 13 01% 0.6673 77,480 1.7 5.9 1,552
12 16 096 0.7996 76,624 1.7 6.6 1,827
13 25 336 1,0079 66,003 1.5 7.3 2,587
14 26 209 2.2912 6%,798 © 1.4 14.3 6,310
15 9 122 1,3651% 64,054 1.4 9.2 3,316
6 23 174 0.9281 631,986 1.4 6.5 2,263
17 19 320 0.8123 62,102 1.4 7.1 1,881
18 10 294 0.8087 59,290 1.3 7.2 1,948
19 8 468 2.1037 55,676 1.2 13.1 5,936
20 32 210 2.0833 : 50,616 1.1 14.8 5,522
21 1/ 121 1.8648 48,746 1.1 11.4 4,742
22 T8 082 1.1400 ~. 48,319 1.1 8.4 3,045
23 30 148 2.5493 44,691 1.0 15.9 7,084
24 3 132 0.9182 42,272 0.9 5.8 2,123
25 - 45 087 1.5529 40,619 0.9 8.9 4,097

1/ cY 81 rank not available bacause previously combined with DRG 122.

(Scurces Case Mix monitoring tables using PATBILL records processed in BDMI through December 28, 1984)

€22
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22
23
24
25

cY 81
Rank
1
2

;v;b"
"

?
12
13

-]
21
15
16
13

]
9

23
19
10

]
32

v

19
k1]

3
45

DRG
Humber

127
182

039
e
140
089
243
138

088
2296

018
096
336
209
122

74
320
294
468
210

121

082
148
w2
0e?

Prospective Paysent System Monitoring
DRG Analysis--PPS Billa
Y 684 to Date

Desoription

Heart Pailure and 8hock
phagitis, G. 1tis and Miscellanoous Digastive Disorders, Age Over
69 and/or Complicating Conditions

lans Procedure

Specific Corsbrovascular Cisorderg Except Transient Ischemic Attacka

Angina Pectoris

Simple Pneumonia and Pleurisy, Age Over €% and/or Complicating Conditicns

Medical Back Problems

Cardiac Arrhythmia and Conduction Disorders, Age Over 69 and/or Complicating
Conditions

Chronic Obstructive Pulmonary Disease

Nutritional and M{acellaneous Metabolio Disorders, Age. Over 6% and/or
Coeplicating Conditiona

Transient Ischemic Attacka

Bronchitia and Asthma, Age Over 69 and/or Complicating Conditions

hral Prost Y. Age Over 69 and/or Cocaplicating Conditions

uajor Joint Procedures

Circulatory Disorders with Acute Myocardial Infarction, without Cardiocvascular
cnnpuenttons, Dischargod Alive

dinal h . Age Over 69 and/or Complicating Conditiona

Kidney and Urinary Tract Infections, Age Over 69 and/or Complicating Conditions

Diabetes, Age Over )5S

Unrelated Procedure

Hip and Pemup Proceduras Except Major Joint, Age Over 6% and/or Complicating
Conditions

Ciroulatory Disordsrs with Acute Myocardial Infarction and Cardiovascular
Complications, Discharged Alive .

Respiratory Neoplagms

Mzjor Small end Large Bowsl Procoedures, Age Over 69 and/or Complicating Conditiene

Athercaclaronis, Age Over 69 and/or Complicating Conditions

Pulmonary Bdema and Regpliratory Pallure

A/ €Y 91 rank not available because previcusly cosbined with DRG 122

(Bource:

Case-Mix n'olu'terlnq tables using PATBILL records processed in BOMS through December 28, 1984)
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Report of PPS Medical Review Activity

Adoission Beviev

Bovember Data

Cunulative Data
10/1/83 - 11730784

Humbey of PPS Inpatient Bospital
Adnissions/Discharges

Total Admissions Reviewed for any
Reason {iascluding sadmission sample)

Percentage of PPS Inpatient Hospital
Adnissions Revieved

Totai Runber of PPS Inpatiest Hospitasl
Adnissions Denied

Percentsge of PPS Inpatient Adaissions
Denled of Those Reviewed )

Transfers

Husber of Psychiatric Uanit Tranafers
Subiected to Medical Raviav

Mumber of Paychiatric Unit Irsnsfers
Deniad

Perceantage of Cases Denied
RO BReferrvals - o

Bunber of Rehabilitstion Traosfars
Subjacted to Medical Review

Fuaber of Rehabilitatios Transfers Denied
Percentage of Cases Denied
BO Ee!erral‘l

Runber of Alcohol/Drug Transfers
Subjected to Medical Review
A

pumber of Alcohol/Drug Transfers Danied

351,309

186,371

53.12

3,972

2.1%

342

10

2,92

938
43

4.62

33

4,705,414

1,493,781

3.8

35,816

2.4%

3,485

100
2.92
73

9,020
527
5.82
29 -

285"
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Sovexber Dats

Cuzmulative Data
10/1/83 - 11/30/84

Transfers - continued
Parcentage of Cases Dented 5.1
RO Raferrals ’ a
Number o6f Swing Bed Transfers
Subjected to Medical Review . 122
Funber of Swing Bed Transfers Denied 50
Percentage of Cases Denied 6.9%
RO Referrals : 0
Transfers Prom a PPS Hospital
Nuzber of Transfers fxom s PPS
Bospital to any Other Eospital
{PPS or Bon-PPS) Reviewed 3,641
Bumber of Transfers Deniad B 30
Percentage of Cases Deniled 1,42
RO Roferrals t 116
Readnissions Within Seven Calendar Days /
of DPischarge fyom s PPS Hospital .
Bunber of Readmissions Within 7
Calendar Days of Diacharge 12,201
Huzber Subjected to Medical Ravisv 10,747
Nuaber of Readnissions Withia 7
Calendar Days of Discharge Denied k1YY
Percentage of Readmissions Denied of
Those Revieded . 3.2z
. .
RO Referrals 288

4

s.22

38,560

839
.22

366

122,028
107,689

3,970

3.73
1,690
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Boveaber Data

Cumulative Date
10/1/83 - 11/30/8%

Procedure Review

Humber of Cases Involving Pacemaker

Insertions Subjected to Hedical Ravievw 2,270
Buabar of Casas lavolving

Pacemakar Inssrtions Desied 28
Percentage of Pacemaker Insartions Deuled 1.2
Bumber of Cases Iavolving Other

Procedures Subjected to Medical Raviaw §,051
Munber of Casas Iavolving Otber

Procaduras Denisd 396
Percentage of Cases Denied ] 6.5%
RO Referrals ¥ 439

22,428

333
1.5z

20,987

750
3.63

463

The nuabar of procedures prasently being reporied revieved contizues to
increass dus to PRO reviaw, Fach PRO is raguired by contract to target review
on specified alactive procedure related DRGs or DRG groups where potential
exists for inappropriate utilization or diminishing of quality of care ia ihe

area.

* The Georgia PRO reported 438 cases reported to the XU and this figure is

surrently deing investigated. Y
Beviev of Outliers

Bumbar of Cases Approved in Day

Outliar Catagory . 3,541

Hunber of Days Approved ubay Outliers 98,5786
#unber of Days Denied as Day Outliers 1,506

Percentage of Day Outlier Days Denied 7.12
‘l

Bumber of Tases Approvad as Cost

Qutliscs 2,958

A
Amoust of, gbarges Approved as Cost
Outlisrs * 417,836,051

Ancont of Charges Denied as Cost
. Outlfers $ 1,175,820

Percentage of Charges for Cost
Outliars Denled ) 6.2

39,626

859,091

98,317
0.2

26,950 °
$193,719,229

$ 18,877,489

8.91

szr



Cumulative Data
loveaber Data 10/1/83 ~ 11/30/84

DRG Validation

Total Muaber of Randonm Sample .
Cases Reviewed 47,666 426,109

Humber of Cases Reviaved
for Other Reasons 58,967 538,019

Total Cases Revieved (all DRG ’
¥Yalidations) 106,633 961,128

Ruzmber of DRC Errors Identified
that Rasulted 1n s Change fn DRC .
Aagigonent . 4,479 B/A

Admission Pattern Honitoring (APM)

MOTE: AP is in the process of being modified. Ho further activity will be
reported until nev instructions are issued.
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Inpatient Hospital Benefit Payments, Total and PPS,
October 1383 to Date

Total Inpatient PPS
Benefit Payments Benefit Payments
Pargant Percent
of of
Month Monthly Cuzulative hly Total Cumulative Total

{in millions)

Piscal Ysar 1984

October . $2,963 $ 2,963 s 190 6.4% $ 190 . 6.4%
Hovember 2,982 5,946 509 17.1 €99 1t.8
December ‘3, 156 9,102 566 17.9 1,265 13.9
January 3,178 12,280 955 30.1 2,220 8.1
Pebruary 3,085 15,378 1,213 39.2 3,433 22.3
March 3,478 18,852 1,415 40.7 4,843 25.7
april 3,304 22,156 1,503 45.5 6,351 28.7
May - 3.422 25,588 1,554 45.3 7,908 30.9
Juns 3,395 28,983 1,672 £3.2 $.577 33.0
July 3,231 32,214 1,991, 81.6 11,568 35.9
August 3,634 35,848 2,651 72.9 14,218 39.7
September 1,943 37,791 1,565 80.5 15,784 41.8
riscal Year 1985

October $4.458 $ 4,498 33,759 83.6% $3,759 83.6%
. Rovenber 3,621 i 8,119 3,012 3.2 VAR TR 1A 83.4
Bourca: . BPC - PPS Intermsdiary Benefit Payment Reports through Rovember 71984.
. Hote: Benefit payments now include curvent ysar adj to PIP and
end-of-fiscal-year retroactive adjustments. BExcluded are $394 million in

- inpatient hospital benefits paid by Office of Direct Reizb ¢t through Jul

= Yy
1984 for which monthly &atail is not availabls.  Relatively few bensfits wers
paid by GDX undar PPE.
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Octobexr
November
December
Total - PFirst Quarter
January -
February

March

Total - Second Quarter

April

May

June .

Total - Third Quarter

July,

August

September

Total - Pourth Quarter

Piscal Year

Medicare Short-Stay Hospital Admissions, FPiscal Year 1982 to Date
{through November 1984)

Percent Change

PY 82 rY 83 rY 84V 82-83 83-84 04-85
numbers in thousands
T Tg21 954 984 960 3.6 3.1 -2.4
901 950 946 a78 5.4 ~0.4 ~7.2
866 903 891 4.3 -1.3
2,688 2,807 2,821 4.4 0.5
943 1,052 ‘ 1,044 11.6 -0.8
868 935 959 7.7 2.6
1,015 1,032 ™1,013 1.7 ~1.8
2,826 3,019 3,016 6.8 ~0.1
962 995 1,001 3.4 0.6
964 1,022 1,004 6.0 -1.8
958 976 931 1.9 -4.6
2,884 2,993 2,936 3.8 -1.9
931 953 935 2.4 -1.9 -
959 990 917 3.2 -7.4
932 934 872 0.2 -5.6
2,822 « 2,877 2,734 1.9 ~5.0
11,220 11,696 11,507 1,830%/ 4.2 ~1.63/ -4.84/

1/ Admissions for December 1983 through November 1984 are projected to account for processing

lags.
. 2/ Year-to~date total,

i/ About. 1.9 percent decreaso if adjusted for Leap Year. .
4/ Baged on 1.930 million admissions for first 2 months of PY 1984.

Sourcae: Admission notices from Query/Reply System processed in BDMS through December 1984

0€2
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DATA SOURCES

PPS Biweekly Surmmary Report - Selected summary data on PPS implementation
reported to BPO by the Regional Offices who collect it from Intaermadiaries.
Includes fairly current data for a limited number of items.

Modical Reviev Reports - Data .on PPS admissions, denials, transfers, DRG
validation, and outliers reported by Medical Review agents and cumplled by
BSQB. Includes falrly current data for a niumbar of important PPS impact
fasues.

Intermediary Benefit Payment Report - Financial report on benefit paymants
under PPS reported by each Intermediary and compiled by BPO. Bxpacted to be
a fairly current and accurate source of benefit payment data.

admission Notices - Admission counts can be tabulated based on notices of
admission submitted each time a Medicare bensficiary enters a hosgpital. The
notices are part of the query/reply system used to datermine eligibility,
deductible, and benefit status. Admisslon notices are lass accurate than
discharge bill records, but are more current. The following table can be
used to judge the estimated completion levels for admission notice data:

Completeness Level for
a Month of Admissicn

End of Month 60-75%
One Month Later 98%
Two Months Later 99%

PATBILL Data - This is the most accurate gource of inforgation. It is
derived from Medicare bill records as a by-product of administrative

' processing cperationa. The processing sequence from hospital to
Intermediary to BSS to BDMS includes inherent lags which make the data base
less current than workload reports and admission notices. The following
tabla shows higtorical information on the levels of completeness for PATBILL
files at specified periods of time:

Reported to HCPA . ¥onth of Quarter of Year of
Central Office Discharge Digcharge Discharge
End of pexiod 1-3% 42-50% 80-83%

1 month after 35-50% 65-72% 88-30%

2 months after . - 75-80v 85-90% 94-95%

3 months after 85-920% 91-94% 95-97%

A
Please note, howgver, that the flow of PATBILL records appears to have
slowed considerably since PPS was implamanted on October 1. Pox
exazple, inpatient hospital bills processed in BCFA during October 1283
- Septembexr 1984 (11,446,161} are 10.6 percent lower than bills
or 4 during October 1982 - September 1983 (12,804, 108).
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Health Cave

Financing Adrministration

Memorandum
" .
o
PPS Maonltoring Committee AGA =
CRgHR L
Report on PPS Monitoring Actlvities — February 20, 1933 At -
NGP s
The Administrator ;‘n —
[ —
o -
Highlights NS
3/G s

°
payment.

DA
A twotal of 35,403 or 81 pacmonum;;mummﬁﬁcm( ) )

Alens

©  There were an estimated 2.701 million shart-stay hospital, admissions
during October - December 1934, down 4.3 percent from October -

December 1923.

o  Average length of stay discharge for all Medicare short-stay
hospital discharges (PPS and non-PPS) was 9.0 days in FY 1983, down

from 10.0 days inFY 1983
Bencfit Payments

/
[ Cumuative FY 1983 benefit payments under PPS were $9.6 billion
through December 1980. This was 83 percent of all payments for
inpatient hospital services. Cumulative benefit payments include

retroactive adjustments to PIP rates and accelerated payments.

(Sorce: BPO-PPS Imermediary Beneflt Payment Reports through

December 19349)
Special PPS/oon-PPS Pacllity Status

° .The number of facilities given special conslderation under PPS ares
regiondl referral centers 93; cancer treatment centers & Mayo

nics 63 soie community hospitals 303.
(Sourge: BPO Implementation Report through January 1985)

e
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DEPARTMEINT OF HlAL/Y}H & HUMANSERVICES EL
MR | 1985 A Uk o
ol Sy puaded bRt
PPS Menitorfng Committee oMo 1 d Mo, RO

Report on PPS Monlitoring Activities — February 20,

The Administrator
R Foukad .
Highlights
o A total of 5,403 or 8] percent of all
payment.
6  There were gn estimated 2.701 million
during October - December 1983, down
December 1983,

Average length of stay dischar
hospital discharges (PPS and non-PPS) was 9.0 days in FY 1984, down
from 100 daysin FY 1933,

Benefit Payments

[

/
Cumuative FY 1935 benefit payments under PPS were $9.6 billion
through December 1934, This was 33 percent of all payments foc
inpatient hospital services, Cumulative benelit payments include
retroactive adjustments to PIP rates and accelerated payments.

{Sowrce: BPO-PPS Intermediary Bencfit Payment Reports tivough
December 1984}

Special PPS/oon-PPS Facility Statn

The number of faclities given special consideration under PPS arer
regicndl referral centers 94 cancer treatment centers % Mayo
Clinicy 6; sole community haspitals 303.

(Sources BPO Implementation Report through January 193%)

1
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Page 2 - The Administrator
o The number of hospitals and units excluded from PPS are:

PPS Exclusions

FY 1985 Year-to-Date {1/31/85) Current
Exclusion rY 1984 Number of
Category Approvals Reverification Initial BExclusions
_Approvals  Denials Approvals (1/31/85)
Bospitals
Psychiatric 439 - 2 13 450
Rehabilitation 49 - - 49
Alcohol/Drug 25 1 - 3 28
Long-Tern 84 i3 - - 84
Children's 47 ? - - 47
Units
Psychiatric 722 215 8 b 1:3 752
Rehabilitation 308 94 2 37 343
Alcohol/Drug 220 56 - 113 215

(Bource: HEQUB Raport of PPS Exclusion Activity, Januvary 31, 1985)
Admissions )
/

o A preliniinary estimate of the number of Medicare short-stay hospital
admisslons during October - December 1984 Is 2.701 million. This
represents a decrease of 4.3 percent from October - December 1933.
Total Medicare Inpatient hospital admissions (short-stay, long-stay, and
excluded units) are projected to increase 1.2 percent during FY 1983
over FY 1934 levels,

{Source: Admission notices from Query/Reply System processed In
'BDMS through January 1983 and OFAA actuarial estimates.)

Admission Pa'gtem Maonitoring

o 13446 hospitals were Identified for review because of an lncrease in
discharges during FY 1983. Thirty-one (31) percent had coerective
ton plans Initiated, 54 percent required no additional action, and 15

ent are still being investigated.

(Source: BDMS APM reports and Summary of HSQB Report of Medical
Review Actlvity, September 1984)
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[ For the first three quarters of FY 1984 {October 1983 - June 1984}
1,322 hospitals were identified for review because of an increase in
discharges.

