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MEDICARE DRG’S: CHALLENGES FOR QUALITY
CARE

THURSDAY, SEPTEMBER 26, 1985

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

The special committee convened, pursuant to notice, at 9:00
o’clock a.m., in room SD-628, Dirksen Senate Office Building, Hon.
John Heinz, chairman, presiding.

Present: Senators Heinz, Glenn, Grassley, Warner, Burdick,
Wilson, and Cohen.

Staff Present: Stephen R. McConnell, staff director; Robin L.
Kropf, chief clerk; James Michie, chief investigator; David Schulke,
investigator; Isabelle Claxton, communications director; Sara
White, deputy communications director, Diane Lifsey, minority staff
director; Jane Jeter, professional staff (minority); Kimberly Kasberg,
staff assistant; Diane Linskey, staff assistant; and Dan Tuite, print-
ing assistant.

OPENING STATEMENT BY SENATOR JOHN HEINZ, CHAIRMAN

Chairman HEeinz. Ladies and gentlemen, good morning. We will
come to order.

Two years ago next week, Congress responded to skyrocketing
health care costs and the imminent bankruptcy of Medicare with
changes in the reimbursement method for hospitals under part A
of the program. Using diagnosis related groups, or DRG’s, as they
are called, hospitals are reimbursed for care on a predetermined,
specific rate for a specific diagnosis.

From the beginning, this committee has been concerned that
DRG’s make older Americans on Medicare potential victims of poor
quality care. Specifically, I have expressed concern on several pre-
vious occasions that hospitals might attempt to hedge the system
through premature discharges or inappropriate transfers of pa-
tients. I have also warned that the watchdog Peer Review Organi-
zations, the PRO’s, might be tied to the fence on a short leash
when it comes to quality oversight and enforcement.

Repeatedly over the past months, this committee has asked the
administration’s help in resolving conflicting reports on DRG
abuses and unnerving evidence that no corrective actions have
been taken. But they have not, I am sorry to say, shared our sense
of urgency, it seems, nor our view of how deeply flawed the DRG
system may be.

(1)
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The committee has just completed its own 4-month investigation
of the impact of DRG’s on the quality of care received by Medicare
beneficiaries. The major findings of this investigation include the
following:

First, seriously ill Medicare patients are being denied admissions
to hospitals or are being catapulted out of hospital doors prema-
turely as a result of inflexible, inaccurate pricing and packaging of
illnesses. And patients are judged as “DRG winners or losers,” de-
pending on the profit potential that they represent under this cur-
rent payment system.

At least in part, the packaging problem is that the DRG’s fail to
account for differences in severity of illness, and the likelihood that
an older patient may suffer from not a single, but multiple condi-
tions, which cannot be categorized under a single diagnosis.

Second, for physicians around the country, DRG’s have created a
dilemma of medical ethics versus profitable practice. Basically, fi-
nancial incentives provided by the DRG’s result in hospitals pres-
suring doctors to violate their own medical judgment in treating
patients. It is not uncommon for a hospital to publicly rank the
performance of its doctors with the highest kudos going to those
with shorter stay, money saving patients and black marks for doc-
tors whose patients’ stays are longer and cost more.

Third and finally, the quality abuses we have documented under
the DRG system cannot be properly monitored and sanctioned by
the Peer Review Organizations under current administration
guidelines. PRO’s cite vague, confusing, and conflicting information
from the Health Care Financing Administration regarding their
monitoring responsibilities. They feel hamstrung without meaning-
ful, effective enforcement powers, and they feel financially vulnera-
ble given current contract arrangements with the Health Care Fi-
nancing Administration.

Without strong, sharply focused instructions and appropriate
sanction authorities, the Peer Review Organizations can offer little
assurance for the Congress and for the American people that qual-
ity has not gone out of care under Medicare. -

At this time, I would like to enter the full report of the commit-
tee’s staff investigation in to the record.! Highlighted at the end of
the report are several specific recommendations for actions to cor-
x']__)ec\éT some of the most blatant loopholes and oversights in the

RG’s.

Chairman Heinz. We have a full schedule today, and I look for-
ward to the comments of our witnesses, but first 1 want to recog-
ax'ze the ranking minority member of the committee, Senator

lenn.

STATEMENT BY SENATOR JOHN GLENN

Senator GLENN. Thank you, Mr. Chairman. I welcome our wit-
nesses here today.

As ranking Democratic member of the Senate Special Committee
on Aging, I am pleased that the committee has begun its examina-
tion of quality of care questions surrounding the phasing-in of pro-

1 See p. 314.
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spective fixed payments by DRG’s, diagnosis related groups, for the
hospital care of Medicare beneficiaries. Today’s hearing, “Medicare
DRG’s: Challenges for Quality Care,” is the first of several hearings
which the committee intends to hold to explore quality of care
issues facing the Medicare program.

With enactment of the PPS, prospective payment system, in
1983, we dramatically changed the nature of Medicare reimburse-
ment to hospitals. This conversion from cost-based retrospective re-
imbursement to fixed payments reflected the administration’s and
Congress’ determination to reduce rapidly increasing Medicare ex-
penditures. Had program growth continued unrestricted, with aver-
age yearly increases averaging 19 percent, the Medicare hospital
insurance trust fund would have become insolvent by the end of
this decade.

I am pleased we are achieving our cost containment goals for
Medicare and improving the financial health of the trust fund.
However, ever since PPS was enacted 2 years ago, Congress’ objec-
tives have stretched beyond simple dollars and cents savings. The
intentions were and are today to rein in inflation and unnecessary
spending without sacrificing the quality of medical care available
to Medicare beneficiaries. It is the unnecessary spending that we
have been after, not the revenue essential to provide high quality
health services to elderly beneficiaries in need.

Congress created Peer Review Organizations, PRO’s, to be the
watchdogs of the Prospective Payment System, PPS. By its very
makeup of fixed payments being made on a per admission/per di-
agnosis/per discharge basis, the new DRG system mandated strict,
accurate and high quality utilization review. The PRO’s were de-
signed to redflag health care providers who might attempt to end-
run the system through increased admissions or reductions in care.
Specifically, Congress included the following as potential abuses:
Unnecessary or multiple admissions, premature discharges, and in-
appropriate patient transfers. The PRO’s were given the job of re-
porting any such abuses to the Health Care Financing Administra-
tion. In turn, the Department of Health and Human Services was
authorized to deny payments to practitioners found to be providing
unfit or unnecessary care, or to take other corrective actions in-
cluding prohibiting them from future participation in Medicare.

In the Congress, we have always known that the impact of PPS
needs to be closely monitored. Under this new reimbursement
systemn, the rules of the game and financial incentives have
changed immensely. And, as widespread consequences of changes
are being implemented in the largest health care financing pro-
gram in the United States, we need to be guarding against the new
forms of program abuse and/or misunderstandings that might crop
up, in addition to shortcomings of the program structure itself.

We are now approaching the end of the second year of the three-
year phase-in of the Medicare DRG prospective payment system,
which began with each hospital’s first cost reporting period on or
after October 1 of 1983. During the past year or so, some of us have
heard anecdotal stories of the system not working—of beneficiaries
being told that their Medicare hospital days had “run out” becanse
of the new DRG’s. These types of allegations may be the'\ones

5,
\
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people most often like to repeat because there is an obvious “bad

y.

The truth is we are just beginning to get the feedback we need to
make an honest evaluation of how the Medicare DRG’s are work-
ing. And, in examining DRG’s for any shortcomings, we need to
look to fine-tune the system from all angles. Some competent and
caring health care providers in Ohio—who want to provide the best
level of care possible to Medicare beneficiaries—have shared some
of their own concerns with me. In certain instances, their com-
ments have focused on how the pricing mechanisms can be adjust-
ed for advancements in medical technology. At other times, their
observations have concentrated on problems and uncertainties with
the performance of the Peer Review Organization.

And quite frankly, I am not sure that we are going to find any
clear cut set of problems with the DRG’s, which means “solutions”
are going to be more difficult to formulate and agree upon. Howev-
er, as every member of this committee knows, the Medicare pro-
gram’s success is only as good as the quality of the health care that
it delivers. If we find problems, we are going to correct them.

The elderly and disabled Americans served by Medicare repre-
sent an unusually vulnerable group of citizens. A large majority
live on fixed incomes and a disproportionate number suffer from
chronic diseases. These Americans are not typical in their health
care needs, resources or concerns. Moreover, those most likely to be
hospitalized tend to be the oldest beneficiaries with the least
income, and the most likely to be alone, no one else to help them
out or help care for them. Often, they are older women without
family members living nearby to help them through their illness.
So I look forward to exploring how we can better meet the health
care needs of these beneficiaries. Thank you, Mr. Chairman.

Chairman Heinz. Senator Glenn, thank you very much for a
most thoughtful statement.

The Chair now recognizes a member of this committee who, in a
gense, has double duty on behalf of the elderly. Senator Grassley
serves on the Labor and Human Resources Committee, and on that
committee, he chairs the subcommittee that deals with the Older
Americans Act and many other authorities important to senior citi-
zens. And, of course, we have been privileged to have him as a
valued member of this committee for a number of years. The
senior—you are getting to be the senior Senator from Iowa.

Senator Grassiey. I am 52 years old.

Chairman HEINZ. 52 years old. Senator Grassley.

STATEMENT BY SENATOR CHARLES E. GRASSLEY

Senator GrassLEy. Thank you, Mr. Chairman, and I am going to
insert my statement, but I would like to point out two things: One,
as chairman of the Senate Subcommittee on Aging, Senate Labor
and Human Resources Committee, I held a hearing in Iowa the
second week in August on much the same subject. Of course, most
of the witnesses were from my State. So, from that standpoint, geo-
graphically, it has a narrow focus, but from the standpoint of the
problems that you will hear today, I assume that I did not hear too
much different at that hearing than we will today. But I would
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suggest that you and I compare notes from your record here and
from the record that we have of that hearing, so that we can par-
ticularly focus upon special problems that might relate to rural
hospitals. We have a tremendous problem in my State of DRG's
impact because of the rural/urban wage index, how it impacts
upon rural hospitals. And I have to be more sensitive to the con-
cerns of people from metropolitan areas where there might be spe-
cial problems as well. So there can be that cross-fertilization of
your hearing versus mine and see if we can have a common under-
standing.

Second, for all the witnesses, because I will not be able to be here
except for the first panel, I would like to suggest that I am loocking
for people who say that the DRG’s were absolutely the wrong ap-
proach and it ought to be dumped. Now, so far I have not heard
that too much. It is mostly a case that, yes, we had to do something
in the area of cost control and the DRG’s are a place to start, but.
And then from that conjunction “but,” there is a lot of movements
in a lot of different directions of ideas of how they ought to be
changed.

But, for instance, [ want to hear if there is anybody who believes
that it was a mistake and we ought to go back to square one and
not start over, or we ought to go to square one and start over with
something else.

Second, I will be looking for a consensus of where things ought to
be after that word ‘“‘but.” The extent to which there is a consensus
glgé ,certa'm things ought to be done in a certain way with the

8.

Now, Senator Glenn has already said that after 3 years, we com-
mitted ourselves to a review. So in this hearing, plus lots of other
hearings in other committees that have some jurisdiction over
DRG’s, we are looking for that point by 12 months from now where
we have a consensus of what needs to be done after that original 3-
year commitment.

Beyond that, Mr. Chairman, I will submit a written statement
for the record.

[The prepared statement of Senator Grassley follows:]

STATEMENT OF SENATOR CHARLES E. GRASSLEY

1 appreciate the opportunity to be here this morning to hear the testimony of our
witnesses on the Medicare prospective payment system and its implications for qual-
ity of care. Just last month, I held a similar hearing in my state of Jowa through my
chairmanship of the Subcommittee on Aging in the Senate Labor and Human Re-
sources Committee. We examined the Medicare prospective payment system at its
two-year mark and examined its impact on health care providers and Medicare
beneficiaries.

We all recognize the need for Congress to change the way the Medicare program
reimbursed hospitals to a prospective payment system. The Medicare system could
not have sustained prolonged growth of 22 percent like it experienced in 1981. Such
rapid increases in hospital expenditures would have jeopardized the provision of
health care for all our elderly citizens.

The traditional retrospective cost-based method of hospital reimbursement provid-
ed no incentives for hospitals to be cost-conscious. In the past, Medicare rewarded
increased expenditures—not prudent management. The prospective payment system
we created in 1983 in Public Law 98-121 has dramatically slowed the growth of
Medicare Part A. But along with the impact of PPS on cost of care, it also has im-
plications for the quality of care for beneficiaries.
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One of the cost-containment as of the prospective payment system is the
built-in incentives for hospitals to both admit patients and to discharge them earli-
er. The Peer Review Organizations were created and charged with the important
role of monitoring the validity of diagnostic information, readmission rates, appro-

riateness of services and other measures of quality. I think it is safe to say that the

ealth Care Financing Administration has put a greater emphasis on its utilization
reviews, rather than ensuring that financial incentives in the DRG system don’t vio-
late good medical judgment and encourage substandard care of beneficiaries.

Previous Congressional hearings have added weight to growing concerns about
premature discharges, lack of post-acute care options, and misunderstandings
among beneficiaries and providers on DRG procedures and discharge appeal rights.
Even in my hearing in Iowa, anecdotal information was relayed to me that patients
are being released much earlier from hospitals and are being sent to nursing homes
which are ﬂle«wi ped to address their heavy care needs. Even more at risk are
those elders with heavy care needs who are released to their homes in communities
that lack programs of comprehensive community based care.

However, one of my concerns is that much of the information we have available
on quality of care is strictly anecdotal. I hope that HCFA can reevaluate its ap-
proach to quality of care review soc we have a better basis on which to assess the
DRG system.

Mr. Chairman, I look forward to hearing the testimony of our distinguished wit-
nesses this morning to help us shed some light on these issues.

Chairman HEeinz. Senator Grassley, I think those are very well-
taken comments. You are quite right. DRG’s have been very impor-
tant as a cost saving measure; Medicare, which was threatened
with bankruptcy within the next 2 or 3 years, now appears to be in
substantially healthier financial condition. And a financial crisis in
Medicare is not expected until the next decade. Well, that is
progress.

DRG's can be an effective cost control mechanism, but if we are
not very careful in the way this system is implemented, I worry
that we will find that if there are flaws, that the flaws will become
so big and bad that the system will in its entirety be scrapped, and
I am not quite sure what the alternative might be. But I think
whether one is for the system or has an instinctive dislike for it—I
do not have an instinctive dislike for it—it is time for Congress to
very carefully look at what is going on out there. It is time for the
administration to look at what they have created; it is time for the
administration to actually appoint some people into the jobs that
are supposed to monitor what is going on. We have far too many
unfilled management positions in the Department of Health and
Human Services. Everybody is in acting capacity, which means
that they are not acting, except in name.

So we have some problems, and I think your points were all ex-
tremely well taken, but we must begin to {ook at this system, and
this is the only committee of Congress that so far has focused on
the quality of care under DRG’s. On the House side, the Ways and
Means Committee has not, and neither has the Commerce and
Energy Committee. The Senate Finance Committee, on which both
of us sit, and which has jurisdiction over Medicare, and the Health
Subcommittee of that committee of which I am also a member,
they have not looked at this system; and certainly, HCFA has not.
There is a need to look at this quality issue squarely in the eye,
and, of course, our first panel of witnesses has had some experi-
ences in that regard. So I would like to extend, especially to them,
a warm welcome. They have traveled, in many instances, quite far
to be with us, one from California and another from Minnesota. I
do want to welcome Mrs. Carol Mahla from Minnesota, Mrs. Mar-
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garet Buttrill from Virginia, and Mrs. Betty Kratt of California.
She is accompanied by Dr. Karl Kellawan, the physician who cared
for her mother.

I might add, Mrs Kratt is recently retired from the family’s own
auto parts and repair business. I want to thank all three of you
women for coming here to share with us what I know were very
unfortunate and distressing experiences of close family members,
in this case, in each instance, it happens to be a mother, I believe.
And at the same time, I want you to know that your testimony is
going to help us, I think, to concretely understand how and why a
system which we did enact and is meant to care for our senior citi-
zens can, nonetheless, be flawed and become insensitive and some-
times go terribly wrong.

Now, Mrs. Mahla, if we may, could we begin with your story this
morning, and could you briefly tell us about your mother’s hospi-
talization earlier this year and what happened afterwards.

STATEMENT OF CAROL MAHLA, DULUTH, MN

Mrs. MaHLA. Yes; this is a brief synopsis of the last weeks prior
to my mother’s death. She was 75 years old. I believe she was inap-
propriately discharged from the hospital to a nursing home that
could not possibly give her the care and surveillance that she
needed. I firmly believe that she did not stand a chance to survive.

Mother was recovering from major abdominal surgery complicat-
ed by a very, very severe staph infection. Her surgical incision was
reopened to 4 inches and 3 inches deep. I could stick half my hand
into that incision, and it was being irrigated twice a day. She then
suffered a major heart attack, and she was in critical condition. Six
days later after the heart attack, just 2 days out of intensive care,
she was approached by the doctor and asked if she wanted to go
home in 2 days. And she said, “No way.” And I questioned as to
why the doctor would even ask her about going home. She had not
even been out of bed yet. And on that very same day, that after-
noon, while walking with the therapist for the first time, she suf-
fered a cardiac arrest. When I arrived at the hospital into the in-
tensive care unit, I found her alert, awake, but very frightened.
S};i was breathing on her own after 2 hours and attempting to
talk.

One-and-a-half days later, I was called at work by my mother’s
doctor. He informed me that she had suffered a stroke, her left side
was paralyzed, she had slurred speech. Then on the phone he asked
me if I wanted to put a “Do not resuscitate” on her chart. He indi-
cated that he would also talk to my mother about it. He also told
me I was to meet with a social worker that very afternoon about
nursing home placement.

I met with the social worker, and T was at a loss for words, I was
totally unprepared. I gave her the names of three nursing homes.
None had a skilled bed available. Five days passed and I was told
that my mother would have to leave the hospital in 2 days. There
was a skilled bed available at a nursing home that she would have
to take or her Medicare would be pulled.

The available bed was at a nursing home that had been recog-
nized and cited in the newspaper for having the worst care in the



8

city and very substandard. The social worker knew how distraught
and helpless I was. I asked if my mother could stay the weekend;
the answer was no. I asked what would happen if I refused the bed,
and they said that her Medicare would be pulled.

I pleaded with the doctor, and he said-—and he looked right at
me and said, “Carol, she has to go. The hospital is on my back.” At
no time by anyone was I verbally or in writing told of my mother’s
rights under the DRG’s, by anyone. In fact, it was 2 months to the
day after my mother’s death that on my own I went and got this
copy of DRG's, and had I ever received this when I needed this in-
formation, my mother would have never been discharged from that
hospital.

My mother’s condition was charted as stable; I could not under-
stand how anyone suffering a major heart attack, a cardiac arrest,
a stroke, an open incision and a staph infection could be charted as
stable. I told the doctor that, and he said, “Carol, she’s fragile.”
Mother’s entire stay in a nursing home exceeded my greatest fears.
1 will not even go into the humiliation that she suffered.

When my mother was transferred to the nursing home, they did
not even send her heart medication with her; she went 12 hours
without medication for heart stabilization.

Some of these were so critical. When she was being transferred,
she was vomiting, and she continued to vomit until the day she
died. I asked how often her vital signs were to be taken: “Once a
month.” That is quality care, right? And then I went and said, “I
want them taken every shift change,” which they were.

I ordered a foam mattress. It was not put on the bed for 5 days,
and the day it arrived, they stood it in the corner. And the next
day when I got there, I asked why was it not put on, she had bed-
sores, and they said, well, that is the way the day shift is.

I was there most meals feeding her because she was a stroke
victim and she had a hard time swallowing. They did not even put
a chart on her, input/output. She was building up with fluid for 3
days. I asked and requested a doctor be called, because congestive
heart failure is a complication to her type of heart attack. When I
finally got so angry I could hear her breathing from the doorway, I
went to the nurse and I said, “Did not anybody call a doctor?” She
went and got the chart; it was not even charted about her breath-
ing or that I requested it.

They called the doctor; she was put on Lasix for congestive heart
failure. Six days later I had my mother transferred to the nursing
home of my choice. The care shown her there for 12 hours was fan-
tastic. It was beautiful and they were showing her exactly what
should have been shown her the care from the first nursing home.
The day that she was transferred, her blood sugar had dropped so
low to 40, when I got her to the second nursing home, I pointed it
out to the nurse, and the nurse could not believe they had actually
transferred her without bringing up her blood sugar. She called the
doctor immediately, and they took steps to bring it up.

My mother died on July 19, 6% days after she was released from
the hospital, 12 hours after she was at the new nursing home. 1
cannot understand how critically ill patients like my mother can
be put in a nursing home that are totally understaffed and ill
equipped to handle the type of patient that my mother was.
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I have had the chief administrators from both nursing homes tell
me that they cannot handle the patients they are getting since the
DRG’s were in force, and I believe them. Had I known again about
my rights under the DRG’s, the end of my mother’s life may not
have been different, but the conditions and the trauma in which
she died would have been changed because I would have never left
her out of that hospital, never, to die like she did.

Chairman HeiNz. Mrs. Mahla, thank you for sharing with us
what was obviously a terrible experience for you. Unfortunately, I
fear that your experience is not unique.

Mrs. MAHLA. No, it is not.

Chairman HeINz. Maybe Mrs. Buttrill would—Senator Grassley
asked a point of clarification. How large is the city in which the
hospital was located, Mr. Mahla?

Mrs. ManLa. 90,000.

Chairman Heinz. 90,000 population.

Mrs. Buttrill, I understand that your mother, Mrs. Elsie McIn-
tyre, suffered a massive heart attack, a stroke this past January,
and was hospitalized. Could you tell us about your mother’s experi-
ence in the hospital and what happened afterwards?

STATEMENT OF MARGARET BUTTRILL, NORFOLK, VA

Mrs. BurrriLL. Well, first, I will tell you it is one of Virginia’s
largest cities and a very big hospital.

My mother had a stroke and a massive heart attack on January
the 12, and under DRG you have to find one illness. So she was
entered as a heart attack patient, and sent to intensive care. She
was stabilized quickly, brought down into the cardiac floor on a
Monday. Mother could not feed herself, she could not talk, she was
a brittle diabetic, and had to have food. I went to the hospital and
found a regular diet, not diabetic, not pureed, but a regular diet for
a patient that could not feed themself. The tray was sitting there,
and it was stone cold. The answer I got: “We do not have the time
to care for her.”

After 12 days, the social worker called me at home, and my
daughter, who is here with me, was at my house when she called.
She gave me three choices: Take her home, put her in a nursing
home, or pay the bill yourself. My mother had care under the Vir-
ginia Methodist Conference Plan with Provident Insurance Co. to
pay 100 percent. They had paid 100 percent in September. They
would not look at the fact that she had other insurance. It was
only that I could pay or the family could pay. We had a conference,
including all members of my family, my brother-in-law and my
sister, who are also here, and the doctor and two representatives of
the hospital. They told us she could not stay.

The only way we could get her into a nursing home was to de-
clare she was ready for therapy. A woman that cannot raise her
arm, that cannot talk, that cannot feed herself, cannot have ther-
apy. But one nursing home agreed to take her for the 16 days that
are allowed under DRG for therapy.

When she was transferred to this nursing home and I got there,
they asked me why she was transferred. She could not do anything.
She was hypoglycemic! That meant she was down to 40 as far as
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her blood sugar was concerned. The entire 5 days that she was
there, I stood and watched her go almost into a coma; that was a
result of the fact that this nursing home could not care for a pa-
tient. On the weekend, I asked them if they would kindly call her
doctor, and my response was, ‘‘Medicare says a doctor only visits
every 6 weeks.”

Well, I have a temper, and I picked up that phone and called the
doctor myself and told him what they said. He said the nurse
should have called. We were paying this doctor, not Medicare. The
next morning her blood sugar was so low that I put her back in the
very same hospital that had forced me to take her out. I also pulled
a few strings through friends, and the hospital had received a call
that they were not going according to the regulations. There were
three nurses when I put her back in the hospital for 30 patients
and one orderly.

Now, this woman had been active, she did not lock her age, she
had a keen mind, and the doctor said, “We are trying everything,”
but those nurses only looked at 88 years of age. And they said to
me, “What are you trying to do? She has lived a good life.” And I
told them I was trying to save my mother the humiliation that
they were giving her. They would change her bed, my mother was
a proud lady, and expose her to everybody on the hall. She did
have a Clinitron bed which kept down the bedsores, but we had to
put nurses on full-time through her private carrier, Provident, for
24-hour service, and we had them for 2 months. It did not cost
Medicare one dime. The nurses would administer medication (insu-
line) to my mother that caused her to go hypoglycemic, because she
was on an insulin intake when they felt she needed it. They said,
“We did not have time to read the chart.” My sister begged them
not to give her a shot, and right in front of her the nurse gave it to
her. My mother’s blood sugar was down to 40, and 6 people in
there beating on this little frail woman trying to keep her alive. It
was traumatic!

What just made me hot was when they gave me—Medicare paid
for these—four plastic pans, because she had been transferred four
times, four plastic pans, four plastic bedpans, dirty bed pads that
my dogs use.

I definitely feel that my mother would have died anyway, but the
quality of care that she got was not what I expected. And I do not
understand why they would not accept my mother’s second insur-
ance.

Thank you.

Chairman HEiNz. Mrs. Buttrill, thank you for relating a very
trying, difficult, and I think Senator Grassley and others would
join me in saying, a very shocking experience.

Let me ask Mrs. Kratt what your mother’s experience was, and
also what happened in terms of her hospitalization and discharge.

STATEMENT OF BETTY F. KRATT, BAKERSFIELD, CA

Mrs. Kratr. Thank you.

I want to thank you for inviting me here today so that I can tell
you about the treatment that my mother had while she was in the
hospital under Medicare.
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My mother was 85 years old when she died early this year. She
had been ill with kidney failure, high blood pressure, heart condi-
tion, blind, and a loss of hearing.

I entered her in the hospital January 9, 1985, with a heart attack
and kidney failure. The hospital took good care of her except for
her meals. She was so weak and unable to feed herself, She was on
oxygen 24 hours a day and her heart was so bad that her skin color
had turned blue. During her hospital stay, my mother required
around-theclock oxygen, she had a catheter, 1.V, tubes, and a feed-
ing tube.

Then, on January 29, 1985, I received a call from the hospital
stating that my mother would have to go to a nursing home be-
cause she no longer needed their acute level of care. On January
31, they sent for an ambulance and transferred her to the nursing
home. This was done against Dr. Kellawan’s orders and while he
was out of town. I was not told anything at all at the time that I
could appeal to the hospital to not send her out. I did everything I
could to prevent them from moving her, but they told me that
Medicare would not let her stay any longer and they were losing
money on her.

To make matters worse, the hospital informed the nursing home
that she was able to feed and bathe herself and also had bathroom
privileges. This was absolutely not true. She could not move at all.

My mother passed away on February 1, 1984, just 14 hours after
entering the nursing home. A day or so after her death, I received
a letter at my home from the hospital saying that if I did not agree
with my mother’s discharge, I could send in a written appeal.

I would like to express my feelings about this treatment of my
mother and how I was unable to do anything to prevent it. It has
been quite a trauma for me. I still wake up at night trying to sort
out all the events and what can be done to stop this from happen-
ing to our older people. I am 65 years old myself, and my husband
is 66, and we are heading down this same road and I do not want
any part of if.

I have been very angry over all this. I feel like all of this is what
has killed my mother. 1t is just like murder to me.

Thank you.

Chairman HEeiNz. Mrs Kratt, I am going to enter into the record
at this point the letter sent to your mother on January 29.

Mrs. Kratr. Yes.

Chairman Heinz. Which says, and I quote in part: “Our review
indicates you now need the type of care normally provided in a
skilled nursing facility. You will be eligible for Medicare. Your
physician was consulted concerning this matter.”

And it also states in part that, “A physician reviewer from our
Utilization Review Committee has determined that you no longer
require an acute level of care.”

Mrs. Krarr. I think that was just a form letter, though.

[The letter referred to follows:]
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Hospital

Re: Mabel Fﬁnch
Health XInsg.§550077491 ©
Admission date: 1-9-85

Mrs. Mabel Finch
3118 University Avenue
gakersfield, CA 23306

Dear Mrs. Finch:

During your stay in our hospital, the care you receive is revieved requiarly
by our Utilization Review Commitree. Utilization review is performed cn
assure that the hospitalizations are medically necessary and that the
services are appropriate. This review follows Federal guidelines.

A physician reviewer from our Utilization Review Committee has determined
that you no longer require acute level of care. Our review indicates you now
need the type ¢ of care norﬂally*provxded in a_skilled nursing facxlity.

- o p R
ngyggeq;pyéxedk‘ f} 3 ‘Your physicxan was consulted concerning this aatter.

If you do not aqree with this decision, you may request a reconsideration by
filing a written request with the hospital Utilization Review Committee. If
you disagree with the Utilization Review Committee decision you may appeal in
writing within 60 days to California Medical Review, Inc. {CMRI}, 2920 ¥
Street, Suite G, Bakersfield, California, 93301.

If you or your family have any questions regarding this matter, we will be
pleased to assist you.

Sincerely yours,

Mary Jo Rrown, R.M.
fHtilization Review Coordinartor
e Rari Kellawan, nnon,

ftirilizarion Review Commiftec
s Offine "

s nes
[of 114
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Chairman HEeiNz. Now, I am going to call on your mother’s
doctor in a minute, but I would just observe that if a fraction of
what you have testified to is accurate, the person that wrote this
letter, if they knew the facts, has violated Federal law and is sub-
ject to sanction. Indeed, as I recollect, the sanction for knowing fal-
sification of such documents is a violation of title 1001 of title 18 of
the U.S. Code, and there is a penalty of $10,000 fine and up to 5
years in prison. There are strong civil sanctions as well.

I just wanted to include that in the record, because it illustrates
the seriousness of what is involved here.

I want to call on Dr. Kellawan who, I believe, was your mother’s
physician.

Mrs. Krarr. That is correct.

Chairman HEeinz. Dr. Kellawan, do you agree with everything
that Mrs. Kratt has testified to?

Dr. KeLLawanN. She expressed it very well, Senator.

Chairman Heinz. Would you add anything to what she has said?

STATEMENT OF DR. KARL K. KELLAWAN, BAKERSFIELD, CA

Dr. KeLLawan. I took care of this fine woman for several years,
and she sustained a heart attack at home. We hospitalized her, and
I had very good rapport with the family. We discussed her clinical
status in great detail, and I told them that my function as a physi-
cian here, my job would be to try and keep as comfortable as possi-
ble. I consulted a cardiologist, and we both agreed that her heart
function could not be improved considerably. We gave her maxi-
mum therapy; as she stated, she was on oxygen. We gave her mor-
phine for pain, and to prevent dehydration we gave her some intra-
venous fluids. She was on a very careful intake and output.

Chairman Heinz. Is it your opinion that she was discharged from
the hospital in an unstable——

Dr. KELLawaN. Absolutely.

Chairman Heinz. Well, let me just ask the question.

Was she discharged from the hospital in an unstable condition?

Dr. KeLLAWAN. Yes, sir.

Chairman HEeinNz. Should a patient ever be discharged from a
hospital in an unstable condition?

Dr. KeLLawan. I thought it was rather inhumane and I told that
to the discharge coordinator, I told that to the chairman of the Uti-
lization Committee, and I am still having feedback on this case, be-
cause this really disturbed me. They said we will see that this is
never done again. But to state that this patient was stable and the
condition to be transferred to a nursing home was a lie.

Chairman HeiNz. Let me ask: You have not only had experience
with Mrs. Finch, Mrs. Kratt’s mother, but you have listened to the
testimony of Mrs. Bottrill and Mrs. Mahla regarding their mothers.
What does what we have heard indicate to you about the DRG
system, to you as a practicing physician?

Dr. KELLawaN. As a practicing physician, the DRG system to me
is a nightmare. The uniqueness about the human being is that we
are genetically all different, and my pneumonia-will not be the
same as your pneumonia. I react to my illness different than you
will. And to categorize because I have pneumonia, assigning a cer-
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tain number of days, and saying in a certain number of days Karl
K. Kellawan is supposed to get better, and Senator Heinz will take
3 days to get better, is entirely wrong. It is against all scientific
reasoning.

Chairman HeiNz. Let me ask you this: We have heard stories,
again here today, not just here but on other occasions as well,
about physicians who are professionals and who are supposed to
uphold a certain standard, certain minimum standard of medical
care, quality care, that they are being pressured by hospitals and
administrators to get patients out of the hospital before they
should move out of the hospital. Is there any truth to that?

Dr. KeLLawaN. That is very true.

I have a profile in one of the hospitals I practice. Right now.I am
a good guy because I make money for them. But next week I may
be a bad guy because they lose money.

They can coerce you in many ways. You want to admit patients
to the hospital; they say, well, no, there are no beds available. They
can intimidate you by endeavoring to get you kicked off the staff
when you do not do your charts on time. I am not a surgeon, but,
for example, I do certain endoscopic procedures, they can make it
difficult for you scheduling your patients. We do not have time to
do it; we can do it next week for you.

So there are a lot of techniques that are being developed to so-
call punish you.

Chairman Heinz. If hospital administrators are pushing doctors
around and doctors are letting themselves be pushed, and they are,
as a result, discharging patients who should not be discharged, pa-
tients who are unstable; and, as a result, patients die or have other
slightly less serious things happen to them, do you believe that
those doctors risk malpractice suits?

Dr. KeLLawaN. Absolutely. This is a malpractice case. This hos-
pital could have been sued and I could have been involved in the
suit.

I mean, she knows this. I know it. As a matter of fact, I discussed
this case with a former president of the Medical Society. He said,
“Why do you not get a lawyer to sue the hospital?” He said, “That
might make them change their tactics.” And I am pretty sure they
would collect.

Chairman Heinz. Have you any idea what the award against the
hospital for this kind of malpractice might be?

Dr. KeLLawan. Well, you know, I am from California. Things are
a little different there.

Chairman Heinz. What happens there? [Laughter.]

We know that everything is different in California.

Dr. KELLAWAN. Awards are higher there.

Chairman Heinz. Give us an idea of the kind of an award.

Dr. KELLEWAN. Oh, I would say a quarter of a million dollars.

Chairman HEiNz. A quarter of a million dollars?

Dr. KeLLawan. Yes.

[The prepared statement of Dr. Kellawan follows:]

StateMmeENnT ofF KARL K. KELLawaNn, M.D.

Shortly after you had your press conference in Washington as Chairman of the
Special Committee on Aging, 1 phoned your office and discussed some of my feelings
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concerning Medicare recipients. Your staff members, Mr. David Schulke and Jim
Michie, were extremely courteous.

The DRG system has had a significant impact on Medicare recipients. The DRG
system fails to adequately make provisions for differences in age. A 65 year old
Medicare recipient who has pneumonia is a lot dfiierent from an 85 year old recipi-
ent with pneumonia.

I have been pressured into discharging patients from the hospitel because the
time allotted under the DRG gystem had run out. I have also, at times, refrained
from ordering certain tests because of the reimbursement considerations. On the
other hand, I am fully aware that my failure to order a certain expensive test and
missing existing pathelogy, could result in malpractice litigation.

The DRG system categorizes patients. Patients under the DRG system will receive
a level of care that is not equal to the level of care given to private patients or pa-
tients with private insurance. Physicians will always be vocal when their patients’
care is compromised. DRGs pay for one illness, but most Medicare atients, especial- -
ly those over 65 have multiple system problems. They are admitnedp with one disease
but other systems problems. They are admitted with one disease but other systems
become involved; this requires prolonged hospitalization, increases costs, and time
spent with these patients is usually more than with patients under 65 years of age.
Trying to make a diagnosis of their multifaceted illnesses is not easy and many
times their attending physician must seek help from multiple subspecialists. This, of
course makes their care and evaluation more expensive, but the Medicare patient is
entitled to the same diligence in the evaluation of his illness as the private-pay pa-
tient.

As a practicing internist, I see many patients who are Medicare recipients. I en-
deavor to be as meticulous in my workup of these patients as with any other pa-
tient.

The DRG system threatens this type of care and it is my hope that through these
hearings this Special Committee on Aging will see that the health care of every
senior citizen in this country is jeopardized.

Chairman Heinz. Before I turn to Senator Warner who is also a
very active member of this committee, let me Jjust check one point
with our three first witnesses.

Mrs. Mahla, you said that you never received any informaton on
your rights or your mother’s rights under the DRG system unti] a
couple of weeks after your mother had passed away; is that cor-
rect?

Mrs. MaHLa. I never received any rights until a week-and-a-half
ago, 2 months after she died.

Chairman HEeiNz. Two months after she died.

Mrs. MaHLA. I did not know we had an appeal.

Chairman HeiNz. And at no point were you ever informed that
you could appeal the discharge decision.

Mrs. ManLA. Not once.

Chairman HEiNz. Were you ever informed that you could appeal
the discharge decision, Mrs. Buttrill?

Mrs. BurrritL. No; we were told that the head of the DRG in
Richmond sent these guidelines down and that was it. )

Chairman Heinz. Well, as you have both now learned, it is a fact
that there is a right of appeal of a discharge decision and that that
is a right that everybody has under the DRG system, and that you
should have been informed of these rights. But, as a result of your
not being informed, you were deprived, and most importantly, your
mothers were deprived of their legal rights. _

And I gather, Mrs. Kratt, you were not informed of your right or
your mother’s right to appeal the decision of the discharge. Is that
correct?

Mrs. Krarr. The first 1 knew of it was when I received that
letter, and it was after she had passed away. The letter was ad-
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dressed to my mother. It was not addressed to me, but I opened it
up, and then it was all in there about how I could appeal.

}?hq}irman Heinz. And the letter explaining all that was received
when?

Mrs. KraTT. After she had passed away.

Chairman HEeINz. It does not do a lot of good then, does it.

Mrs. Kratr. They wrote it on the 20th, and then she passed
away a few days later.

Chairman Hrinz. Well, I must tell you, each of you is to be com-
mended on coming here and testifying. I know it is not easy. In the
first place, it is hard to testify about the difficulties you have had
with a loved one; second, you have got some very tough things to
say about what is taking place in this country today.

I wish I could say that you were the only three people in the
country who have had these kinds of experiences, but 1 suspect you
know that you are not, by any means, unique. It is happening
across the country.

I want to call on Senator Warner of Virginia, who has taken a
very great interest in the activities of our Aging Committee. I
cannot think of a hearing he has not participated in, and, as
always, it is a pleasure to have him with us. Senator John Warner
of Virginia.

STATEMENT BY SENATOR JOHN W. WARNER

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

I can speak from some personal experience. I have a mother that
is 98 years old, and I am responsible for her care. Fortunately, up
until just a little while ago, we had good luck. But my question is
as follows, Doctor: This whole situation, the DRG, was brought on
because of the national deficit, and that, too, in various ways in-
flicts hardships on the elderly and others.

What suggestions would you have as to how we can bring into a,
shall we say, closer balance the obligation that all of us want to
fulfill for quality patient care and at the same time effect some
cost control which was the situation preceding DRG with runaway
costs in the Medicare Program because of the open-ended reim-
bursement situation?

Dr. KeLLawan. Do you want some suggestions I have?

Senator WARNER. Yes.

Dr. KeLLawan. Well, I will begin by saying that it is very diffi-
cult to control something that is improving all the time. Medical
technology has just boomeranged. But I have some ideas, and I am
going to mention this term, “the cost of defensive care” for this
country.

Senator WARNER. What was the word?

Dr. KeLLAwAN. Defensive.

Senator WARNER. Defensive.

Dr. KeLLawaN. That the cost of defensive medicine, the cost that
is brought about by the fear of malpractice litigation by physi-
cians—failure to do a test, and this has been very well documented.
I think the New England Journal of Medicine has had several arti-
cles in this regard. And it is estimated that this costs about $20 bil-
lion a year. Now, how much of this is due to Medicare, how much
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is due to Medicaid, I do not know. But this is very, very signifi-
cant—especially in California.

I mean, we live, as physicians, with this all the time. I have been
a physician since 1959, and I practiced 11 years in Michigan and
then moved to California. I was never sued in Michigan, but I have.
a suit now pending in California. It is not a big one, but I ought to
win it.

But I think this is one item——

Senator WARNER. So it is the rising cost of malpractice, be it in
the insurance premiums that you have to pay or the——

Dr. KeLLawan. The insurance premium, the hospital has to pay
a premium.

Senator WARNER. That is driving the physicians to do a lot of
things that are at variance with their own professional discretion;
they would not do them otherwise because they, as professional
persons, judge them as unnecessary. But to protect against this
contingency, they go on ahead in performing these various tasks
which compile or result in a great deal of added medical costs.

Dr. KeLLawan. I want to tell you something that when the Medi-
care system went into effect in 1966, they did not have coronary
artery bypass. This is medical progress, but it is a very expensive
procedure. And I have patients in their seventies who have had by-
passes, prolonged their life, prevented angina, made the quality of
life better, but this costs money.

Another point I would like to make, Senator, under the Medicare
system—I am a participating physician. I signed the slip. I partici-
pated before, but on a selective basis. There are a lot of patients
who I see who have more money than I will ever see. I think that I
am entitled to collect my fee from them, my full fee. Under this
system, I could not charge the millionaire farmer in Bakersfield
any more money. And those are the guys who take up your time.
You know, when they see you in your office, they think they own
you, and they are asking about every drug they use, sometimes
there are five, six drugs, and yet I collect the same $18.40 for an
office call from him as I get from the welfare recipient. And I think
that is unfair.

Senator WARNER. You make a good point. My father was a physi-
cian back in the 1930’s and he used to take care of many indigent
persons, but he also had a number of affluent, and he always used
to say that the affluent took care of the indigent.

[The prepared statement of Senator Warner follows:]

PREPARED STATEMENT OF SENATOR JOHN WARNER

Mr. Chairman, I commend you for having initiated this forum on the standards of
health care delivery under the medicare prospective payment system.

We have heard much of the economic and statistical gains resulting from the im-
plementation of DRG's.

Medicare, the Nation's principal old age hospitalization insurance program, has
led the way in the dramatic reduction in health care price inflation.

There has been a significant decrease in actual hospitalization insurance utiliza-
tion, premium growth has stabilized, and indeed, in some cases premium costs are
actually being reduced.

What is the other side of this coin, however?

I believe that is why we are here today, to begin an intensive review into the
quality of health care now available to medicare beneficiaries,
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There are some 29 million elderly and disabled citizens now eligible for medicare,
?_nd it is our responsibility to assure that they may continue to rely on these bene-

its.

From an initial review of the aging committee staff report of this date, it appears
that the medicare prospective payment system is in great need of reform.

Medicare patients are being denied hospital admission unless a rigid standard of
illness is met;

.nlnpat.ient care is suffereing because of reduced staffing levels and the intensity of
illness;

Multiple ills so often evident in older patients are not reflected in current DRG
standards.

And lastly, medicare patients are being released as rapidly as possible with a sig-
nificant burden placed on the nation’s nursing homes and home health care pro-
grams, many without facilities to provide needed care.

Mr. Chairman, these are symptoms of a malady which must be treated.

Congress created medicare DRG’s to help slow the enormous growth of the pro-
gram, but it was no one’s intention to exact a penalty from beneficiaries.

7 Starting with the testimony we will hear today, I am hopeful that we can begin a
constructive cure of medicare’s ills.

Chairman HEiNz. Senator, I want to thank you very much.

One last question for Dr. Kellawan is this: If you were to make
one or two major recommendations how Congress, if it was going to
keep the prospective payment system, DRG’s, but wanted to im-
prove the quality of care and avoid the kinds of problems that have
been testified to by both you and our other witnesses here today,
what one or two changes would be the most important to make?

Dr. KeLLawan. Everybody, every human being has to be—they
cannot be pigeonholed. DRG with modifications for age, the type of
illness, and other complicating factors.

Chairman HEINz. Are you familiar with the Johns Hopkins
methodology?

Dr. KeLLaAwaN. No, I am not.

Chairman Heinz. They have a system similar, I believe, to what
you are describing?

Dr. KeLLawan. No. 2 is that we have to educate, I think that has
begun, especially Medicare recipients, everyone has to live—I think
life is only meaningful if it is of good quality And I think if you are
going to cut down on a major problem in this country, maybe I am
biased because I do not smoke, we have to get to all the citizens
who get pulmonary emphysema, who have coronary artery disease
or diabetics, to quit smoking. That might sound simple, but it
would have a major impact on the cost of medical care in this coun-
try.

Chairman Heinz. Let me ask one last question, which is do you
think the peer review organizations can be helpful in a sense
_strengthening the will of physicians to do what they think is right
and preventing hospital administrators from creating situations
where people are being hurt when they should not be hurt?

Dr. KeLLawan. Peer review organizations for hospitals is fine;
for physicians, no. I really mean that.

Chairman Heinz. What I am asking is, Can the mission of the
peer review organizations be changed so they can in fact cause the
dynamics I have just described in order to improve the system? It
is my sense that physicians are doing things that they do not want
to do or they know they should not do and that hospital adminis-
trators and others in hospitals are pressuring them to do those
things. Is there a way that we can modify the role of the peer
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review organizations, which were created with this very same con-
cern in mind, to safeguard against some potentially very serious
problems under DRG’s?

Dr. KELLAWAN. Well, it certainly would need changing a lot. In
my experience, peer review has been a weight on my neck, and I do
not think it has changed my practice of medicine.

Chairman HEinz. Very well.

Well, let me thank all of you for being here. I very much appreci-
ate everything that you have contributed to this committee today.

Senator WARNER. Mr. Chairman, I would like to recognize the
presence of one of my constituents, Mrs. Buttrill, and I understand
some Members of the Congress here, the delegations were of assist-
ance in your case.

Chairman HEINz. Very well.

Mrs. BurtriLL. Yes. Thank you, Senator.

Chairman Heinz. Thank you all very, very much.

While our next panel is coming forward, I would like to recognize
Senaat;){r Burdick of North Dakota for any statement that he cares
to make. ’

Senator Burpick. No statement, Mr. Chairman.

Chairman Heinz. All right.

While our witnesses are coming up, I want to enter into the
record at the appropriate point a letter that I have received from
the American Hospital Association, dated September 26, signed by
Jack W. Owen, executive vice president, on the subject of this hear-
ing.
[The letter referred to follows:]



444 North Capitol Sreet N.W.
Suite 500

Washington D.C. 20001
Telephone 202.638.1100
Cable Address: Amerhosp

September 26, 1985

Honorable John Heinz
United States Senate
277 Senate Russell Office Building
Washington, DC 20510

Dear Senator Heinz

The Medicare prospective pricing system was created by Congress, with the
support of the hospital industry, in an effort to create a positive incentive
to increase the efficiency with which hospital services are produced and
used. The success of prospective pricing in containing costs has been amply
documented. However, a shorter average length of stay and declining
admissions have caused some to raise questions concerning the effect of
prospective pricing on quality.

The American Hospital Association believes that hospitals are making a
good-faith effort to continue providing access to high quality medical care
while living within the constraints imposed by the prospective pricing
system. Although the system is based on averages, the only factors that
should affect the care a patient receives are the patient's needs and the
capabilities of the hospital in which the patient is treated. Hospitals have
an obligation to provide the care their Medicare patients need, regardless of
the average price established by the prospective pricing system. Congress, in
turn, has an obligation to see that tge level of prices and overall design of
the payment system do not penalize hospitals for meeting their cbligations to
their Medicare patients.

There is no evidence that prospective pricing has caused a widespread erosion
of quality. A single instance, or even a handful of instances, of poor
quality care does not prove that the prospective pricing system is fatally
flawed or that the entire industry is adopting practices that jeopardize the
quality of care available to Medicare beneficiaries. Nor can the unsystematic
reporting of such cases substitute for an efficient and effective system of
medical peer review. Any instance of inadequate care is, however, cause for
concern. - It always has_%een and always should be. Such cases call attention
to the need to monitor the Medicare payment system and thec Pcer Review
Organization program to identify and correct flaws in their design that may
jeopardize quality.

Growing concern about the effect of prospective pricing on quality of care is
of immediate interest to beneficiaries and providers, as well as the public,
the Administration, and members of Congress. Medicare beneficiaries must be
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assured that prospective pricing will not impair quality and that post-hospital
care will be both available and adequately covered by Medicare.

AHA is firmly committed to achieving the goal of the prospective pricing
system: greater efficiency in the delivery of high quality hospital care. To
make sure that this goal is achieved, AHA is prepared to work with members of
Congress, the Administration, beneficiary groups, and other providers to
identify problems with the design of the ptospective pricing system and the
current methods of medical review and monitoring.

As a first step, I would like to invite staff of the Select Committee on
Aging, staff of organizations representing beneficiaries, physicians, and
other providers, and representatives of the Health Care Financing Admini-
stration, to meet with AHA staff to more clearly define the possible nature,
extent, and causes of any problems experienced by Medicare beneficiaries. We
particularly are interested in assessing how best to modify the system to
ensure the availability of services to patients with above-average needs. In
addition, at least part of the problem may be the inadequacy of the informa-
tion available to Medicare beneficiaries describing benefits and payment
pelicies, including the right of beneficiaries to review of coverage decisions.

- The questions that have been raised, and the accusations of deteriorating
quality, must be answered. If the concerns are unjustified or can be resolved
easily by a fine-tuning of the payment and peer review systems, Medicare bene-
ficiaries should be reassured that the new policies do not pose a threat to
their ability to obtain the high quality medical care they need. If more
fundamental changes are needed, they should be identified and implemented
before public confidence in the Medicare program and providers is
irreparably--and needlessly--harmed.

/ﬂins@rely
' A

\—-—%
ack W. Owen

Executive Vice President
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Chairman Heinz. While our witnesses are coming forward, I will
just make the observation that the panel that we are about to hear
from consists of health care providers and a researcher. Dr. James
Hunter is a practicing physician and chairman of the utilization
review committee at a North Carolina hospital; accompanying him
is the president of that same hospital, Mr. Perry Jones.

Dr. Edward McKenzie is a practicing general surgeon at a second
hospital in North Carolina, and Ms. Barbara Jones is a registered
nurse and home health coordinator for a North Carolina county
health department.

We will also hear from Dr. Sigmund Greenberg, a practicing in-
ternist in my Home state of Pennsylvania, a constituent. I am very
pleased, Dr. Greenberg, that you could be here. And from Dr.
David Brodsky, Ph.D., a professor at the University of Tennessee at
Chattanooga.

On behalf of the committee, I want to welcome all of you and
thank you for taking the time out of your busy schedules to help us
identify and correct some of the problems with quality care in our
Nation’s hospitals, and in the interest of saving some time, because
some of you have some rather lengthy prepared statements, all of
which will be made a part of the record in their entirety, I would
ask you to summarize your statements and I would also think it
would be helpful if we as the committee would refrain from asking
questions until after all statements have been presented.

So, Dr. Hunter, would you please proceed.

STATEMENT OF DR. JAMES HUNTER, CHAIRMAN, HOSPITAL UTI-
LIZATION REVIEW COMMITTEE, ACCOMPANIED BY PERRY
JONES, HOSPITAL PRESIDENT

Dr. Hunter. Mr. Chairman, I appreciate the opportunity to be
here today.

DRG’s or the prospective payment system, as it is known, is a
very unique system which I think has some strong points. On the
other hand, it has some very deleterious effects on certain patients
and, thus, on the hospitals that provide care for them. Patients are
being denied care because of two reasons: One, unrealistic admis-
sion criteria, and two, premature discharge. Patients who are being
denied appropriate care are the elderly and the chronically ill. As
long as the current system exists in its present form, the problem
will worsen.

If I see a chronically ill Medicare patient in the office and judge
this patient to be sick enough to warrant hospitalization, I then
have to turn to the DRG handbook. After all those years of medical
school and many books, it is all contained in this little blue book.
And if I could find the right criteria in this little blue book, I can
admit the patient to the hospital.

Not only do I have to follow the criteria in the book to admit the
patient, but then to make matters worse, I have to order certain
treatments such as intravenous antibiotics in order to justify the
patient remaining in the hospital.

All this must be done even though I, having practiced internal
medicine for 20 years, know that my patient is sick enough to war-
rant hospitalization.
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We are really powerless to admit patients that common sense
and compassion dictate belong in the hospital. An 82-year-old
woman with breast cancer, metastatic to her spine who is at home
in severe pain cannot be admitted to the hospital unless we can
justify certain criteria for treatment. Both her family and she
desire admission to our local hospital, but this cannot be done
unless orders are written for intramuscular injection of pain medi-
cation at least three times daily.

If we are fortunate enough to get a patient into the hospital,
then the patient’s chart is retrospectively reviewed months later by
a review organization that is funded by the Federal Government
through HCFA. If my hospital has 2% percent of admissions or
three cases in a 3-month period that are judged by the review orga-
nization not to warrant admission, my hospital loses its waiver of
liability. This happens even before the appeal process is compieted.
But once the waiver is lost, all Medicare admissions are reviewed.
Now, these original three cases that resulted in the loss of waiver
could eventually be reversed, but in the meantime, the hospital has
been on 100 percent review and the review organization finds more
cases that they think are not justified admissions. The system
snowballs and my hospital faces even potentially more damaging
action; they could eventually lose the right to receive payment for
Medicare patients.

During the months under the DRG system, my hospital has en-
countered such an experience. I consider that I practice in an ex-
cellent community hospital with a highly qualified concerned medi-
cal staff, yet we are in trouble because we have been placed on 100
percent review.