{Source: BDMS Quarteriy APM Reports}

o HSQB plans to ‘redirect the use of APM to a PRO performance
monitoring device.

PATBILL Data

For the next several reports, statistics dependent on PATBILL records, i.e., Case-
Mix, DRG, and Length of Stay analyses, will be shown for both FY 1984 and FY
1985, When the FY 1984 data appear stable, they will be labeled finat and will no
longer be shown in the menthly report, Note that data for FY 1933 are preliminary
and may be atfected by the slower reporting of more complex cases.

Case-Mix and DRG - Piscal Year 1583

o  The ten most frequently occurring DRGs reported for PPS discharges
during FY 1984 are:

FY 8 CY &i Percent
Rank Rank DRG Discharges  of PPS
H i 127 - Heart Failure and Shock 220,2%6 5.7

2 2 182 - Esophagitis, Gastroenteritis

Miscellaneous Digestive Disorders, /
Age Over 69 and/or Complicating

Conditions 174,933 3.7
3 4 039 - Lens Procedure 168,117 3.6
L3 [9 014~ Specific Cerebrovascular Disorders
Except Transient Ischemic Attacks 130,058 3.0
3 11 130 - Angina Pectoris 139,367 3.0
6 7 039 - Simple Pneumonia and Pleurisy, Age
Over 69 and/or Complicating Conditions 136,575 2.9
7 R ¥ 243 - Medicat Back Problems 95,313 2.0
3 13 138 - Cardiac Arrhythmia and Conduction
»+ Disorders, Age Over 9 and/or
. Complicating Conditions 93,017 2.0
9 s 088 - Chronic Obstructive Pulmonary
,  Disease 91,866 2.0
10 ‘21 3 296 - Nutritional and Misceliancous
1%  Metabolic Disorders, Age Over 63 and/or

Complicating Conditions 80,713 1.7

(Source: Case Mix monitoring tables using PATBILL records processed in BDMS
* through January 25, 1985}
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o

DRG 48 cases were 1.2 percent of all reported FY 1984 PPS bills
received to date. These are undergoing further review.

(Source: PPS monitoring tables using PATBILL records processed in
BDMS through January 25, 1983)

Based on PY 1984 PATBILL records received to date, DRG 468 ranks 19th
by frequency. The average reimbursement per discharge for DRG 468
{excluding passthrough payments) is $3,947 compared to $2,937 per
discharge for all PPS5 bills,

(Souwrce: PPS monitoring tables using PATBILL records processed in
BDMS through January 25, 1985)

The case mix index for PPS bills through September 1984 was 11317
compared to 1.0534 In 1931, 7.8 percentage points higher.

{Source: Case-Mix monitoring tables using PATBILL records processed in
BDMS through January 25, £983)

l.fu'tgth of Stay - Fiscal Year 1983

°

Per Discharge

Note Until January's report, the Length of Stay analysis was solely based
on total days of care per bill. For PPS reimbursed stays, only one bill Is
reported for each stay. Therefore, total days of cart as reported on the
bill equal the total length of stay from day of admission to day of
discharge. For non-PPS stays, onc of more bills are possible (that is,
interim and final bills). For this analysis, when more than one bill is
reported for & stay they have been combined to obtain total length of stay
per Uscharge. Comparisons are more sppropriate when based on ength of
stay per discharge.

Average length of stay per discharge foc all short-stay hospitals (ncluding
PPS, non-PPS other than walver States, and waiver States) was 9.0 days in
FY l98b,'down from 10.0 days InFY 1933,

Average.length of stay per discharge for all non-walver State short-stay
hospitals (ncluding PPS and non-PPS) was 8.4 days in FY 1934, down from
9.3 dayﬁ. inFY 1933,

s &
Average length of stay per PPS discharge was 7.5 days InFY 1984, (Note
Average length of stay per PPS discharge is Influenced by the geogr.aphic
distribution of the phasein of PPS hospitals and by the slower reporting of
more complex cases subject to review.)

(Source: PPS monlitoring tables using PATBILL records processed in
BDMS through January 23, 1985)
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Average length of stay per discharge

FY 1981 FY 982 FY 583 FY 1984

All short-stay hospitals 10.53 10.3 16.0 9.0
Non-walver State short-

stay hospltals 9.9 9.8 9.5 8.4

PPS - - - 7.5

Non-PPS - - - 9.4
Walver State short-

stay hospitals 13.2 13.3 13.1 12.5
Other area short-

stay hospitals 9.7 9.5 9.1 8.6

Note: Data for FY 1984 are preliminary. Average length of stay per discharge
for PPS and non-PPS Is Influenced by the
phasein of PPS hospitals during FY 1934 and by the slower reporting of more

complex cases subject to review,

(Source: PPS monitoring tables using PATBILL records processed in BDMS

through January 25, 1935)

[} Per BII

geographic distribution of the

Note: The following analysis is based on all bills, Interim and final. For
stays paid under PPS there is one bill for the stay. For non-PPS stays one
or more bills are possible {that is, interim and final bills)

Based on PATBILL records received to date, the average number of days
per bill for all hospitals (short-stay and lang-stay) was 8.9 days during
October 1983 - September 1983, The average days per bill for
corresponding perlod In previous year (during October 1982 - September
1983) was 9.7. The corresponding averages for short-stay hospitals are 8.6
days {October 1983 - September 1983) and 9.8 days (October 1982 -
September 1983).

(Sowrde: PPS monitoring tables using PATBRLL records processed in
BDMS- through January 23, 1935)

4
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Case-Mix and DRG - Piscal Year 1983

o

NN

QW o

i

The ten most frequently occurring DRGs reported to date for PPS
discharges during FY 1983 ares

FY 3% ’ Percent
Rank DRG Discharges  of PPS
1 127 - Heart Fallure and Shock 63,461 4.9
5 140 - Angina Pectoris 31,035 3.5
2 182 - Esophagitis, Gastroenteritis
Miscellaneous Digestive Disorders,
Age Over €9 and/or Complicating
Canditions 30,945 3.5
4 014- Specitic Cerebrovascular Disorders
Except Transient Ischemic Attacks 27,836 3.1
3 039 - Lens Procedure 27,468 3.1
6 089 - Simple Pneumonia and Pleurisy, Age
Over 69 and/or Compiicating Conditions 25,059 2.3
g 138 - Cardiac Arthythmis and Conduction
Disorders, Age Over €9 and/or
Complicating Conditions 19,523 2.2
7 243 - Medical Back Problems 17,504 2.0
14 209 - Major Joint Procedures 16,917 1.9
11 015 - Transient Ischemic Attacks 16,427 1.8

(Source: Case Mix monitoring tables using PATBILL records processed In BDMS
through January 25, 1985) 4

]

DRG 468 cases were 0.9 percent of all FY 1983 PPS bills processed
through January 25, 1985. These are undergoing further review,

(Source: PPS monitoring tables using PATBILL records processed in
BDMS through January 25, 1985}

Based on FY 1983 PATBILL records received to date, DRG 463 ranks 26th
by frequency. The average relmbursement per discharge for DRG 463
(excluding passthrough payments) is $6,207 compared to $3,18% per
discharge for all PPS bills.

(Sourée: PPS monitoring tables using PATBILL records processed In
BDM§ through January 25, 1985)

Theségse mix index for FY 1985 PPS bills processed through January 23,
1985 was 1.1368 compared to 1.1317 during ail PY 1984, 0.5 percentage
polnts higher,

(Source: Case-Mix monitoring tables using PATBILL records peocessed In
BDMS through January 23, 1985
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Length of Stay - Fiscal Year 1985

o

Per Bill

Notc: The following analysis Is based on all bills, Interim and final. For
stays paid under PPS there is one bill for the stay. For non-PPS stays one
or more blils are possible (that Is, Interlm and final billsk Data for
FY 1983 are preliminary and may be affected by the slower reporting of
more complex cases.

Based on PATBILL records received to date, primarily for discharges

- during October - November 1934, the average number of days per bill for

all hospitals (short-stay and long-stay) was 8.1 days, The average days
per bill for corresponding period In previous year (during October 1982 -
November 1983) was 9.3. The corresponding averages for short-stay
hospitals are 8.6 days (October - November 19864) and 8.9 days (October -
November 1933}

For the first 2 months of FY 1983, the average number of days of care per
PPS bill was 7.3 days.

(Source: PPS monitoring tables using PATBILL records processed in
BDMS through January 25, 1985)

Qutliers and Transfers (Discharge Destination)

Note: The BPO PPS Summary Report has been disco?ﬂmed. Alternative
sources for these data are being investigated, .

Benefit Payments, Fiscal Year 1983

o

Tota! inpatient hospital (PPS and non-PPS) benefit payments were
1 percent higher than projected. Benefits paid under PPS were 5 percent
higher than projected. Outpatient hospital benefits were 20 percent lower
than projected, HHA benefits |7 percent jower than projected, and SNF
benefits § percent higher than projected.

Expenditures E;pmdit\:des ‘ %Ref;rted A:d
Benefit R ted . ect: . of Project
=526 In millions -
3.
All Inpatient
Hospitals 4 $11,567 $11,95 101%
PPS (& 9,600 9,147 105
Outpatient ! 836 1,069 20
Hospital 691 -- -
Qther 165 - -
HHA 835 543 33
SNF ' 160 148 108
Distinct Part Units 139 - -

(Source: BPO-PPS Intermediary DBenefit Payment Report through
December 1984 and OFAA actuarial estimates)
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Medical Review Activity

Fifty-four PROs performed medical review during December. The data incorporated
within this report are a conselidation of review activities reported by PROs and Fls.
Fis are responsible foar completing thelr review of cases ldentified prior to PRO
Implementation.

]

PRO Review of DRG 463s (Excludes FI Activity}

PROs reported 322 cases of DRG 468 changes In December, of which 38
cases increased to a higher relative weight value, 200 cases were reduced
in relative weight value, and in 64 cases the revised DRG was not
determined. One hundred seventy-four (174) of the cases changed to
another surgical DRG and 84 of the cases changed to a medical DRG.

For those DRG 468 cases adjusted to & higher reiative weight value, the
most common were as follows:

DRG 154 ?mmadw,)ssopmgeai and Duodenal procedures and/er c.c.
i1 Cases,
415 O.R. procedure for infections and parasitic diseases
(7 cases)
148 Major small and large bowel procedures and/or c.c.
(5 cases)
For those adjusted to a lower relative welght value, the most common were:
DRG 039 Lens Procedures {9 cases) /
336 Transurethral prostatectomy (8 cases)
197 Total Cholecystectomy w/o C.D.E. (7 cases)

{Source: Summary of HSQB Report of PPS Medical Review Activity,

December 1984)

Admission Review

Fls, and. PROs reported 637,976 admisslons/discharges during December.
Total admissions reviewed were 213,676 (33,5 percent) and total denied

" . 4,701 {2 percent). Cumulatively, 5,334,956 admissions/discharges were

reponeg with 1,732,384 reviewed (32.8 percent) and 40,715 denled
(2.8 pertent).

(Soured; - Summary of HSQB Report of PPS Medical Review Activity,
Decemiber 1984)

Transfers

Psychlatric ynit transters reviewed In December total 322 cases with 18
denied (6.0 percent). Cumulatively, 3,815 cases have been reviewed with
120 dented (3.1 percent) )
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Rehabilitation unit transfers reviewed in December total 380 cases with
16 denied (4.1 percent). Cumuatively, 9,907 cases have been reviewed
with 563 denied (5.7 percent).

Alcohol/drug treatment unit transfers reviewed In December total 28
cases with zero denied. Cumuatively, 311 cases have been reviewed with
22 dented (7.1 percent).

Swing bed transfers reviewed in December total 637 cases with 32 denled .
(5.0 percent), Cunulatively, 3,839 cases have been reviewed with 202
denied (5.3 percent).

‘(Source: Summary of HSQB Report of PPS Medical Review Activity,

December 1984)

Transfers From a PPS Hospital

A total of 3,677 transfer cases were reviewed In December of which 42
were denied (1.1 percent). Cumulatively, $2,340 cases have been

_reviewed and 883 denied (2.1 percent).

(Source: Summary of HSQB Report of PPS Medical Review Activity,
December 1984%)

Readmissions Within 7 Calendar Days
A total of 17,566 cases were identified in December of which 9,724 were
reviewed and 266 denied (2.7 percent). udatively, 140,646

readmissions. have been reported with 118,265 reviewed and 4,234 denied
{3.6 percent). :

(Sowce: Summary of HSQB Report of PPS Medical Review Activity,
December 198%)

Procedure Review
Pacemaker Insertions reviewed In December total 2,583 with 39 denled

{1.5 percent). Cumulatively, 26,784 pacemaker insertions have been

reviewed with 372 denied (1.8 percent),
Other:.procedwa subjected to medical review in December total 6,256
caces with 111 denled (1.8 percentl Cunulatively, 28,934 procedure

;datgg‘! cases have been reviewed with 832 denied (2.9 percent).

L]
(Sok&e: Summary of HSQUB Report of PPS Medical Review Activity,
December 1984)
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Review of Qutliers

Cases approved in the day outlier category in December were 5,330; the
number of days approved were 72,910 and days denied were 6,986
(8.7 percent). Cumulatively, 64,808 cases have been approved as day
outliers with 915,355 days approved and 105,302 days denicd
{10.3 percent).

The most prevalent DRGs consistently reported as day outliers (both
approved as well as denied) were:

DRG Ol4#:  Specific cerebrovascular disorders except TIA
468: Procedure unrelated to principal diagnosis
430:  Psychoses

There were 2,951 cost outlier cases approved during December. A total
of $1,571,434 was denjed (5.1 percent) of the $30,812,195 reported outlier
charges in excess of the DRG threshold. Cumulatively, 29,822 cases have
been reported approved with 4.5 percent ($10.4 million) of cost outlier
charges being denied of the total $233 million reported in excess of the
DRG threshold. ‘

The most prevalent DRGs consistently reported as cost outliers {both
approved as well as denied) in December were

DRG 106: Coronary Bypass with Cardiac Cath /
079: Respiratory infections and inflammations
148: Major small and large bowel procedures

{Source: Summary of HSQB Report of PPS Medical Review Activity,
December 193%)

DRG Yalldation

Total cases reviewed in December for DRG validation were 119,341, of
these reviews, 8,761 (3.0 percent) resuted In a change in DRG

-assignment. validations Include 41,662 random sample cases and

represeht 6.3 percent of the 637,976 reported PPS admissions/discharges
during December. The remalning 78,179 validations relate to cases under
review for other reasons. Cumulatively, there have been 1,088,036 cases
reviewé.d for DRG validation purposes,

&
(,Sourée:' Summary of HSQB Report of PPS Mcdical Review Activity,

December 1984)
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Page 11 - The Administrator

o

Referrals to Regional Offices

This report includes the number and type of review cases referred to the
regional offices (ROs) by PROs and Fls. These cases indude certain
transfers, resdmissions within 7 days, and invasive procedures.
Instructions to review entitles require that ROs be provided a summary of
cases where the reason for transfers is not apparent of was required by
other than medical necessity; the readmission is covered yet the second
stay Is a result of a premature discharge; and pacemaker Insertions and/oc
other Invasive procedures where they appear inappropriate,

An analysis of cases referred to us to date Indicates that premature
discharges, unnecessary transfers, and unjustified readmissions are
occurring. We have, therefore, developed a policy which would require
denials where the PRO encounters such cases. That palicy is in the HCFA
clearance process and should be issued shortly.

{Sources  Summary of HSQB Report of PPS Medical Review Activity,
December 1984)
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Prospective Payment System Monitoring
Bill Analysis - PPS vs Non-PP$

FY 84
Number Amount
of Bills Reimbursed(000)
All Inpatient Bills 11,100,754 $33,310,213
" All PPS Bilis 4,683,530 13,733,632
Non-PPS Bills 6,417,174 19,536,381
Short stay O/T walver state 4,520,442 13,068,804
Waiver states 1,694,469 5,825,969
Psychiatric unit 34,736 130,053
Rehabilitation unit 16,947 101,813
All othersl/ 150, 360 429,942

1/inctudes long-stay hospitals.

Source: PATBILL records processed In BDMS through 1/25/85
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Prospective Payment System Manitoring
Length of Stay and Reimbursement - PPS vs Non-PP$S

PPS Bills A . FY84

Number of Bills 4,683,580
Average Length of Stay Per Discharge 7.5
Average Reimbursement Per Discharge $ 2,9%

{exciudes pass-throughs)
Percent Reimbursement of Total Charges 71.2%

All Non-PPS Bllls (Short-Stay and L ong-Stay Hospital)

Number of Bills 6,817,176
Average Days Per Bill - / 10.0
Average Relmbursement Per Bill $ 3,048
Percent Reimbursement of Total Charges 61.5%

Non-PPS Bilis (Short-Stay Hospital other than Excluded Units)

Number of Bills 6,214,911
Average Days Pér Blil 9.4
Average Rdmb\;'semem Per Bill $ 3,080
Percent Réiml‘x%semmt of Total Charges 61.8%

Source: PATBILL records processed in BDMS through 11231385
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Prospective Payment System Monitoring
Bill Analysis - PPS vs Non-PPS

FY 83 Year-to-Date

Number Amount
of Bills R eimbursed{000)
All Inpatient Bills 1,090,964 $ 3,515,103
All PPS Bills 892,137 2,804,595
Non-PPS Bills 198,827 710,308
Short stay O/T waiver state 17,341 55,077
Waiver states . 162,974 / 576,776
Psychiatric unit 6,485 25,555
Rehabilitation unit 2,733 18,607
All othersl/ 9,293 34,494

Hinclides long-stay hospitals.

ey

.