I serve as the chairman of the utilization review committee in
my hospital, and this committee has reviewed 92 percent of the de-
nials that have been issued by the review organization in 1985. In
24 percent of the cases we have agreed with them that the admis-
sion was not indicated. However, in the other 76 percent we have
disagreed with the reviewer. Personally, we do not think that the
review criteria are realistic. We feel that the guidelines given the
PRO by HCFA are unrealistic and are set up to save money and
not, as HCFA likes to advertise, to improve quality of care.

Actually, all that we are doing is rationing health care and there
is nothing in the present act that is going to improve the quality of
care.

The perception from our community is that the PRO system pro-
vides a regional rubber stamp for HCFA policies and administra-
tive rulings. Rather than serving as a patient advocate to actively
ensure good medicine and lower costs, the PRO system seems
mired in the bureaucratic process. The quality of care is not, in my
opinion, enhanced.

The emphasis of the PRO and the DRG system to date has been
so far removed from quality of care as to cause many to believe
that the Federal Government is not interested.

We do not think that the PRO’s understand their role because
we do not think that HCFA has defined that role. It is unfair to
have such a ridiculous denial rate as % percent trigger 100 percent
review, and it is not fair to penalize a hospital for cases that have
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not completed the appeal process. The appeal process uses up valu-
able physician time that could be used for patient care.

I estimate that I have to spend 1 to 1% hours reviewing each of
my cases that is denied in order to appeal the denial. I also resent
the fact that I spend 3 to 4 hours each month discussing all this
with staff, with physicians, DRG coordinators, and other interested
people. None of this concerns quality of care; it is simply busy work
promulgated by a system that is ill-conceived and is not working.

What would I do? I would establish more realistic numbers for
denials and loss of waiver. And I would allow completion of the
appeal process before taking action against the hospital. Medicine
is an art and not a science. It cannot be practiced out of the DRG
handbook. HCFA should give more power to the local hospital and
let the utilization review committee turn to the PRO with problems
they cannot handle. The PRO could easily monitor the effective-
ness of the hospital committee. Our medical staff can handle this
situation in a far more realistic manner than can the PRO through
HCFA guidelines, and thus we can continue to provide the quality
of care that we have always provided in our community hospital.

[The prepared statement of Dr. Hunter follows:]

PREPARED STATEMENT OF James E. HUNTER, M.D.

DRGs or the Prospective Payment System, is a unique system which has some
strong points. On the other hand, the system has deleterious effects on certain pa-
tients and thus on the hospitals that provide care for them. Patiepls are being
denied care because of two reasons: (1) unealistic admission criteria; (2) premature
discharge. The patients who are being denied appropriate care are the e derly and
chronically ill. As long as the current system exists the problem will worsen.

if I see a chronically il} Medicare patient in the office and judge this patient to be
sick enough to warrant hospitalization, I then have to turn to the DRG handbook to
make certain that T can justify this patient’s admission useing their criteria for se-
verity if illness. And to make matters worse, I have to order certain treatments like
LV. Antibiotics in order to satisfy intensity of service criteria. All of this must be
done even though I, having practiced Internal Medicine for 20 years, know that my
patient is sick enough to warrant admission.

We are powerless to admit patients that common sense and compassion dictate
belong in the hospital. An 82 year old woman with breast cancer, metastatic to her
spine lies at home in severe, but intermittent, pain with all of the systemic prob-
lems associated with a malignancy. Both her family and she desire admission to our
local hospital, but this cannlot be unless orders are written for intramuscular injec-
tirc;g of pain relievers at least three times daily, medication she may not need that
often.

Patients charts are retrospectively reviewed months later by a review organiza-
tion funded by the Federal Government through HCFA. If my hospital has 2.5% of
admissions or 3 cases in a 3 month period that are judged by the reviewer not to
warrant admission, my hospital loses its waiver of liability. This even happens
before the appeal process is completed. Once the waiver is lost, all Medicare admis-
sions are reviewed. Now those 3 cases could eventually be reversed but in the mean-
time on 1009 review, the review organization finds more cases that they think are
not justified admissions. This system snowballs and my hospital faces more poten-
tially damaging action—they could lose the right to receive payment for Medicare
patients.

During the months under the DRG system my hospital has encountered such an
experience. 1 consider that I practice in an excellent community hospital with a
highly qualified, concerned medical staff; yet we are in trouble. We have been
placed on 1009% review. .

1 serve as chajrman of the Utilization Review Committee in my hospital and this
committee has reviewed 92.6% of the denials issued by the review organization in
1985. In 24% of the cascs we have agreed with them that admission was not indicat-
ed. However, in the other 76% we have disagreed with the reviewer. We don'’t think
that the review criteria are realistic. We feel that the guidelines given the PRO by
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HCFA are unrealistic and are set up to save money and not as HCFA likes to adver-
tise, “to improve Quality of Care.”

The perception from our community is that the PRO system provides a regional
rubber stamp for HCFA policies and administrative rulings. Rather than serving as
a patient advocate to actively insure good medicine and lower costs, the PRO system
seems mired in the bureaucratic process. The quality of care is not, in my opinion,
enhanced.

The emphasis of the PRO/DRG system to date has been so far removed from qual-
ity of care as to casue many to believe that the federal government is not interested.

We don’t think that the PROs understand their role because we don't think that
HCFA has defined that role. It is unfair to have such a ridiculously low denial rate
as 2.5% trigger 100 percent review, and it is not fair to penalize a ospital for cases
that have not completed the appeal process. The appeal! process uses up valuable
physician time that could be used for patient care for I estimate that I have to
spend 1 to 1% hours reviewing each of my cases that is denied in order to appeal
the denial. I also resent the fact that I spend 3 to 4 hours each month discussing all
of this with staff, physicians, DRG coordinators, etc. None of this concerns quality of
care—it is simply busy work promulgated by a system that is ill conceived and is
not working.

What would I do? 1 would establish more realistic numbers for denials and loss of
waiver. And I would also allow completion of the appeal process before taking
action against the hospital. Medicine is an art and not a science. It can not be prac-
ticed out of & DRG handbook. HCFA should give more power to the local hospital
and let the Utilization Review Committee turn to the PRO with problems they can
not handle. The PRO couid easily monitor the effectiveness of the heapital commit-
tee. Our medical stoff can handle this situation int & fur more realistic manner than
can the PRO through HCFA guidelines, and thus continue to provide quality of
care,

[Subsequent to the hearing the following statements of Perry T.
Jones and Thomas H. Byrnes, M.D., were received for the record:]

PrEPARED STATEMENT OF Pexry T. JONES

1 appreciate the opportunity to share our hospital’s experience with the Prospec-
tive Payment Systems (PPS). In the past two years, Hospital's inpatient admissions
are down from 5,400 to 4,440 per year. The average length of inpatient stay has de-
creased from 7.5 days tc 6.3 days. As a result, we have closed a patient wing on one
floor and eliminated 35 jobs hospital-wide. Our outpatient surgery has increased 5%.
One registered nurse reviewer and a secretary have been added in the past 6
months in an effort to eliminate denials of admissions. The cost of these employees
is $40,000 per year.

Our percentage of reimbursement dollars received in relation to our regular
charges has improved approximately 10%. This certainly is a positive step and one
for which we are very appreciative. Even with this improvement, our final reim-
bursement is only approximately 73¢ per $1.00 of charges.

The impact of PPS on the quality of care has been dramatic. Our average patient
is sicker at the time of admission and stays a shorter period of time as an inpatient.
This applies to the total hospital population and not just Medicare patients. The in-
tensity of nursing service throughout the hospital is consequently much higher now
than in past years. Because patients are being discharged earlier, the home health
agencies are having to respond to significantly increasg patient loads.

Physician behavior is aftg:red due to considerable concern over denials of admis-
sion, leading to being put on some sort of Government “black list”. Families and
patients receiving notices of denials become upset, feeling that either their physi-
cian is somehow inadequate or that they have been taken advantage of by the
system.

1t is my feeling that the Federal government’s efforts to educate the general
public_concerning Prospective Payment was extremely inadequate. Education of
physicians was left pretty much to hospitals and Peer Review Organizations and
was spotty at best. I believe hospitals received the information, but unfortunately
due to the evolving nature of the program, much of the information was either in-
correct, changed at a later date, or misinterpreted by one or more levels of the
system prior to dissemination to hospital.

I believe that the Medical Review of North Carclina and our state and local
review organizations, have done the best they possibly can under an inadeguate
system. I know for a fact that in our institution the reviewers cannot possibly com-
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plete an adequate job of reviewing the large number of charts which they are forced
to review each month. I am a firm believer in the free enterprise system, but the
use of review organizations following the instruction of H.CF.A., which in turn is
following the instructions of the Congress and the Executive Branch, has too many
layers requiring too much communication, the net result of which is that the pa-
tient who is on the very bottom of this decp bureaucracy becomes the loser. The
system is too impersonal and the individual making the ultimate decision is too far
removed from the patient and his/her condition.

It is obvious to anyone who has given much thought to the matter, that the name
of the game is ration healthcare to the elderly and disabled. The Congress should
convene a Blue Ribbon Committee made up of ethicists, physicians, philosophers,
economists, the clergy and legislators to face squarely the question of rationing of
healtheare dollars. | realize that this is a potentially unpopular undertaking and de-
serves much study and adequate time for resolution.

While this process is going on, I for one would prefer to eliminate review organi-
zations per se and have placed in my institution a government paid nurse reviewer
whose job it would be to review all Medicare cases admitted and all cases for which
admission is requested. This person could be backed up by a regional physician on
appeal and a panel of specialists for final decision-making for cases requiring an ad-
ditional level of review. In this way, most decisions concerning admission to the hos-
pital and payment for same would be made on a totally local level with the best
input concerning the patient and his or her medical and social conditions. Such a
nurse reviewer could deal directly with H.C.F.A. for continuing updates of the crite-
ria for inpatient admissions. Additionally, a massive public education program
should be undertaken in an attempt to alleviate the misunderstandings concerning
the operation of Prospective Payment and the impact on all involved.

In summary, I would like to say that I feel the Prospective Payment System is
workable. 1 think it puts off the ultimate questions of rationing only temporarily,
however. The effort which you and your committee is making to identify and rectify
the problems with the administration of the system has long been nceded and is
much appreciated. For the sake of all involved I wish you well in the endeavor.

PREPARED STATEMENT OF THoMAs H. ByrNes, M.D.

The Prospective Payment System (DRG System may well save money but is very
poorly administered and grossly unfair as it is now structured. There’s not only an
effort to set fixed cost per illness but a sudden and oppressive attempt to set unfair
criteria for admission.

Who Pays the Price?—The Medicare beneficiary who is denied fundamental medi-
cal insurance. They no longer are assured admission coverage for potentially serious
or painful illnesses or injuries. The hospital cannot afford to encourage admissions
in cases where arbitrary retrospective review may lead to denial of payment and
the additional risk of potential sanctions or other penalties on the hospital. This
system promotes the unavoidable effort on the part of the hospital to discourage any
but the most obviously indicated admissions. This inevitably causes the Medicare
beneficiary to suffer unnecessary pain or risk of bad results in those cases which
would be considered borderline under the current regulations.

Who Else Suffers?—The physician who now must view every encounter with the
Medicare patient as a “no win” situation. If a patient is not admitted, there is con-
cern of having erred cut of fear of denial with resultant harm to the patient and
possible professional liability. To admit the patient is to fear denial of the claim
with resultant negative pressure from the hospital or the patient or his family. Pro-
fessional judgment is imparied unavoidably by this situation. Even the most compe-
tent and gqualified physician cannot avoid being unduly influenced by the pressure.

Who Else Pays the Price?—The hospital that risks loss of revenue plus alienation
of the Medicare recipient and physicians. There is caused shifting to the non-medi-
care patients which is clearly unfair as well.

Who Pays No Price>—Why, the Medicare Program which has shifted all blame to
the hospitals or physicians, Medicare now seems to fee! no obligation to the people
whom it is charged to serve. It hides behind a facade of “saving money by improving
quality of care and avoiding excessive hospital utilization.” The previous PSRO Pro-
gram, where it was properly implemented, revealed only modest over-utilization and
confirmed that Medicare recipients were receiving exceptionally good medical care.
The over-utilization problems were largely corrected before the DRG Program
began. The DRG Program with its unreasonably low quotes and arbitrary criteria is
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a grossly unfair attempt to ration care to the elderly. Perhaps we must ration care,
but if so, we must find a more equitable system.

Chairman Heinz. Dr. Hunter, thank you very much.
Dr. McKenzie,

STATEMENT OF DR. EDWARD McKENZIE, GENERAL SURGEON

Dr. McKenzie. Thank you, sir.

The recently proposed Prospective Payment System, DRG’s, and
especially the Professional Review Organizations, threaten to deny
safe health care——

Chairman HeiNz. Dr. McKenzie, could you pull that microphone
Jjust a little closer so everyone can hear you?

Dr. McKenzik. Is that all right now?

Chairman Heinz. Well, say something.

Dr. McKenzie. All right. [Laughter.]

The recently imposed Prospective Payment System——

Chairman Hrinz. A little bit closer. I am sorry.

Dr. McKenzik. I hope I do not hurt your ears.

And especially the Professional Review Organizations threaten to
deny safe health care to a substantial segment of our populaticn.
Doctors are being forced into health decisions based on rigid Feder-
al guidelines. The doctor is caught in a terrible dilemma, wanting
to provide high-quality safe care but concerned that hospital care
will be denied by some distant, anonymous source and that he
might thereby contribute to the financial burden of his hospital,
even to its bankruptcy. '

Added to that conflict is the ominous threat of malpractice that
hangs over every medical decision. Rigid guidelines seem to in-
crease that risk. Appeals can be made for the reversal of a denial,
but this is so long and so frustrating that the doctor soon feels in-
timidated and harassed into submission. The guideline for an oper-
ation that can be performed as an outpatient under proper circum-
stances becomes an absolute rule, that all such operations must be
performed as an outpatient regardless of the special needs of the
particular patient.

The patients who suffer the most are the oldest, the poorest, the
sickest, and those who live alone. Several cases illustrate these
points. A fellow surgeon commented that after denial of four con-
secutive cases of a particular type, he no longer tries to admit such
patients regardless of the circumstances.

In another case, a highly respected gynecologist performed an op-
eration on an obese, hypertensive, quite elderly, diabetic female
who lived alone. Her hospital admission was denied through sever-
al stages of appeal because the guidelines state that such an oper-
ation can be performed as an outpatient.

In another case, a urology patient was admitted to the hospital
and had a bladder tumor burned out by electric cautery. She was
discharged in 3 days, but after 3 more days she had to be readmit-
ted because of bleeding. The first admission was denied because the
guidelines indicated admission was not necessary. The second ad-
mission was denied because the patient was discharged too soon
from the first admission.
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Another patient, found to have hopeless cancer of the lung, died
at home 3 days before the family received a computerized notifica-
tion that her recent hospitalization was unnecessary.

One suggestion for a better system is preadmission screening for
all Medicare hospitalizations. Our 300-bed hospital is now doing
this with only one secretary. Let that be done nationwide, and
where the guidelines are in conflict with the planned admission, let
a second local opinion be obtained.

Finally, there appears to be a conflict of interest in paying
rather high salaries to volunteer physicians to investigate Medi-
care cases for the government, knowing that the job depends on a
rather high rate of denial. It seems reasonable to require all physi-
cians who treat Medicare patients to serve on review panels at
little or no compensation, but doctors who do not treat the elderly
should not be part of the review system.

[The prepared statement of Dr. McKenzie follows:]

PrREPARED STATEMENT OF Epwarp B. McKenzig, M.D.

I am a general surgeon in a small town in west-central North Carolina, where I
have lived and worked for 29 years. Until very recently, working through a commu-
nity hospital, we were able to provide good quality medical care for our elderly.
Medicare was a positive step in fact toward insuring continuity in health care for
the aged. Now as a result of the recently imposed Prospective Payment System, the
DRGs, and the Professional Review Organizations, we face the prospect of denial of
decent health care to a substantial segment of our clder population.

Doctors are being forced into decisions with regard to the kind of care they will
give and when and where they will give it by rigid and unreasonable federal guide-
lines enforced anonymously from outside the community. The doctor is caught be-
tween trying to provide proper medical care and the prospect that a faceless review-
er to whom there is no practical appeal will deny payment to the hospital and
thereby penalize the community and added to that is the looming threat of a mal-
practice suit and the fact that the regulations do not provide for the best possible
care. They in fact make such lawsuits more likely and therefore discourage some of
us from wanting to treat Medicare patients.

The idea that the quality of health care can be improved by reducing hospitaliza-
tions or by decreasing length of stay is difficult to accept. The fact that another
doctor looking at a copy of the chart can say he might have done things differently
is interesting, but really not much more than a difference of opinion. It has nothing
to do with whether or not the patient got good or poor care. It seems that the pres-
sure is on to get the review organizations to criticize and deny payment on a certain
number of admissions no matter what the merits might be. If the number of denials
is not sufficient, the pressure from Washington increases. i

I support the idea of same day surgery and increased use of outpatient surgery
generally as means of controlling costs and even in some cases improving care. The
regulations as applied, however, seem to prescribe this same “cure” for surgical
costs to all patients, regardless of age, or health, or ability to care for themselves or
their wounds, and this is unreasonable. If a doctor doesn’t follow these rules the
hospital is denied payment, that is to say, the hospital gets a denial letter.

Denials lead lo a series of letters called appeals which are reviewed by a physi-
cian (on a rather handsome government salary) who anonymously and usually rou-
tinely rejects the appeal via a computerized form letter. If the doctor persists with
determination, a personal confrontation c¢an be arranged and the vague possibility
exists for ap overturn of that denial. Even if the doctor wins such an appeal, after
many hours of frustration and considerable expense, how many more appeals will
he make in future cases? Not many. Eventually even the most determined and con-
scientious will give up and guidelines will prevail and the special circumstances will
not longer matter. The doctor will either refuse to treat the patient or he will treat
her in a manner he considers unwise and unsafe.

Several cases illustrate these points. A fellow surgeon commented that after the
denial of four consecutive cases of a particular type, he no longer tries to admit any
such cases regardless of the circumstances. A highly respected gynecologist per-
formed an operation called a cold knife conization on an obese, hypertensive, quite



29

elderly, diabetic female who lived alone and who had several other complicating fac-
tors. Her admission has been denied through several stages because the guidelines
state that the operation of a cold knife conization can be done as an out patient.
This doctor feels that under the circumstances that existed, it should never be done
as an out patient.

The third case was a lady with cancer of the lung who was found to be inoperable
after bronchoscopy. Her family received her computer print out anonymous denial
notice three days after she died. They were not pleased. Neither this committee nor
the Department of Health and Human Services is concerned with medical malprac-
tice but, for a brief moment, consider that doctor’s dilemma if he had already suc-
cumbed to the harassment and intimidation of the reviewers and he had not admit-
ted that patient although he thought she should be admitted and she then died after
her bronchoscopy.

Finally consider the case of a 71 year old obese hypertensive female with very
large breasts. She lived alone under conditions thought to be poor and of uncertain
sanitation. She presented with a very large mass in the right breast with bloody
drainage from the nipple. She had had a mass removed from the same area several
years earlier as an inpatient. Pathology at that time revealed a benign condition
called fat necrosis with an abscess. Because the patient was so obese and her breasts
and the mass so large, because there seemed danger of a flare up of past infection,
because the patient lived alone and could not care for the wound, because it was
estimated that the patient lived in poverty and possible unsanitary conditions, be-
cause of these considerations, hospitalization was recommended. The operation was
carried cut in the hospital and recovery was uneventful. The patient was in the hos-
pital three days.

Twe months and ten days later the first denial was received. Three months later
the final denial was issued at what was to be a Board meeting for this case. The
Board consisted of a pediatrician and a doctor of foreign extraction who did not com-
municate well in the English language. The only explanation given was a letter this
doctor had written previously. Two sentences are quoted verbatim. They summa-
rized this case and subject. “The guidelines for excision of a benign breast mass are
to do as out patient surgery. I hope thay in the future, the at-beng?ng physician will
attempt to follow the guidelines for this type of surgery.” (Misspelling as quoted)

That was a personal case of mine. I persisted in appeals for almost six months at
the expense of considerable time, energy and frustration. Even if the admission had
been proven justified it is doubtful that many more appeals will be made. Harrass-
ment and intimidation, applied anonymously with computers, can do the job.

There are suggestions for a better way to accomplish these savings without the
considerable expense this system requires. Our hospital now requires pre-admission
certification of all Medicare cases. This requires only one secretary for a 300 bed”
hospital. If this method were adopted nationwide, it should allow the dismantling of
much of this cumbersome, expensive, bureaucratic burden. Further, I see a conflict
of interest in paying rather high salaries to physicians to investigate Medicare cases
for the government, knowing that the job depends on a high rate of denials. Review
of appeals should be done by all physicians who treat Medicare patients, and that
service should be required, and it should not be compensated. Doctors who do not
treat the elderly should not be part of the review system.

Chairman Heinz. Thank you very much, Dr. McKenzie.
We will call on Nurse Jones.

STATEMENT OF BARBARA W. JONES, R.N,, LEXINGTON, NC,
COORDINATOR IN A COUNTRY HOME HEALTH SERVICE

Ms. JoNgs. Mr. Chairman, thank you for the opportunity to testi-
gy before this committee on the effects of the Prospective Payment

ystem——

Chairman Heinz. Could you pull your microphone a little closer
again, please?

Ms. Jones. OK. Thank you for the opportunity to testify before
this committee on the effects of the Prospective Payment System
on Medicare patients. I am a registered nurse. I first became an
RN in 1971—

Senator WARNER. Let me interrupt a minute.

57-611 0 - 86 - 2
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There are an awful lot of people who really want to hear every
word. You have come a long way to work here, now, go a little bit
slowly and go right into that mike.

Ms. Jongs. OK.

I first became an RN in 1971 and have for the past 7 years
served as a coordinator in a county-wide home health service run
through the county health department. While the Prospective Pay-
ment System has resulted in more efficient use of home care re-
sources, and in increased recognition of the services provided, it is
also true that it has resulted in more and sicker patients being re-
leased into the community. Often, these patients and their families
are not prepared for home care. In times past, many of those we
now care for at home might well have been in intensive care units.

With a shorter length of stay and reduced staff in many hospi-
tals, patients are often too sick to respond positively to educational
efforts and the nurses too shorthanded to spend the extra time
needed. We, too, are pressed for time in the home situation. For ex-
ample, a recent patient was discharged from the hospital with a
terminal illness. He came home with a nasogastric feeding tube,
urinary catheter, and receiving continuous oxygen. The family had
not been taught how to tube feed him. They had had no instruction
in skin care, he did have bedsores, they had had no instructions in
catheter care or oxygen safety, either. The home health nurse did
her best to instruct the family, but home health care cannot re-
place 24-hour nursing care in the hospital. She is to return as often
as she could.

Patients are often discharged on such short notice that necessary
medical equipment is not obtained before the patient gets home.
Likewise, patients are often sent into unknown or very question-
able home situations. Physicians and hospital staff apparently do
not have the time to check out the situation before discharge. It is
very frustrating for the home health staff to have to watch these
patients deteriorate in these circumstances. The patient must dete-
riorate significantly before readmission can be obtained. With nurs-
ing home beds at 87 to 100 percent occupancy and with nursing
homes taking Medicaid patients discharged from the hospital pref-
erentially, it is virtually impossible to get a home-bound sick pa-
tient admitted to a nursing bed. For example, a retarded diabetic
patient was sent home to care for herself. After several days, the
home health nurse found that the patient had probably not eaten
and that her diabetes was out of control.

A specific case of this inappropriate discharge that we find both-
ersome is the very elderly patient sent home to a very elderly
spouse. For example, an 82-year-old woman fell and broke her
back. She was discharged to home, was bedridden, had lost control
of her bodily functions, and was mentally confused. The caregiver
was to be her 92-year-old husband. Even with the help of a part-
time sitter, the husband’s health began to fail and the wife finally
was placed in a nursing home.

Even when family support is present, sometimes the severity of
the patient’s illness is overwhelming. One patient, for example, had
a tracheostomy, was on a respirator, and needed frequent suction-
ing and chest physical therapy to prevent pneumonia. In short, he
needed total care.
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Despite the fact that hospitals are discharging more and sicker
patients to their homes, Medicare does not recognize the limits of
what can be done to care for these patients in their homes. Home
health nurses are being asked to perform potentially unsafe proce-
dures in the home setting. Intravenous antibiotics and chemothera-
py, for example, are being given in the home without adequate
safeguard in the event of an allergic reaction.

Home health nurses face a dilemma. Morally, they cannot refuse
to provide services ordered and needed, but they sometimes do so
knowing that it may not be safe. Patients are not getting adequate
care and families are being pushed to the point of exhaustion.

The chart here is an indicator of the greater numbers of chronic
but very ill patients we are trying to care for. This chart compares
1983-84, the early DRG days, with 1984-1985, the later DRG days.
This shows the impact of DRG’s over time. As you can see, there
has been a dramatic increase in the number of patients we have
received in the four diagnostic groupings listed: fractures, decubiti,
surgical patients, and patients with heart failure.

[The chart referred to follows:]
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If this system continues in its present form, with more and more
of these patients coming into the home situation, some mechanisms
must be developed to permit payment for needed services and to
provide general assistance to the families.

Thank you.

Chairman HeiNz. And as I understand that chart, just to be clear
on the record, it fundamentally shows that the number of home
health care patients in each of those categories has approximately
doubled, in some cases more than doubled.

Ms. JonEs. Yes, sir.

Chairman HeiNz. In an area where the population has been rela-
tively stable.

Ms. JonEs. That is right.

Chairman Heinz. Thank you.

Dr. Greenberg.

STATEMENT OF S.R. GREENBERG, M.D.,, ABINGTON, PA,
INTERNIST, ABINGTON HOSPITAL

Dr. GreenserG. Mr. Chairman, I am a practicing internist in
your home State. I have come here today to speak with you about a
crisis in medicai care affecting primarily the elderly.

Diagnosis related groups, like so much of what has been tried in
the name of cost control, have become a tremendous, and I believe,
unreasonable burden. The possible complications and the vari-
ations in response to treatment, the great number of things that
can interfere with a planned workup in a morbidly ill patient are
by no means anticipated by the DRG’s. I think, for example, of a
patient admitted for diabetes, seemingly complicated by weight loss
and poor control. We find in the hospital the patient actually has
metastatic cancer of the pancreas and this was causing his diabe-
tes. He had become so run down from his cancer that his heart
began to fail; in fact, he finally dies of heart failure. How do you
anticipate going into that situation that the diabetic will die of
heart failure brought on by malnutrition secondary to an unknown
cancer? How could one, in good conscience, send this patient with a
chronic, debilitating disease out of the hospital to be evaluated as
an outpatient? Put yourself in that man’s position, experiencing
the pain, sickness, the nausea, the vomiting, weakness associated
with the disease process. Imagine having to get out of bed and
travel back and forth to the lab every day and to the hospital. And
what about the family?

Doctors are coerced into sending patients like this one out of the
hospital long before it is medically, morally, or ethically reasona-
ble. They are forced by the cold-blooded use of the socalled Utiliza-
tion Review Comnittee. Without regard to the emotional impact on
the patient or the family, and without recourse to any appeal proc-
ess, these people willingly force the discharge of this kind of pa-
tient. The hospital feels it is more important to be in the black and
in a postive financial state than to try to cure the patient or to
make life easier for the family.

Things have reached the point that if enough of the physician’s
patients cause a deficit in reimbursement to the hospital, he may
be threatened with dismissal from the staff, loss of privileges, or
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else invited to join the staff of another hospital that can, quote,
“afford him,” unquote. I have great difficulty maintaining the qual-
ity of care I am trained to administer because of the constant badg-
ering of the Utilization Review Committee. This is now compound-
ed by the impersonal long distance review of patient records by the
doctors hired by the PRO. This kind of review is as incomprehensi-
ble to the families involved as it is to me. The idea of the doctor
trying to make a decision on the basis of this kind of paper review
with regard to how to treat a patient is silly. The long distance
practice of medicine based on paper records prepared by someone
else is no more reasonable than the retrospective second-guessing
of what the doctor did. Would the well-being of the patient be
served by a long distance doctor making decisions by telephone, or
would it be better served by a doctor on site with the tests and
records and his own findings in hand? The validity of these reviews
after the fact is highly questionable.

The quality of care is more than a checklist. It must have some-
thing to do with bringing the patient to the point where he can cir-
culate in public life and function as a useful member of society.

There is more to this than another cumbersome bureaucratic
burden. There is a basic corruption of the system here. Paid hospi-
tal staff, persons whose livelihoods depend on the good will of the
hospital administration, call doctors not only to pressure them into
doing the kind of things described, but also to alter records of dis-
charge diagnoses in order to obtain as much money as possible. We
are asked to rearrange the discharge sheet listing the illnesses
treated in such a way to get the most financially out of the pa-
g%né’,s admission. The aim is for the hospital to profit from the

8.

Ialmight add the doctors are not the ones who profit; it is the hos-
pitals.

In no way do administrative assistants, quality control consult-
ants, and utilization review members contribute to the care of the
patient.

In closing, I want to say that I am interested only in being al-
lowed to practice medicine. I should not be penalized because .l
choose to care for complicated, very sick patients or because I care
for people of limited means. Neither should the patient be penal-
ized because he is sick with more than one illness or because he is
poor. Relief is needed and the situation is rapidly growing worse.
The PRO’s are well intentioned but have been asked to do an unre-
alistic job under unreasonable circumstances. More flexibility must
be built into the system.

Thank you.

Chairman Heinz. Thank you very much, Dr. Greenberg.

Dr. Brodsky.

STATEMENT OF DAVID M. BRODSKY, Ph.D., PROFESSOR, DEPART-
MENT OF POLITICAL SCIENCE, UNIVERSITY OF TENNESSEE AT
CHATTANOOGA
Dr. BRopskY. Senator Heinz, I am the University at Chattanooga

Foundation professor of political science at the University of Ten-
nessee at Chattanooga, and I appreciate the opportunity to address
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you today concerning the effects of the DRG-based reimbursement
system on the quality of health care given to older Americans en-
rolled in the Medicare Program.

The Prospective Payment System and DRG’s were intended to
accomplish two objectives: To control the rate of growth in Medi-
care expenditures, and to maintain the high standard of care avail-
able to Medicare enrollees. We have already seen evidence to sug-
gest that the Prospective Payment System is an effective weapon
in the fight to control Federal Medicare expenditures, and the per-
formance of the system in achieving its cost control objectives is
not my concern today. Instead, I want to offer an initial assessment
of the Prospective Payment System’s performance in maintaining
the quality of care available to our Nation's elderly citizens.

Recent testimony before the House Select Commitiee on Aging,
the preliminary results of a General Accounting Office study con-
ducted for this committee, and today’s earlier testimony suggests
that the evident progress in controlling costs may have come at a
high price—a decline in the quality of care available to Medicare
patients. Indeed, a recent survey of physicians conducted by the
American Medical Association and reported in the New York
Times indicates that the Nation's doctors are worried that the Pro-
spective Payment System has either already hurt the quality of
care or will hurt it in the near future.

My testimony is based on the results of personal interviews with
administrators at each of the hospitals and nursing homes in 10
southeast Tennessee counties as well as from a sample of 75 physi-
cians serving the area’s 55,000 elderly residents. The providers
interviewed answered a number of questions designed to find out
their perceptions of the Prospective Payment System, their evalua-
tions of DRG’s and their assessment of the effects of the system on
health care costs and on the quality of care given to Medicare pa-
tients.

Large majorities in each of the provider groups agreed that
DRG’s had succeeded in a number of areas including helping to
hold down the cost of treating Medicare patients, making hospitals
try to operate more efficiently and contributing to reductions in
the length of hospital stays.

Despite their willingness to recognize the Prospective Payment
System’s successes, the respondents strongly criticized what they
perceived as flaws in the system’s design and implementation. Fifty
percent of all respondents described the DRG’s as too rigid or as
too simplistic. The chart (Figure 1} ! shows that more than two-
thirds of the hospital administrators, nearly one-half of the physi-
cians and a third of the nursing home administrators felt that the
DRG categories failed on two counts: Either they failed to ade-
quately take into account complications arising during the course
of an illness or they resulted in the inappropriate classification of
elderly patients with multiple chronic conditions. As one physician
told us, “They are trying to make us do cookbook medicine, but ill-
nesses and patients do not follow a recipe.”

1 See p. 46.
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Forty-nine percent of the administrators and physicians inter-
viewed also believed that DRG’s and Prospective Payment have
hurt the quality of care to Medicare patients. The data in the chart
(Figure 2) 2 indicate that almost one-half of the respondents in each
provider category agreed with the statement asserting that DRG’s
had negatively affected the health care delivered to Medicare re-
cipients. Nursing home administrators frequently mentioned an in-
crease in sicker patients, patients requiring heavier care, care that
in many cases they felt that they were not able to provide.

These findings, when viewed in conjunction with other evidence
received by this committee, strongly suggest the need for legisla-
tion to correct the flaws in the Prospective Payment System and
the DRG categories used to determine reimbursement. A Severity
of Illness Index may be needed to facilitate the provision of appro-
priate care while maintaining incentives for cost effective treat-
ment. Such an index would take into account complications and
other factors affecting the cost of proper treatment and would no
longer provide hospitals with an incentive to deny necessary care.

[The prepared statement of Mr. Brodsky follows:]

* See p. 47.
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ASSESSING THE {MPACT OF PROSPECTIVE PAYMENT BASED ON
DIAGNDSIS RELATED GROUPS (DRGs)

The ensctment of Medicars and Mediceid in 1965 merked the feders! gover nment’s
sxsumption of primmry reapomzibility for protecting the retirement income end heslth of older
persons by mmﬁ them meet their medicel expenses. Aithough policy mekers never cleerly
definad the exact parametars of tiis commitmant, it apperently resiod on two beltefs: that
medical crs should bs avellable whensver nesded snd thet costs should not be considered
whenever heslth or life wers ot staks. The drametic growih in feders] Modicare expenditures
(from $7.1 biiMon tn 1970 0 $53 billion tn 1983) led policy makers in the exceutive branch
and in the Congress 1o sask & balanca betwesn protecting health and controliing costs.

The recently implemented system of prospective peyment besed on disgnosis relsted
groups {DRGS) represents one slement of the federal government's strateqy for limiting costs
while maintsining the quality of care. Proponents of prospective psyment srgued thet & change
from the existing retrospective cost- besed reimbursement system would control the growth in
federal hesith cers sxpenditures. More importantly, the advocates of & change asserted thet
prospective payment would accomplish this objective without negetively affecting the mix and
the quality of hesith care services avetiadie to Madicars racipients.

Recent government reports cited in the nationsl press suggest that the prospective
payment system hes more than met its proponents’ expectations. The rete of heeith care
inflation slowed from 6.4 percent in 1983 to 6.1 percent in 1984. The 9.1 parcant growth in
totel health care spending for 1934 represents the smailest ncreass in tvo dacades. The
averege langth of hospital stays for Medicare recipients decressed from 9.5days in 198310 7.5
dsys in 1984,

Unfortunstely, the news reports slss indicats thet the demonstreied progress fn contmiging

costs has come at & high price -~ & deciine {a the quality of hesith care mede-evsilable io
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Medicars beneficiaries. The results of s survey sponsored by the Americen Medical Associstion
revesl thet 3 majority of the responding physiciane felt that the prospective payment sptem
stroady hes {ar will eventually) negetively sffocted the quality of cars delivered to Medicars
patients {New York Times, 1985). Testimony befors the House Select Committes on Aging and
the preliminery results of s study conducted by the Generel Accounting Office for the Senate
Spectal Committes an Aging suggest that shorter hospitsl stays for Medicsre patients mey tise
mean these patients are being discharged in poorer hesith. If these findings accursiely reflect
the impect of the DRG- based prospective payment system on the quality of cars, the Congrese and
the executive branch will need to teke corrective ection.

The dats presented here represent the results of ¢ NIrst ofYort 1o assess the impact of the
DRRG- based prospective payment system. Physiciens, hospital administrators and nursing home
administrators were ssked o evalusts the prospective pagment system DRGs end their impact on
the quality of care evatlable to Madicare patients. The findings raise major questions sbout the
desigh and operation of the DRG classifications used to determined reimbursement and, more

1mpertantly, sbout the effects of prospective payment on the health of Medicare reciplents.

METHODOLOGY
The dats for this study were collectad during late 1984 and sariy 1985 in ten Southeast
Tenreamee counties, predominantly rure} ia cheracter but alss containing Chattancogs, 8 major
urban center. Ninsteen hospitals and twenti-one nursing homes serve the aress’s 54,495
persons age yixty-five and older
The Congressional Budget Office {1383) reports that 20.5 percent of all

noni nstitutionalized Medicars snrollees had ot least one hospitsl stay during 1978 and {hat
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enrollees averaged six physicien visits o yeer. These figures, when applied to the studg ares's
elderly populstion, provide s basis for estimating the extent to which Medicare eligidle persons
utilized hospital and physician services during 1984, The data suggest thet Medicare enrolless
in tﬁo ares accounted for more then 11,000 hospitsl sdmissions and more than 300,000

physician visits during the last yesr.

Date Sources

in-dapth parsonel interviews were conducted with the sdministrators et o1} the hospitals
and nursing homes serving the ten county study ares snd with s ssmple of seventy-five sres
physicians from speciaities where they could ressonably be expected to {nclude Medicare
benefictaries among their patients. Table { displays pertinent dsta ebout the three groups of
providars. Over thres-fifths of the hospitsl sgmimistraiors end an even larger proportion of
nursing home administretors represented {mvestor -owned facilities. All but one hospits) and
twe nursing homes were affiiisted with either a national or a regional chein.

The vast majority (76 parcent) of the physician sample practiced medicine in Chattanoogs
or 1ts suburbs. One-third of the physicians described themaelves o3 primarg care givers.
Fiftesn percent of the sample seid they never accepted sssignment for Medicare patients, 53
percent sccepted ssstgnment an 4 cxse by cxve basts and 32 percemt accepted essignment for all

Medicare patients.

Doty Anel gris

Thie repart presents data drawn from the sample of physicians and from ail hoespitel
sdmimistrators and nursing home sdministretors. Respondents from esch of the provider groups
anewersd an erray of questions designe to sseess their percaptions of the prospective psyment

System and its ettandent DRG categories and to obtein their sssessments of how the shift to
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DRG- besed prospective payment hes affectad the quality of cere delivered to older persony. The
aneiysis first compares the responses for esch group of providers. Then responss patterns

within each provider group are examined.

RESULTS

The providers were first ssiad to tdentify whet they saw 23 the strengths and wveaknesses
of the prospective payment sysiem based on DRGS. They were then asked to sssess the impect of
the systam on physicians, heapitels and sursing homes. Finally, the providers wers ssked io
indicete whether they sgreed or disagreed with s number of statements describing possible
effacts of prospective payment and DRGS.

An examination of the dats presented in Table 2 reveals that substantis! majorities of the
respondents {n sach of the provider groups expreseed sgreement with s number of ststements
reflecting the goais set forth by edvocates of prospective reimbursement. The respondents
agresd that DRGs had helped hold down the cost of tresting Medicare pstients, had led hospitals to
try to reduce costs, had made doctors more sware of the cost of medicsl care, had led doctors to
think twice sbout admitting Madicare patiants to the hospital and had contributed to reductions in
the lenqth of hoapitsl stays.

Despite thetr willingness to scknowledge the prospective payment system's success in
controlling costs by making providers more cost conscious, the respondents strongly criticized
whet they perceived as flaws in the system’s design and implemantation. ¥hen they were asked
whet problems they sew with the current sustem of prospective payment besed on DRGs, o
majority (SO percent) mentisned problems with the DRGS themselves or prodisms with the
effects of DRGs and prospective payment on the quality of care svailable to Medicare patients,

The dats displeyed 1n Figurs 1 indicsts that DRGs concerned & qrester proportien of hospital
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administrators (68 percent) then of physiciens (49 percent) or the nursing home
sdmintstretors (33 percent).

Almost without exception, the critictams of DRGa described them efther as too rigid or a3
too simplistic. in the former cese, the responding providers indicatad that the system was not
sufficientiy reaponsive to complications which might develop during the course of treating e
given disease or condition. As one physician put it, “They're trytng to make us do cookbook
medicine, but {11nesses and patients don't follow & recipe.” 1n the fetter case, the respondents
charactsrized DRGs a8 poorly suited to clessifying older patients, especially thoss with multiple
chronic {11nesses Hkely to meke mere ditficult and more costly the trestment of sn scule
condition.

Although physicians and nursing home administrators proved somevhst 1ess fikely to have
insrtioned probiemres with DRGs, they too criticized the structure of the categories. Their
concorns focused on the rigidity of the DRG cetegories and their inedequecy to the tesk of

sppropristaly classifying older patients with complicating conditions.

Aseoning the imonct of DRGe on the Quality of Core

When physicians and sdrvinistrators were directly asked if DRGs had hurt the quality of
care provided to Medicare patients, & near majority (49 percent) agreed. The data displayed in
Figure 2 indicate that a mejority of nursing home administrators (SO percent) and sizeable
proportions of hospital sdministrators (47 percent) and physicisns {45 per-snt) believed the
DRG component of the new reimbursement system had diminished the quality of care recsived by

Hedicars snrotless.
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FINDINGS AND CONCLUSIONS

Based on the results of this study, the following can be stated:

1. Provigers of health care in the Southesst Tennesses Development District genersily
agres that the shifi to the DRG system of prospective payment has led to o greater
coet-conscicusness snd cost contsinment by physicisns and hospitels;

2. Though the providers feit the costs of health care had been reduced by the DRG system,
they did not feel the cateqories within this system effectively dealt with the health problems
exparienced by sideriy persons. Specificaily, providers {slt the categories ware too rigid to taks
into account the complications that often develop during the course of treatment; and,

3. Stzsbie proportions of providers believe that the DRG system of retmbursement has
diministed the quality of health care received by Medicare recipients.

The above findings leed to fwo conclusions: 1) that the federal qovernmaent's strateqy of
prospective peyment bssed on diagnesis related groups (DRGS) hes generaily succeeged in
slewing the rapid rate of growth in costs of Medicars expenditures, and 2) that the prospective
payment sysiem has had o negative effect on the quality of health care services delivered to
Medicare beneficisries becauas the DRG categoriss used f2il to take into account the complicating
factors otten present in older patients. The data cleariy indicate the need for modifications
which will allow better classification of patients and their 11lnesses. & Severity of 1liness Index
is needed to facilitate the provision of appropriate care while maintsining incentives for cost
sffactive trastment. Such an index would take into account complications and other factors

sffecting the cost of proper trestment
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TABLE 1: PROVIDER SAMPLE CHARACTERISTICS

N : 4

Primary Cars 24 32%
Other 51 68
Urben 57 76%
Rurel i8 24
Accapts assignment for some or sil patients 64 85%
Does not sccept sastgnment it 15
Public or Not for Prefit 7 7%
tavestor Owned 12 63
Averasge Annus! Defty Consus

lexs than 50 12 63%

S0-100 3 16

over 100 4 21
Medicare Percapt of Consus

undsr SO L] 58%

5G or more 8 42
Urban 9 47
Rural 10 s3
Fiacal Year Budget

under $10 millfon i0 53%*

$10 miltion - $44 millton 6 32

$45 million end sbove 3 16

i

Public or Not for Profit S 28%
{nvestor Qwned 13 72
Serve Medicare Patients 7 39%
Do Mot Serve Madicare Petients 11 61
Urban 7 19%
Rursl 1t 61
Fiscal Year Sudget

Tess than $1 million & 33%¢

$1 million - $2 millten 6 33

over $2 million 4 22

Not Available 2 1

1 Responses from two nursing home adminiztrators have been deteted due to 1ncomplete data.

*Percentages may not total to 100 percent due o rounding error.



45

TABLE 2: AGREEMENT WITH STATEMENTS DESCRIBING THE EFFECTS OF ORGs

“Mow '8 11ke to know whether you agree or disagree with the foliowing specific
stataments seme people have mede ebout the impact of DRG's on hospitals,
doctors, nursing homes and patients.”

Hospitsl Nursing Home
Phystctans  Administrators  Administrators
N % N % N %
DRG's have belpad hold down the cost® ’
of {reating Medicars patients : S0 6% 17 90% i1  83%
DRG's have led hospitala to try to raduce
costs 66 a8 13 100 17 9%
DRG's have led doctors o think twice sbout
admitting Medicars patfents to the tospitsl 54 72 15 79 15 83
DRG's have made doctors more swarc of
the costs of medicsl care 64 8s 14 74 10 56
The DRG system has led to ¢ reduction

in the length of hospital stags 66 80 17 90 9 50
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Figure 1: Percent reporting problems with DRG's.
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Figure 2: Percent agreeing that DRG's have hurt
the quality of care.
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Chairman Heinz. Dr. Brodsky, thank you very much.

I am going to keep my questions relatively brief, because we still
have one more panel to go and I want to be sure Senator Warner
has the opportunity to answer any questions that he has.

I would like to begin, I guess, with Mr. Jones. You did not testify,
Mr. Jones, and you do not have a card in front of you. So you are
unidentified at this point. But you are the chief executive officer of
a midsized community hospital; is that right?

Mr. Jones. That is correct.

Chairman Heinz. Indeed, I believe you are the chief executive at
the hospital where Dr. Hunter has medical privileges; is that not
correct?

Mr. Jongs. That is correct.

Chairman Heinz. Let me ask you: Have you encountered situa-
tions where physicians on your staff have failed to admit patients
even though the physicians felt that medically the patient belonged
in rt)he hospital? And if so, what was the motivation for that behav-
ior?

Mr. JoNES. Senator, I am not aware of any such cases per se, but
I can certainly see where, because of the tight criteria that physi-
cians have to deal with, that that can certainly occur.

Chairman Hrinz. Would you care to describe the impact of pro-
spective payment on the quality of care?

Mr. JoNEs. Certainly.

In our institution, the number of Medicare admissions went
down from about 2,500 to about 2,000. I cannot tell you exactly
what that means, but I think it is obvious that there is some
change taking place on the front end with regard to care.

One of the concerns that we had was that physician behavior
would be affected by the regulations as they came down. A review
organization spoke to our medical staff and said, among other
things, that if you have a certain number of admissions denied, you
will end up on what amounts to a blacklist. That had an effect on
my physicians’ behavior. There has been no pressure from our par-
ticular institution to modify the physicians’ behavior; as a matter
of fact, we have been trying to work the other way to reassure
them that in our institution we want quality care to continue. I
can only speak for our institution.

Chairman HEINz. You mentioned a blacklist. How would that
blacklist be created? Where does the fear of that lie?

Mr. Jongs. Well, the statement came from a physician review or
from a review organization that came to speak to the medical staff.
My guess would be that there have been some very serious black-
listing type of things coming from the Medicare fraud and abuse
programs in the past, and no physician wants to be on any kind of
a blacklist where he looks bad compared to his peers or in the eyes
of the general public. No one wants to be on any kind of a black-
list. That was a word that came from the mouth of the reviewer
that came to instruct our physicians.

Chairman HEeinz. Now, in a sense, Dr. Hunter, you, in your testi-
mony, indicated that you had to order treatments for sick patients
in order to conform to the admission criteria set forth by the cook-
book that, I guess, Dr. Brodsky described.
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Two questions: Did you feel that you would be put on some black-
list if gou admitted a patient without prescribing these extra treat-
ments?

Dr. HuNTER. Well, certainly, if I, in my practice, have a certain
number of cases that a denial is issued for during a 3-month period,
I myself might be put on a 100-percent review. A 100-percent
review could then lead to other types of punishment, such as Mr.
dJones is talking about, the idea of being held up for ridicule by put-
ting on a list that says this guy is a bad doctor because he admits
too many patients to the hospital. It is a fear we all have and one
we never thought we would ever have to face.

Chairman HEINzZ. And as a result, you are having to order some
extra tests to conform to this recipe that somebody, some nameless,
faceless bureaucrat has cooked up for a specific admission.

Dr. HUuNTER. Yes; this little handbook called a physician’s DRG
handbook was formulated by a small hospital in North Carolina.
All our physicians carry this now, because you immediately have to
turn to this; we do not go to the bigger textbooks in medicine any-
more, because they really do not help us. But the DRG handbook
will keep us out of trouble.

Chairman Hzinz. You went to medical school for 4 years, I
assume, and how many years did you do an internship or resi-
dency?

Dr. HunTER. Internship and 3 years of residency, and I am board
certified in internal medicine and a fellow of the American College
of Physicians.

Chairman HeiNz. And so you probably spent what, 8 years train-
ing to be a doctor? How many books do you think you had to read
and how high would they stand if you kind of piled them up?

Dr. HunTER. I suppose to the ceiling, but it does not matter any-
more.

Chairman HEINz. And they have been replaced by that?

Dr. HUNTER. Yes.

Chairman HEiNz. Is that progress?

Dr. HunTER. Noj; that is not progress.

Chairman HEINZ. Are you——

Senator WARNER. Mr. Chairman, would you yield for a question
at that point?

Chairman Hrinz. I would be happy to yield to my good friend
from Virginia.

Senator WARNER. I am concerned by a phrase in here where, in
your testimony, you are describing tge following: “Both she and
her family desired admission to our local hospital, but this cannot
be unless orders are written for intramuscular injection of pain re-
lievers at least three times daily—medication she may not need
that often.”

Now, does that open you up to malpractice?

Dr. HUNTER. I suppose that that probably does.

Senator WARNER. Well, then, you are between a rock and hard
wall, between the “blue book” and the malpractice fraternity.

Dr. HUNTER. Yes, sir.

Senator WARNER. Thank you, Mr. Chairman.

Chairman Heinz. Thank you, Senator Warner.

Let me ask one other question, Dr. Hunter.
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You spoke of patients being denied care because of premature
discharge. Could you elaborate on that. And the reason why I ask
that is that North Carolina, according to the Health Care Financ-
ing Administration, has not reported a single premature discharge
through the reporting system tﬁat is supposed to be operative.

Are you aware of any premature discharges?

Dr. Hunter. Well, you will note in my testimony I did not have
any examples. We are very fortunate in that we have a good rela-
tionship with our administrator, and our administrator has not put
any pressure on us such as we heard earlier, to get patients out of
the hospital.

He leaves decisions about appropriate discharge entirely to the
attending physician. And likewise, the utilization review committee
of our hospital does not put pressure on attending physicians, be-
cause we trust the judgment of the physicians who are on our staff.
We think we have a very competent staff of physicians.

So the premature discharge and the inherent dangers is some-
thing that could be feared, but because of the kind of relationship
we have with our hospital administrator and our hospital board of
trustees, that has not been a problem for us.

Chairman HEeiNz. Let me ask Dr. McKenzie, who is also from
North Carolina, if he is familiar with any premature discharges.

Dr. McKeNziE. Well, I mentioned one on the urology case where
the admission was denied as unnecessary, and readmission was
denied because he had been discharged too soon from the first ad-
mission that was denied.

Chairman HEINZ. Are there any others that you are familiar
with personally?

Dr. McKenzie. No, sir. I am familiar with the pressure to facili-
tate the movement of patients out of hospitals, and I think that all
doctors feel this unconsciously, because there has been a great deal
of publicity to the fact that health care has to be rationed, and
many hospitals in North Carolina are to be bankrupt——

Chairman HEeinz. I must say I view with some suspicion a report-
ing system which reports that there are no premature discharges
and yet, as you describe, denies reimbursement for an admission
because the patient was prematurely discharged previously. It
seems to me that something is wrong, and many of them——

Dr. McKENzie. Maybe that does not fit the blue book if the first
admission was denied.

Chairman Heinz. Let me also say that—I gather you are not too
pleased with the Peer Review Organization System, especially the
retrospective review of patient records to determine denials.

But my question is how else are we going to determine and iden-
tify those physicians who may be impaired or who, in fact, may be
prematurely or inappropriate discharging physicians if we do not
have that kind of a system?

Dr. McKenzie. 1 would much rather have it done on a local
basis. I think that all doctors who treat Medicare cases can be con-
sidered obligated to review these situations, and let them be re-
viewed there. And if there is a conflict possibly on down the line, it
might be reconsidered by an appeal to a far distant organization.
But this bit of paying a doctor a high fee—some might not consider
$55 an hour for review high, but 1 do—to anonymously increase the
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number of denials—and the pressure from Washington is certainly
great to increase the number of denials in North Carolina—I think
that system——

Chairman Heinz. Are you suggesting in any respect that we
should get physicians who are familiar with treating elderly pat-
ents to do more of these reviews?

Dr. McKENzIE. Yes, sir; I think they certainly should.

- Chairman Heinz. Do them on the local level.

Dr. McKenzie. This would not be a great imposition on the
doctor, because if all doctors treating such patients were participat-
ing, I might not require more than a few weeks a year.

Chairman HEiNz. And they would not need to be compensated
for that.

Dr. McKenNzik. That is right.

Chairman HEiNz. One last question before my time expires.

Dr. Greenberg, you stated that physicians, presumably in the
hospital where you practice, are asked to rearrange the discharge
sheet to, as you put it, “get the most financially out of the patients’
admissions,” so hospitals can profit—not doctors, but hospitals.

Could you elaborate on that for us, and could not such tampering
and falsification of hospital records lead to prosecution and libel
suits, and so on?