Sowrce: PATBILL records processed in BDMS through 1/23/85
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Prospective Payment System Monitoring
Length of Stay and Reimbursement - PPS vs Non-PPS

PPS Blils FY 85 Year-to-Date

Number of Bitls 892,137

Average Length of Stay Per Discharge 7.3

Average Reimbursement Per Discharge $ 3,14
(excludes pass-throughs)

Percent Reimbursement of Total Charges 72.2%

All Non-PPS Bills (Short-Stay and Long-Stay Hospital)

Number of Bills 198,827
Average Days Per Bill 11.8
Average Reimbursement Per Bill /S 3,573
Percent Reimbursemeni of Total Charges 70.1%

Non-PPS Bills (Short-Stay Hospital other than Excluded Units)

Number of Bliis 180,315
Average Days Per Bill 10.9
Average Reimbursément Per Bill $ 3,308
Percent Reimburs}mmt of Total Charges 71.1%

s
X
£y

" Source: PATBILL records processed In BOMS through 1/25/83




Prospective Pay y Monitoring DRG Analysie--pPg Bille

Y 84
. Average Average

rY 84 ct o1 DR Relative Langth Raimbursesent

Rank Pank Ra. Cost Weight Discharg ® of Stay per Discharge
Total 4,683,380 100.0 7.8 - 82,937

N ~

1 1 127 1.0408 220,246 4.7 7.6 2,610
2 2 182 0.618% 174,933 3.7 s.4 1,357
3 4 039 0.50%0 188,117 3.6 2.1 1,150
4 [ 0t4 1.3937 140,050 3.0 9.8 3,388
L) 1" 140 0.7%48 139,367 3.0 5.0 1,762
[ ? 089 1.1029 136,573 2.9 8.4 2,602
7 12 243 0.7581 94,313 2.0 7.0 1,776
8 . 19 138 0.9397 93,017 2.0 8.5 2,280
9 s 088 1.0412 91,866 2.0 7.4 2,580
10 . 2 296 0.8979 80,713 1.7 6.9 2,219
1 15 018 0.8673 79,165 1.7 5.1 1,584
12 1% 096 0.7996 76,048 1.7 6.6 1,831
13 as 336 1.0079 89,493 1.3 7.3 2,590
" 26 209 2.2912 67,408 1.4 14.3 6,317
15 23 174 0.9201 85,689 1.4 6.6 2,267
16 9 122 1.36%1 85,457 1.4 9.2 3,320
17 19 320 0.8123 62,608 1.4 7.1 1,885
18 10 94 0.8087 60,558 1.3 7.2 1,981
19 s 460 2.1037 87,862 1.3 131 5,547
20 32 210 2.0033 51,023 1.1 % 8 5,528
1 1/ 121 1.8648 49,093 1.1 13 4,749
22 Te 082 1.1400 49,682 1.1 8.4 3,052
23 3 - 148 2.5493 46,042 1.0 16.49 7,087
24 3 132 0.9102 43,039 0.9 s.8 2,136
s 43 087 1.8829 41,638 0.9 8.9 4,104

)/ CY 81 xank not available becauss previcusly combined with DRG 122.

{8ource: Case Nix monitoring tables using PATSILL records processed in ADMS through January 23, 1968)
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12
17
“
15
16

17
18
19
20

21

22
23
24
25

15
16
25
26
2)

9

19
10

8
32

v

18
38

3
45

127
182

039
014
140
089
243
136

ces
296

018
096
336
209
174
122

30
294
458
a0

121

081
148
122
087

praogpactive Payment Systea Monitaring
DRG Analysis--3P8 Bille
7Y B4 ta Date

Besoription

Hesrt Failure and fhock
hagitis, Ga itis and Miecellansous Digestive Disordars, Age Over
§9 and/or Complicating Conditions

Lans Procsdurs

Specific Ceredrovascular Disorders Kxcept Transient Xschoaio Attacks

Angina Pectoria

Simple Pneumonia and Plsurisy, Age Over &9 and/or Complicating Canditions

Medical Back Problems

Cardiac Arrhythaia and Conduction Discrdars, Age Over &9 and/or Cooplicating
Conditicns

Chronic Obstructive Pulmanary Disscase

Nutritionsl and Miscsllunecus Metabolic Disorders, Age Over €9 and/or
Complicating Conditions

Transient Ischemic Attacks

Bronchitis and Asthma, Age Over 69 and/or Complicating Conditicas

T sthral Pros . Age Over 69 and/or Complicating Conditions

Major Joint Procedures

Gastrointestinal Hemorrhage, Aga Over €9 and/or Complicating Condltions

Circulatory Disordars with Acute Myocardial Infarction, without Cardiovascular
Complications, Discharqed Alive

Xidney and Urinary Traot Infscticns, Age Over 69 and/or Complicating Canditions

Diabstes, Aga Over 135

Unrelated Procedurs

Hip and Temur Procsdures Except Kajor Joint, Age Over 69 and/or Complicating
Conditions

Circulatory Disordsrs with Acute Myocardial Xnfarction and Cardiovascular
Complications, Discharged Alive

Reapiratory Neoplasss

Major Small and Large Bowal Procedures, Age Over 69 and/or Ceaplicating Conditiom

Athercsclarosis, Age Over §9 and/or Complicating Conditions

Pulsorary Bdema and Respiratory Pailure

1/ €Y BY rank not availuble because previously coabined with DRG 122

[Source:

Case-Mix monitaring tables uming PATBILL records procesasd ln BDMS through January 25, 1985)

6¥2



Prospective Payment System Monitoring DRG Analysis--PPS Bille
PY 85 to Date

Average Aversge

FY 85 FY B4 DRG Relative Length Reimbursement
Rank Rank Na. Cost Weight Discharges Percent of stay pex Discharge
Total 892,137 100.0 7.3 83,144

1 1 127 1.0300 43,461 4.9 7.4 2,748

2 5 140 0.7470 31,055 3.5 4.9 1,834

3 2 182 0.6121 30,945 3.5 5.3 1,439

L} 4 014 1.3386 27,856 3.1 9.3 3,598

5 3 039 0.4958 27,468 3.1 2.0 1,219

6 6 089 1.0914 25,059 2.8 8.0 2,770

7 8 138 0.9200 19,525 2.2 5.4 2,408

] ? 243 0.7473 17,504 2.0 6.9 1,901

9 14 209 2.2674 16,917 1.9 13.6 6,657
10 1t 0ts 0.6604 16,427 1.8 5.0 1,628
n 10 296 0.8886 16,130 1.8 6.7 2,302
12 13 336 0.9974 16,01} 1.8 6.9 2,703
13 12 096 0.7913 15,428 1.7 6.4 1,949
14 9 088 1.0304 14,937 1.7 7.2 2,767
15 15 174 0.9185 13,40 1.5 6.4 2.380
16 16 122 1.3509 13,293 1.5 9.1 3,509
17 17 320 0.8039 12,107 1.4 7 1,992
18 20 210 2.0617 16,738 1.2 13.9 5,850
19 P3| 121 1.8454 10,626 1.2 1.1 4,996
20 18 294 0.8003 10, 460 1.2 7.1 2,044
21 23 148 2.5220 9,749 1.1 15.1 7,427
22 29 141 0.6408 8,942 1.0 4.7 1,606
23 25 087 1.5368 8,787 1.0 8.2 4,244
24 28 161 0.6995 8,627 1.0 4.5 1,748
25 22 082 1.1282 8,549 1.0 8.2 3,23

(Source: Case Mix monitoring tables using PATBILL records processed in BDMS through January 25, 198S)

052
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rY BS Yy o4 DRG
Rank Rank Wumber
1 1 127
2 5 140
3 2 182
4 4 04
s 3 039
L) [ 089
? (] 138
8 7 243
9 14 209
10 11 018
" 10 296
12 13 336
13 12 096
14 9 088
15 13 174
16 16 122
7 17 320
18 20 a0
19 21 11
20 10 294
n 23 143
22 29 141
23 2s 087
H] 28 181
2% 22 0082

Prosp ive Pay Y nonitoring
DRG Analysis~--PPS bBille
7Y 85 to Date

Description

Heart Pailure and 8Shoak

Angina Pectoris

Esophagitis, Gastroentdritise and Misosllansous Digestive Disorders, Age Over
69 and/or Complicating Conditions

Specific Ceredbrovascular isorders Exoept rransient Ischemic Attacks

Lans Procedure

Simple Pneunmonia and Pleurisy, Age Over 69 and/or Complicating Conditions

Cardiac Arrhythais and Condustion Disorders, Age Over §9 and/or Coaplicating
Conditions

Medical Beok Problams

Major Joint Procedures

sransient Ischeaio Attacks

Wutritional and Niscellaneous Netabolic Disorders, Age Over 69 and/or
Complicating Conditions

22 thral P y, Age Over 69 and/or Complicating Conditions

Bronchitis and Asthma, Age Over 69 and/or Complicating Conditions

Chronic Obstructive Pulmonary Disease

Gastrointestinal Hemorrhage, Age Over 69 and/or Complicating Conditions

Circulatory Disorders with Acute Nyocardial infarction, without Cardiovascular
Coaplications, Dischatged Alive

Xidney and Urinary Tract Infections, Ags Over 69 and/or Complicating Conditions

Hip and Yemur Procedurss Excopt Major Joint, Age Over 69_and/ox Conplicating
Conditions - Al

Circulatory Disordars with Acute Nyocardial Infarction and Cardiovascular
Complications, Discharged Alive

Diabetes, Age Over 33 .

Major Small and tLarge Bowel Procedures, Age Over 69 and/or Complicating Conditic

Syncope and Collapss, Age Over 69 and/or Complicating Conditions

Pulmonary Bdema and Respivatory Failure

Xaguinal and ¥ 1 Hernia P 4 . Age Over §3 and/oxr Complicating Conditi(

Respiratory Meoplasas

{Bource: Case-Mix manitoring tables using PATBILL records procassed in BDM3 through January 25, 198%)
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Report of PPS Medical Review Activity
Admission Review

Cumulative Data -
December Dsta 10/1/83 - 12/731/84

Number of PP5 Inpatient Hospital

AMuissions/Discharges 637,976 5,344,956

Total Admissions Reviewed for any

Resson (including sdmissiscn sample) 213,676 1,732,484

Percencage of PPS Inpatient Hospital

Adzissions Reviewed 33.5% 32.42

Total Number of PPS Inpatient Bospltal

Admissions Denied 4,701 40,715

Percentage of PPS Inpatient Admicsions

Denfed of Those Reviewed 2.2 2,42
Transfers

Bumber of Psychistric Unit Transfers

Subjected to Medical Review 3122 3,815

Huzber of Poychiaerie Unit Transfers

Denied 18 120

Percentage of Cases Denfed 6.0% 3.12

RO Referrals é 76

Nunber of Rehabilitation Transfers

Subjected to Hedical Review 880 9,907

Rumber of Rehadilitation Transfers Denfed 3 563

Percentage of Cases Denied 4.1 5.71%

30 Referrals s 34

Rumber of Alcohol/Drug Transfers
Subjected to Medical Review 28 311

Husber of Alcohol/Drug Transfers Denied [} 22



Cumulative Data

Deceaber Data 10/1/83 - 12/31/84

Trensfers - continued

Percentage of Cases Denfed [+24 7.1%
RO Referrals 0 4
Number of Swing Bed Transfers
Subjected to Medical Review 637 3,839
Rumber of Sving Bed Transfers Denied 32 202
Percentage of Cases Denied 5.0% 5.32
RO Referrals [} 30
Transfers From & PPS Hospital
Runber of Transfers from s PPS
Bospital to any Other Hospital
({PPS or Non-PPS5) Reviewed 3,677 42,340
Rusber of Transfers Denfed 42 883
Percentage of Cases Denied 1.12 2.1
RO Refercals 63 580
Readmissione Within Seven Cslendar Days
: of Discharge from a PPS Hospital
Fuaber of Readmissions Withia 7
Calendar Dsys of Discharge 17.586 140,646
Runber Subjected to Madical Review 9,724 118,265
fumber of Readmissions Within 7
Calendar Days of Discharge Denied 266 4,23
- percentage of Resdmissions Danted of
Those Beviewed 2.7 3.62
RO Referrals 218 1,872



Cunmulative Data

Decenber Data 10/1/83 - 12/31/84

Procedure Revievw

Musber of Cases Involving Pacemaker

Insertions Subjected to Medical Review 2,588 26,744
Fmber of Cases Involviag

Pacessker Insertions Denied 39 3
Percentsge of Pacemaker lussrtions Denied 1.52 1.42
Ruzber of Cases Involving Other

Procedures Subjected to Madical Raviev 6,256 28,934
Number of Cases Involving Other

Procedures Denied 111 832
Parcentage of Cases Denied 1.82 2.9
R0 Referrals & * 3?

The mumber of procedures presently being reported reviewed continues to
increase due to PRO review. Each PRO is required by contrasct to target reviev
on epecified elective procedure related DRGs or DRC groups where potential
exists for inappropriste utilization or diminishing of quality of care $n the
area.

* Bovember's dats indicated that the Georgia PRO had reported 438 ceses
referred to the RO in this reviev cstegory. Contsct with the PRO
1dentified that this susber (438) was s typopraphical error and that oo
procedurs reviev cases wvere referred to the RO,

Reviev of Outliers

Rumber of Cases Approved im Day

Outlfer Catagory 5,330 64,808
Mumber of Days Approved as Day Outliers 72,910 215,355
Ruzber of Days Denied as Day Outliers 6,986 195.50_2'
Percentage of Day Outlier Days Denied 8.7% 10.32
Bumber of Cases Approved as Cost

Qutliers 2,951 29,822
Aaoun: of Charges Approved ss Cost

Outliers $29,24n,761 $222,770,355
Amount of Charges Denied as Cost

Outliars $ 1,571,438 * § 10,448,939
Percentage of Charges for Cost

Outliers Denied 5.1 4.52

* The cumulative dented cost outlier charges reportsd during Fovember was

iocorrece.

The amount reported for Deceaber has bdeen werified.



Cusuletive Dats
December Data = 10/1/83 - 12/31/84

DR Validation

Total Mmber of Random Sample A
- Cases Reviewved 41,662 483,625

Mmber of Cases Ravieved
for Othar Rassons 78,179 620,431 .

Total Cases Roviewed (all DKG
-Validetions) 119,841 1,084,056

Bumber of DRC Zrrors ldentiffed
thet -Resulted in a Change in DRC
Assignaent 4,761 R/A

Maission Pattern Monitoring (APM)

HOTE: APH is in the process of being modified. Fo further activicy will be
raported until new instructions sre issued.
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Inpatient Hospital Benefit Payments, Total and Pps,
. October 1983 to Date

Total Inpatient PPS
Banefit Payments Benefit Payments
Percent Percent
of of
Month Monthly Cumulative Monthly Total Cuxulative Total

{in miliiona}

Fiscal Year 1984 °

October $2,563 $ 2,963 $ 190 6.4% $ 190 6.4%
Kovembar 2,982 5.946 509 17.1 699 11.8
December 3,156 9,102 566 17.9 : 1,265 13.9
January 3,178 12,280 955 30.1 2,220 18.1
Pebruary 3,095 15,375 1,213 39.2 3,433 22.3
March 3.476 18,852 1,415 40.7 4,849 25.7
Aprii 3,304 22,156 1,503 45.5 6,351 28.7
May 3,432 25,588 1,554 45.3 7,905 30.9
June 3,395 28,983 1,672 49.2 8,577 33.0
July 3,234 32,214 1,991 61.6 11,568 35.9
August 3,634 35,848 2,651 72.9 14,218 19.7
September 1.943 37,7914 1.565 80.5 15,784 41.8
Fiscal Year 1985 /
* October $4,438 § 4,498 $3,759 83.6% $3,759 83.6%
Rovember 3,621 8,119 3,012 83.2 6,771 83.4
December 3,450 11,569 2.829 82.0 9,600 83.0

Source: BPO ~ PPS Intermediary Benefit Payment Reports through December 1984.
Hotes Benefit payments now include current year adjustments to PIP rates and
end-of-fiscal~year retr ive adj ts., Excluded are $394 million in
inpatient hospital benefits paid by Office of Direct Reimburgement through July
1984 for which monthly detail is not available. Relatively few benefits were
paid by ODR tnder rgs. :

'

A

A



Projected and Actual PPS Payments,
Fiscal Year 1985 to Date
(Amounts in Millions)

~ b -
~ .
Piscal Year Projected Expenditures Actual Expenditures
1985 Monthly Cumulative Monthly Cumulative
Amount Amount Amount Percent of Amount Percent of
~ Brojested T projected
October 1984 $3,645 $ 3,645 83,759 103 $ 3,759 1038
November 2,750 6,395 3,012 110 6,771 106
‘December 2,752 9,147 2,829 103 9,600 105
Sources: BPO - PPS Intermediary Benefit Payment Reports through December 1984 and BDMS Actuarial g
Estimates -~

Note: Benefit payments now include current year adjustments to PIP rates.



October
November
December
Total - Pirst Quarter

January

Pebruary

March

Total - Second Quarter

April

May

June

Total -~ Third Quarter

July

August

September

Total - Pourth Quarter

Piscal Year

1/ Adaissiona for Pebruary throﬁgh December 1984 are projected to account for processing

lags.
2/ Year-to-~date total.

Medicare Short-Stay Hospital Admissions, Piscal Year 1982 to Date

PY 82

921
201
B66
2,688

943
868
1,015
2,826

962
964
958
2,884

91
959
932
2,822

11,220

PY B3

(through December 1984)

¥Y 8¢l

numbers in thousands

954
950
903
2,807

1,052

935
1,032
3,019

995
1,022
976
2,993

953
990
934
2,877

11,696

.