Dr. GrReengerG. Well, I will answer the second part first. I do not
think it would lead us into any libel suits, but if the original reason
for which the patient was admitted was diabetes, and that indeed
was the reason the patient may have been admitted, and you put
that us No. 1, but then you find that during your workup and
treatment that the patient also has cancer of the pancreas with
metastasis of the liver and bone, plus then develops endocarditis
and heart failure, and finally death from that—the main reason I
brought the patient into the hospital was for the diabetes. But
weeks later, you may be called by the record room, who has a com-
mittee of reviewing physicians, which states that if you put down
that the patient has cancer, metastatic, of the liver and the bone,
“;xe will get $1,600, and could you rearrange on the front discharge
sheet——

Chairman HeiNz. You were being asked to do that?

Dr. GREENBERG. Yes.

Chairman Heinz. Even though that was not——

Dr. GREENBERG. As long as all the diagnoses appear; but they
would like to rearrange it is a numerical way that would give the
hospital the best reimbursement.

Chairman HEeinz. How did you feel about that?

Dr. GREENBERG. At first, I fought. But after a while, you get tired
of fighting. You only have so many hours a day. And then you say,
“Yes,” because really, you are not saying anything that is not
truthful. You are just rearranging in a numerical way the diag-
noses.

Chairman Heinz. So, what you are being forced to do by the ri-
gidity of this system, a system which does not allow for the severity
or complexity of illness is to disregard appropriate judgment and to
say things that are untrue. For example, you did not admit a pa-
tient because of cancer, you admitted him because of diabetes; and
you found cancer later. It seems to me that what you are describing
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is rigidity in a system which, taken to its ultimate conclusion, leads
to a total disregard of really wanting to tell the truth and the
whole truth.

Is that a fair summary?

Dr. GREeNBERG. That is true. The main reason the patient may
have come in was for the diabetes, and secondarily, these other
things occurred.

Chairman HeiNz. I am concerned that it also creates a pattern of
behavior that begins to invite other kinds of reporting anomalities,
abuses, inaccuracies, that cause us to be unable to tell how this
system is working.

Senator Warner, my time has expired.

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

It seems to me what we are looking at here is that Congress and
the executive branch framed a network of laws and regulations
which are beginning to suppress the judgment of well-trained men
and women in the various stages of the medical profession, that
being doctors to nurses. Now we have got to see what we can do to
correct that and bring it into balance such that this very precious
skill that each of you have through many, many years of training
and sacrifice, can be fully utilized to provide quality medical care.

I would pose two questions, and then anyone who desires may ad-
dress the question. First, in view of the continuing rise in malprac-
tice suits, do you find that—calling on my question of Dr. Hunter—
that any of this network of law and regulations requiring you to do
things that you otherwise would not do in your professional judg-
ment, will lay a foundation for malpractice charges being brought
against you? .

And second, it seems to me that the motivation which enables a
young man or a woman to enter this profession is to have an unfet-
tergddability to exercisc your judgment at the end of the training
period.

Is this framework of law and regulation discouraging young men
and women from entering the profession of medical care?

Two questions, and anyone who might wish may address it.

Yes, Dr. Greenberg?

Dr. GREENBERG. As far as your second statement is concerned, I
do think less capable students are entering medicine. I think the
quality of the student who applies to medical school now is differ-
ent than the quality of the student who applied to medical school
15 or 20 years ago. And I think that some of them sense the prob-
lems associated with the control of their lives, the way they prac-
tice, the way they think, and their freedom, that has been in-
fringed upon. And I do not think you see the quality of students
going to medical at the same level as they have in the past.

Senator WarNeR. Dr. McKenzie.

Dr. McKeNzIE. Senator Warner, again, on the first question of
malpractice, there is no question in my mind that the whole
system does increase the malpractice risk, and the cost to the Gov-
ernment of the malpractice situation, the threat of malpractice
suits, is enormous. 1 do not think there is anything, any single
thing that we could do to better extend the medical doctor than to
improve the medical malpractice laws, and by that, I have for some
time been attempting to get our medical society to get the people of
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North Carolina to search for the ideal laws for themselves—not
laws ideal for the doctors or for the hospitals, but for the people. I
think we could practice good medicine under such laws. But the
tc)xiu'ren?: situation, as I am sure you are familiar with, is just terri-

e.

Senator WarNgr. Well, in succinct response, the DRG system is
contributing to the malpractice problem?

Dr. GREENBERG. I certainly think so. I do not think there is any
way to conclude anything different.

Senator WARNER. And that is because certain physicians have to
abrogate better judgment and perform certain medical practices on
a patient in order to enable that patient to qualify?

Dr. GREENBERG. Quite correct, yes, Senator.

Senator WarNER. Thank you very much.

Does anyone else wish to respond?

Dr. Brodsky.

Dr. Bropsky. Just a quick response. Many of the physicians that
we talked to express the same concern, that they are doing things
not because they are medically necessary, but because they are re-
quired to do them by DRG categories or by the fear of malpractice,
one or the other.

Senator WARNER. Well, now, you could not go into a malpractice
suit and raise a little blue book as a defense; could you?

Dr. Bropsky. I would think not.

Senator WARNER. Yes, Dr. McKenzie.

Dr. McKenzie. If I may add one comment, a friend of mine was
discussing a suit. He is a family practitioner, and he is being sued
for a patient who died from a heart attack. He stated in talking to
me, “If it were not for those DRG’s, I think I probably would have
admitted him to the hospital earlier.” He did not even know that I
was coming here. He was just talking, because he knew of my in-
terest in the malpractice problem.

Senator WARNER. I thank you, Mr. Chairman.

Chairman HEeiNz. Senator Warner, thank you very much for
some very good questions. I think your point, Senator Warner,
about the blue book, the bible, being no defense against——

Senator WARNER. Let us not equate it to a bible.

Chairman HeiNz. I know what you are thinking of—but it has
become an administrative, bureaucratic bible, unhappily.

Senator WARNER. I refer to it as a Popular Mechanics book to fix
an engine.

Chairman HEinz. Well, whatever. It is not, as you said, a defense
against malpractice. It is a book of regulations that may, in fact, at
times be totally inconsistent with the effective and humane prac-
tice of medicine.

I just want to note, before I call on him, that Senator Wilson of
California has been in and out of this hearing several times today.
He is on a number of other committees that are meeting today.
And although this is my first chance to recognize him for any
statement or questions, he has been here at this hearing on at least
one other occasion. I can testify to that, and so do.

Senator Wilson. ‘
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STATEMENT BY SENATOR PETE WILSON

Senator WiLsoN. Thank you, Mr. Chairman, and I thank you also
for holding the first of what I understand will be three hearings in
this area. I think it is critically important that as we seek to wres-
tle with the monumental problem of cost containment, that we not
sacrifice the quality of care required, and I think it is a special
quality of care in the case of elderly citizens who, as we have heard
this morning in the testimony, often present a multiplicity of im-
pairments not immediately apparent upon admission.

And I commend you not only for taking the initiative, but also
for your own legislation that seeks to speed payment to PRO’s to
remedy one of the problems that has surfaced since that system of
review was initiated.

I apologize that other responsibilities have prevented my being
here, but I have looked at the testimony, and I do have some ques-
tions.

I would like to pursue the line of questioning that Senator
Warner has, 1 think very properly, given emphasis.

Has there yet been any reflection of the concerns that he has ar-
ticulated this morning and that you have echoed in rising malprac-
tice premiums. In other words, is it a fair statement that the con-
cerns that you have voiced this morning and that are reflected in
the results of Dr. Brodsky’s survey—have those found their way
into higher premiums? ‘ :

[The prepared statement of Senator Wilson follows:]

PREPARED STATEMENT OF SENATOR PETE WrisoN

The case we will hear today will both shock us and impress on us the need to
assure the delivery of quality medical care in the context of needed efforts to con-
tain costs. The testimony from the professional providers of care illustrates the com-
plexity of the problem.

Our purpose this morning must be to detcrmine whether major overhauls, or only
fine-tuning is required to provide that assurance. Mr. Chairman, 1 commend your
own efforts in this regard. I refer to S. 1653 now incorporated into our reconciliation
package, your legislation to speed payment to peer review organizations.

1 look forward to holding a similar hearing in California, focusing special atten-
tion upon health maintenance organizations.

Mr. Chairman, Let me thank you for the opportunity which you have given us to
examine one of the crucial issues facing our elderly citizens today, the fear of not
getting appropriate medical treatment under the Medicare system.

Overwhelming fiscal pressure to control burgeoning Medicare costs has brought
major reforms as a result of efforts by everyone involved in the Medicare system:
The administration’s implementation of the prospective payment system, the posi-
tive efforts by hospitals to maintain their standards while cutting inefficient or
costly practices, the serious committment by the private sector employer to make
their employees aware of the nced for preventive health care.

But it is time to take stock, after nearly three years of prospective payment and
less than one year of peer review, to determine whether the system as revised is
providing the quality of health care which older Americans require.

Dr. McKeNzie. Our hospital in North Carolina has been notified
to expect a six-fold increase next year in their malpractice insur-
ance. If that happens to me, I simply will not be able to practice.

Senator WARNER. What would be that fee, if the Senator would
yield for a minute, the average fee?

Dr. McKEeNzie. For the hospital, I cannot answer that, Senator
Warner. My malpractice insurance runs right at $1,000 a month,
and there are doctors in other States who have malpractice insur-
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ance that runs almost $1,000 to $2,000 a week, and it is bound to be
expensive to go to see such doctors, and they are not taking the
money home.

Senator WiLsoN. Now, it may be beyond the ability of anyone in
the room to answer this question, because it seems that there are
two explanations for that. One would be a pattern of increasing
judgments that might have nothing to do with the whole subject
that we are focusing upon today. On the other hand, the testimony
that we have heard today gives rise at least to the inference that
the rigidities of the DRG system are causing a curtailment of ade-
quate patient care and that that may be reflected in these premi-
ums.

Is there solid evidence to indicate the latter?

Dr. McKENzie. I cannot give you solid evidence, sir.

Senator WiLsoNn. Well, perhaps the best evidence would be state-
ments of the carrier. If they are about to visit a six-fold increase on
your hospital, I think at the very least, the hospital is entitled to
know why.

Mr. Jongs. Senator, if I might answer that, North Carolina, in
the past 18 months, there have been several multimillion dollar
settlements on malpractice cases, which is totally unheard of up
until the last year or so. And the insurance companies say, “The
settlements are going up, and your rates are going up’—both
against hospitals and doctors. Whether or not there is any connec-
tion with our discussions today, with that overall pattern, I think it
is too early to say.

Senator WiLsoN. Mr. Chairman, I think it would be worthy of
the time and effort of our diligent staff to really make a minute
examination to determine whether or not the defendants in these
cases who have settled, resulting in these fat increases, I mean
really unbearable increases, in premiums, have been defendants
whose conduct was attributable to the DRG’s and to the rigidities
of that system. I would hope we would find that that is not the
case, but if it is, it underscores what we have heard this morning.

Chairman HEgiNz. Senator Wilson, that is an excellent suggestion,
and the staff is directed to find out if those were Medicare-DRG-
related incidents.

Senator WiLsoN. Let me in the interest of time, because unhappi-
ly, I have been required to be elsewhere—I gather there is a pretty
healthy consensus that is reflected in Dr. Brodsky’s survey results,
that the DRG has proved a very rigid instrument, one that does
not take adequate account in particular of the frailties, the special
frailties that attach to the elderly.

What is it that this committee can do, what would your recom-
mendation be, for the remedy of that situation? I gather that there
is neither an adequate appeal process, and that there is consider-
able feeling on the part of these panelists that the classification
needs to be not just revisited, but revised, and in particular, the se-
verity of illness index. Just exactly how—if you could elaborate,
Dr. Brodsky, or anybody else, on that. It seems that what is re-
quired is a flexibility that will allow for the expertise that you
have all trained for to come to play and not to be prohibited by a
rule book that does not accord with the realities of the require-
ments for medical care on the part of the elderly.
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Chairman HEeinz. Senator Wilson, let me just ask you to yield for
a second, because I had meant to enter into the record earlier, on
behalf of Susan Horn, Ph.D., a statement prepared for the Special
Committee on Aging, regarding the severity adjustments to the
Medicare prospective system. Ms. Horn is a doctor at Johns Hop-
kins University, and in line with your line of inquiry, it seems to
hold great promise in terms of correcting the problem. I just want
this to be in the record at the appropriate point.

[The statement of Dr. Horn follows:]

SEVERITY ADJUSTMENTS TO THE MEDICARE PROSPECTIVE PAYMENT SYSTEM

PrEPARED STATEMENT oF Susan D. Horn, Pu.D.

Prospective B&)ﬂgment is now in place as one means to control expenditures for hos-
pital care of Medicare (and other) patients. A prospective payment system provides
good incentives for hospitals to control the costs of treating patients. However, such
a system should be equitable so that hospitals are reimbursed adegquately, but not
excessively, for the types of patients they treat.

An equitable prospective payment system

With an equitable prospective payment system: There would be no incentive to
admit excessive numbers of less severely ill patients, since a hospital would be reim-
bursed less for such patients.

There would be no incentive to transfer {‘dump”) or prematurely discharge more
severely ill patients that the hospital could actually treat, since it would be reim-
bursed at an appropriate level for treating such patients.

Reduction ofP total expenditures for health care would be possible since the gov-
ernment could concentrate on those categories of patients in which resource use
could reasonably be reduced. By contrast, when broad, heterogeneous (with respect
to resource use) groups of patients are used for prospective payment and one wishes
to reduce expenditures, it may be difficult to determine where to start because of
the breadth of the categories.

Physicians with atypical practice patterns could be identified and worked with to
change their treatment behavior. If heterogeneous groups are used to identify physi-
cians with high levels of resource use, one does not know if the physician’s greater
resource us is due to differences in his patient mix or to inefficiency.

Characteristics of DRG’s

The prospective payment system for Medicare patients now mandated by law uses
Diagnosis Related Groups (DRGs) to describe hospital inpatients. The 467 DRGs are
medically meaningful in that they attempt to group together patients and proce-
dures that fall together naturally in the practice of medicine. On the other hand,
researchers and hospitals have observed that many of the 467 DRGs have a great
deal of variability with respect to resource use; in some DRGs, patient charges vary
from less than $1,000 to greater than $200,000. This is quantified by large standard
deviations of DRG data; standard deviations are often larger than the mean of the
charges or length of stay within a DRG.!?

Overall, DRGs explain only about 30% to 40% of the variability in resource use of
hospitalized patients. In a prospective payment system based on DRGs alone, the
60% to 70% of variability in resource use not explained by DRGs causes great un-
certainty for hospital administrators, physicians making patient management deci-
iions, and purchasers of health care who need to know what product they are

uying.

me have argued that large variability withip a DRG may not be worrisome be-
cause analyses of patients’ charges within a DRG in the Medpar data file indicate
that the distributions are highly peaked, even though they have widely spread tails.
If it were true that the more severe and less severe cases in the tails of the distribu-
tion were randomly distributed among hospitals, then the great spread of charges
within a DRC might not be troublesome. However, studies indicate that some hospi-
tals treat a disproportionately large share of patients either at the higher severity
lovels or at the lower severity levels. 4 For these hospitals, payment may be cither
inadequate or more than adequate to cover the costs of treating the respective pa-
tients. Hence, a system of prospective payment that contains a large spread of re-
source consumption within its categories can result in inappropriate levels of reim-
bursement to certain institutions.
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Even if cases at all levels of severity of illness and resource use were randoml
distributed among hospitals, the existence of a spread of resource use within a DRé
can foster inappropriate incentives in an average cost prospective payment system.
As noted in an editorial in the Wall Street Journal (February 6, 1984), a hospital
could induce physicians to admit less severely ill patients to that hospital by split-
ting with the admitting physician the difference between the DRG prospective pay-
ment amount and the actual cost of treating that patient. Thus, even if cases were
randomly distributed among hospitals, the existence of 2 spread of severity of illness
and resource use within DRGs could permit some fairly ogvious inequities to devel-
op. Homogeneity of resource use is, t erefore, a very important criterion for an eq-
uitable average cost prospective payment system.

Also, when hospitals are not reimbursed sufficiently to take care of the sicker pa-
tients, they have an incentive to discharge these sicker patients prematurely. Tgxs
can lead to poorer quality of care, if the settings to which they are discharged are
not used to caring for these sicker patients and/or to more frequent readmissions of
such patients, which will cost more money in the long run.

DRGs do not account for severity of illness

Many observers have attributed a major part of the large spread of resource use
within DRGs to inadequacies in assessing differences in severity of illness. As a pos-
sible means of accounting for severity of illness differences, several researchers have
studied the Systemetrics Disease Staging séystem. used either as case mix system in
its own right or as a refinement to DRGs.® One advantage of using Disease Staging
or DRGs, combined or separately, is that cases can be assigned to categories in both
of these case mix systems using standard discharge abstract data; a disadvantage is
that the refinement of DRGs with Disense Stages results in many thousands of
Froups {more than 8,000 groups in one study) while the explanatory power increases
ess than 10 percent.® Thus, even with all these groups, Disease Stages within DRGs
are not able to explain much more variability in resource use than DRGs alone, and
one is led to question whether Disease Staging provides an adequate definition of
severity of illness. Several other systems have been developed that classify patients
usin%) only discharge abstract data, (Patient Management Categories, PAS A List,
ete), but they, too, explain about the same amount of variability as DRGs. So far, no
matter how researchers have tried to use discharge abstract data to form case mix
groups, the resulting case mix grouping systems still leave unexplained 60% to 70%
of the variability in patient resource use.

Part of this unexplained variability in resource use is due to differences in physi-
cian practice patterns. Some physicians perform more tests and keep similar pa-
tients in the hospital longer than some of their colleagues. But a large additional
part of the unexplained variability in resource use is due to differences in severity
of illness that are not captured in the current discharge abstract data base. For this
reason, a Severity of Illness Index has been under development and testing at the
Johns Hopkins University over the past five years,

The severity of illness index

The Severity of Iliness Index assigns to each patient at or after discharge a severi-
ty score on a four-level scale, determined from the scores for each of seven individ-
ual dimensions chosen to reflect severity of illness. The seven dimensions are:

The stage of the principal diagnosis at admission, including the greatest extent of
organ involvement.

Complications due to the principal disesse or as a direct result of the therapy or
hospitalization.

Pre-existing problems other than the principal diagnosis and its complications, for
example, diabetes in a patient admitted with an acute myocardial infarction.

The degree to which the patient requires more than the minimal level of direct
care expected for the Frincipa! diagnosis; A dependency score above level one indi-
cates that the stage of illness, complications, or pre-existing diseases require extra
monitoring or care.

Diagnostic and therapeutic procedures performed outside of the operating room:
The highest level of procedure, such as those required for life support, rather than
the total number of procedures performed, determines the score for this dimension;
the need for such a procedure also should be reflected in one or more of the first
three dimensions (stage, complications, and/or pre-existing problems),

Patient’s response to hospital treatment for the principal diagnosis, complication,
and interactions: this relates to treatments for acute illness or acute mani estations
of a chronic illness that one expects to manage during a hospital stay; it does not
relate to improvement in underlying chronic conditions for which there is no expec-
tation of cure or significant progress during the hospitalization.
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The extent to which a patient shows residual evidence of the acute injury or ill-
ness at the time of discharge.

"o determine the Severity of Iliness score for an individual patient, a rater (usual-
ly a hospital medical records coder or utilization review nurse) scores each of the
seven dimensions at one of four levels of increasing severity by examining data in
the patient’s medical record for that hospitalization following discharge. To the
greatest extent possible, objective, disease specific criteria are used to define each of
The four levels within each of the seven dimensions. Whenever a dimension is scored
above a level one, raters are taught to record substantiating criteria such as signs or
symptoms, lab values, etc., as notes on the Severity of Illness rating form. The rater
assigns an overall Severity score to each patient on a four-point scale by examining
the pattern of scores for the seven dimensions.” Timing studies have shown that it
takes, on average, from minus two minutes to plus three minutes per case to rate
Severity of lllness along with discharge abstract coding or discharge utilization
review reporting, so the additional task of collecting Severity of Iliness data does
not add greatly to the current cost of either utilization review or discharge abstract-
ing activities. Reliability studies show an average of 93.5% agreement (6.5% dis-
agreement) when cases are blindly rerated.” This compares very favorably with the
disagreement rates for principal diagnosis coding found in other studies, which
range from 25% to 36.6%%% resulting in disagreement rates for DRG classification
averaging 18% in one study.?

The quantitative evaluation of illness severity presents a complex and challenging
problem. Any approach to solving this problem necessarily entails compromises. For
example, in order to avoid the influence of practice patterns and examine only ill-
ness related factors, it would be desirable to employ only data that would not be
affected by actions takent by patient care rsonnel. On the other hand, exclusion
of such elements, particularly data related to complications and the patient’s re-
sponse to treatment, would ignore factors critical to the determination of the pa-
tient’s total burden of illness.

Most systems of patient classification, even those currently employed as a basis
for prospective payment, accept this compromise to some degree to avoid loss of im-
portant information. For example, the DRG classification system includes proce-
dures such as cardiac catheterization, operations that are chosen by the patient’s
physician, as well as complications and comorbidities that can be influenced by the
care given such as contraction of a urinary tract infection. This approach recognizes
that to ignore such elements would precr{ude adequate characterization of the pa-
tient's illness. A similar approach was used in developing the Severity of lilness
Index, but the influence of hospital-related factors was minimized.

Results when severity is conlrolled for

To date, Severity data have been collected at more than 60 hospitals. Analyses of
these data have shown that DRGs subdivided by the four-level Severity of Hlness
Index explain more than 60% of the variability in patient resource use, while DRGs
alone explain less than half of that.>*° Also, in simulated studies of prospective pay-
ment based on Severity-adjusted DRGs compared to DRGs alone, the algebraic sum
of the deviations between actual costs and DRG predicted payments were always
further from zero (that is, there were greater overpayments or underpayments) than
the algebraic sum of the deviations between actual costs and Severity-adjusted DRG
payments.? Thus, a hospital has a greater risk that its total prospective payments
will differ from actual costs under an unadjusted DRG system than under a Severi-
ty-adjusted DRG system. The differences in deviations between actual and predicted
patient payments based on DRGs compared to Severity-adjusted DRGs was up fo
2507, of a hospital's total operating costs, 50 making or not making} a severity ad-

justment to DRG payments can have substantial financial implications for a hospi-
11

HCFA apparently hoped that although DRGs did not predict individual patient
resource use well, the variations would all cancel out at the hospital level. This is
not the case in many hospitals. In the future, to achieve equitable prospective pay-
ment, a valid and reliable adjustment for severity of illness will be necessary.

Uses of severity information

An appropriate adjustment for severity of illness is essential for any purchaser of
health care who needs an accurate definition of the hospital “product” he is buying.
Sometimes, institutions that appear to have high costs when DRGs alone are used
as the basis of comparison, no longer seem to be high cost institutions when Severi-
ty-adjusted DRGs are used as the basis of comparison. The reason they appear to be
high cost using DRGs alone is that they are treating proportionately more severely
ill patients.
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With an appropriate severity adjustment to DRGs, not only would purchasers
have more accurate information for their decisions, but hospitals would have more
accurate information to assess themselves, and all hospitals would have an incen-
tive lo become more efficient. Al present, when hospitals that admit typically low
severity patients are paid the DRG average, they may have little incentive to
become more efficient because their payments may be much higher than their oper-
ating costs.

Severity of Hiness information can be collected at admission, concurrently during
hospitalization, and at discharge measuring the maximum Severity throughout the
hospitalization. In this way, changes in Severity can be used to flag possible quality
of care problems. Severity criteria can also be assessed to determine the patient’s
signs and symptoms on the day of discharge to predict the resources needed for post-
hospital care, such as home health or nursing home care.

Computerized severity index

In order to facilitate widespread use of the Severity of lllness Index, the Johns
Hopkins researchers have developed an expanded ICD-9-CM code book that incor-
porates Severity of Iliness criteria. This new code book is based on a 6-digit system:
the first 5 digits arc the same as the disease condition labels in the current ICD-9-
CM code book; the 6th digit (1 to 4) tells how severe the disease us using objective
signs and symptoms, lab values, radiology findings, etc.

The new 6-digit code book will be used to create an expanded discharge abstract
data set consisting of principal and secondary diagnoses E;\beiled in 6-digit codes, a
rate of response to therapy variable (level 1 to 4, as in the 6th dimension of the
Severity of Illness Index), and the usual discharge abstract elements of Erocedures,

e, sex, and discharge status. A computer algorithm will be applied tc his expand-

discharge abstract data set to produce the overall Computerized Severity Index
(CSI). Vaiigity studies have shown that the CSI agrees with the manual Severity of
Iiness Index about 95% of the time; the remaining 5% of the time, the CSI appears
to be an even better predictor of resource use. This new system will be available in
early 1986, sc all hospitals, including psychiatric institutions, will be able to score
severity criteria as patt of their discharge abstract coding.

The CSI is based on the quantification of a patient’s total burden of illness ex-
pressed as a combination of:

The problem: the problem or principal diagnosis that brought the patient into the
hospital, with the 6th digit reflecting its severity;

The environment: the complications and/or cororbidities the patient e:éperiences
while in the hospital, described as the 6th digits of each of the secondary diagnoses;

The idiosyneratic element: the patient’s bodily response to the hospitalization or
rate of response to therapy.

In the future, DRGs are likely to be adjusted in some way for severity of illness. If
this is done correctly, other surrogates for severity, such as teaching status, urban
or rural status, proportion of indigent patients, and tertiary referral center designa-
tion may not be needed. Then, hospital costs will mere accurately reflect n
hospital use, a situation that will benefit patients, hospitals, and payers, public and
private alike.
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Chairman HEinz. Thank you Senator Wilson. Please proceed, Dr.
Brodsky.

Dr. Bropsky. Well, since my testimony raised the question of the
severity-of-illness index, I will just make a few comments.

One, much of the work that has been done is Dr. Horn’s work
with her associates at Johns Hopkins. And basically, what a severi-
ty-of-illness index will do is to look at such things as the stage of
the principal diagnosis at admission, look at the presence of compli-
cating factors at admission, the presence of complications which
will develop during the course of treatment, and also the condition
of the patient upon discharge—how fully recovered they are and
the like. .

I think all of these things, if you take these into account, will
allow more flexibility and not necessarily at greater cost, because I
think what we may find happening is that right now, the DRG
system is paying the same reimbursement for a patient in a catego-
ry who is not seriously ill with complicating factors as they are for
a patient who is seriously ill. So the hospital makes more money on
a not-chronically-ill person, less money on somebody else. So I
think the severity-of-illness index will take those sorts of things
into account.

Dr. HUNTER. Severity of illness is something that is more or less
built into the intellect of a practicing physician. And I think the
practicing physician will tell you that he can look at the patient,
the patient he has known, and he can tell you the severity of ill-
ness. Now, my problem is I am also told I have got to document
that. And sometimes, I have labored over a one-paragraph note in
a patient’s chart, trying to put into adequate words the appearance
of that patient, because I know that if I do not put in an adequate
description of the appearance of that patient, I am going to be in
serious trouble when the reviewer comes through. And any kind of
system that would allow us a mechahism of applying a severity-of-
illness index would obviously be a great deal of help, because we all
labor over this problem of how to describe just how sick a patient
is.