984
946
891
2,821

1,046

959
1,01]
3,018

1,001
1,004

9N
2,936

936
918
883
2,737

11,512

3/ About 1.9 percent decrease if adjusted for Leap Year.

s/

962

854
2,70%

2,7013/

Source: Admigsion notices from Query/Reply System processed in BOMS through January 1985

Percent Chan
82-83 83-84 8485
3.6 3.1 ~2.2
5.4 -0.4 -6.4
4.3 -1.3 -4.2
4.4 0.5 -4.3
1.6 ~0.6
7.7 2.6
1.7 -1.8
6.8 0.0
3.4 0.6
6.0 -1.8
1.9 -4.6
.8 -1.9
2.4 ~-1.8
3.2 -7.3
0.2 ~5.5
S luDes™  ~4,.9
4.2 1.6 -4
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DATA SOURCES

PPS Biwveekly Surmary Report - Selected summary data on PPS implementation
reparted to BPO by the Regional Offices who collect it from Intermediaries.
Includes fairly current data for a limited mumber of items.

Medical Review Reports - Data on PPS admissions, denials, transfers, DRG
wvalidation, and outliers resported by Madical Raview agents and compiled by
B50B. 1Includes fairly current data for a nuzber of important PPS impact
issues.

Intermediary Benefit Payment Report - Financial report on benefit payzents
under PPS repcrted by each Intarmediary and compiled by BPO. Expected to be
a fairly current and accurate source of benefit paymant data.

Admission Notices - Adzissiocn counts can be tabulated based on notices of
admission submitted each time a Medicare beneficiary enters a hospital. The
notices are part of the quary/reply system used to determine sligibility,
deductible, and benefit status. Admission notices are leas accurate than
discharge bill records, but are more current. The following table can be
used to judge the estimated completion levels for admission notice data:

Completensss Level for
a Month of Admission

End of Month 60-75%
One Month Later 98%

Two Months Later 29 /

PATBILYL Data - This is the most accurate source of Information. It is
derived from Medicare bill records as a by-product of adainistrative
processing operaticns. The processing sequeance from hospital to
Intarmediary to BSS to BOMS includes inherent lags which make the dats bage
less current than workload reports and admission notices. The following
table shows historical information on the levels of completanass for PATBILL
files at specified periods of tima:

Raported to HCFA Month of Quartar of Yoar of

Central Office Discharge -Discharge Discharge
’l

End of pariod . 1= 42-60% 80-83%

1 month after 35-50% 65-72% 83-90%

2 months after o 75-80% 85-90% $4-95%

3 months after 85-90% 91-94% 95-97%

Plesse note, however, that the flow of PATRILL records appears to have
slowed considarahly since PPS was impl ted on Octob 1. Por
exaxple, inpatient hospital bills processed in HCFA during October 1983
* - gaptember 1984 (11,446,161} are 10.6 percent lower than bills
processed during Octabar 1982 - Septeaber 1383 {12,804, 108).
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DEPARTMENT OF HEALTH & HUMAN SERVICES Oftfice of the Secrewry

Washington, 0.C. 2020t

APR) 8 1985

The Honorable John Heinz
Chairman

Special Camittee on Aging
United States Senate
washington, D.C. 20510

Dear Mr, Chairman:

On March 14, 1985, Mr. James L. Scott, Acting Deputy Administrator,
Health Care Financing Administration (HCFA}, appeared before your Comitiee to
discuss unnecessary surgery for the elderly. At the hcaring, you requested
written responses to the five questions listed in your March lst letter of
invitation to me. The responses are enclosed.

Ploaso let me know if my office can be of further assistance to your
inquiry.

rely,
undd s
J. DeNardis
Acting Assistant Secretary
for Legislation /

Enclosure
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What is the Department's reaction to the Inspector General's recommendation
in favor of a mandatory SSOP in the Medicare and Medicaid programs and to
the findings of the HCFA seven-year study of SSOPs?

We agree with the Inspector General's determination that unnecessary
surgery existed and that the problem was large enough to warrant action.
And we have acted.

We took the tindings from the HCFA seven-year study of SSOPs and

-incorporated them into a program to-improve quality of care and reduce

unnecessary care. Those findings clearly indicated that the primary success
of a mandatory second surgical opinion program resuited from the “sentinel”
effect that came from the existence of an oversight mechanism. We have
instituted an even stronger, more comprehensive oversight mechanism in the
Peer Review Organization (PRO) program now operational in every State.

The PRO program has required review activities that include preadmission
review, profile analysis, retrospective review, and focused quality review
interventions. We hope this package of oversight activities will provide a
direct and sentine effect that is greater still than that of SSOP. The PRO
program will also be able to take advantage of emerging consensus on some
surgical procedures where wide and unexplained variations in practice existed
across areas with no difference in outcome. This will prevent the need for
case by case SSOP which forces beneficiaries to visit more then one doctor.
It is also important to note that Medicare payment is available for any second
opinion that beneficiaries may seek.

We worked with the Inspector General's Office in the designation of the
specific procedures to be considered for targeted analysis by the PROs.
Most of the 8 procedures identitied by the 1G to be signiticant for Medicare
have been incorporated and are among the review activities of most PROs.
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In light of the findings of the HCFA study of SSOPs and the recommendation
of the Inspector General, is the Department prepared at this time to commit
to serious and expeditious consideration of a mandatory SSOP in the Medicare
and Medicaid programs?

The HCFA study of SSOPs found positive results in the Massachusetts
Medicaid mandatory SSOP. As the study pointed out, there is no evidence
that a mandatory SSOP would have similar results for Medicare. The
populations differ and the procedures differ.

The Massachusetts Medicaid SSOP targeted procedures performed over-
whelmingly on women of childbearing age and children under age 18. Less
than | percent of program participants were over-63 while 44 percent of
procedures reviewed were tonsillectomies and 22 percent were
hysterectomies.

As pointed out in response to question 1, we believe that the PRO program
will provide the necessary means to reduce unnecessary surgery for Medicare.

For Medicaid, we believe that the States should have the opportunity to
select their own mechanisms to attack this problem. Nearly half the States
have contracted with PROs to address this problem; 7-12 States have
mandatory SSOP; and 21 States have prior authorization requirements that
are even more restrictive than mandatory S50Ps.
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Does the Department see a need to amend the Social Security Act for
implementation of a mandatory SSOP in the Medicare and/or Medicaid
programs, and, if so, in what respect(s)?

Te implement a mandatory SSOP program for Medicare, Congress would need
to amend Section 1862(a) of the Social Security Act to exclude from coverage
certaln surgical procedures unless the beneficiary has participated in the
mandatory second surgical opinion program. Other areas of the law might

. require modification as well, depending upon cperational decisions.

To implement a mandatory SSOP program for Medicaid, Congress would need
to amend Section 1903(b) of the Social Security Act to exclude Federal
Financial Participation (FFP) for certain surgical procedures unless the
recipient participates In a mandatory SSOP.
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Federat law permitting, could a mandatory SSOP be added to the existing
utilization review performed by the PROs? -

There is no need to burden beneficiaries with requirements to visit more than
one physician. The PROs have implemented muitiple mechanisms to deal
with unnecessary surgery including pre-admission review for selected
diagnosis.

We need to allow the PROs to reach full operational capacity and evaluate
their effectiveness before we burden them with untested and duplicative
requirements at such an early stage in their operation.
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If mandated by the Congress, what is.the Department's preference for
implementing a mandatory SSOP in the Medicare and Medicaid programs?
Should it be implemented simultaneously in all States? Should it be phased in
gradually in all of the States? Or should there be a demonstration project for
a set pg}riod with concurrent research study and monitoring to measure
results?

We have no experience with mandatory SSOP for Medicare. As mentioned
earlier, the Medicare population is not like other populations and findings
from other studies are not transferable to this entitlement program.
Furthermore, we know that the impact of SSOPs rests on the "sentinel
effect” and the Medicare population is benefiting from that effect already
through the PRO program. We would need to assess on a limited basis the
incremental value of a mandatory Medicare SSOP for those procedures in
which PROs are not already doing pre-admission review before applying such
a requirement to the current environment nationally.

In summary, we believe the best approach is to assess the effects of PRO
activities before making further recommendations. We are fully committed
to monitoring PRO activities, including pre-admission review.
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—$461 MILLION—

COST SAVINGS IF INSPECTOR GENERAL
' HEALTH RECOMMENDATIONS

ARE IMPLEMENTED

$ Millions
160 — $157
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Mandatory Second Surgical Opinion Program

Extending *'Lowest Charge Level” 8

October 1982 through March 30, 1983
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Auditors identified five areas where $461
million could be saved. if regulatory or
legislative changes were made in specific
program areas. Highlights of these items
follow: '

A 1976 House Subcommittee on Interstate
and Poreign Commerce Report estimated

2.4 million unnecessary surgeries were
performed in one year at a waste of

11,900 lives and $4 billion. The report
recommended that HCFA promptly implement

a program of independent second opinions
for elective surgeries paid under Medicare
and Medicaid.

Auditors assessed the agdequacy of actions
taken by HCFA to cut down on this problem
and to implement the Congressional mandate.
Despite a promising start in sponsoring a
voluntary second opinion program during 1977,
experience over the lagt 5 years has shown
that neither Medicare nor Medicaid benefi-
ciaries seek second opinions as a general
rule,

Studies on second surgical opinion programs,
consistently point out that voluntary pro-
grams have a limited impact; however, the
opposite holds true for mandatory programs., ./
Por example, based on our study, mandatory
programs covering even a limited number of
the more common procedures could reduce elec-
tive surgeries nationwide by as much as 29
percent in Medicaid and 18 percent in
Medicare at. an annual cost savings of about
$63 million and $94.7 million, respectively.
The Office of Inspector General {0IG) recom-
mends that HCFA seek a legislative change to
the Social Security Act that would require
Medicare and Medicaid beneficiaries to seek a
mandatory second surgical opinion for
selected types of elective surgery.

Although HCFA agrees that mandatory second
surgical opinions appear ccst-effective,
experience with these programs has been
limited. Therefore, they feel it would

be premature to seek legislation without
further study.

* & K & &k X

22

MEDICARE~
MEDICAID
LEGISLATIVE/
REGULATORY
REFORM

MANDATORY
SECOND
SURGICAL
OPINICN
PROGRAM

CAN SAVE $157
MILLION
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. -Current Medicare rules provide that it is the beneficiary’s decision to pur-
chase of rent durable medical equipment. We developed a computer appli-
cation designed to compare the aggregate of rental costs for each durable
medical equipment (DME} item o the purchase. price of that item. The
-results of this application indicated a Medicare savings of $1.7 million from
purchase rather than renxal of DME nems

25

DURABLE MEDICAL
EQUIPMENT

# the same conditioris exist nationwide, cost: savings could be $50 10 $100 -

‘rmlhon annually Our review is continuing.

Carrier. prepayment screens are normally designed to detect “exact” dupli-
cates, that is, the same provider, same beneficiary, and same date of service.
~There are few screens to detect duplicate services rendered to a beneficiary
orithe same day (or for a range of days) by two or. more different providers.

. We designed a computer application to match one carrier’s physician and

{aboratory- claims files to identify two different providers {(a physician-and a-

laboratory) that billed for the same service on the same day or from one to
- three days apart on behalf of a beneficiary.

.WE identified over 5,100. po:emial matches where 3 maximum of $32,641

.- weas overpaid for services-rendered within one to three days apart. Addition- -

. gﬂy} one provider s being investigated. Our review is continuing. ;

IG Recommendations Not Yet Acted Upon

" tn the following areas, OIG recommendations included.in previous reports
- to Congress ‘involving sngmﬁcam dollar savings have still not been
- implerented. )

- ~Suﬁes on second surgical opinion programs (SSOPs) consistently pointout - SECOND SURGICAL

that mandatory programs are effective in reducing unnecessary surgery. For
eample, one study showed mandatory programs covering just the more
common procedures could reduce elective surgeries nationwide by as much
529 percent in Medicaid and 18 percent in Medicare at annual cost savings
of about $65 ‘million and $135 mllhon respecnvely, using 1984 dollars.

We recommended that HCFA seek a legislative change to the Social Security
Act that would réquire” Medicare and Medicaid beneficiaries to seek a
" mandalory second surgical opinion for selected surgeries.

DUPLICATE
PHYSICIAN/

‘LABORATORY
‘CLAIMS

OPINIONS
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HCFA agreed that there is evidence that a mandatory SSOP might reduce the
amount of unnecessary surgery performed. HCFA believed, however, there,
were many unanswered questions in this area and contracted for an evalua-
tion of the overall effects of a mandatory SSOP and the long-term savings
from such a program. .

Based on a study at two carriers, we estimated Medicare Part 8 could save
about $45 million annually or $225 million over a 5-year period if payments
for odd-penny claims were rounded, on a per claim basis, to the next lower
whole doflar.

The effect of such a policy on the individual beneficiaries or physicians/sup-
pliers would be minimal—about 30 cents per paid claim, We proposed :hax
HCFA seek authority to institute such a prattnce K
Legislation to implement this recommendation is under consideration in the
Department and the Congress.

_One State charged housekeeping services {e.g., shopping, ironing) for re-

cipients to the Medicaid program without requiring that they be medically
necessary by being linked to a “physician’s plan of treatment.” We found -
that this one State alone claimed $15 million over a 15-month period for
such services. We estimate that, nationwide, i !mproper/ claims could run as_ .

* _high as.$30 million annually

* PSYCHIATRIC
SERVICES

Although HCFA agreed to review the involved regulahon they havc nox to
date, taken action to correct this probfem

At a number of health facilities, we found psychiatric services were not |
limited to traditional treatment, but included a broad spectrum of services .
usually provided at an off-site location. Many of these'services seemed of a -
social, recreational, or educational nature and thus suspect for reimburse-

= ment under Medicaid. The lack of clarity as to what constitutes *medically

)usuﬁable services, coupled with ‘the failure to define “billable encoun-

“ters,” in our opibion, resuls in signifi icant abuses. At $54 authorized’ per

patient visit, some $10 to $20 ‘million "annually could be mvolvgd -

. nallonwxde

Though HCFA mmally agreed with us that Medicaid standards for cutpatient :
psychiatric services were needed, they have not xaken the necessary imple-
rnentmg action:
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& A chiropractor was suspended for 10 years for fraud. He had demonstrated 2
. disregard for the welfare of his patients. ’

® A medical center administrator was removed fromi participation for 15 years
as a result of forgery of physicians' signatures.

® The director of a day care center was barred for § years for filing false
statements while participating in the Title XX (social services) program,

An example of an action taken on the basis of a recommendation from a
Professional Standards Review Organization (PSRO) that a practitioner or health
care provider has failed to provide quality care or care which is medicaily
necessary follows: - L -

27

*A physidan who provided poor quality of care, such as not documenting

patients cardiac. conditions and neurological status, was excluded for S
years. ' )

+

Recommendations Not Yet Acted Upon

The following OIG recommendations inciuded in previous reports to Congress
and involving significant dollar savings have still not been implemented:

-Studies on Second Surgical Opinion Programs (SSOPs) consistently point out
that mandatory programs are effective in reducing unnecessary surgery. For
example, one study showed mandatory programs covering just the more com-
mon procedures could reduce elective surgeries nationwide by as much as 29
‘percent in Medicaid and 18 percent in Medicare atannual cost savings of about
$65 million and $135 million, respectively; using 1984 dollars.

we had recommended that HCFA seek a legislative change to the Social

" SECOND SURGICAL
OPINIONS

Security Act that would require Medicare and Medicaid beneficiaries to seeka

mandatory second surgical opinion for selected surgeries.

HCFA agreed that there is evidence that 3 mandatory SSOP might reduce the
amount of unnecessary surgery performed. HCFA believed, however, there
were many unanswered questions in this area and contracted for an evaluation
of the overall effects of a mandatory SSOP and the long-term savings from such a
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program. HCFA expects to have the results of this study by late 1984. (Report
first discussed in OIG Semiannual Report, October 1982 - March 1983.)

At a number of health facilities that we reviewed, psychiatric services were not
limited to traditiona! treatment, but included a broad spectrum of services
usually provided at an off-site location.

Many of these services seem of a social, recreational, or educational nature and
thus, suspect for reimbursement under Medicaid. The lack of clarity as to what
constitutes "medically justifiable” services, coupled with the failure to define
“billable encounters,” in our opinion, results in significant abuses. At $54
authorized per patient visit, some $10 or $20 millien annually could be
involved nationwide.

HCFA recently started acting on our recommendation to see that Medicaid
standards for outpatient psychiatric services are put into place. Questionpaires
have been circulated to the States to determine the extent of this problem which
will be a main topic of discussion at the next State Medical Group meeting.

{Report first discussed in OIG 1980 Annual Report.) |

One State charged the cost of housekeeping services as shopping and
ironing for recipients to the Medicaid program without requiring that they be
medically necessary by being linked to a “physician’s plan of treatment.” We
found that this one State alone claimed $15 million over a 15-month period for
such services. On a nationwide basis, we estimate that improper claims of this
type could run as high as $30 million annually.

Although HCFA agreed to revise the involved regulation to comect this pzob!em,
such revision has not been made. {Report first discussed in OIG 1980 Annual

- Report.)

Based on a study at two carriers, we estimated Medicare Part B could save about
$45 million annually or $225 million over a 5-year period if payments for odd-
penny claims were rounded on a per c|a|rn basis, to the next lower whole

dollar,

The effect of such a policy on the individual beneficiaries or physicians/
suppliers would be minimal—about 30 cents per paid claim. We proposed that
HCFA seek authority to institute such a practice. (Repon first discussed in OIG
Semiannual Report, April 1983 - September 1983.)
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DEPARTMENT OF HEALTH & HUMAN SERVICES Otfics of mzpecior Genersl

JN -5

The Honorable John BReinz

Chairman, Special Committee on Aging
United States Senate

washington, D.C, 20510

Dear Mr. Chairman:

In accordance with your request conveyed through a Committee
staff member, I am happy to provide you with additicnal com-
ments on speclfic issues relative to the effectiveness of
mandatory second surgical opinion programs and Professicnal
Review Organizations in reducing unnecessary surgeries
funded by Medicare.

I understand that you are considering introducing legisia-
tion requiring mandatory second opinion programs for
Medicare and Medicaid. This being the case, I believe this
is an oppertunc tize to present you with a capsulized report
detailing the Office of Incpector General's position on the
issue of mandatory second opinion programs, particularly for
Medicare beneficiaries.

You will note from the enclosed position paper that I fully
support your efforts to bring about a mandatory second opi-
nion program as a means to protect the nation's elderly and
poor from beoing victimized by unnecessary and oftentimes
dangerous surgery. I remain firmly convinced that mandatory
programs are needed; that such programs will be cffective
for Medicare beneficlaries and Medicaid recipients; and that
Profesgional Review QOrganizations 4o not eliminate the need
for mandatory second opinion programs in Medicare.

Richard P. Russerow
Inspector General

Enclosure
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Office of Inmaspector General
Bxecutive Summary

The Department of Health and Buman Services and Cohgress have long bees
concerned over unnecessary surgeries. Throughout the years the Department
has estgblished cational voluantary second surgical opinion programs
(S50P8); has actively encouraged all citizeus to obtein a secood opinion
prior to elective surgery; and has speat considerable funds financing two
Medicare demonstration projects. Additional funds were spent studying
seversl voluntary and mandatory $SOPs. ’

In March 1983, the Office of Inspector General (0IG) issued a Teport to
the Adwinistrator, Health Csre Ficancing Administration (HCPA) pointing
out that voluntary SSOPs were ineffective in reducing unnecessary
surger{gs. Mandatory programs, on the other band, were recognized to

be very effective. The Inspector Gemeral recommended that mandatory
SSOPs be adopted for Medicare beneficiaries and Medicaid recipients.
HCFA difagreed citing a need for sdditionmal study.

r
Recent hearings conducted by the U.S5. Senate Specisl Committee on Aging
made it clear that unnecessary surgeries remain a serious problem, par-
*icularly in Medicare. HCPA's current strategy, which was enunciated at
the hearings, is to combat this problem through a sentinel effect —— a phe-
nomenon whereby physicians initially recommend fewer surgeries because they
know their decisions to operate will be reviewed by other physicigns — -
generated by reviews conducted by Professional Review Organizations
(PBOs). HCFA believes that becsuse its sponsored studies have shown the
sentinel effect to be the major cause of surgery reductions attributed
to mandatery SSOPs, PRO reviews of hospital admissions will genmerate &
similar sentisel effect and will, therefore, enjoy similar success in
reducing unnecessary surgeries. Mandatory SSOPs are mot favored by HCFA.

The OIG strongly supports the PRO concept and recognizes that PROs are an
integral part of the network of cootrols aimed at preventing Medicare
abuses. The OIG does not agree, however, that PROs eliminate the need
for mandatory SSOPs for Medicare beneficiaries.

Unlike second opinion programs where patients are examined by other phy-
sicians, PROs are not required to contact pstiests or arrange additional
examinations for them. Therefore, PROs sre not able to alert patients to
the risks associated with surgery which, according to the Abt Associates,
Inc. study, are a major cause of the high oonconfirmation rates ({i.e.,
cases in which the consultiag physician does not agree that surgery is
necessary) experieanced by the elderly. PROs are also unable to inform
patients of alternate methods of treatment which may be more appropriate
than surgery. Considering that physicians could not agree on the need for
surgery for about 30 percent of all Medicare beneficiaries participating in
the HCFA sponsored New York demoastration project, these are indeed serious
shorteomings,

. The sentinel effect sssociasted with PRO reviews will, if it is ae large
as anticipated by HCPA, reduce the nonconfirmation rate. The OIC has
serious doubts, however, that the sentinel effect generated by the PROs
vill be of equal import as the sentinel effect generated by mandatory
5S0Ps. Reviews of documentation in medical records are quite differeat
than examinations of patients where all diagnoses are verifigble. This
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difference is ecasily recognizable by physicians snd may lessen the
effectiveness of this spproach. Furthermore, PROs provide less thasn 100
percent review of surgical procedures provided to hospital iopstients and
- no eoverage of surgery performed. outside hospital settings. Consequently,
this will limit their effectiveness in reducing unnecessary outpatient
surgery and also reduce the sentinel effect.

The OIG, after cousidering all available evidence on this issue, believes
that mandatory SSOPs sre still needed to reduce unnecessary surgeries.
Therefore, this office supports legislation to require mandatory SSOPs for
Medicare and Medicaid.
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VOLUNTARY SECORD SURGICAL OPINIOR PROGRAMS — EHS RESPONSE
TO CONGRESSIONAL CONCERNS OVER OUNNECESSARY SURGERY

The Congress has long been concerned that unnecessary surgery ls wasting
American lives and dollars. 1In January 1976, the Subcommittee on Oversight
and Investigations of the House Committee on Interstate and Poreign
Commerce reported that an estimated 2.4 million unnecessary surgeries were
performed in 1974 at a cost of 11,900 lives and $4 billion.l/ The House
report concluded that second consultations could cut down significantly on
unnecesgsry gurgery. It recommended that cur Department:

1. Promptly institute a prograz of independent second professional opin-
ions to confirm an individual's need for elective surgery if it was to
be funged by Medicare or Medicaid.

2. Carefully evaluate that program to determine (a) its impact on quality
of care; (b) its ability to contain. health care costs; (c) the percen-
tage of surgeries being performed that are unnecessary; and (d) the cost
of administering such & prograw compared with the cost of paying for
unnecessary surgery.

In response to the Committee report, the Health Care Financing
Administration {BCFA) launched a2 national second opinion program in i977.
It arranged for e great deal of publicity for the program and established a
national hotline. Referral centers were opened to encourage people to
voluntarily seek 8 second medical opinion before undergoing elective
surgery and to help them locate physicians willing to provide that opinion.:
The main objectives of the national program - which was aimed at the
general population - were to (1) decrease the amount of inappropriate
surgery performed thereby avoiding the costs and risks of surgery without
jeopardizing the health and well-being of patients and (2) influence
patients’® behavior by encouraging them to be more informed and involved in
decisions on their health care. .

As part of its overall effort, HCFA not only agreed to pay Medicare's nor-
mal share of physician charges for second opinions, but also initiated, in
1978, two demonstration projects - one in New York and one in Michigan.
Their purpose was to test the concept of second opinions on Medicare bene-
ficiaries in particular snd to determine whether the financial incentive of
waiving Medicare ¢opayment and deductible amounts would induce benefi-
cigries to voluntarily seek second opinions.

!/ U.S. Congreess, House of Representatives. Cost and Quality of Realth
Care: Unnecessary Surgery. 94th Congrees, 1976
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HCPA also encoursged States ts pay for second opinions under Medicaid. 4As

a result, State Medicaid agencies agreed to include second opinions as a
covered service. BSeven $tates went further. At the time of our review,
Massachusetts, Michigan, Wisconsin, Rew Jersey, Washington, Conmnmecticut aad
Missouri had mandstory second surgical opinion programs (5S0Ps) iam operationm.
Under these programs, recipients were required to obtain second opinions

for selected surgical procedures as a condition of Medicaid coverage. The
procedures were chosen on the basis of volume, coet, and expected rate(s)

of nonconfirmation (i.e., cases in which the consulting physician does not
agree that surgery is vecessary).

Under each of these mandatory programs, the decieion to have or not have
the elective surgery rested with the Medicald reciplent. A dissenting
second opinion had no effect ou coverage if the recipient chose to have the
surgery performed. ’

OIG BREVIEW OF SECOND SURGICAL OPINION PROGRAMS

In iate 1982, the Office of Inspector General {O0IG) began a review of SSOPs
to see what effect they were having on the numbers of elective surgeries in
“edicare and Medicaid. We wanted to know whether or not such programs

. ~rked and if so, vhat type worked best. Based on our enalysis of data
available at that time, we coancluded that Medicare's voluntary SSOPs were
not having the desired effect, but that Medicaid's mandatory programs were
reducing the number of elective surgeries.

VYoluntary Programs Were Not Effective

The basic reason why voluntery S50Ps were not effective was simply

that people did not voluntarily seek a second opinion prior to elective
surgery.  Nowhere is this fact more evident than in the two Medicare
demcnstration projects funded by HES.

.Por example, under the New York project, only 1,763 beneficieries {or 1,2
percent of the 142,000 who received surgery in that year) voluntarily
sought second opinions. The rate was even lower — 0.3 percent — in the
Michigan project where ocnly 116 sacond opinions were obtsined for about
44,000 surgeries. These extremely low use rates become even more
discouraging when it is considered thst under both .projects, second opinions
were available at no cost to beneficiaries.

The low rates, vhich incidentally vere about norm for all voluntary S50Ps,
canpot be sttributed to anything that HCPA did or did sot do as it made
every effort .to encourage beneficiary participation. Chrysler Corporatios,
iz & study of its own prograa, was likely correct when it concluded that

. voluntary prograas do not work because people do not want to offend their
physicians by requasting second opinionms.
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Results of the two demonstration projects lend credence to this theory.
About 80 percent of the projects’ participants requested that the referral
center not contact the first opinion physician. This certainly indicates
that although beneficiaries did not fully agree with their physician’s deei-
sion to operate, they still wanted to avold the appearance of confroa-
tation, mistrust, and so om.

There is general agreement within BHS that voluntary SSOPs are nmot
effective. HHS reported to the Congress in March 1982 2/ that waiving cost-
sharing as an incentive for Medicare beneficiaries to voluntarily obtain
second opinions did not appear to result in extensive use of second opin-
ions. It further concluded that "the most striking fact regarding all
voluntary SSOPe is that few people choose to use them.”

It is important to note here that HES was not restricting this conclusion
to only the two Medicare demonstration projects, The evidence is clear for
all voluntary programs —- less than five perceat of potential recxpients
take advantage of them.

Mandatory Programs Effective in
Reducing Surgeries and Costs

"As mentioned earlier, seven States had implemented mandatory SS0Ps at the
time of our review. Three of these States shown below had sufficient
experience with the programs to be able to reach conclusions about their
value in reducing elective surgery.

MICHBIGAN

The Michigan program started on Jsnuary 1, 1980. A preliminary setudy
‘~ade by the Michigan Department of Social Services found that surgical
utilization dropped about 33 parcent for seven procedures iacluded in
the mandatory program. Annusl savings attributable to the prograc was
estimated at $3.7 million.

WISCORSIN

The Wisconsin Department of Health and Social Services, im a report to
its State legislature, estimated that overall surgery dropped by 33
percent as 8 result of its mandatory program. The program covered ten
procedures. The State Agency concluded that $22 was saved for every §1
spent on the progrem, for an annual savings of $2.8 million.

2/ Department of Bealth and Buman Services. Report on Medicare Secoand
Surgical Opinion Programs: The Effect of Waiving Cost-Sharing.
Karch 25, 1982,
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MASSACHUSETTS

The Massachusetts mandatory SSOP was required by the State legislature
in 1977. The program underwent two reviews by independent researchers.
The first study was published in January 1982 by a group of several
researchers.3/ The study concluded that the program caused & 20 per-
cent reductiom in the volume of those surgical procedures covered by
the program and that it saved Medicaid §3 to $4 for every dollar spent
to administer it.

The second independent study was performed under a HCFA contract by
tvo researchers employed by Abt Associates, Inc., Cambridge,
Massachusetts.4/ In a preliminary report dated November 1982, the
researchers concluded that the mandatory program:

"Results in etatistically significant decreases in the surgery
rate for the eight program procedures taken together -- the
decrease ranging between about 15 and 30 percent across five
geographic areas. The net savings due to the program is estimated
to be about §! million annually."

The researchers also commented that while it was not yet known how man-
datory programs effect patients' health, it was reasonable to hypothe-
size that additional information provided by a second opinioca would, on
average, enable patients to make better decisions about undergoing
surgery and thereby result in improved health outcomes.

There were other studies as well that demonstrated the effectiveness of
mandatory SSOPs. One such study5/ made by Dr. Bugene G. McCarthy under a
HCFA contract described 8 years of experience with the Cornell, Few York
Hospital second opinion program. Dr. McCarthy wrote that 18.7 percent of
the participants in the mandatory program were gdvised not to undergo
surgery by consultants and that, after one year, 61.4 percent of them had
no surgery performed. Most of these patients stated their decisiom not to
have surgery was based upon the advice of the second physician.

3/ Martin, Shwartz, et al. Impact of a Mandatory Second Opinion Program on
Medicaid Surgery Rstes. January, 1982,

4/ Poggio and Goldberg. The Mandatory Second Surgical Opinion Program for
Medicaid in Massachusetts: A Cost Effectiveness Analysis, November 1982.

5/ Bealth Care Financing Administration Office of Research, Demonstratiocn

and Statistics. RBight Years' Experience With A Second Opinion Elective
Surgery Program: WBtilization and Economic Analysis. March 1981.
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Interestingly, over one-half of these patients reported they received no
medical treatment after the consultation. The researchers questicned why
surgery had been recommended in the first place and classified this as
potential surplus surgery. The report concluded that “the demonstrated
cost savings potential of a mandatory second opiniea program justified the
ioclusion of such a program in the array of cost containmest initiatives
already adopted or under consideration as means of controlling the rise in
wmedical care costs”.

It is clear from these studies that reduction in the rate of elective
surgery is much greater in mandatory SSOPs than in Medicare's voluntary
programs. A major reason for this difference is that mandatory programs
are echanced by wvhat is known as the sentinel effect. This is a phenomenon
vhereby physicians initially recommend fewer surgeries becguse they know
that their decisions to operate will be reviewed by other physicians,

Since most patients do pot customarily seek second opinions on their own
volition, the sencinel effect has little impact on volustary progracs.

We believe that HCPA correctly summed up the results of available studies
on second opinion programs when, in the Department's March 1982 report to
Congress, it concluded that sponsored studies have shown mandatory prograss
to be cost effective in both the public and private sector.

01G Recommends Mandatory Programs

We are convinced that mandatory SSOPs are good for the pstients and the
Medicare and Medicaid programs. Patients benefitted as they were provided
with sufficient information to make intelligent decisions sbout elective
surgery and that based on this information a sizeable percentage of
patients avoidad surgery. To the extent that some patients decided against
unnecessary or marginally secessary surgery because of the second opinion,
they svoided the risk of anxiety or pain resulting from surgery, and
possibly exposure to the daanger to life itself often posed by surgery and
related anesthesia. This is particularly true for Medicare patients who
face such higher risks of complicatious, disability and death as they grow
older.

The Medicaid and Medicare programs would slso benefit in that avoided
surgeries saved program dollars. Available data showed that mandatory
Medicaid SSOPs were feasible and could result in significent savings. We
astimated $60 million per year could be saved if all the States were
tequired to implemest mandatory programs for just nine elective procedures.
gimilar data were mot available for Medicare, but extrapolating from the
HES report to the Congress sad other data, we estimated that such a progras
for Medicare could save about $95 million per year - depending on the
surgical procedures included.

We, therefore, recomaended in March 1983 that ECFA take the steps necessary

to put mandatory S50Ps into effect in the Medicare and Medicaid programs.
BCFA disagreed, citing a need for further analysie and study.

51-568 O—85—10



284

016G CORCLUSION —— MANDATORY SSOPs ARE STILL NEEDED

In March 1985, the Senate Special Coumittee on Aging, chaired by Senstor

John Heing, released a report in conjunction with hearings held orn the need
for mandatory 5SOPs in Medicare and Medicaid. The Committee report found
that a reduction in nine common non-emergency surgeries could save up to $1.2
billion annually in Medicare payments.

The Inspector General was called before the Committee to discuss his views
on the poteantial for second opinion programs to reduce the number of elec-
tive surgeries funded by Medicare and Medicaid. BHe testified that such
programs can be truly effective but only if they require a second medical
opinion as a precondition for coverage of certain surgical procedures. His
testimony was supported by eeveral other witnesses including elderly citi-
~ens who' avoided operations because of second opinions; representatives of
businesses that include mandatory SSOPs in employee health plans; physi-
cians experienced with second opinion programs and an official of the
Americgn Associgtion of Retired Persons. These witnesses urged the
Committee to introduce legislation calling for mandatory S50Ps for Medicare
and Medicaid.

A HCFA representative also appeared as a witness. He testified that BCFA
‘believes that quality of care can be improved and program savings achieved
by preventing unnecessary surgery. The officiel informed the Committee

that this can best be accomplished through pre-admission screening by Peer
Reviev Organizations (PROs) and State Medicaid agencies, rather than by man-
datory SSOPe. Given efforts already in place to reduce unnecessary surgery
in the Medicare and Medicsid programs, HCFA does not support requiring
national mandatory S$SOPs.

Since the hearings, other concerns were raised about the need for wandatory
§50Ps, particularly for Medicare beneficisries, One concern was that the
sentinel effect generated by Medicaid mandatory S5SOPs would not be
generated by Medicare mandatory §SOPs; therefore, the latter program would
not be as effective. Another concern vas that PROs do, in fact, eliminate
the need for mandatory SSOPs in Medicare. A third concern was that the
Medicaid studies cited in the OIG report to HCFA were really not very use-
ful in measuring the effectiveness of ES0Ps.