Senator WARNER. Before we dismiss this panel, 1 wonder if there
is any thought that we should revisit the question of fees to physi-
cians, by virtue of the ability of the individual to pay. In other
words, as I understand it, a millionaire pays the same fee as does a
pauper under this system. Obviously, someone carefully thought
through the problems before the system was established, but now,
after some experience, should that be revisited?

Dr. HunTER. My only concern today would be if you will just do
something about the things that we have talked about about the
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current DRG system; I think that that will so relieve my mind that
I will not worry about the other for a considerable period of time.

Dr. McKEeNzig. Senator Warner, if I may answer somewhat on
that question, I am not so concerned with collecting more from the
patient who is wealthy, although I am not sure that they are going
to always have Medicare available to them; but I have recently
learned that if a truly poor patient comes into my office on Medi-
care, and I do not attempt to collect the 20 percent that the Gov-
ernment does not pay, I can be charged with fraud, my office
closed, and I can be put in jail.

Now, I see many of these patients that come in, and they are on
Medicare, and I tell my secretary to just drop the 20 percent—and
I hope there is no one taking names here, because I will be visited
soon. But this seems to me a terrible threat, that I cannot forgive
the 20 percent.

Senator WARNER. I share that view.

Dr. McKEenzie. I think there are two other things that might
help in a minor way. I think it might help if hospitals could have a
few beds that could swing and that could be considered as nursing
home beds at a time when there is an acute shortage of nursing
home beds. We have patients that stay in our hospital for weeks,
waiting to get in a nursing home. And if some of the hospital beds
could be designated nursing home beds, then I think there would
not be that pressure to push them out of the hospital. It is my un-
derstanding also that hospitals cannot accept cash, and they cannot
accept additional insurance if they are treating a Medicare patient.
The earlier testimony on the previous panel alluded to all of the
funds that were available, but it is my understanding that hospi-
tals cannot accept those funds. And this might reduce the pressure
on the hospitals and the doctors.

Chairman HEiNz. I just want to ask a followup to.your question
of Dr. McKenzie. One possible alternative to the designation of
nursing home beds in the hospital would be to expand the existing
law, which provides for administratively necessary payments for
hospitals where an extended stay is necessary by reason of a lack
of nursing home beds. Is that an alternative?

Dr. McKENzIE. Yes; I think that would accomplish the same
thing.

Chairman HEeiNz. Thank you.

If there are no further questions, or answers, or suggested an-
swers—Mr. McKenzie?

Dr. McKenzie. Well, I would like to conclude that I think that
the system must work, but I do not speak of the system of Medi-
care and PRO’s and DRG’s. I mean the system by which the people
have developed—the doctors and the hospitals in prior generations
have developed the best health care system that the world has ever
known.

Chairman Hginz. Let me just ask one more question for a “yes”
or “no” answer from all of you, and then we will let you go back to
practice medicine as best as HCFA will allow.

Senator WARNER. Particularly down in North Carolina, with a
hurricane coming. We have four of them here.

Chairman Heinz. Yes. You had better get back there if you can.

57-611 O - 86 - 3
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As best HCFA will allow, and that is this: DRG’s—do you believe
that we can, by the variety of suggestions you or others have
made—can we improve that system sufficiently so that we can
have a reasonable assurance that the quahty of care under Medi-
care will be preserved? f

Mr. Jones—yes or no?

Mr. Jongs. Certainly, in the short run, I agree. My long-run con-
cern is that as the funds become tighter, then quality has got to
give at some point. We are still talking about rationing care, and
that is the long-term concern. But in the short run, definitely, yes.

Chairman HEeinz. Yes or no?

Dr. HuntER. Yes.

Dr. McKEeNziIE. Yes.

Ms. JoNEs. Yes.

Chairman HEINz. What is that? You have come a long way, now.
Make sure that people hear your verdict, loud and clear.

Ms. Jones. Yes, sir.

Dr. GREENBERG. No.

Dr. Brobsky. Yes, in the short run.

Chairman HEeinz. So, we have five “yes,” two of them qualified
as to the short run, and one “no.”

Dr. McKenzie. May 1 say that was a small “'y” “yes”.

Chairman HeiNnz. Ms. Jones and gentlemen, thank you very
much. You have been extremely helpful to us. We thank you for
having come a very long way, and we wish you a bon voyage, espe-
cially for the North Carolinians.

Chairman HEiINz. | would like to welcome our next panel. We are
very fortunate to have here today experts on how Medicare’s Qual-
ity Assurance Program is working, or maybe not working. I very
much appreciate the willingness of the representatives of the peer
review organizations to take the time and trouble to come here
today and tell us directly what we need to know—namely, how to
best protect Medicare beneficiaries and ensure that we do not drop
the word “care” out of “Medicare”.

Dr. Thomas Dehn is the president of the American Peer Review
Association and a representative of the Wisconsin PRO, I under-
stand, will present prepared testimony.

In addition, we are very pleased to have with us to answer our
questions today, Dr. Kenneth Platt, medical director of the Colora-
do Foundation for Medical Case, accornpanied by Arja Adair, exec-
utive director; Mr. John W. Miller, chief executive officer of the
Alabama Quality Assurance Foundation, accompanied by the medi-
cal director, Dr. Robert Sherrill, Jr.; and from Rhode Island and
the Maine PRO is Dr. Frederick Crisafulli, medical director, and
Edward J. Lynch, executive director. We thank you for being here,
and we welcome you all.

Chairman Heinz. Dr. Dehn, would you please proceed with your
prepared testimony, and then it will be my intention to ask a varie-
ty of questions from your expert associates.



63

STATEMENT OF DR. THOMAS G. DEHN, MILWAUKEE, Wi,
PRESIDENT, AMERICAN MEDICAL PEER REVIEW ASSOCIATION

Dr. Denn. 1 appreciate this opportunity, and I think you will find
that the resources that you have here at the table will be able to
% into some of the technical issues that you have heard earlier

ay.

As mentioned, my name is Tom Dehn. I am a physician in the
full-time practice of medicine in Milwaukee, WI, and the president
of the Wisconsin PRO, and the president of the American Medical
Peer Review Association, which is the national organization of phy-
sician-based review organizations, comprising virtually all of the
PRO’s in the country.

I have submitted written testimony, which you and your staff
will have the opportunity to review, and I would ask that that be
entered into the written record at this time, Senator.

Chairman Heinz. Without objection, your entire testimony will
be part of the record in its entirety.

Dr. Denn. Thank you, sir. That testimony responds to the six
questions that you posed upon your invitation of our group, and I
believe, after listening to the earlier testimony, that it addresses
almost all of the issues raised by today’s witnesses.

I will not read from that testimony, because I fear it will cause
great somnolence to come over this room, so I will try to para-
phrase some of my thoughts today.

I would hope that you and the members of your committee can
assist us in the development of an effective program for monitoring
and assuring quality of care in the Medicare Program.

I think basically, the question is really who will be the benefici-
ary advocate in this $75 billion program. I have heard physicians
earlier today say that they are having trouble adequately docu-
menting care, or “We do not like to call in.”

We submit, when somebody buys 75 billion dollars’ worth of a
product from the medical profession, we must provide accountabil-
ity, and it ought to be reasonable accountability, and I believe that
the PRO, given the right tools, can provide that accountability on
behalf of organized medicine.

We know that you, Senators, are advocates for quality health
care, and we know that we are. Unfortunately, in many cases, your
colleagues do not support your efforts, and unfortunately, we are
hamstrung by what we consider to be a restrictive, underfunded,
relatively inflexible and frankly, too narrowly focused program of
health care review

Chairman Hgeinz. I gather you are referring to second opinion
when you say “some of my efforts”.

Dr. Deun. Yes, sir. It happens to be my personal opinion, that
focused second opinion programs are effective quality assurance
tools.

Chairman Hrinz. But you believe that second opinion legislation
is good?

Dr. DenN. I think that focused use of second opinion, Senator, is
very useful. And incidentally, I would welcome—these are hardly
prepared comments——

Chairman Heinz. Well, let us not get into that one today.



64

Dr. DenN. Call me again at another time.

Chairman HEeinz. I do thank you, Dr. Dehn. Senator Durenberger
and I just have an honest difference of focus on that.

Dr. Denn. I have heard rumors about that.

The question before us Senator is really not whether the health
care system is changing, but what about patient quality, and are
Medicare beneficiaries really to suffer from the economic incen-
tives in the system that reward efficiency; are they to be captives,
frankly, of the health care policy that is determined by these insur-
mountable Federal deficits.

We believe that an effective PRO can minimize the damage,
hopefully, eliminate the damage, that may be caused by the incen-
tives I have mentioned.

My first concern is the underfunding of the program. Currently,
we are encountering what we colloquially refer to as “scope of
work creep”’. The PRO program is currently administered and
funded on a fixed-price-contract basis. For those of you who have
purchasers in your constituency that have military contracts, you
know about fixed-price contracts. The problem is that the fixed-
price contracts that the PRO’s are operating under have had
“creep” in terms of increased administrative requirements, in-
creased workload requirements, but without concomitant increases
in reimbursement. We are anxious to get on with the job, but we
seem to be doomed to failure by virtue of underfunding. And if we
embark upon the kind of broad-based review program that we will
suggest to you today, you can expect that the amount of money
that will be required to do the job will be substantially greater
than that which HCFA has committed to the program now.

Regarding the inflexibility of the program, and in fairness to
HCFA—the initial intent, of the PRO program was primarily to
monitor compliance with the prospective payment system and
effect utilization review. We believe we have done that. We have
done that, as you have heard earlier, to a degree where we are be-
ginning to see concerns raised about the quality of that care. Some
200,000 less admissions last year to the hospital certainly raises the
question that the fiscal incentives at least have the potential of
compromising quality of care.

We believe that the evolution of the PRO now that we have es-
tablished baseline ability to monitor compliance with the prospec-
f:ive1 payment system should shift its primary focus to a review of
quality.

Now, I introduced this discussion under the topic of “inflexibil-
ity”, and let me give you an example. I am holding a letter that I,
as president of the Wisconsin PRO, had to send out to our member-
ship. And I will quote the first paragraph.

Presiding over an organization empowered to interpret and enforce Federal guide-
lines relating to something as complex as health care cost and quality is strangely
reminiscent of a Fellini movie. The plot is nearly impossible to understand, though
you are certain there is one; the message is frequently unclear, and of course, the
actors keep changing.

I sent this letter out relative to one of our latest requirements,
and that is to review readmissions. Now, on the face of it, the
review of readmissions seems reasonable. Certainly, it would seem
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reasonable with regard to abuse of the system in terms of churning
patients for DRG maximum benefit.

The actual fact is that across the country, PRO’s have not seen
gaming of the system by readmissions. So it does not seem to have
an important impact with regard to utilization. “Churning” has
not been our experience, and we have the data to show that.

It's usefulness as a quality monitor—and that is really what we
are getting at today, is also somewhat suspect because if a patient
has to be readmitted to a hospital because of a compromise of qual-
ity on the first admission, we are too late.

In the written proposal that I have asked you to enter into the
record, the PRO asks for the ability to perform discharge screen-
ing. If we are mutually concerned about premature discharges,
then let us look it the patients before they are discharged, rather
than wait 3 or 4 days, 10 days, 16 days, 4 weeks, for a significant
complication to occur so that we can retrospectively say, you know,
maybe that patient was discharged too soon.

The solution is frankly not a solution and I try to explain that to
participating physicians in this letter. We now must review and pe-
nalize hospitals for all readmissions. The problem is that with Med-
icare beneficiaries, it is not unusual for a patient to be admitted to
the hospital for an illness as serious as cancer of the colon. The di-
agnosis is made and surgery is suggested. These are elderly pa-
tients who might want to think about a serious and extensive oper-
ation. The operation, perhaps, for cancer of the colon might be to
perform a colostomy. It’s not unusual for the patient to say,
“Doctor, I want to go home and think about this. I want to put my
things in order. I want to talk to my relatives.”

A compassionate physician, a compassionate PRO, has up until
the most recent directive said, “Do that. Think it over, and come
on back in.” Most physicians know that that patient will go home,
and soon return, in this case for a colostomy.

The problem now is we are being asked to administer a program
that says, “You really cannot discharge that patient and let them
consider their options. You must use surgical furlough days”—Lord
only knows what those are—“or pass days.” Essentially, the pa-
tfnt is never discharged from the hospital under a system like
that

It is cumbersome, and it is inflexible. I am askmg, on behalf of
the PRO’s, for the opportunity to institute some innovative flexi-
bile approaches to medical review, such as a simple review of dis-
charges before they occur—not only after an untoward event
occurs.

Senator, you heard about a blue book referred to earlier. It is not
the PRO’s blue book that one would have you believe. The blue
book and similar blue book are hospital publications and include
some generally accepted guidelines for patient admissions to the
hospital and patient discharges from the hospital.

I would like to remind the physicians who are critical of blue
book, that the guidelines contained therein were developed by the
American Medical Association under funding from the Federal
Government, along with the PSRO’s, and have reviewed by each
local PRO organizations. They are guidelines.



66

Any physician who, against his medical judgment, refrains from
admitting a patient to the hospital because of anything written or
a guideline is approaching malpractice. Physicians ought to under-
stand that that their hospital has every opportunity to appeal
denial decision. They are not necessarily binding.

Chairman Heinz. What do you say to the physician, though, and
we had one here a moment ago, who says, “Well, that is well and
good, but I get 100 percent review before I have had a chance to
pursue my appeal’?

Dr. Denun. Well, I appreciate that question, Senator. In the first
place, there is nothing punitive about 100 percent review. I would
have to defer my answer to one of our medical directors—I am not
certain that he is put on 100 percent review until it is finally adju-
dicated—is that correct, Doctor?

Dr. CrisarFuLil It depends upon what the PRO decides to do, the
pattern that is established. Now, the 2.5 percent denial rate may
mean that that particular physician has 100 percent of his cases
reviewed, or 100 percent of the subset relevant to the kinds of deni-
als he had before. But it is not absolutely mandatory.

Chairman Heinz. What you are saying is it is somewhat confus-
ing. You may or may not get 100 percent review, depending on how
someone else looks at it, as a subset or as——

Dr. CrisaruLii. No; It depends upon how the PRO sees what the
problem is.

Chairman HEeINz. I understand, I understand. And since there is
room for judgment—which may be good—it still is confusing, be-
cause no one knows how it is going to come out. Flexibility also in-
vites some uncertainty, a human law of nature.

Dr. DenN. | appreciate that comment.

Chairman HEeinz. Well, I did not mean to interrupt you.

Dr. Denun. Well, I generally speaking, Senator, a physician who
practices according to the guidelines of the PRO program but
against his medical judgment is practicing medicine that should be
reconciled with his peers. And a physician that discharges a pa-
tient because prematurely the hospital wants him to is not practic-
ing according to his best judgment. And I do not see that it is a
gzoblem with the Health Care Financing Administration, or the

nate, or the PRO program; that is a problem between the physi-
cian and his hospital.

Now, interestingly, Dr. Kellawan mentioned earlier that in his
best judgment he did not feel that his patient should be discharged.
Why did he discharge his patients? Any time that a physician dis-
agrees with a hospital’s suggestion that he discharge, he has—and
we welcome—the right of appeal to the local PRO. We will stand
with the physician to adjudicate that dispute and in the meantime
keep the patient in the hospital.

We are here to try to intervene in behalf of the beneficiary if the
physicians use us. But if the physician——

ghairman HEzinz. One clarifying question.

Dr. DesN. Yes.

Chairman Hrinz. It is appealed. The patient is in the hospital. If
the patient loses, or the doctor loses the appeal, who pays for the
. days in the hospital at $500 a day?

My understanding is, the patient and the family.
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Dr. DEun. No.

Chairman Heinz. If they lose.

Dr. DenN. No. Interestingly—and I think it bears some discus-
sion, at least briefly—under a DRG system, there is a fixed price.
We buy a product. For instance we buy an uncomplicated gall blad-
der surgery, or a complicated gall bladder surgery, as a unit of
care. The discussion today however, has focused on days of care,
which are almost irrelevant to the DRG system. If a hospital tells a
patient that they have to leave because their DRG days of care are
used up, they either do not understand the system, the beneficiary
does not understand it, or the hospital is abusing the system. The
DRG system is based on averages. Now, if the hospital, by virtue of
their computer tracking of the charges that are incurred, decides
that that patient should leave, and puts pressure on the physician
to discharge the patient, the patient does not have to pick up the
extra charge—let me back up—if the physician decides not to dis-
charge the patient, and the patient stays in longer, the patient is
not responsible for the additional charge. The biggest problem is
that the hospital industry will have to chew into some of the 8-per-
cent profits that they have claims to have made over the last few
years on DRG’s.

Let me add one of the most important points that I have not yet
mentioned and one I am sure you will agree relates to the very
point brought up by Mrs. Mahla earlier. The problem of the
narrow focus of the PRO program. In my opinion the greatest prob-
lem in the PRO program right now, is the fact that it is only a
snapshot in the terms of the whole health care continuum.

We do not know whether there are premature discharges in PPS
because we do not have the opportunity to review the care after
discharge nor do we have the opportunity to review ambulatory
care that goes beforehand——

Chairman HEeiNz. That is a central point which needs to be em-
phasized on the record.

Dr. Denn. T appreciate that.

Chairman Heinz. Here you are, and it is generally supposed by
most members of Congress and by some people downtown that
PRO’s are supposed to ride herd on quality. And what you are
saying is you do not have the information to tell whether people
are being prematurely discharged.

Dr. DenN. I appreciate you underscoring this issue. It is of cen-
tral importance to the program.

Chairman HriNz. What I hope is that someone in the administra-
tion, which continues to send witnesses up to Capitol Hill saying
that there are no problems here, that we have all the information
that we need; we will look at what you and your colleagues are
saying on this critical issue. And I think it is worth putting into
the record at this point a report, prepared by the American Medi-
cal Peer Review Association’s Task Force on PRO Implementation,
dated September 1985, “PROs: The Future Agenda”.

[The report referred to follows:]

[The oral testimony resumes on p. 86]
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1. INTRODUCTION

The Peer Review Organization {PRO) program was enacted in 1982 as a bold new
effort to revitalize physician peer review in the public and private sectors,
The advent of Medicare prospective payment (PPS) and the accelerated growth of
Health Maintenance Organizations {HMOs) and Competitive Medical Plans (CMPs}
underscores the importance of PROs in safeguarding the quality of patient care
under these new paymeht arrangements,

Today, physician practice patterns, medical technology, and the structure and
management of provider organizations are changing at a rapid pace. Concern for
quality has risen sharply as the economic fncentives of prospective payment are
more clearly understood, Congressional and press attention to individual cases
of compromised patient care has heightened public awareness.

A1 the while, insurmountable federal deficits continue to drive health policy
decisions, Congress and the Administration seek new opportunities to reduce
the Medicare and Medicaid budgets. Evidence of wide variations in practice
patterns highlights significant differences of opinion within the medical
profession concerning the appropriateness of treatment. Health outcomes must
be measured, tracked, and analyzed to help answer the guestion - which range of
practice styles is the most effective? Research is a top priority and
forgotten in the present budget debates. Policy mekers suggest that 1f
conservative practice styles are proven by research and peer review to be most
appropriate, and embraced by the medical profession, health care expenditures
could be reduced with positive impacts on quality.

The recent shift of services and technelogy to the ambulatory setting makes
clear the need to assure the guality and medical necessity of health services
rendered throughout the continuum of patient care. More sophisticated and
integrated inpatient and outpatient dats bsses must be created to monitor and
evaluate utilization and to measure health status before, during and after
c¢linical intervention.

It is in this environment that the purpese, design, and management of the
existing PRO program must be debated. The goal is to establish an
administratively rational and effective physician peer review program, tatlored
to the contours of the medical marketplace.

It was with this goal in mind that the American Medical Peer Review Association
(AMPRA) - the national association of PROs and other physician directed review
organizations - convened 8 Task Force of its members to develop the enclosed
report, PROs: The Future Agenda. While this report is confined to AMPRA's
thoughts and recommendations on the Medicare review system, we believe more
firmly than ever that physician peer review must be at the forefront of both
public and privete efforts to assure aquality of patient care. AMPRA's hope is
that this report will set the framework for discussions with Congressional,
Administration, beneficiary and provider leaders as we seek together to chart
the future PRO agenda.

I wish to thank the members of AMPRA's Task F
A orce for their time, eff
i;ga:;;sAvfsfon of p?ysician.peer review now and in the future, T;an::télzgdto
A staff for integrating task force deliberations intoc a fina} report.

Tho@as Dehn, M.D.
Chairman, AMPRA Task Force on
PRO Implementation
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Tl. EXECUTIVE SUMMARY

The American Medical Peer Review Association [AMPRA) believes that the promise
of PROs can be realized with program modifications. There are five major
areas of reform that must be considered in preparing for the second round of
PRO contracts: making more comprehensive and introducing more sophisticated
approaches to guality assurance; supporting PRO initiated efforts to document,
analyze and implement strategies to modify practice variations; permitting
greater flexibility in program and contract administration as intended by the
PRO statute; expanding PRD review beyond the inpatient setting; establishing a
forma) evaluation plan,

Specifically, AMPRA recommends:

1. The application of generic quality and discharge screens to assist PROs in
the 13ent;?ication of quality problems under the Medicare prospective payment
system, It is recognized that generic screens represent & start in the
evolution towards a more systematic approach to quality assurance and must be
augmented in the years ahead with the applicetion of severity of illness
measures and the monitoring of patient care outcomes over time. Nevertheless,
it is a far preferable method of review than the difficult to validate guality
objectives now & requirement of the PRO program.

2. The expansion of PRO preadmission certification programs to include review
of TOU% o% 31T elective admissions. PROs would be permitted flexibility to
focus their preadmission review efforts where experience and dats can
demonstrate that this approach would yield more favorable results. To involve
Medicare beneficiaries in treatment decisions, AMPRA recommends PRO discretion
in referring difficult cases for second opinions.

3. The support for PRO initiated small area snalysis research. The study of
admission rate variation by hospita] market area can help influence physician
behavior through data feedback and assist PROs in refining admission objectives
to focus "in" and focus "out" review interventions.

4, The modification of prescriptive rules governing the medical review process
that stifles PRU Tnnovation, burdens providers, and too often concentrates PRO
energies on activities that do not yield the best results. Consolidation of
existing PPS review activities into a single retrospective review samplie
accompanied by greater PRQ discretion to intersify/eliminate review when
problems or no problems are identified would enhance program cost
effectiveness.

5. Flexibility and fairness in contract administration. Contract payment
schedules must be designed in recognition of the limited financial resources of
physician based review organizations. Further, while AMPRA does not dispute
the need for program modifications, new instructions under fixed price
contracts must be accompanied by appropriate change orders and the opportunity
for PROs to negotiate additional remuneration for additional work.




72

Page Four

6. The introduction of PRO review activities in the ambulatery care setting.
Congressional and public sentiment is growing steadily that quality of patient
care can not be assured unti) the full continuum of health care services are
brought under scrutiny. This movement towards medical review in the ambulatory
care setting must be carefully and patiently planned with emphasis on the
development of comprehensive and consistent patient encounter data systems,
Congress must make explicit in Yaw funding provisions for the expansion of PRO
activities,

7. The establishment of a formel and broad reaching evaluation plan. In
principle, IMPRR believes that the evaluation of PRO performance should be
based on the impact and outcome of review rather than the process of review,
AMPRA believes that this principle was articulated in the PRO statute,
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111. PRO PROGRAM ISSUES AND RECOMMENDATIONS

A, MEDICAL REVIEW POLICY

Quality Review - AMPRA believes that the objective of an effective auality
assurance program under PPS should be to identify and correct quality
compromises that result from incentives which may lead to undertreatment. In
addition, instances of clinical mismanagement are 3 concern in any
reimbursement system and should be the focus of appropriste auality review
interventions, Finally, maintenance of good gquality that can be demonstrated
by a PRO is a final goal of cuality review,

The present guality assurance system reauired under PRO contracts is YTimited,
restrictive and lacks the innovation needed at a time when the incentives of
PPS raise the potential for compromised care., The imposition of guality
objectives presupposes baseline data that can validate the existence of guality
problems, Given the advent of PPS, no such data is available across a wide
spectrum of inpatient care to the elderly. Only now are quality care concerns
surfacing as the PPS system is implemented and gains mementum over time,
Furthermore, review of readmissions within seven days, transfer review and the
retrospective nature of present review gctivities does not represent &

satisfactory commitment to quality assyrance.

AMPRA continues to believe that a broad survey of patient care is needed 3t the
outset of PPS to build 2 baseline of guality concerns. An effective program
must, therefore, be flexible and based on the ability to recognize and correct
a broad range of variations from acceptable guality patterns. This approach
will reauire a combination of screening and individual record review,

Recommendations:
1. AMPRA recommends the application of ouality and discharge screens for every
case reviewed retrospectively by PROs. Criteria for screening should be
generic, that is, applicable to & bread range of medical services and not
diagnosis specific. Criteria should be appropriate nationelly for comparative
purposes but the system should be flexible enough to permit regionel and Jocal
variation. Examples of national criteria include, but are not limited to:

o Admission for adverse results of OPD management.

o Admission for complication or incomplete management of a problem on
previous hospital admission.

o Transfer from a general care unit to a special care unit,
o Transfer to another acute care facility.

o Unplanned return to opersting room on this admission.



74

Page Six

o Myocardial infarction occurring within 48 hours of a surgical
procedure on this admission.

o Cardiac or respiratory arrest.
o Death.

Cases found in variance from these c¢riteria are not necessarily representative
of compromised care but are only identified Tor specific case review. ihese
Cates chouTd De Teviewed through the authority of the PRO. MNo case should be
considered a "problem® until subjected to "peer review" by physician
reviewers. Problems identified should be quantified and corrected under the
authority of the PRO, and facilities or providers unresponsive to this
authority should be subject to sanction. Baseline date established through
this approach could be used to target concurrent review interventions.
Finally, it must be understood that this comprehensive approach to quality
review will be more expensive than the present program.

2. AMPRA recognizes that generic screens represent 2 first step in building &
systematic approach to quality review. The next generation of quality review
should incorporate severity of illness indices to move beyond strategies that
can identify poor guality cutcomes to methods that can measure the broad
continuum of clinical efficacy, AMPRA recommends that HCFA experiment with
severity measures for eventual implementation across all hospitais.

3. Quality assurance is enhanced with effective systems to monitor patient
health care cutcomes over time. In absence of integrated Part A and B dats
systems, AMPRA recommends that PROs match death data aveilable from the Social
Security system and state vital statistics with existing PRO inpatient data
bases to better track instances of premesture discharge and institution specific
mortality rates.