We would like to address these three concerns because, in our opinion, they
are not valid. The OIG's position ia that mandatory SSOPs would be effec-
tive i Medicare and are still needed to reduce unnecessary surgeries.

Mandatory 8SOPs For Medicare Beneficiaries
Can Duplicate Medicaid's Success

Before giving our reasons as to vhy we believe Medicare 550Ps can be as
successful as Medicaid's, we would like to reestablish the fact that
Medicaid's SSOPs are successful. It i{s true that two of the studies cited {in

" our audit report (Michigan and Wisconsin) were not as scientifically
sophisticeted 83 the Abt Associates, Inc., study of the mandatory SSOP in
Massachugsetts., Nevertheless, the studies do provide meaningful data and
clearly show that the programs are very similar to Massachusetts in that
they too reduce elective surgeries and save money.
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‘More recent studies show the same thing. New Jersey,§/ for example, in eva-
luating {ts mandatory SSOP, reported significant surgery reductions for ail
six of the second opinion procedures. Hysterectoaies dropped 44.7 percent,
cholecystectomies dropped 31 percent and tousillectomies/sdencidectomies
dropped 40.1 percent to cite e few examples. Rev lersey recognized that
the reduction may have been the result of other factors, and therefore,
evaluated control procedures chosen because they were included in SSOPs
implemented by other states. Although & decreased utilization rate was
noted for some of the control procedures, the decreases were neither as
dramatic or as consistent as those noted for the second opinion procedures.
Tennessee ias aoother state that attributed significant Medicaid cost
savings {(over $§1 =millicn) solely to & mandatory SSOP. These states, simi-
lar to the states previcusly discussed, attributed most of the savings to
the sentinel effect.

We believe that mandatory 5S0Ps would slso reduce the number of elective
surgeries in Medicare because the sentinel effect, which has been credited
with most of Medicaid's success in reducing surgery, applies equally as well
to Medicare.

Ae mentioned previcusly, the sentinel effect is a bebavior modification
_phenomenon whereby physicisns initially recommend fewer surgeries because

- they know that their decisions to operste will be reviewed by and perbaps
challenged by other physicians. The impact of the sentinel effect in
reducing unnecessary surgeries, therefore, depends on the number of surgery
decisions that will be reviewed and the number that could be potentially
challenged by the second opinioa physicians.

The sentinel effect does not depend on the type of patient involved, i.e.,
“edicaid recipient versus Medicare beneficiary. This is borme ocut in
numerous studies which have concluded that voluntary SSOPs, regardless of
their patient clientele, do noC generate & sentinel effect. Physicisns know
that few patients voluntarily cbtain second opinions snd thus have little
fear of peer reviev and chsllenge. On the other hand; studies universally
clais a significant sentinel -effect for mandatory programs. Moreover, HCPA
in its:testimony before the Special Committee on Aging concluded that a
sentinel effect can be applicable to surgeries funded by Medicare.

Because of the sentinel effect, State Medicaid Agencies that operate san-

. datory SSOPs generally select surgical procedures for second opinions

that are high in volume and have high rates of nonconfirmstions. Inclusion
of surgical procedures meeting this criteria results in significaat reduc-
tions in the targeted surgery.

6/ Departwent of Health Services. Evaluation of Medicaid Second Opinion
Program. September 1983.
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For example, the Abt Associates, Inc. draft tepot:_?_/ on the effectiveness
of the Massachuaetts mandatory SSOP for Medicaid attributed 92 percent of
the surgery reductions {etate-wide surgery reduction totalled 23.8 percent)
to the sentinel effect. The Wisconsin State Medicaid Agency reached g
similar conclusion in & report to the State legislature. 1In the report,
the State Agency claimed that of the 33 percent overall reduction in
surgery attributed to the mandatory SSOP, about $0 percent was caused by
the sentinel effect.

In our report to HCPA, we proposed a mandatory SSOF for Medicare which
included pine surgicsl procedures that met the criteria for a significant
sentinel effect —— high in volume and high nonconfirmation rates. The nine
procedures also had a proven track record under Hedicaid as state programs
experienced sharp drops in surgery rates for these procedures.

The following chart contains the latest statistics from the National Center
for Health Statistics for several of the procedures included in our pro-
posed mandatory 5SO0P. It shows not only the significant number of opera-
tions performed on the elderly but slso the fact that it is the elderly who
are far more likely to undergo these operations.

# of Operations on Patients Rate for lOb,OOO People

Surgery Under 65 Over 65 Under 65 Over 65
Prostate 83,000 274,000 40.5 930.1
Joint Replacement 106,000 41,000 51.7 149.0
Hernia 370,000 140,000 180.6 510.5
Cataract 129,000 501,000 63.0 1,828.0
Cholecystectomy 331,000 . 156,000 - 161.5 570.1 -
HBysterectomy 61%,000 53,000 302.1 192.7
Bemorrhoidectowy 113,000 21,000 - 55.1 75.6

These procedures obviously meet the criteria for volume. As illustrated
below, we believe there is also sufficient evidence to show that the above
surgical procedures meet the remaining criterig for a sentinel effect -

the fear felt by physicians that their surgery decisions will be challenged.

FNonconfirmation Rates

New York Demonstratios Cornell Cornell Wisconsin
Surgery : Project - Voluntary Voluntary Mandatory Mandatory
Prostate 37.6 41.0 28.9 )
Joint Replacement 25.4 N/A N/A 3.5
Bernisa 14.6 14.6 5.8 5.8
Cataract 33.1 30.1 15.2 3.5
Cholecystectoy 24.8 11.6 8.1 5.4
Bysterectomy 32.6 41.3 30.7 11.9
Hemorrhoidectomy 26.5 N/A R/A 13.9

1/ Abt Associates Inc. Second Surgicel Opinion Program: Public Policy

Alternatives. Decesber 1984,
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* This information imdicates several things. It shows that the elderly
enrolled in voluntary programs receive noaconfirmations at a higher

rate than the genersl population. It also showz that nonconfirmation rates
for voluntary programs are higher than they are .in mandatory prograzs, a
possible fndication of the sentinel effect at work. Finally, the data
shows that nonconfirmation rates obtained by Medicare beneficiaries are
sufficiently high to generate a sentinel effect within the physician
community if 8 mandagtory SSOP is established.

. The Abt Associates, Inc. study confirmed “that proposals of surgery on
older patients are less likely to be confirmed than those on younger
pstients" and offered & clue as to why. :While acknowledging that noncon-
firmation rates resulting from the New York demonstigtion project were
high, Abt reported that they were actually less than predicted (for the
seven procedures mentioned above, 27.8 percent actual versus 31.7 percent
predicted) by a panel of physicians which considered such factors as:

...the extent of pain expected during treatment and the expected length
of recovery time;

...expected rates of mordbidity and mortality following surgical and
‘alternative trestments;

2l and sltervpative treatmen

-:+:the extent te which eurgi

< ez raat sre expacted
to lead to cured, improved, uachanged or deteriorated sta

ent
tus; and

...the extent to which pain, psychological distress, and mobility limi-
tations are expected to follow surgical and alternative (reatments.

The fact that the rates were predicted at such high levels indicates that
risks associated with surgery on the elderly were given much consideration
by the physician panel. 1t also indicates that mandatory SS0Ps for
Medicare may be even more successful in reducing elective surgeries than
Medicaid SSOPs where recipients, because of their younger age, face fewer
risks associated with surgery.

PROs Do Rot Eliminate Need For
Mandatory SSOPs Por Medicare Beneficiaries

In our sudit of mandatory SS0Ps, we did not review the effectiveness of
PROs as an alternate method of reducing unnecessary surgeries because PROs
did not begin operating until this fiscal year. HNevertheless, based on
what we learned during our sudit and subsequent readings of HCFA's
agreements with the PROs, we do not share HCFA's opinion that PROs elimi-
pate the need for mandatory SSOPs for the Medicare program. PROs do very
1ittle towards achieving one cbjective of 5S0Ps -- health consumer educa-
tion —- and their effectiveness in reducing uncecessary surgeries is
unknown.
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One objective of §50Ps is to influence health consumers' behavior by
encouraging them to be wmore informed and involved in decisions on their
health care. The more information consubers have the better off they are
in terms of making intelligent decisions with more confidence and peace of
miad about those decisions.

Mandstory 8SOPs accomplish this consumer education objective very well. By
requiring a second opinion from another physician as a precondition for
coverage of certain surgical procedures, mandatory SS0Ps overcome the
natural tendency of patients, particularly the elderly, to avoid the
appearance of offending their physicians by voluntsrily seeking second opin-
ions. Patients have 8 built-in excuse to visit another physician to
obtain 8 second independent opinion on the aced for proposed surgery.
According to the Committee testimony provided by the represeatative from
the American Associatiocn of Retired Persons, the consumer education role is
one of the most attractive features of mandatory SSOPs and one which would
be of immense help to Medicare beneficlaries.

PROs do not even attempt, for the most part, to educate health consumere.
Their activities are primsrily limited to & review of documentation pre-
pareg by physicians who recommended the surgery. Minimzl patient contact
is anticipated.

. #
ECFA’believes that PROs can be as successful as mandatory SSOPs in reducing
unnesessary surgeries. 1Its belief is based on the premise that PROs will
generate the game sentinel effect 88 mandatory SSOPs. As we previously
pointed ocut, it is the sentinel effect that is credited with most of the
reductions in surgery attributed to mandatory SSOPas.

It remains to.be seen whether a PRO documentation review will generate the
same sentinel effect as a mandatory SSOP patient examination. We noted,
however, that one PRO has serious misgivings. This PRO questioned the tra-
ditional PRO methodology for reducing unnecesssry surgeries. According to
the PRO, when a phyeician records on the chart that a patient is incapaci-
tated or suffering from pain, there is no way of disputing this claim
either st the time of admission to 8 hospital, or even more so after
discharge. The PRO stated that such statements in medical records consti-
tute nothing more than the subjective opinion of the physician that should
be subject ro the scrutiny provided by mandatory SSOPs.

The PRO concluded that a mandatory SSOP in ome state could, in & period of
tvo years, eliminate 625 unnecessary surgeries, 4 unnecessary deaths and 37
unnecessary complications resulting from the unnecesssry surgeries. In
addition, the PRO estimated that it would cost about 50 percent less to
operate a mandatory SSOP than to continue traditional PRO reviews. The pet
result in terms of costs —— savings of $6 million and a cost benefit ratio
of 1 to B.83.
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If the PRO is correct in claiming that some physician statements cannot be
easily substantiated, the size of the sentinel effect génerated by PRO
reviews could be seriously affected. Physicians may not fear peer review
if they know the documentation they submit to support g surgery decision
cannot be validated.

We have other concerns, however, about the effectiveness of PRO reviews in
generating sentinel effects. PROs have eight separate objectives, most of
which deal with the appropriateness of adwissions to hospitals versus use
of axbulatory surgical centers or other outpatieant facilities. Only one
or possibly two (depending on which PRO is contacted) of the eight objec-—
tives deal with reducing unnecessary surgeries and these objectives are
restricted to only those selected surgeries that are to be performed in
hospital settings. Since more and more surgeries are being performed out-
gide the hospital, PROs automatically exclude a eizeable portion of
surgeries from their reviews.

More important than this exclusion, however, is the fact that PROs severely
limit the aumber of surgical procedures that are reviewed for necessity.
These restrictions are so significant that, im my opinion, the overall
impact of the sentinel effect of PRO hospital pre-admission reviews on eli-
wminating unnecessary 6urgeries is greatly diluted.

For example, our review of BCFA's agreements with 51 PROs show that 29 of
them gave no indication in Quality Objective Area IV (the one objective
indisputably aimed at unnecessary surgeries) that they planned to review
the medical necessity of any of the common surgical procedures which we
inciuded in our proposed mandatory SSOP. As illustrated by the following
chart, PRO review coverage was such that large segments of the Medicare
population may not have been afforded any systematic protection against
unnecessary surgeries.

Number of PROs Not Percent of Medicare
Surgery Reviewing Procedure Population Not Covered
Prostate 38 792
Joint Replacement 42 852
Hernia 41 712
Cataract 43 942
Cholecystectomy 39 792
Hysterectomy 41 852
Hemorrhoidectomy 50 . 97z

HCFA believes that ancther (Admiseion Objective II) of the eight objectives
is targeted at reducing unnecessary surgeries. Including this ip the com-
putation, we found that most PROs still do not review many procedures and
that, in every inatance, the majority of the Medicare population remains
unprotected from unnecessary surgeries.
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Rumber of PROs Not Percent of Medicare
Surgery Reviewing Procedure ‘Population Not Covered
Prostate 28 602
Joint Replacement 39 802
Hernia 37 68%
Cataract Kk 801
Cholecystectomy 34 672
Bysterectomy 38 : 811
Hemorrhoidectomy &5 90%

The above data shows 8 slight improvement in PRO coverage but there is

some doubt 83 to whether Admission Objective 11 deals with unnecessary
surgery. Contact with representatives of 12 PROs disclosed no consensus of
opinion. Some PROs believe that the surgery itself ie not contested but
only the setting and others were not really sure at all about its purpose
citing a lack of data.

Another potential weakness in PRO review is that many of them are retro-
spective in nature; that is, the revievs do not take place until after the
surgery has been performed. Retrospective reviews may not ‘adversely affect
the generation of a sentinel effect but they are no help whatscever to the
Medicare beneficiaries who were operated on by the time of review.

Finally, the above charts assume that each PRO reviews 100 perceat of the
surgical procedures included in their agreements with BCFA. Iu only this
~anner could sn individual PRO generate a sentinel effect for a particular
procedure in their particular geographical area. There are some indica-
tions, however, that 100 percent reviews are not taking place. For
example, BCFA requires PROs to review permanent cardiac pacemaker implan-
tation procedure to determine necessity. My staff has reviewed documen-
tation gathered from HCFA that shows that, if PROs comtinue their current
rate of review, about 38,000 pacemaker implants will be reviewed in the
pext 12 months, According to the latest statistics from the National
Center for Health Statistics, at least 106,000 implants can be expected
over a 12 month period -— and this assumes no growth in the aumber of
implants performed yearly. Therefore, less than 100 percent reviews will be
conducted, further weakening the sentinel effect.

Conclusion

Mandatory SSOPs are effective in reducing unnecessary surgeries in
Medicaid. Numerous studies including some financed by HCFA offer
overwhelming evidence to that effect. The same studies conclude that the
sentinel effect generated by mandatory SS0Ps are responsible for the
—ajority of their success.

We believe that mandatory SSOPs for Medicare can also be effective. The
elderly are operated on more frequently than the general population and
. decisiona to operate on them are nonconfirmed at lesst as often or more.
These factors should result in g significant sentinel effect which will

result in significant reductions in surgeries and costs.
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PROs, too, have a place in the network of controls aimed at preventing
Medicare abuses. The OIG supports HCFAs efforts in thie area but we do
ot believe that PROs eliminate the need for msndgtory SSOPs in
Medicare., PROs were not designed to provide consumer education to the
elderly and their ability to create a major sentinel effect similar to
mandatory SSOPs is questionable based on their review coverage and
zethodology.

Based on an OIG review of the facts and issues, we conclude that mandatory
SSOPs have been proven successful in reducing unnecessary surgeries in
Medicaid, can be as succesaful in Medicare, and cannot be replaced by PROs.
Accordingly, ve support legislation requiring mandatory S50Ps for Medicare
and Medicaid.
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CONGRESSIONAL BUDGET OFFICE Rudoigh G. Penner

U.8. CONGRESS Director
ASHINGTON, D.C. 20616

w July 1, 1985

Honorabie John Heinz
Chairman

Special Committee on Aging
United States Senate
Washington, D.C. 20510

Dear Mr, Chairman:

In response to your letter of March 28, 1985, the Congressional Budget
Office has estimated the budgetary impact of mandating a second surgical
opinion program in Medicaid and in Medicare. We estimate that in 1986 a
mandatory second surgical opinion program {SSOP} would save the federal
government about $20 million in Medicaid and $80 million in Medicare.

The estimated savings in Medicare, however, are very uncertain.
Because no study has been done of the reductions in surgery rates in Medicare
{or among the aged population) as a result of a mandatory SSOP, the SSOP's
effects are largely speculative. It is possible that the costs of a SSOP could
exceed any savings or that savings could be even higher than our estimates.

To estimate the effects of a2 mandatory SSOP in Medicare, we assumed
that estimated reductions in surgery rates from a SSOP in Medicaid could be
applied to Medicare. The surgical procedures, however, would be likely to be
different between the aged and non-aged populations, and--perhaps most
importantly--the effects on the two populations might alsc be very ditferent.
Yet another uncertainty is the extent of any overlaps between a mandatory
SSOP and the Medicare Peer Review Organizations {PROs). To the extent
that the PROs require hospital preadmission reviews and targeted post-
surgery reviews, the S50Ps might have little, or no, additional effect on
surgery rates. Because the PROs have just begun to implement their
programs, we do not yet have a firm idea of their effects.

The remainder of this letter explains the CBO methodology.
Medicaid

The savings of $20 million were based on a study of a mandatory SSOP
in the Medicaid program in Massachusetts. This study by Abt Associates Inc.,
entitied Second Surgical Opinion Programs:  Public Poli Alternatives -
(Preliminary Draft, December 1984}, found net savings of around 31 milkion a y
year in 1977-1978 from the SSOP in Massachusetts, We calculated the
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percentage reduction in Massachusetts Medicaid expenditures due to these
SSOP net savings, and assumed that other states would have identical
percentage reductions in their expenditures. Finally, we eliminated savings
. for those states that already have mandatory SSOPs in Medicaid

- {Massachusetts, Michigan, Minnesota, Missouri, New Jersey, Wisconsin,
Washington, Tennessee, Oregon, and Virginia).