4, A growing number of short hospital stays under PPS must be analyzed in light
of the economic incentives to hospitals. AMPRA recommends that short stays be
a component of the retrospective review sample. At the very least, @ hospital
with an average Medicare length of stay of four days or less should be placed
under 100% review for the following auarter to identify if both quality and
utilization problems exist.

§. AMPRA recommends that HCFA reguire PROs to undertake a developmental
objective to identify quality of care issues related to new technology.

Utilizetion Review - With the implementation of PPS - 3 system besed on a fixed
payment per hospital admission - the review of Medicare admissions has become
the central utilization objective for PROs. AMPRA members have been impressed
by the research of Dr. John Wennberg revealing that significant variations
exist in per capita sdmission rates. practice variation represents & serious
challenge to the physician community that must be better understood through
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data analysis, research and an active peer review program. Further, practice
variation reflects the “"uncertain” science of medicine and the need to involve
beneficiaries in trestment decisions where medical consensus is lacking.
Through the efforts of PROs, there is a great potential for improvement in
auality of care and better management of health care resources.

Recommendations:

1. AMPRA recommends 100% preadmission review of scheduled or elective
admissions. Experience has shown that preadmission review is a cost effective
intervention, moves review away from contentious retrospective denials, and can
be easily expanded. Preadmission review can be used to better identify
readmissions to hospitals than the present retrospective review system because
hospitals often bill out of sequence. Quality concerns uncovered through
preadmission review can be dealt with immediately rather than months after
treatment.  PROs should be permitted, based on experience, to focus review
below the 100% level, Any preadmission review program must be accompanied by
some level of retrospective record réview to maintain the integrity of the
review process.

M

2. MPRA is supportive of an appropriate Medicare second cpinicn program in
recognition of the need to involve beneficiaries in treatment decisions.
However, not all cases for @ given procedure need to be referred for second
oninions, AMPRA recommends a marriage of preadmission review and second
opinions that would permit PROs to first apply preadmission screens and then
decide on one of three possible courses of action: certify the case; deny the
case; refer the case to a second opinion, leaving the treatment decisions in
the hands of the beneficiary. - AMPRA believes strongly that PROs must retain
the authority to make fina) review determinations when medical necessity and
appropriateness can be clearly established. For cases lacking such clarity, it
is sound policy to invelve beneficiaries more directly in treatment decisions
through second opinions.

3. AMPRA believes that PROs should focus efforts on the documentation, feedback
and analysis of medical practice variation, Small area enelysis is an
appropriate method for identifying such variations, AMPRA supports HCFA's
advocacy of small area analysis, yet is concerned with how the methodology
might be applied. HCFA drafts of the new scope of work for the second round of
PRO contracts confuses small area enalysis with admission rate variations by
institution. Further, it implies that HCFA will provide the varfation
documentation and data analysis to the PRD and help target appropriate review
interventions,

1t must be clearly understood that small area analysis is a population-based
epidemiological calculation which cannot be derived from institution or
hospital specifi¢ utilization rates. Most importantly, small area analysis
should be undertaken locally by the PRO with encouragement and support from
HCFA. Any action plan to reduce variation should be 2 matter for individual
PRO discretion and determination.
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AMPRA recommends that smal) area analysis be supported by federal dollars. For
a small percentage of the PRO budget, HCFA could fund the documentation,
provider feedback, and analysis of practice varistion in every state., Small
area analysis could become an indispensable management tool and assist PROs in
focusing "in” and focusing “out” review interventions. 1003 preadmission
review could be adjusted and modified as & result of small area analysis.

Mandated Pros%ctive Payment Review Plan - A prospective payment review pian
3s been a basic reqyirement o e program since the program's inception,
Mandated reviews are®retrospective in nature, applied to every hospital, and
include: a8 five percent sample for edmissions necessity; a five percent sample
for DRG validation; admissions occurring within seven days of discharge; every
permanent cardiac pacemaker implantation; transfers from & PPS hospital to any
other hospital; fifty percent sample of cost ocutliers; fifty percent sample of
day outliers. PROs are triggered up to a higher volume of review when
“patterns” of unnecessary utilization, as defined by HCFA, are uncovered,

After two years of experience under mandated review (PSRO & PRO), AMPRA
belfeves it is time to rethink the philosophy of mendated review. A centra)
question must be answered: can 3 uniform review formula begin to address
variations in hospital performance and s whole host of institution specific
qualfty, utilization, and management characteristics? AMPRA does not believe
so. No set formula could realistically address such diversity and substitute
for the knowledge and expertise of the physicians and staff of PROs working
inside their own communities, It was in recognition of just these points that
Congress structured the PRO program to permit flexibilfty in the structure and
design of review, A rigid review system runs the risk of burdening good
performing institutfons with unnecessary review and concentrating PRO energies
on activities that do not yfeld tangible results.

The goal is to develop 2 flexible program that allows PRC discretion to
intensify/moderate review within the parameters of a standard hospital
compliance monitoring system.

Recommendations:

1. AMPRA recommends that the separate admission and DRG samples be merged into
a single sample of 7.5% of admissions subject to the sample sizes for smaller
hospitals. This sample would consitute the standard retrospective compl{iance
monitoring for all hospitals under PPS, Each case in the 7.53 sample would be
reviewed for quality, the appropristeness of discharge, the necessity of
admission and DRG validation. An alternative would be to review 2 single
rangom §amp1e of 5% of al) admissions plus 8 50% sample of short stays {3 days
or less}).

2, An estabiished fixed fnterval {e.g. 7 or 15 days) for readmission review is
arbitrary, restrictive and predictable to providers being reviewed. PROs need
to be assessing readmission experience at longer {ntervals and adjusting review
appropriately. AMPRA recommends as a preferable alternstive the {mplementation
of & review system using indicstors of appropriate discharge as proposed in
recommendation one, and the use of those results to develop a plan for focusing
resdmission review., Readmission review should distinguish possible gaming
issues from compromised care {ssues,
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3. AMPRA recommends that as 2 basic policy outlier review be considered a
auality review function. It has been PRO experfence that cases leading to day
outlier status, in particular, may be indicative of poor clinical mansgement.
Therefore the 50% sample should be retained but, for purposes of efficiency, it
is recommended that the trigger for implementing 100% day outlier review be
revised from 2.5% or 3 cases to 103 denied days of the total cutlier days
reviewed. AMPRA recommends that the fiscal {bi11 audit) aspects of cost
cutlier review be shifted back to the fiscal intermediary.

4. AMPRA {is concerned that formulas to trigger PROs to intensify review are
arbitrary and create perverse incentfves since additional work was not
anticipated by the original contract and not funded, AMPRA recommends that al}
trigger formulas be reconsidered in light of program experience and
consideration given to developing a more flexible system. Such a system might
2llcw PROs to eliminate/reduce review for same institutions when review is
intensified in others. It s time to reward the good performer and concentrate
energies where the yield is greatest.

5. AMPRA recommends that 100% pacemaker review be reconsidered for elimination
. or addressed as a quality fssue tn 1ight of PRO review experience.

Dats - Comprehensive, timely and accurate data is the lifeblood of any
effective review system. HCFA's new data policy for Medicare review that
mandates PRO use of fiscal intermedfary claims data is 8 continuing source of
concern for AMPRA members, With any new undertaking, there are problems )
associated with start up, particularly in the area of data accuracy and timely
transfer.

Recoomendations:

1. The lag time in data receipt is primarily caused by HCFA policy that allows
hospitals to bill up o a year sfter patient discharge. Data lag complicates
review, slows down needed PRO oversight of hospitals until months after patient
care was rendered, and stretches out timely assessment of PRO impact needed
under performsnce based contracts. AMPRA recommends strict enforcement of new
rules governing timely submission of claims.

2, AMPRA recommends thet the national UB-82 Cormittee mandate the inclusfon of
medical record number and preadmission certification number fn {ts required
data set for Medicare, .

3. Because the yfeld is insignificant, AMPRA recommends that code editor review
be abandoned and the cost of meintaining related administrative systems be
saved.

4. To develop a more sophisticated data analysis capability, PROs must secure
access to information systems beyond Part A claims data. Part B data, census
information, Medicare eligibfifty data, death records, hospital and physician
dats need to be collected to maximize a PRO's analytic potentfal, AMPRA
recarmends that HCFA provide the funding to PROs to support access and
integration of multiple data bases.
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B. ADMINISTRATIVE POLICY

Contract Administration Issues - The PRO statute heralded a new age in the
administration and management of Medicare review, Unlike the PSRO program that
worked under a federal grant system, PRO program accountability is established
through competitive bidding for performance based, fixed price federal
contracts. Congress, however, recognized the difficulty of defining an
absolute review “product” or “outcome" and understood that largely non-profit,
physician based review organizations were not 3 typicel federal contractor.
Thus, the statute provided leeway for the flexible administration of federal
PRO contracts., .

After a year of experience under federal contract, PROs are concerped that HCFA
has been, on the one hand, extremely rigid in applying federal contract
guidelines to the PRO program, and on the other hand, extremely loose in
following contract procedure., Twe areas are of great concern to AMPRA members:
the rigidity of payment schedules under PRC contracts that results in PRO
receipt of payment 60 to 75 days after costs have been incurred for services
rendered; HCFA's propensity to issue @ myriad of new instructions to PROs that
change significantly the original, negotiated scope of work but without the
opportunity for PROs to negotiate 23 formal contract modification and additional
review dollars. AMPRA seeks balance in federal contract administration. It
must be recognized that the uniaue nature of physician peer review argues
against strict adherence to contract rules and regulations but that a
businesslike relationship betwen PROs and HCFA must be maintained.

Recommendations:

1. AMPRA reguests HCFA to provide the opportunity to negotiate progress
payments in accordance with the Prompt Payment Act - Federal Register, vol. 49,
No. 133, July 10, 1984, pp. 28,140, 28,141 and Contract provisions for advance
payments CFR 41, 1-30, 414-2, At the very least, AMPRA recommends that PROs
receive full payment for services rendered on the first day following the end
of the month in which PRO costs were incurred. The recent HCFA compromise that
will permit receipt of one half payment two weeks after the end of the month
and another one half payment 30 days after the end of the month does not
alleviate existing and potential cash flow problems,

2. Whenever there is a modification originated by regulation, transmittal,
manual, instruction, etc., ‘there must be a change order and corresponding
increase/decrease in financial remuneration prior to implementation.

3. Whenever there is a chenge order the lead time for implementation must be
mutually agreeable to contracting parties.

4. A11 instructions, interpretations or agreements between HCFA and the PRO
must be in writing with sufficient notice prior to effective date.

5. AMPRA encourages HCFA to issue modifications in draft form to allow time for
comment and assessment of financial and schedule impiications.
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Program Administration Issues - The PRC statute was intended to establish
program accountability through the negotiation of performance based
contrects. This approach would permit PROs the flexibility to reach
desired outcomes through innovative review strategies. The movement
towards an outcome oriented program was, in part, inspired by the
perceived faflure of PSROs to accomplish their mission when married to a
rigid and process driven review system,

Unfortunately, AMPRA believes that HCFA is operating under the old PSRO
progrém philosophy and has not translated the intent of the statute into a
flexibly administered program. As always, too much emphasis is being
placed on PRO compliance with a prescriptive set of program rules and
regulatfons that stifle local initiative and PRO innovation, AMPRA seeks
the 1stitude for its members to be more responsive to unique community
needs and characteristics. In addition, too much emphasis {s being placed
on oversight of PRO activities by HCFA regional offices while a high
volume of reporting requirements and contract “"deliverables® leave PROs in
8 proverbial paper chase. AMPRA knows of no other purchaser of a review
service that demands such constant scrutiny of daily activities. In the
end, this approach is neither productive nor the intent of Congress, A
better balance must be struck that satisfies HCFA interests in program
accountability with the development of a review envirenment that
encourages innovation and local initiative.

Recommendations:

1. AMPRA recommends that HCFA reassess all PRO reporting requirements to
éssure necessity of reports and to clearly define report elements and
delivery dates.

2. The role of HCFA regional offices in oversight review should be defined
and made consistent nationwide. AMPRA is also concerned with the
inordinate time PRO staffs spend in responding to requests from other
2gencies: Inspector General's office; General Accounting Office;
Congressional Committees; and the SuperPRQ, AMPRA recommends that these
oversight efforts be better coordinated in recognition of the Timited
resources of PROs and the need to devote maximum attention to review
functions.

3. HCFA PRO policies and program medifications should be issued in draft
form to a1l groups affected by PRO review in suffictent time to allow for
comments, revisfons and implementation,

4, As is the intent of the PRO statute, PROs should be judged on the basis
of performance and not credentials. The requirement in the draft scope of
work that RRAs and ARTs must be hired to perform DRG validation is not
acceptable to AMPRA, The {mplied objective can be met by PROs through
other means, such as active liafson with the state medical records
association. For many PROs, the proposal is financially prohibitive and
finding quality people may be impossible. AMPRA recommends that-this
proposed requirement be eliminated.

In & similar vein, HCFA should not impose any restrictions on Board
composition. AMPRA recommends revision of the present PRO regulations to
reflect PRO decision making authority.



80

Page Twelve

C. EXPANSION POLICY

Fiscal constraints on inpatient review services created by the prospective
payment system will encourage the "unbundling® of hospital services.
Pressure on the prices of services by public and private purchasers is
stimulating the growth of free standing health service sites. HMany of the
services provided by these facilities and organizations were traditionally
provided by hospitals, While market forces can help restrain hospital
gost increases, the proliferation of unnecessary health care services must
e svoided,

At the same time, purchaser demand is accelerating the growth of provider
risk arrangements. The Medicare progrem has expressed a8 long range
interest in capitation systems and has created strong inducements for
Health Maintenance Organizations (HMOs) and Competitive Medical Plans
(CMPs) to enroll Medicare beneficiaries, While at risk arrangements help
to moderate the utilization of health care services, the incentives may
lead to instances and patterns of undertreatment.

In recognition of this changing medical marketplace, Congress, through
various legislative initiatives, has voiced interest in PRO review of
health services beyond the inpatient setting. AMPRA supports this
{nitiative. Only through review of services throughout the continum of
care can patient health outcomes and utilization of health resources be
effectively evaluated.

AMPRA's enthusiasm for expansion of PRO activities is tempered by concerns
related to implementation. In general, AMPRA believes that careful
thought, planning, time, and resources must precede any movement towards
outpatient review, 1In perticular, a uniform and consistent ambulatory
care data system must be developed and appropriate funding secured to
assure program effectiveness. Anything Yess will cripple PROs in their
attempt to conduct outpatient review.

Recommendations:

1. AMPRA supports PRO review of HMOs/CMPs outpatient surgery, skilled
nursing facilities, including swing beds, and home health care services,

2. AMPRA supports the recommended plan for PRO review of HMOs /CMPs
developed by a working task force of representatives of the American
Medical Peer Review Association/American Medical Care and Review
Association/Group Health Association of America. This plan would apply
generic screens to indentify quality concerns, trigger & review of
ambulatory care records by screening inpatient diagnoses thought to be
indicative of poor clinical management in the outpatient setting, and
include a structural review by survey teams.
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3. As an additional step to broaden ambulatory review, AMPRA recommends
the development of a preprocedure review program for outpatient surgery.
This initiative is recommended not only to protect against overutilization
in the outpatient setting but, more importantly, to assure that patients
needing inpatient care are, in fact, admitted to the hospital, A
suggested approach to be considered would entail HCFA developing a list of
the top twenty costly and frecuent procedures that can be done safely in
the hospital outpatient or freestanding ambulatory surgery setting. Each
PRO would then select an appropriate number for pre-procedure
certification. PROs would perform 100% retrospective reivew of all
patients admitted to 3 hospital for a procedure on the outpatient 1ist,
AMPRA would 2150 recommend some modest level of retrospective monitoring
of ambulatory surgery records to assure that there is adeguate
documentation of necessity and appropriateness,

4. In order to effectively evaluate ambulatory care services, HCFA must
develop a standardized claim form and data collection format that lends
itself to utilization and quality assessment by PROs. Yltimately, the
goal is the establishment of an integrated Part A and Part B data system
that can be keyed by patient identifiers rether then just provider
faciiity. Such a flexibie data system would permit the tracking of
patient encounters throughout the range of inpatient and outpatient
services. To begin the work on this challenging assignment, AMPRA
recommends the establishment of a high level Task Force of government,
provider, fiscal intermediary, carrier, and PRO representatives modeled
after the National UB-82 Committee. This effort should be supported by
federal funding and definitive timetables should be established for work
to be accomplished to reflect the urgency of this intitiative,

5. The success of any ambulatory care review system is dependent on
adequate funding. AMPRA recommends that new language be added to the
existing PRO statute to mske explicit Congressional intent to expand
present PRO activities and to set aside additional dollars for this
purpose.

6.  Prospective payment te hospitals, Medicare support for HMOs/CMPs and
the PRO medical review program are having 2 significant impact on medical
review services delivered to the elderly. AMPRA recommends that an
intensified comunication and education effort be undertaken by HCFA,
consumer groups and health care associations to explain these Medicare
reforms and better prepare the elderly for a vastly different health care
delivery system of the future,

7. In an effort to build the science and technology of quality assurance,
AMPRA receomends that Congress fund a concerted research effert into the
definition, measurement and study of patient outcomes, This effort should
include the development of generic quality screens, severity of illness
measures, integrated data bases, and the conduct of clinical trials. Cnly
through a careful analysis of patient outcomes can we attempt to measure
the efficacy of medical intervention,
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Page Fourteen

D, EVALUATION POLICY

There is no more sensitive issue to the AMPRA membership than the
evaluation of PRO performance. Nothing threatens the viability of the PRO
program more than the failure to articulate program expectations and the
absence of a formal and comprehensive evaluation desTgn., AL the beginning
of the PRO progrem rather than in response to political whim or
expediency, we must ask the auestions: What is the PRO mission? cost
contatnment? quality assurance? the estabishment and application of norms,
standards and criteria for medical practice? and How are PROs to be
judged? contract compliance? adherence to a prescribed review system?
ocutcome measures?

AMPRA‘s sensitivity to the evsluation issue finds its genesis in the PSRO
program. We remember a1l too well that the failure to ask ourselves these
questions and find a meaningful process to answer them was the single
major factor in the program's demise. AMPRA fears that the PRO program
may be headed for s similar fate, The signals are not comforting.
Performance expectations remain undefined. A formal HCFA evaluation plan
remains uncompleted. The SuperPRO is asked to: validate individual review
determinations made by the PRO; validate the medical criteria used by
non-physician reviewers; verify that non-physicians properly apply the
¢riteria for referral to physician review, Is this how PROs are to be
judged? Or are there broader issues that must be raised that strike at
the heart of PRG purpose and performance?

AMPRA believes so. We must search for & better way not only to
demonstrate program accountability but to build a better review future,

An effective evaluation plan not only measures present performence but
does so in the context of planning and developing new strategies for the
future. The task is not an easy one. It will be costly. It will take
time. It will be complex. But it must be undertaken immediately if we
are to build public confidence and sustain physician commitment to the art
and science of peer review.

Recommendations:
1. AMPRA recommends the development of an evaluation plan that must:

o Involve HCFA, but not be limited to HCFA, in design and
execution.

o Represent a long term commitment; be 3 series of studies on many
facets of performance under varying conditions.

o Combine a national flavor with the crganizational and regional
flexibility inherent in peer review.

¢ Represent an explicit statement of the expectaticns of PROs -
expectations which are the consensus of decision makers in
Congress, the Administration, the provider community and among
beneficiaries.
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o Comprehensively and rigorously measure performance against these
expectations.

¢ Direct itself both to past impact and future plans. 1In the
Jargon of the evaluator, address both the summative (did it meet
the expectation) and formative (why not and what can be done
about 1t?) dimensions,

o Look beyond PR to the resuits, failures and expectations of peer
review generally,

2. 1In principle, AMPRA believes that an evaluation plan should focus on
the outcome or jmpact of PRO review rather than the process of review,
ThisTprinciple Was clearly articulated in the PRO statufe and should be
reflected in any evalustion system that is established. The impact of PRO
review goes well beyond the accomplishment of contract objectives. PROs
should be allowed the opportunity to document and demonstrate impact
separate and apart from stated cbjectives,

3. The effectiveness of a PRO's quality assurance activities does not
lend itself to guantifisble evaivation. “Points” given for problem
resolution based on “serfousness” perversely rewards areas where care is
already compromised and penalizes areas where baseline care is good,
Evaluation should be based to a considerable degree on the ability of the
PRO to demonstrate that care can be delivered under the PPS system without
compromise of quality. Increasing or unresslved quality problems ocurring
at rates above natfonal norms should be the only pass/fail measure of the
adequacy of the PRO quality assurance program. This methodology will
permit a broader range of qualfty assessment than evaluating achievement
of narrow guality objectives,

4. MWeiver of liability, under the PSRO and now the PRC program has
frustrated peer review impact, Many years have passed since this policy
was implemented, and AMPRA questions its relevance in the present “risk"
environment. AMPRA can no longer support the waiver of 1iability policy.
In the event that waiver of 1{ability is not eliminated, PRO denials paid
under waiver should count as cases denied for PRC evaluation purposes.

5. AMPRA wishes to go on record that the absence of sanctions and/or a
low rate of denial {s not an objective indicator of nonperformance.

1Graham, Jr. Testimony before the Subcommittee on Health, Senate Finance
Committee, Oversight Hearing on PRO Implementation, Foundation for Health
Care Evaluation. April 19, 1985,
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Chairman HEinz. On page 5, there is a statement that I think
sums up your summation.

It says, and I quote, “The present quality assurance system re-
quired under PRO contracts is limited, restrictive, and lacks the in-
novation neceded at a time when the incentives of PPS”—prospec-
tive payment—‘‘raise the potential for compromised care. The im-
position of quality objectives presupposes baseline data that can
validate the existence of quality problems. Given the advent of pro-
spective payment, no such data is available across a wide spectrum
of in-patient care to the elderly. Only now are quality care con-
cerns surfacing.”

Dr. Denn. I appreciate that.

Chairman Hemnz. I commend you on that statement. I believe
you all believe it is accurate, and you are the experts. What I and
my colleagues believe should be secondary to your expert testimo-
ny.

[The prepared statement of Dr. Dehn follows:]

PrEPARED STATEMENT oF TroMmas G. Dexn, M.D.

EXECUTIVE SUMMARY

1. The American Medical Peer Review Association, representing peer review orga-
nizations (PRO's) and other physician directed medical review groups, is concerned
that an increasingly competitive and efficiency driven medical marketplace may
threaten the overall quality of patient care, particularly for the poor and elderly in
our socicty. The advent of Medicare prospective payment (PPS) and the accelerated
growth of health maintenance organizations (HMO’s) and competitive medical plans
{CMP’s) underscores the importance of a comprehensive quality assurance system.

2. AMPRA is encouraged to hear from its member PRO’s around the country that,
for the cases under PRO review, the quality of patient care in hospitals is generally
good, with no consistent pattern of compromised care. However, we are less san-
guine about the future, particularly as insurmountable Federal deficits force a fur-
ther retrenchment in the Government’s commitment to health care services. PRO’s
have detected individual instances of premature discharge and clinical mismanage-
ment. This evidence of serious harm to patients should only strengthen the public’s
resolve to build a strong and effective medical reivew program.

3. AMPRA believes that the quality assurance system outlined by the health care
financing administration in the PRO program is a start towards developing a com-
prehensive review effort but must be expanded in the months and years ahead.
AMPRA recommends the application of quality and discharge screens to assist
PRO’s in the identification of quality problems. In addition, guality of patient care
cannot be assured until a wider spectrum of health care services are brought under
PRO review. AMPRA asks Congress and the administration for the necessary re-
sources to monitor and evaluate health care services in the ambulatory setting.

4. The success of the PRO program will be dependent upon sound and consistent
program and contract administration. In this regard, AMPRA recommends flexibil-
ity in program design to permit PRO's to intensify review efforls for indentified
quality of care concerns and relax review in those instances in which providers are
performing well. New instructions under fixed price contracts must be accompanied
by the opportunity to negotiate additional remuneration for additional work., PRO
contract payment schedules must be moved forward in recognition of the limited fi-
nancial resources of physician based review organizations.

5. AMPRA recommends the establishment of a formula and broad reaching eval-
uation plan. In principle, AMPRA believes that review impact rather than review
process, should set the standard of measurement for PRO performance. It should be
recognized that PRO impact is not only measured by problems identified and cor-
rected but the ability to demonstrate that care was délivered without compromise of
quality and maintained consistently over time.

Mr. Chairman, I am Tom Dehn, M.D, President of the American Medical Peer
Review Association (AMPRA) and a practicing radiologist from Milwaukee, Wiscon-
sin. I am also the President of the Wisconsin Peer Review Organization. AMPRA
represents physician-based medical review organizations, including Peer Review Or-
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ganizations (PROs) under contract to Medicare. Our Association is committed to the
maintanence of a vigorous and effectjve peer review program as an essential compo-
nent of the practicing medical profession and as a critical factor in assuring high-
quality patient care.

We appreciate the opportunity to participate in today's hearing and commend this
Committee for its interest in and support for the PRO program. This oversight hear-
ing provides us the chance to examine progress in the implementation of the PRO
program, to identify problems and issues that have emerged, and to consider appro-
priate remedies and mid-course corrections in this vital effort.

All of us are aware that a very profound change is occurring with respect to
health care services. Utilization and cost data for the Medicare program and for a
large number of private health financing programs reflect dramatic changes. Par-
ticularly striking has been falling rates of hospital utilization and steep declines in
the rate of increase in hospital expenditures.

Medicare’s own experience confirms that these broad trends are evident in the
population for which it is responsible. Medicare hospital admissions in 1984 actually
declined by about 200,000 from levels in 1983 marking the first such drop in the
history of the program. In 1985, this declining pattern of hospital admissions gained
further momentum. This occurred despite what many see as the financial incentive
under PPS to increase the frequency of hospital admissions. Average length-of-stay
for hospitalized Medicare patients under PPg in 1984 dropped to 7.5 days, down two
full days from the previous year’s average.

The question before us today, Senator Heinz, is not whether the health care
system is changing. We know that. The real question is what becomes of patient
care quality? Are Medicare beneficiaries to suffer from the new economic incentives
of the system that reward efficiency and are they to be captives of health policy
driven by insurmountable federal deficits?

In AMPRA’s view, there can be little doubt that the new medical marketplace
raises the potential for patient care compromise. The evolving payments systems for
providers rewards the most efficient use of health care services. While greater effi-
ciency should be encouraged in any industry and in the short term many improve
quality, short cuts in health care delivery leading to poor health care ocutcomes
must ge monitored and corrected. A comprehensive quality assurance program will
be needed to restore the confidence of the public in this age of cost containment.

In listening to AMPRA members throughout the country, we do not hear evidence
to support a fenerai or consistent pattern of quality abuses. However, PROs have
uncovered individual problems of poor and compromised care received by Medicare
beneficiaries, for cases under PRO review. The threat to quality represented by new
economic incentives and the heightened competition among providers of services—
both hospitals and physicians—is very real and growing and underscores the need
for a strong and effective PRQ rogram.

AMPRA congratulates the Health Care Financing Administration (HCFA) for
building a start in the goal of establishing a comprehensive and intelligent quality
assurance program for Medicare beneficigries. Simply getting the program up and
running within the statutory deadlines for program implementation was a major
feat and should be acknowledged by the Congress and tgc public. However, physi-
cians and other professionals who participate in the PRO program are very cogni-
zant of the limitation of our present efforts. We know that PRO review is largely a
retrospective review in design and lacks the ability to intervene while quality con-
cerns develop. We know that we need to look beyond episodes of hospital care if we
are to evaluate quality of care. We know that clinical management of patients
before and after hospitalization is as important or more so than a review of patient
care during an inpatient stay. In short, we need a more comprehensive review pro-
gram and the data and financial resources to support it.

In our efforts t6 strengthen the PRO program, we also confront some very chal-
lenging questions that concern our definition of poor quality. We do not believe that
premature hospital discharges are the only threats to quality care. In fact, the defi-
nition of “premature discharge” is not yet fully established. For example, shorter
hospital stays reduce the risk of hospital-acquired infections, of medication errors, of
excessive testing, and injuries from falls. Thus, longer hospital stays can have an
adverse impact on quality.

Moreover, the problem of premature discharge may not be insufficient hospital
services, but rather inadequate clinical man%gement of the post-acute patient. It has
been well established that the resources an support system for the post-acute pa-
tient are often inadequate or non-existent. These deficiencies in our delivery system
have, to a large extent, been accomodated by payment systems that made it possible
to prolong hospital stays. Now we are confronting a system in which the payment
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system for acute care discourages additional days in the hospital. As members of
PROs, physicians must reexamine the assumptions of appropriate hospital admis-
sions and lengths of stay.

This re-appraisal of medical practice patterns, in turn, raises issues about the ex-
pectations that purchasers and recipients of care have concerning quality. More spe-
cifically, is quality defined in terms of medical criteria alone, or should we take ac-
count of other, related factors such as the social, economic or emotional needs of
patients?

There are many instances in which the absence of family support, or a caregiver,
or alternate facilities, or adequate housing, or limitations in the activities of daily
living give rise to treatment protocols that would not be dictated by strict adherence
to medical criteria. Once criteria beyond those of medical science are applied, we
need guidance from public and private interests about the extent to which these
other criteria should be applied and a recognition of the effect of these criteria on
the cost of health care services. We ask Congress, the Administration and the public
what are their expectations?

As we seek to document and correct compromises in quality, we must also be
aware of the need for beneficiary education. With the change in practice patterns
and with patients discharged earlier from acute care hospitals, some patients may
not have sufficient understanding of the basis of these changes and may conclude
that their care has not been appropriate. It is quite understandable that a patient
who did not feel fully recovered and would like some additional recuperative time in
the hospital would resist accepting a discharge order. It seems that medical practice
is changing much more rapidly than the general public’s perception of appropriate
hospital care. This chasm may be overcome with proper counseling and education.
AMPRA recommends that this effort get underway immediately through a public
and private sector partnership.

In some respects, the quality concerns that we all are now addressing in the wake
of PPS have been with us since the beginning of the Medicare program. More pru-
dent use of hospital services simply serves to underscore the fact that the Medicare
benefit package is acute-care oriented. It is by all reports woefully deficient in its
coverage of preventive and ambulatory services and in its coverage of the needs of
the post-acute patient. Limitations on skilled nursing facility access and the rather
narrow scope of home health benefits combined with payment reductions have re-
sulted in Medicare beneficiaries bearing the costs of these services out-of-pocket or
through supplementary insurance or simply doing without. For example, Medicare
requires a threeday stay in an acute hospital as a condition for coverage of SNF
care. These gaps and deficicncies in the design of the Medicare program should be
revisited and corrected so that sound clinical management is consistent with the
coverage policy of the program.

We recognize that in the foregoing discussion we have not resolved the many
quality-related issues that we have raised. The rapidity of change now being wit-
n in our health delivery system is challenging our capacity to understand,
plan, and direct our activities in a coordinated and rational manner. Within the
PRO program, we see the tensions and conflicts arising from the expansion of ambu-
é:;gory care in a program which has historically focused on the acute hospital epi-

a.

But some things are clear. The scope of the present PRO program must be ex-
panded. We need to intensify our efforts to define and validate gquality in a broader
context. The quality objectives that are a requirement of the PRO contract are lim-
ited in scope and diﬁcuft to validate. AMPRA recommends the application of quality
and discharge screens as a more appropriate mechanism to identify quality concerns
and build a baseline of empirical data on quality issues. Once quality problems have
been identified, PROs need the resources to intensify review before and during the
provision of services. With our present emphasis on retrospective review of care, we
are largely unable to intervene concurrently in the ongoing care of an individual
patient.

Finally, our focus must be on patient outcomes as measured over the entire spec-
trum of services provided—ambulatory and institutional. Without the means fo
follow patients before and after acute interventions, we cannot make sound judge-
ments about the quality of clinical management. And without other potential indi-
cators of quality compromises beyond readmissions and tranfers, we are not in a po-
sition to assure quality of care in any settings or to determine the accountable par-
ties when quality has been adversely impacted. Integrated Part A & B data systems
will be required to support continuing care review. To accomplish all the steps that
AMPRA has outlined here, it should be recognized that significantly more dollars
must be invested in the PRO effort.
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Recently, AMPRA convened a task force composed of representatives from PROs
to examine our present condition and to prepare our future agenda. The report of
this task force, which is appended to this testimony, includes our analysis and rec-
ommendations for the future direction of physician peer review programs. The
report responds to each of the six specific areas that you requested AMPRA to ad-
dress in our testimony. The recommendations are focused on the PRO program, but
in our view are also applicable to all review programs aimed at assuring the quality
of patient care in any sector.

At our recent Board meeting, this report and its recommendations were adopted
as the official policy of AMPRA. We believe these recommendations are clear and
achievable and we are committed to advancing them in the public policy debate
ov:eir the future of the PRO program. We ask for the Committee’s support in this
endeavor.

Mr. Chairman, we again want to thank you for your interest and support of physi-
cian peer review and for the promotion of quality health care. We look forwardy to
our continuing work on these issues with you and your Committee. We would be
pleasﬁd to respond to any questions that you or other members of the Committee
may have.

Chairman Heinz. If you have basically summarized, Dr Dehn, let
me proceed to invite the other members of your organization to
make brief comments to the questions in the nature of their testi-
mony.

Let me start with Dr. Platt.

Dr. Platt, I understand that the Colorado Foundation for Medical
Care PRO has been in existence for a decade, and operating as a
PSRO prior to the prospective payment system. Were you able to
monitor quality of care any more effectively under the old PSRO
system than under the new rules, and why?

STATEMENT OF DR. KENNETH A. PLATT, MEDICAL DIRECTOR,
COLORADO FOUNDATION FOR MEDICAL CARE, ACCOMPANIED
BY ARJA ADAIR, EXECUTIVE DIRECTOR )

Dr. Prart. Well, Senator, that is a good question. I plead guilty
not only to being involved in this for a decade or more—and that is
why my hair has turned somewhat lighter than yours—but I also
was on a PSRO National Council for 8 years. And although that
was not considered to be a program that was effective because it
was not quantifiable, it was more effective in some degrees than
PRO, because it was more flexible. So that a flexibility of the PSRO
Program allowed us to do things that we are restricted under the
PRO Program. And those comparisons merely emphasize a plea for
flexibility that you have heard from everybody that has been here—
the recipients of care, the providers of care, and now the monitors
of care. Everybody is saying, “Be flexible. Give us a chance to
focus. Give us a chance to look at quality in a broad spectrum of
cases.” The flexibility issue is a key issue if you are going into a
quality assurance program.

Chairman Heinz. What you are saying is that the PSRO’s al-
lowed you more flexibility, and you could do a better job on quality
of care. Is that what you are saying?

Dr. Prarr. We had an opportunity to be more flexible in the
entire approach to review. But again, we were not quantifiable.

Now, one of the problems you ran into when you stepped into the
PPS system and the PRO program is that the people out of HCFA
felt they had to monitor the program by numerical qualifications.
They had to come up with figures that justified our existence. And
that is one of the rigidity problems you ran into. We think that
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was an error, and I think it should have been focused from the
start. But basically speaking, we had to live with what we were
given.

Chairman Heinz. By the way, I want to note that each of you—
Dr. Sherrill, Dr. Crisafulli, and Dr. Platt—have submitted testimo-
ny for the record, and all of that testimony will be a part of the
record; please rest-assured of that.

[The prepared statement of Dr. Platt follows:]

PREPARED STATEMENT OF KENNETH A. Pratr, M.D.

Mr. Chairman, members of the committee and interested parties, I am Kenneth
A. Platt, M.D., family practitioner from Westminster, Colorado, and medical direc-
tor of the Colorado Foundation for Medical Care. It is our pleadure to have this op-
portunity to Krovide the position of the Colorado Foundation for Medical Care in
response to the six issues raised in Senator Heinz's letter of September 16, 1985.
Prior to addressing these items, we would like to reaffirm to the committee our ap-
preciation of the difficult task faced by Congress and the administration to assure
the appropriate expenditure of health care resources to the portion of the U.8. popu-
lation covered by Medicare services. CFMC, as an organization which was one of the
initial conditional PSRO's in 1974, has, along with your committee, seen a variety of
changing stimuli in the health care area. CFMC has been a participant along with
many other physician organizations in working with the Health Care Financing Ad-
ministration as HCFA has sought to make the dramatic change from the PSRO
review of over 160 organizations nationwide to the letting of contracts to over 50
PRO’s prior to November 15, 1984. HCFA is to be complimented on the steps taken
and the tasks completed despite tremendous pressures concerning the interpretation
of congressional direction, the controversial nature of the prospective payment
system and the ramifications of an economically driven system of health care recog-
nizing the balancing act required to insure accountability yet offer flexibility as pro-
vided by the PRO law. CFMC welcomes the opportunity to provide its thoughts on
the current administration of the PRO program, the PRO program accomplishments
to date, and the constructive thoughts to help make an even stronger program of
assuring both appropriate quality and the expenditure of Medicare health care re-
sources when medically necessary and appropriate. Towards that end, let me pro-
vide responses to your questions in the order which they were asked.

Item 1: Observations and recommendations on what is needed to assure guality of
care and protect Medicare patients from substandard care. The current PRO pro-
gram is built upon knowledge gained from the prior twelve year’s experience under
PSRO. As you know, flexibility was encouraged under the PSRO program to permit
recognition of differences among States or between urban and rural areas. The cur-
rent PRO contract is very proscribed in its requirements. The majority of the effort
is financially allocated to utilization review assuring that hospitals and physicians
are not gaming the DRG system, assuring that only medically necessary services are
paid by Medicare and assuring that quality review occurs in the five mandated
areas. As you know, HCFA's initial position was that one or two of the quality objec-
tives would be selected. The final request for proposal indicated all five. While the
emphasis on quality is a start in the right direction and we comment HCFA on the
establishment of a pilot project to permit additional work on readmissions beyond
the current mandated seven day readmission requirement, the CFMC is of the opin-
jon that additional resources could be wisely used in addressing quality of care. We
believe that adding to the current utilization review components of admission
review and DRG validation, a required discharge screen and quality screen with the
legal authorization to permit a PRO to monitor when clinically indicated the “after
care” beyond hospitalization or to review care provided prior to hospitalization
which led to an unnecessary hospitalization, would permit a physician PRO to cor-
rect circumstances which may have led to substandard care. The biggest return on
the investment would be to permit the PRO’s to review cases on a sample basis and
then to provide the flexibility to continue the monitoring or evaluating of care
either prior to or after hospitalization in order to assure that Medicare beneficiaries
are receiving appropriate care.

In summary, if care is given that is inappropriate to the clinical condition of the
patient in the hospital; if the timing of patient discharge is inappropriate; or if the
care given prior to hospitalization is inappropriate; a flexible system of addressing

these concerns with resources that permit this to be accomplished will provide the
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strongest mechanism of assuring appropriate care for Medicare beneficiaries. Today,
under current legislative initiatives and funding requirements, PRO review is com-
partmentalized, and given the emphasis on the cost of the Medicare Program,
strongly based on utilization concerns.

Item 2: Problems and deficiencies in the CFMC Program for quality assurance
and how these problems and deficiencies may be overcome and corrected. The
CFMC’s position on this question is a mirror of the comments made concerning the
PRO Program. The appropriate mechanism to address quality concerns is neot
through a proscribed review format but through a proscribed screening process
which then allows flexibility for a PRO to address quality concerns over the total
spectrum of care where those concerns are identified. Quality issues are not only
physician generated but may be generated by hospital professional staff, nursing,
etc. Recognition of quality concerns generated by other than physicians would be
appropriate.

Item 3: Flaws and deficiencies in Federal regulations governing the programs,
goals and structure of the PRO’s and how these flaws and deficiencies may be over-
come and corrected. The Health Care Financing Administration has done a superb
job in implementing a most controversial program which has, in combination with
prospective payment system, dramatically changed the economic incentives of the
delivery of health care to Medicare beneficiaries. While there are & number of items
which might be discussed here, in the interest of your time, we would like to limit
our discussion to four items. As we have previousl mentioned, the Health Care Fi-
nancing Administration has had an awesome tasl{ of implementing both the PPS
and the PRO gystem. In the field, this task has been more difficult for all involved
for two reasons. One, the timeliness of the receipt of instructions which in several
instences have led o implementation requirements within five days of reciept or
implementation requested prior to receipt of instructions. Second, tge timing of re-
ceipt of instructions among the actors—hospitals, fiscal intermediaries and the
PRO—where timing discrepancies as large as two months have occurred. We recog-
nize that this is a very complicated program, with pressures on the administrators
of this program from both the administration, the Congress and other interested
parties. We look forward to an improvement in both the chronological expectations
of the Health Care Financing Administration as well as the coordination among the
actors of this process.

The second item we wish to address is flexibility. While the intent of the PRO law
provides for the potential of flexibility, thus far, the administration of the program
has minimized that potential. Where the PSRO Program provided for innovation
and flexibility, both PSRO’s and HCFA paid a price when the time of accountability
to Congress and the Office of Management and Budget occurred. The effectiveness
of PRG’s can be improved through allowing flexibility in review processes and per-
mitting allocation of resources to identified problems, instead of specific mandated
review requirements.

Third, the issue of the educational process from the Federal Government and its
contractors, providing beneficiary education and assuring that there is a coordinat-
ed voice from the Social Security Administration, fiscal intermediaries and PRO'’s so
that a beneficiary learns from all parties that their medical benefits are a set
number of days per year but only days that are medically necessary. The viability of
private sector review is to a large extent anchored by an effective educational proc-
ess prior to the implementation of a review rogram so that employees/dependents
know of the efforts being made by their employer to assure that resources identified
for paying for health benefits are paying for only medically necessary services. For
fiscal intermediaries and the Social Security Administration, a more coordinated
effort in beneficiary education consistent with the PRO law is needed.

As a final input, we believe that the implementation of the prospective payment
system and PRO review has dramatically reduced the utilization of the Medicare
) am. While these are not the only two stimuli effecting health care utilization
inmtﬂs country today, for Medicare tgey are two very important items. For fiscal
accountability, the Health Care Financing Administration has placed a strong em-
phasis on uctions in admissions, changing inpatient care to outpatient care, and
assuring appropriate quality. Recognition must be made that continued reductions
in lengths of stay or rates of admission will not occur from year to year. The great-
est fear of the medical profession and those related to the provision of medical serv-
ices in this country is tgat once the fat is out of the system, payors will continue to
press for greater cost efficiencies without recognizing that they are compromising
quality. ‘

Accordingly, we believe that the emphasis, once appropriate utilization has been
assured, should insure that Medicare %eneﬁciaries are receiving appropriate serv-
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ices for their needs in the appropriate location and are not being discharged too
soon or not being admitted unnecessarily. We see that the cost to the Government
of continued monitoring of the appropriateness of care will not result in a continued
ten or fifteen percent reduction in lengths of stay or rate of admission, but will
assure that dollars being spent are being spent for appropriate services. According-
ly, accountability of PRO’s and similar organizations involved in these efforts will
need to be looked at from a different prospective. Physician review organizations
will then assure that appropriate quality of care is being provided, at a level of utili-
zation appropriate {o the patient’s needs.

Item 4: Flaws, deficiencies and inequities in CFMS's contractual arrangement
with the Health Care Financing Administration and how these flaws, deficiencies
and inequities may be overcome and corrected. The foundation has perceived sever-
al areas of improvement in this contractual arrangement with the Health Care Fi-
nancing Administration, one of which has already been acted upon by your Commit-
tee. We are pleased with the planned improvement in the cash flow situation given
the fact that the fized price contracting arrangement provided no opportunity for
the cost of working capital for the provision of PRO services by this nonprofit, pri-
vate corporation. We believe that your proposed legislation is a step in the right
direction and congratulate you for taking such action.

As you know, each of the PRO's are coming to a renegotiation of its first two year
contract. We look forward to this renegotiation providing time for more consider-
ation of the review issues, more flexibility in the review process and a less rigid
manner of contract negotiation.

Secondly, we also look to an improvement in the interpretation of fixed price con-
tracts as compared to the previous PSRO cost reimbursement contracts. The current
HCFA Program administration requires implementation of transmittals with subse-
quent submission of PRO identified cost increased and negotiation after the incur-
rence of costs. CFMC, working within the system, has incurred additional costs at
the instruction of HCFA by being required to implement changes prior to agree-
ment of cost recovery. We have done this once and question accommodating future
HCFA requests prior to knowing that recovery for new costs will occur. As you
know, these fixed price contracts are for a stated doliar amount with a variable
review volume based on intensification of review. We commend HCFA in requiring
greater accountability for the usage of taxpayer money, but we cannot subsidize
PRO workloads without restricting our capability of providing review and certainly
cannot assume any additonal scope of work without financial acknowledgement and
remuneration.

Thirdly, just as the CFMC uses five regional offices in the State of Colorado to
professionally and administratively manage our review activities for all of our con-
tracts, we believe the Iealth Care Financing Administration is to be congratulated
on their usage of their regional offices to permit the timely, professional and admin-
istrative management of the PRO Program nationwide. The success of peer review
programs is not based on WATS lines or mail service, but on the availability of indi-
viduals able to meet and address items of business with the providers of care. Given
the geographical expanse of Colorado, the CFMUC’s effectiveness is dramatically im-
proved through the use of regional offices. Similarly, a HCFA organizational frame-
work which strongly utilizes regional offices will greatly improve the productivity
and process of commupication in assuring a good working PRO program nationwide.

Item 5: Flaws and deficiences in the PRO Program as they relate to the continu-
ation of care following hospital discharge and how these flaws and deficiences may
be overcome and corrected. As you know from a review of the current PRO contract
deliverables, after care following hospital discharges an area which to date is not a
part of PRO review. By contract, we do not know of any PRO looking at the care

rovided at home with or without home health care, or in residential care facilities.
gkilled nursing home coverage by Medicare is governed by review restrospectively
by the fiscal intermediaries and by certification of State health departments. As a
suggested step to address care provided after hospital discharge, CFMC would rec-
ommend the use of a broad sample review providing resources for both review of
discharge plans prior to hospital discharge, the discharge screen we previously
spoke of; the use of a broad quality screen to assure that patient discharge is occur-
ring after appropriate services have been delivered in the hospital; and then a
sample review of discharged patients providing review in the residence of the pa-
tient to assure that they are receiving appropriate care following discharge. Al-
though the sample would be taken from the entire Medicare population, there are
certain clinical areas such as COPD, rchabilitation of fractures of a major weight
bearing joint, which could provide for standardized reporting and PRO accountabil-
ity. We éelieve that the lacg of attention in this area should be corrected. Assurance
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that Medicare beneficiaries are receiving appropriate services subsequent to hospi-
tal discharge is a service that can be provided by PROS.

ltem 6: Problems and deficiencies in the Health Care Financing Administration’s
overall administration and evaluation of CFMC and its program policy, procedure
and practice and how these problems and deficiencies may be overcome and correct-
ed. The CFMC would like to compliment the Health Care Financing Administration
in providing direction and constructive eriticism in PRO operations from HCFA’s
regional office.

We are corporately of the opinion that our Denver regional office provides a valid
service which is very useful in assuring the correct administration of the program.
Given the controversial nature of the PRO program, we are aware of the desire for
assurances that the administration of the PRO program is being performed consist-
ently. Toward that end, over the last several months, the CFMC has met with repre-
sentatives of the inspector general’s office from Kansas City and Chicago; and has,
as every PRO has, provided four hundred records to systemetrics, the super PRO;
has been audited monthly by the HCFA regional office; and is now being audited by
a registered record analyst out of the regional office. While we have no objection to
opening our doors and providing access to the innerworkings of our corporation, we
wonder who is going to have the final say concerning whether we are operating cor-
rectly. The Health Care Financing Administration has been working on an evalua-
tion document with the intended use of determining which PRO should be offered
an opportunity to bid for a two year extension. Currently we understand that this
document is in draft. Today, we are in the thirteenth month of our contract per-
formance and, since the first day of our contract, have been performing review.
Given the recognition that medical care is an art and a science and not just a sci-
ence, we do wonder who will have the final say concerning the correctness of our
activities and upon what basis we will be cvaluated in final form. We hope the
second two year contract will have adequate time for each PRO to know the stand-
ards by which they will be evaluated and that the need for flexibility in review serv-
ices will not be stagnated by the desire to have consistent accountability for each
and every PRO without recognition of individual review needs.

As a final ilem concerning accountability, much has been said concerning the
volume of sanctions in the new PRO Program versus the old PSRO Program. While
we agree that each PRO should be judged on its ability to identify problem hospi-
tals, physicians or other health care practitioners who are unable to meet profes-
sionally recognized standards of care in the delivery of health care services, we also
believe a second item of accountability should be incorporated. CFMC philosophical-
ly and by board policy is required to work with problem practitioners/providers in
order to correct deficiencies prior to taking sanction steps. We believe recognition of
the identification of problem providers and the correction of problems is just as im-
portant as recognition of the number of sanction cases brought forward.

Mr. Chairman, members of the committee, it has been our pleasure to have the
opportunity to provide you our insight into the operation of one PRQ’s performance
on the issues which we see in program administration and, most importantly, in as-
suring quality of care. We provide these comments in the spirit of constructive im-
provement. We again commend the Health Care Financing Administration in
having completed as much of the job as it has in such a short period of time, and we
look forward to all of us working together to strengthen the peer review process to
assure that services being provided are medically necessary and appropriate to Med-
icare beneficiaries. Thank you.

Chairman Heinz. Dr. Sherrill, in your written testimony, you
suggested that PRO’s are not funded to do comprehensive quality-of-
care review. But here in Washington, many of us have marveled at
HCFA'’s economy in negotiating the PRO contracts.

I think HCFA's contracts officer received a $3,500 bonus for
doing this, in fact. And as you explained, HCFA was very stingy
during their negotiations with Alabama Quality Assurance, too,
cutting some §1 million from your proposal.

How did they determine the amount they could cut safely from
the propusal, and were you able to absorb those cuts in your
budget?

57-8611 O - 86 - 4
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Dr. SHERRILL. Although I worked with the Alabama program, I
am primarily concerned with the medical end, and I would rather
that particular answer be given by the Administrator of our pro-
gram Mr. John Miller.

Chairman Heinz. Excuse me, gentlemen. I am turning the panel
temporarily over to Senator Wilson. The single bell means that
there is a vote on. I will go and vote, and hopefully, Senator Wilson
will not have to recess the panel. If it gets close, he will have to,
but I should be able to avoid a lengthy recess.

Thanks very much Senator Wilson.

Senator Wilson [presiding]. Go ahead, Doctor, and complete your
answer.

STATEMENT OF JOHN W. MILLER, CHIEF EXECUTIVE OFFICER
OF THE ALABAMA QUALITY ASSURANCE FOUNDATION, THE
PRO CONTRACTOR FOR ALABAMA

Mr. MiLLer. Mr. Chairman, in response to Senator Heinz' ques-
tion, at the time of contract negotiations, we were unable to
present the results of the reduction in contracting. We were essen-
tially told, “This is the money that you are going to have to work
with. You are going to have to do the best you can.”

As a result, we had to cut several positions from both our utiliza-
tion and our quality review departments. I think we cut approxi-
mately 10 positions from our quality review department as a result
of the shortfall in funding.

That was a rather specific question, and that is the specific
answer.

Senator WitsoN. Could you tell us why it was that you would cut
these positions from the quality review, rather than utilization
review?

Mr. MiLLer. I did not cut the key positions. I cut the review coor-
dinator positions that we would have used to do additional pre-
screening on charts prior to referring to our quality assurance com-
mittees for determination of quality of care.

I also did make cuts from the utilization review department. We
had to make cuts in both.

Dr. DenN. Senator, in fairness, I think in general, the bidders for
the PRO contracts were fairly clear on the fact that the program
had a bias toward utilization review, and in cuts were to be made,
they were, in order to get the contract, ordinarily made in what is
considered to be the softer area, and that is quality review, and we
are very uncomfortable with that.

Senator WiLsoN. Well, all right. Dr. Dehn, let me ask of you and
Dr. Platt what I think is an appropriate second question. In the
overall range of activities that are required of the PRO’s by HCFA,
where do you think that quality assurance ranks in terms of the
resources that are designated for quality review and in HCFA'’s rat-
ings of PRO performance?

Dr. DeaN. Well, if there are two, it is definitely No. 2. I would
have to defer to Ken on his opinion.

Dr. Pratr. Well, I think the emphasis from the start of a moni-
toring program under PSRO and PRO has always been on utiliza-
tion and not on quality. And I say that not in necessarily a critical
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comment, but to emphasize the fact that quality review is exceed-
ingly complex. It is a soft area even in how do you do it. It is ex-
tremely expensive. It does not give you the bang for the buck that
utilization review does. I have absolutely no concern with the Fed-
eral Government’s wanting to emphasize initially utilization, be-
cause utilization appeared to be out of control.

We now, however, and in our testimony have pointed out, we
have reached a point where the doctors in this system—I am talk-
ing about the review system—as well as the doctors in practice are
worried that if we go further in this cut on utilization, we then will
get into that gray soft area known as “quality,” and the patients
ultimately cannot help but suffer.

And what you are hearing from AARP, what you heard from the
witnesses earlier this morning, and what you are hearing from us
as review organizations, we think we are at that critical precipice
at the moment. And if we are going to go further in review, we
need to stretch into the soft area while we are cutting back on the
clear area, so that we can guarantee that we do not jeopardize
quality.

Senator WirsoN. Let me ask