Other estimates besides that of ‘Abt have been made of the effects of
SSOPs, some by the states and some by private insurers. The Abt study,
however, is the most thorough, and the only one that controls for the many
other factors causing surgery rates to change over time. For that reason,
CBO based its estimates of the effects of SSOPs in both Medicaid and
Medicare on the Abt study.

Medicare

In estimating Medicare savings, several steps were necessary to develop
an estimate, including estimating reductions in.surgery rates, savings from
any reductions in surgeries, and costs of the SSOP program. Each is discussed
below. The steps to reach final savings are also summarized in Table 1.

TABLE 1. ESTIMATED SAVINGS .AND COSTS OF A MANDATORY
SECOND SURGICAL ' OPINION PROGRAM IN MEDICARE
(Fiscal year 1986, in millions of dollars)

Costs
Savings
from . .
Reduced Alternative Consultation Administration Net
Surgeries Treatments Fees of SSOP Savings
-300 30 " 95 95 -80

Reductions in surgery rates. The Abt study found a 7.5 percent
reduction in the surgery rate statewide for seven surgical procedures
(hemorrhoidectomy, cholecystectomy, hysterectomy, laminectomy/disc
excision, meniscectomy, submucous resection, and excision/ligation of
varicose veins). This reduction is lower than what Abt found for the
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Massachusetts Medicaid SSOP, which also included tonsillectomies for which
a large decline in surgery rates was found. Because tonsillectomies are not
relevant for the aged population, we excluded their effect on Surgery rates.

We then assumed that this same reduction of 7.5 percent in surgery
rates would apply to ten Medicare procedures: cardiac pacemaker, coronary
bypass, cataract, gall bladder, prostate, knee, hysterectomy, back, hernia,
and hemorrhoidectomy. The reduction in the number of surgeries for each
procedure for persons aged 65 or over was then calculated using surgeries as
reported in the National Hospital Discharge Survey for 1983. :

Savings from reduced surgeries. The savings associated with each
reduced surgery were estimated for each surgical procedure. Savings include
DRG reimbursements to hospitals, increased to cover medical education and
capital cost payments to hospitals and reduced to allow for the deductible in
Medicare Hospital Insurance. They also include payments under Medicare
Supplementary Medical Insurance for surgeons' fees, anesthesiologists, and
related costs, less coinsurance and deductibles. These estimated savings
from reduced surgeries (before adjusting for PROs) totaled $485 million in
fiscal year 1986, Under current law, however, some of these savings from
reduced surgery rates should result from the recent PRO initiative. The PRO
program was mandated in the Tax Equity and Fiscal Responsibility Act of
1982. The PROs started functioning during the second half of 1986.

The PROs hope to reduce the number of inappropriate or unnecessary
admissions” or surgeries. This objective is to be met most often by
preadmission reviews and post-surgery reviews. Such reviews, when they
cover most of a state's surgeries or are targeted on specific hospitals or
doctors, should lower surgery rates in the same manner as would SSOPs. Asa
resuft, savings from SSOPs would be reduced or eliminated for some
procedures in some states. Based on a review of PRO objectives for each
state, and on estimates of PROs progress in meeting their objectives, CBO
has estimated an offset for PROs, that is, the proportion of the net savings
from SSOPs that would be eliminated because of the PROs. The offset is
estimated to be about $185 million in 1986, or about 38 percent of SSOP's
savings from reduced surgeries. We therefore estimate the savings from
current law of reduced surgeries to be $300 million {$485 million minus the
PRQ adjustment of $185 million).

The PRO adjustment as estimated by CBO was based on a review of
each state's objectives, particularly admission objective I and quality
objective IV. Because the pre- and post-admission reviews usually involved
reviews of either all surgeries for specific procedures or were targeted, we
assumed that they would offset in full any SSOP savings for that procedure in
that state. Where PROs appear to be falling short of meeting their
objectives, however, the offset was reduced.
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Forgoing a surgery may result in costs for alternative treatments.
These alternative costs were estimated to be 10.3 percent of the savings
from reduced surgeries, based on a study by Suzanne Martin et al, entitled
The Effect of a2 Mandatory Second Opinion Program on Medicaid Surgery
Rates--An Analysis of the Massachusetts Consultation Program for Elective
Surgery {September 1980). We estimated these costs as SSOP savings from
. reduced surgeries after PRO offsets times 10.3 percent.

Costs of the SSOP program. Running a SSOP program--paying for
second opinion consultations, tracking surgeries that require second opinions,
certifying doctors to give second opinion consultations, making referrals to
these doctors and possibly arranging appointments, and checking to make sure
that second opinions are obtained before hospital and doctor costs are
reimbursed--could be costly. These costs as estimated by CBO total $190
million in 1986, .

- The first component of these costs--consultations--is estimated to be
$95 million in 1986. Second opinion consultations are free of charge to the
Medicare beneficiary. The CBO estimate was based on an average consulting
fee of 380 in 1986, which was in turn based on Medicare consulting iees
consistent with the Massachusetts SSOP fee categories of "limited
consultation”, “extended consultation", and "consultation of wunusual
complexity”. The proportions of consultations in each fee category were
based on the Massachusetts SSOP proportions. Consulting costs were then
calculated as the number of surgical procedures, less waivers for emergencies
or for travel hardship {estimated at 13 percent of surgeries based on the Abt
study), times 380,

The second component of these costs--administration of the SSOP
program--is estimated to be $95 million in 1986. The CBO estimate was
based on an estimated cost of $70 per surgery, using the Abt study and a
second study (Eugene G. McCarthy et al, Study on Mandatory Second Opinion
for Elective Surgery, November 1984) and adjusting costs to 1986 by
increases in the CPIL

After adjusting for the costs of a SSOP program, the net savings from a
mandatory SSOP in Medicare are estimated to be $80 million in 1986.

Your staff on the Committee on Aging, particularly David Schulke, has
been especially helpful to us as we worked on this estimate. Not only did
they provide us with dozens of studies but they also spent considerable time
contacting PROs. We are very appreciative.
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If you have any questions, please call me or have your staff contact
Janice Peskin or Anne Manley (226-2820).

With best wishes,

At
Rudolph G. Penner
Director

Si?r.edl?ly, / 9

c¢:  Honorable John Glenn
Ranking Minority Member
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July 12, 1985

MEMORANDUM
< 'd .
TO: Havid \_)Mw(/u.— (Special Committce on Aging, U.S. Senate)

FROM: Anne Manley 4™ (Congressional Budget Office)
Jack Rodger -

SUBJECT: Five-Year Savings from a Mandatory Second Surgical Opinion
Program {SSOP) for Medicare and Medicaid

The Congressional Budget Office recently completed an estimate for
the savings from a Mandatory Second Surgical Opinion Program (SSOP} for
Medicare and Medicaid, as proposed by Senator Heinz. We estimated
savings of $80 million in Medicare and $20 million in Medicaid for a fully
implemented program in fiscal year 1986. Adjusting for a phase-in period
during fiscal year 1986 and medical inflation thereafter, savings would be:

{by fiscal year, in millions of dollars)

g 1986 1987 1988 1989 1990
Medicare =40 -85 -90 -100 -110
Medicaid 0 -20 -25 -25 -25

The 1986 savings in Medicare are half those discussed in the letter of
July 1, 1985, because the proposed legislation provides for a six-month
phase-in period after enactment. The savings in Medicaid are insignificant
during the first year after enactment because states that must legislate a
mandatory second opinion program are allowed until the close of their first
legislative session after October I, 1985 to implement a S50P, We have
assumed that all states provide in regulation or legislation for a six-month
phase-in period.
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" APPENDIX 4

BUNINESS AND HEALIY

Second Opinion: A Tool to
Save Money, Improve Care

By RicHARD J. HANLEY AND JACQUELYN T. AYERS

Owens-1Illinois uses nurse coordinators
10 help employees field surgery questions.

muandaiory  sccond  opinion
program introduced at Ow-
eas-llinois. lnc. in 1983
achicved significant cost

-sa\«;ng;s — $300.000 — in
the first year, while pre-

COST

henetit coverage for the surpery. The
final choice of whether to hove surgery
iy up o cach patient.

Iois owidely helieved that patients
seldom act apsing the advice of their
awn docton, Yet the cxperience of Ow-

serving each patient’s freedom of choice and increasing

employce awareness of heaith care aiternatives. Thexe
savings represent 2 return of morc than $4 for cach $1
it cast to operate the program.

Initially. the program. which was dsxgned and Id

cns-Hiinois is that paticnis. in fuci. ponerally go ugains
their doctors” revommendations whea they receive a ava-
confirming second apinion.

tn 1983, fur cxwmple, 435 sccond opinions were
abtained under the mandatory program: an additional 24

wene

ministered by Parkside Health M
covered about 8,000 sularicd cmp!oym and thﬂr de-
pendenis. As @ result of sub union negi

y sccond ained. for o todal of
459, In 19 pereent of these cases, the sovoid opinioa
wan confirming. Fully B8 perceni of those paticats

it was cxtended last ycar to cover mast of the company's
hourly employecs and dependents as @ way to get them
more involved in the cfficient use of the heaith care
system. Owenx-iiinois has 2 tolal domestic employment
o aboui 30,000 persans.

Employees arc requincd to obtain @ sccond opinion
for 13 nonemergency procedures where surgery s fre-
quently recommended when other forms of ireatmeni may
also be applied. These 13 surgnﬂ| procedures arc ba:k
surgery, breast surgery, b . cataract
difation snd curcttage. yalibladder removal, ‘nernia n.pan
hy\tclulumy knce surgery. nOse surpery, pronialectomy.,
wnsillectomy  and  adenoidectomy,  and  varicase vein
surgery

Eplayees” Chaolce
Although sccking such an opinion is mandatory —
unless an employee wants 10 pay a pentlty cqual to 20
percent of the expenses associated with the surgery —
the Owens-lllinois plan prescrves freedom of choice. A
confirming second opinion is not required to nppmvc Tul!

Richard J. Hanicy is vice president of health care pohcy
and programs a: Owens-liligois, inc. in Toledo, Ohio,
and Iacquelyn T. Ayers is director of professional services
ar Parkside Health Manugement Corporation in Tidedn.

recciving @ nanconlirming secand opinion chose o plan
of aonsurgical instead of pr jing with surpery,
as hud heen revonmended by their original docions ae
Tables | and ).

in 22 additional cases. surpery was avoided afier iwo
confirming opiniens. when pativats decided to puniie
nonsurgical treatments anyway. In all, surgery was aveiked
in 97. or 21 percent. of the 359 sccond opinion cases in
1943,

Secundd opinion program dats for the fina six months
of 1984 show a dechine in the number of mmvontirmiog
opinivns. as ofien happrons dunig the secoid year of
program  OF 191 wadatory second apinions obtaid.
anly 19, o7 10 percent, were moncontinming . That comyrnes
with 19 pereent for 1983 Thes doclinge muy bean adistion
of the “sentinel cffect”™ — the wdea That physicians my
Aok reconmend surgery in arginal coees it they koow
that a second opinion will be ohtained.

The perceatage of avoided surgeries alter suncon-
ticming opinions romwined high during the find six months
of !984 P:ncnu in 18 of the 19 cuses involving ton-

fecided nod G0 have surgery. This

meEns thm 93 percent of the paticnts in this grup avaided
surgery, as comparcd with 88 pereent for alf of 1983,

These rexuits docunwent the cifectiveness of a oun-
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dalory sovend opinion program. once 2 elatkmship of

truss with paiienis is osdabishod. This trud is bailt and
maintained by teanmis of Porkside registored nuncs with
spevial training and eapericnce in patient counscling and
surpial hursing. These nurses, calied pativol services
coundimtors, provide professionad counseliog on the socond
opinion provess and on costcffective health care alter-

suvings in the carc they reccived with the help of paticat
services conrdinators wh coumeied them about having
tests done hefure being admitted 1o the hospital, recovering
21 home and other cust saving approsches. Owens-linais
has aet brokenwout separately the cost savings from reduced
tengihs of hospital sy for the sccond up:mon program

nxtives. They are available to Owens-filinois employ

on ll-froe sekephone lines. The serviee iy completely
confidential. amd mathing in the patient’s penainsl medical
histery is trunsmitied o the company without the indi-
vidual's consent.

TABLE ¢
Nonconfirming Second Opinions
1983

Mandetory Voluptsry  Total
Sovend apiann 435 24 1359
Noavafinmiag amaxes 76 (17%) CXR"Y 3% £S (iI9%}
Surperics auokkad fed oh (KTF) 15 (88%)

9 (0%
hming  muwoalinniog -
apinkns

Whon rurgery i<
mwnm.mkd the patient scrvaces cnordmaiur provides
the paticm with a list of three physician consuliants qualilied
to offcf second opinions on the proposed surgery. The
final choice of the physician consultant is made by the
patiem, .

Maore than 3.000 physicians now serve on Parkside

glonc. Huwcv:r fumping togcth mund p und
other empioyee case 20 d: and &
L programs. ihe cwmg i that & redhy inh

stay for salaried employees was 655 days in T983. Savmgs
from these reduced days in the hospital arc cslimaled ut
mure than $260,000, at icast hall of which were achicved
by paticnts whase initial contact with coordinators came
thanigh the second opinion progran:. Thus, it is calculated
that 1ual savings generated by sccund opinion casc man-
ugement services caceeded $300.000.

Avoided surgerics and shortencd haspital stays also
increased the productivity of Owens-iilinoly” work force
by sharply rcducing the number of workdays lost 1o heuith
care probl The ¢ = ~ these productivity
gainsy {0 he ncarly SQO(XX) While these arc indircct
savings, they have the sam impact on carparate finances.

Beyusxd these imprexsive gains in cost containment,
additional benefits of the sccund vpinion program can be
iflustrated by revicwing the details of some individual
cases.

* A prupesed homnia surgery proved unnoceseary when
a second opinion consuiunt discovered the real cause of
the problem: (wo nonebsorbable sutures from a previous
operation. :

* A patient aveided 8 dilation and curettage operation
when the second opinion physiciun determined that the
problem could be corrected by remaval of @ polyp which
could be performed in an office setting. !

* A sccond opinion consullam advised 2 patiemt that

proposed bunion surgery probably would aof comrect the
and rec dod using arch supports instead

sccond opinion pancls nationwide. They sre carcfully
selovted evause of their training, cxpericnee and reputstion
for providing quality care. Panel members must be baard
vertifid of board eligible in their specialty. and must
agroe s to perform the surgery on the sevund opinion
paticnr. The pancls include 13 categorics of medical spe-
vialistx: intornists, surpeons. pediatricians. oncologisis,
cardiologists, gast logists. gynecolugists, ncurol-
ogists. opth logi. atolaryngologi arthapedt
allergists and um!ngm\

Patient servives coundinatons have authurity to act in
4 clinal capacity 0 gramt waivers of scvond opinions
due 1o tinving. bk of o guatificd seeond opinion physician
i the pationt’s focation and other appropriste variables.
Coordinutors are aiso avatiabic o0 answer guestions 1o
help clarify the surgery duvision tacing the putient and
to provik counscling on @ wide runge of heulth cane
suhiects. This counsel may include consideruinas such as
inpatient v, outpatient surgery, sc!ecmm uf u physician,
preadaiis !ng kend wpi i home
heatih carc opf and rehabilitation programs that
can holp pesple roturn to work ! an carlier date.

P
e

Liains for the Employer, Employer
. Crnd savings from aurgerwes avoikal fotated e
“than SIRO000. tn addition. wany paticats whe docided
te peoceed with surgery were able to achivve significant

Thc pauc.ﬂ decided to defer surgery.

* An cmpioyce seeeped the advice of @ second opinion
consultant who agroed with the aced for knee surgery bui
secomiended @ dess extensive aperation.

The cxamples given above and many athers at Owens.
{ilinois provide encouraging cvidence that patients given
adcquute informanion, incentives and assistave are both
willing and able 1o ba condcifective health care comunwers
Paticnt involveawnt in the health care process is the key
13 SRTOSS,

Accurding 1o an evaluation survey completed by nearly
half of the employees using this service. response of
patienis who have sought 8 sccond opinion has been
averwhelmingly favorahie. As onc patient.put it: “The
second apinion doctor reinfurved my docior’s wdvice amd
made mc more comfortuble with miy decision.”” Amather
patient commenied: 1 felt much mare sevure shout the
disgmsis amd treatment following the second opinien.
Alsa, Jthe nurse coordinator] was informative, fricadly
and supportive, Since §um single and awed of my tumily

MARCH RS .
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is out of state. this kind of suppart was much appreciated.”

As iy he expected. hawever, ma every participant
respanded favorably to the concept of sccond opinioa.
and 2 few capressed dissatisfaction with the second vpinien
consultant, For cxample, one paticnt wrote: **Second
npininn was of no benefit to me whatsoever.” Another
sad: The sccond opinion phyaxcxan wis brusque. rude
and uncaring.”

Evidence that such complaints represcnt minority points
of view came from a review of overall survey resulls.
Participants rated scveral aspects of the prugram on 4
wale of one 1o seven, from excelicnt 1o poor. Here is @
summary of their responses:

Excellent 2 3 4 5 6 Pumw

§owas sk b ke 2 oxee X3 XIS 3% 123 27 8% H0%

inbominy g Rganding
tredinins as 3 rosalt of the
WS RN R R,

Tix wownd opinkn o 8 W L] 1 L] b E}
witunt was infignative and

upREive,

The consuliani Jid 3 poadd 38 38 ¢ 13 2 3 3
o of cxplaining wy cua-

Jitim amd the aptions avail

ahie w me.

The paini srvcs caw- 87 21 3 A i 0 [
digauw was counous aad
helpfut,

Licratore swcol by dw co- 46 37 4 ' 4 (i} i
onfimsw wis hetpful and
wtormative,

Lessons fearined

Because of the effective rolc patient scrvices coor-
dinators have played in the second opinion prugram.
Owens-lilinois decided to extend their responsibilities
include 2 broader range of cases involving poitntial hos-
pitutizaiion. Inpatient care accounts for about 60 pcrccm
of health care casts for the , but second opini
surgery accounts for only about 20 percent of these
hospital cases.

To cnable the nunse covrdinators 1o become invalved
in the other 80 perceni, new health care plans for salaried
employees and retirees require paticnts to notify the patient
services office prior to alf nonemergency hospital admis-
sons. in emergency cuses. poiification is w0 tuke place
within three days. These changes bocame effective this
Januury

As with the mandatery sccond opinion program. ihe
penalty for noncompliance with the preaatification re-
quirement is en 80 percent reimbursement instead of 100
pereent coveruge of hle and Yy
The requirement shoutd cnable paticnt services uxmjuumr\
1o serve a greater number of paticnts, particulurly thuse
with serious and recurring medical problems, thus yielding
significant additional savings.

Owens-lilinais also stands to gain from 20 increasing
percentage of surgery performed on an outpatient basis
Data for the first half of 1984 show that 73 surgerics aut

of 175 seeond opinian cises aeured i the outprient
sitiing. This represents 42 prervent of 2t o These
findings reflect @ number of factors iochaling: e in-
vodvement of, the patient services conndinatons: the in
creasing emphyee awareness of the outpaticn alternutive:
changes in provider practices: and an Owens-filinon re-
guircment. cffective in (K3, that certain surgical pro-
cedures he performed on an ovigaticar hasis unloss the
physician recominends atherwise. S of these sutpationt
procedures, such as bunioacctainy and dilation and cur-
ctiage. alse reguire @ sevond epindon.

No matier wheiher it is reconmended on an inpationt
or outpaticnt hasis, the Qwens-filinuis sevond opinion
progrum clearly shows that uancvessary surgery can he
avoided in o significant number of cases. This means
reduced risk o the puticnt and may well mean 2 more
effoviive form of trcatinent. And when surgery is sevessafy.
the paticnt services vourdinaon can provide counscling
1o aveid unnecessary costs hy CovOuRging outpaticnt sur-
gery. ur redweing length of hospital stays through pread-
mission festing and  home hestth care or caploring
oppostinitics for Joss extensive surgery.

TABLE Ul
Mandatory Second Opinlon Procedures
1983
Surgery
Avolded
Notun-  {(after non-
Second firming conflrming
Oplpls Opinions opinion}
Mandatory
Bk M am 1 00%y
Breust hA] 9% 1%
Bunion 22 X (do%; 6415%)
Cutaract §2 ARGV 3 {100%
Ditation und

Curcilage a 1T 30T
Cald Blwkder s RETAS) 2 (67%)
Hernin R 218% 2 0%
Hysterevtomy 5t TR X{RVE}
Ko hij 16 {2%%) IRREIR 31
Now 28 1 4%y t1100%)
Promiuic 17 3 (iR s
Vurwenw Vuin & 350%)Y RREILICE]
Tomilkeviomy il .

Ademidevtiumy PR AN RS54 I K
Fotul AN T RAE) oy (RIS
Vaoluntary 4 C8glay o vgarn
Totad 454 EANTL A TS RRTY

As a rosalt, the secend opinion process gives paticats
4 better understanding of dwiv edical condition and of
the cxpected rosulis of ihe proposed surgery. Thase whe
clect 10 have surgery do so with greater confidenee that
they have mwde the right devision. This van improve
chamces far a successful surgery aod @ xpoedy recovery

which citny be the most importunt henetit of ufl. B
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APPENDIX 5

- PWYOR, Al Sinlnd
ST BN Ynited States Senate
b SPECIAL COMMITTEE ON AGING

STUvw & moCOmLL 1A CRWTYOR
A LFELY, MIGIRTY ST GRMCTOR

WASHINGTON, OC 20510
April 26, 1985
Thomas B. Graboys, M.D.

Director

Clinical Services

Cardiovascular Laboratories

Assistant Professor of Medicine

Harvard University Medical School

Boston, Massachusetts 0211§

Dear Dr. Graboys:

As Chairmsen of the Special Committee on Aging, I am writing
to thank you for your key role in the Committee's March 14 hearing,
entitled “Unnecessaty Surgery: Double Jeopardy for Older Americans".
The testimony you provided, particularly your study of the efficacy
of second opinfons in reduc(ng unhecessary coronary artery bypass
graft surgery, was a vital and substantive contribution to the
Committee’s inquiry. The lively questioning and discussion provoked
by your testimony is a good indication of the Members' srrang
interest {n your research.

I would also like to take thia opportunity to apologize to
you for the protracted interval between the hearin% and this formal
expression of the Committee Members' appreciation for your efforts.
This unfortunate delay occurred because Committee staff timc was
immediately and necessarily devoted to a detailed iovestigation
of evidence of defective pacemakers and related unnecessary reimplant-
ation surgery. Meanwhile, I am informed that staff are now pro-
cessing documentation needed for reimbursement of your traveg
expenses, and will be forwarding these materfals to you. Please
accept my regrets for the undue delay and concern this situation
mey have caused you.

Your extensive background in the identification and control
of patterns of utilfzation of cardiac pacemaker surgery provides
a second resson for this letter. 1 have attached questions generated
during the Committee's preparation for the March 14 hearing, some
of which have become germane to the present investigation. As
a prefsce to these questions, however, I would like to provide
you with some background on the status of the Committee's ongoing
inquiry into problems in Medicare-financed cardiac pacemaker surgery.

1 authored smendments to the Deficit Reduction Act of 1984
which provided for the establishment of s National Pacemaker Reglstry.
and mandated studfes on Medicare reimbursement of physicians an
hospitals for pacemsker surgery. The Prospective Payment Assessment
Cormission (ProPAC) coumpleted its report on Part A reimbursement
by the statutory desdline of March 1st. I have enclosed & copy
of ProPAC’s treport for your review asnd comment. The Health Care
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April 26, 1985
Letter to Dr. Thomas B. Grayboys

Financing Administration (HCFA), however, has missed its March
1st deadline for reporting on the adequacy and appropriateness
of physician reimbursement, and now anticipates completing its
review by August.

The National Pacemaker Registry, which was to be established
by January 1, 1983, would contain data on all pacemaker implants
and reimplants, as well as pacemaker wearranty information. The
Registry was designed to protect Medicare beneficiaries from defec-
tive pacemakers and unnecessary pacemaker reimplants, as well
as providing Medicarc with recoupment on warranties for failed
pacenakers. Committee inguiry indicates, however, that establishment
of the registry itself and promulgation of the regulations required
for its operation and maintenance are experiencing lengthy delays.

In sum, this hearing will update the Committee's 1982 investi-
gation by examining the progress made in recent years toward protect-
ing beneficiaries from unnecessary, expensive, and hazardous pace-
maker surgery. In addition, we will seek to determine if problems
persist today, despite these advances.

In this context, 1 would very much appreciate your responding
to the following questions on cardiac pacemaker utilization:

1. According to internal Medicare memoranda obtained by the Commit-
tee, the utilization and quality control Peer Review Organizations
{(PROs) have reviewed over 22,000 pacemaker surgerjes -- mostly

in retrospective reviews of surgeries already performed -- and

have approved all but 333 of these (1.5%) as necessary and appropri-
ate. Do these figures comport with your sense of the degree of
inappropriste utilization of pscemakers?

2. 1 understand that you participated in an ad hoc panel of leading
cardiologists, whose study of pacemaker utilization yielded a

set of conservative, guidelines or indications for pacemeker implant-
ation, and was subsequently published in the Journal of the American
Medical Association ?JAMA) on September 14, 1 E ave enclose
for your review a copy of HCFA's guidelines for pacemaker surgery,
as developed by the Public Health Service in 1983, and & copy

of the New York State Peer Review Organization's pacemaker criteris,
which were based upon the Medicare's guidelines. Are there any
significant differences between the JAMA guidelines and Medicare’s?
What i8 your opinion of the efficacy of the Medicare guidelines,

in light of recent progress toward an improved understanding of
appropriate indications for this surgery? )

3. Are you aware of any studies or evidence thet pecemaker surgery
is an overutilized procedure?
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4. According to a new General Accounting Office report to be
released at the hearing, dual chambered pacemakers now account

for some 24% of all pacer implants, compared to only 5% in 1981.

What are the implications of the increasing use of this sophisticated
device, especially for the Medicare program?

5. In your view, is Medicare payin% a.gtudent and reasonable
price for the services of surgeons involved in implanting pacemakers?

Finglly, I have one additional question for you, which I
was unable to ask due roc time constraints in the March l4th hearing.
. Your answer will be made a part of the record of this hearing
which is now being prepared:

6. Your preliminary findings relating to the efficacy of second
opinfon as a means of reducing rates of coronary artery bypass
graft surgery indicate that some 75% of those patients who took
advantage of your prototype program were able to safely avoid

this major surgery. If Congress required all of the aspproximately
63,000 Medicare patients who will have bypass surgery tgis year

to first obtain a second opinion from doctors comparable to those
on your tesm, what proportion of these patiencs do you think might
safely avoid this surgery, with what savings to the program in
physician and hospital payments?

1f possible, I would like to receive your snswers to these
questions by May 8, 1985, so they may be available for etudy prior
to the Committee'’s next hearing on this subject. On behalf of
the Members of the Specisl Committee, I very much appreciate your
taking the time and trouble to assist us in this way. Should
you have questions regarding this letter, plesse contact David
Schulke or James Michie of the Committee staff at (202) 224-5364.

Again, thank you for your continuing cooperartion and assistance.

Enclosures
JH:dsm
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BRIGHAM AND WOMEN'S HOSPITAL HARVARD UNIVERSITY

SCHOOL OF PUBLIC HEALTH
LOWN CARDIOVASCULAR LABORATORY
RCHARDSON FULLER BUTLDING
221 LONGWOOD AVENUE

w‘ BOSTON. MA 02113

617-232.1318
BERNARD LOWN. M.D. - PHILIP J. PODRID, M.O.

THOMAS B. GRABOYS, M.0. STEVEN LAMPERY, M.O.

CHARLES M. BLATT, M.D.

May 10, 1985

The Honorable John Heinz
Chairman

Special Committee on Aging
vnited States Senate

€33 pirksen Building
washington, DC 20510

- pear Senator Heinz:

.1 apologize for the delay in responding to your letter of April 26th but,
as I indicated to David Schulke, I had been out of the country and only
now have had opportunity to reply. With regard to the specitic questions
posed:

i,

A)
B)

The figure of 1.5% unnecessary pacemaker implantations, as judged by
PRO utilization review, does not I believe reflect the actual number
of inappropriate pacemaker implantations. Based on our group's
exparience with gecond opinions for pacemaker implants; our
experience with explantation (removal) of pacing units in a number of

- patients and our working group's own recommendations as published in

the Journal of the American Medical Association (JAMA), that figure
of 1.5% is woafully low.

The Medicare guidelines for pacemaker implantation allow for 2 wide
range of interpretation, particularly in the area of bradycardia (#s
15-7). There are elderly people who will exhibit heart rates in the
40's, feel perfectly well, yet experience some occasional dizziness
unralated to slow heart rate, and will be deemed candidates fox
pacemaker implantation. Group Il categories are quite loose,
particularly II-6. Again, many elderly people will be receiving

_medication for high blood pressure or angina pectoris which does slow

the heart rate. There are physicians who will implant a pacemaker in
anticipation of bradycardia which may ox may not occur with those
particular medications. Similarly, the New York STate Peer Review
guidelinas are questionably 1iberal; specifically conditions 5§ 7.

Our guidelines in JAMA can be summarized in two major categories:

‘Symptomatic advanced or complete AV block.

& tomatlc bradyarrhythmia not induced by drugs or concomitant
metabollc abnormalities.
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3. I am not aware of "hard data" which addresses overutilization of
pacemakers other than the collective experience of individuals such
as those in our working group organized by Brendan Phibbs.

4. There is categorically no sclentific reason why the perceant of dual-
chambered pacemakers has risen from 5% to 24%. Only a small
minority of patients require dual-chamber pacing. Furthermore, the
complexities of those pacemakers with the attendant pacemaker-induced
arrhythmias has created problems in management of patients only
rarely encountered previously with single-chamber pacemakers.

My own bias {s that if reimbursement were precisely the same for
single and dual-chambered pacemakers, the implantation rate of these
units would drop dramatically. Industry does an impressive "marketing
job® on physicians, urging their use of these units (see enclosure}.

The implications of the increasing use of these units will be
further cost not only in terms of the surgical and cardiologic fee, but
also in followup because of the so-called “pacemaker-mediated
tachycardias.”

5. As I understand from Mr. Schulke, reimbursement for the surgical fee
is somewhere between $1,000-2,000 dollars for this procedure.
Considering the fact that if I spend one hour examining and
counseling a heart attack patlent in our office for which Medicare
may reimburse me $50-60, the fee pald for a one-hour relatively
simple procedure ls unconscionable.

6. The data presented on gecond opinions for coronary bypass surgery
should be framed in the context of those patients with chronic stable
symptoms, and not those individuals admitted to hospital with
unstable angina, requriing urgent surgery. If we assume that 1/3 of
the 60,000 Medicare patients fall intc the "unstable®™ group and the
remaining 40,000 are “stable™ and thug guitable for mandatory second
opinion, a conservative estimate of those {ndividuals suitable for
deferred or avolded operation would be 50%. This translates to a
savings of approximately. 500 million dollars. If we subtract the
cost of our medical second opinion program (see Appendix I}, the
savings are still in the range of 430 million dollars.
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I do hope this information is of help to you and the Committee.
It was an honor to have provided testimony and I will be available to
assist in any way you deem necessary.

Sincerely,

\gww

. .
Thomas B. Graboys, M.D.
Director, Clinical Sexvices
cardiovascular Laboratories;
Assistant Professor of Medicine,
Harvard Medical School

/emkel-3

enclosure

—$ cc:  David Schulke
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APPENDIX I
Projected cost of Second Opinion Center

$1500 evaluation fees (three visits at 6 month intervalg
over first 18 months)}. This fee incorporates all testing.

1500 x 40,000 = $60 million
plus one hospitalization at conservative cost of $5000 for
10% of the medically followed patients over a two-year follow-
up - 10% x 20,000 patients = 2000 x $5000 = §10 million

Conservative Cost of Second Opinion Program = 70 million dollars

Net Savings = 430 million dollars
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“IS A DDD PACER REALLY
WORTH THE EXTRA MONEY?”
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4
Abstract Form AmericanHeart

Medical Research Association
Nursing Research
Number

Pleasa do not fill in!

THE AMERICAN
HEAR'rmA’nQ\“S SECOND QPINION OPTION AMOKG PATIENTS
ADVISED TO UNDERGO CORONARY ARTERY BYPASS
GRAFT SURCERY (CABG): RESULTS AND IMPLICATIONS
T.8. Craboys, S. lLampert, A. Headley, B. Lown,
P.J. Podrid, Cardiovascular Labormtories,
Harvard School of Public Health and Brighaz &
WYoments Hospital, Boston, MA
A second opinion was ssught by 91 patients
{Prs) {79 males, average age §C years, range
41-80) referred following recommendation for
CABC because of angina pectoris and/or a pre-
vious myocardial infaretion in 79% of PTs and
: . 7ailent” ST segment changes during erxercias
newmm M must be rikad teating in 11%. Covonary anglography rovealed
o ater than Monday, May 13, 1985, 28 (31%) with three, 38 (42%) with two and 25
{27%) with single vessel disease of >75% nar-

magepaﬁbpezﬁd&edh;!m rowing. Nine PTs (10%) had moderate or sevare
bor 16, 1085, Scientific Sessions, Novem- left main involvement while 82 PTs (90%) exhi-
l Washington, OC. bited left anterlor descending diseass includ-

“For review and grading, assign this ahstract to ing all PTs with single vessel disassa. Aver-
g age ejection fraction for ths group was 0.5.

the Grading Cato List number fisted

betow: Lald e recomsended CABC in 147 PTs and continued
medical therapy (MRx) inQA After an average

Cholce 1 Chqleez follow-up of 18 months (6-38), 70 PTa continus

on MRx and 7 required CABG. There was cne ¢car-

35 : 5. diac death in each group while § PTs in the MRx
Num P group had one additional cardia¢ related hos-
ber Number pitalization for acuts myocardisl infacction.
identify two key words Ofpfmﬁtobe Thus 75% of PTs initially recommended for
for indexing in the supp dati CABG were safely followed on a XRx, The econo-
anAHApumal oic savings for this selected population

1 . approaches 1.5 aillion dollars.

2.

mmmmmmmmmm ding to a px i approved by the nstitutional
been p siishod as a sipt or p d committee on ethics of human investigation or — i no

manynaﬂongimaamu mwmmm such comemittee exists — that it cordomms with the prin-
with the “Position of the American Heart Association on mdmmdwuwmw

Ressarch Animal Usa™ {sae anclasad statement} and A {Ctinical R 14:133, 1966).
that any human experimentation has been conductect -~

y .0 (, VNV
Author’s signature SR el Sou |

The undersigned certifies that ail authors named in this \
absvact have agreed o iis submission kv presentation
at the AHA Scientific Sessions, and are familiar with the
ten-author rule (see ‘Rmhwwr

Acobbmmuta atew -1



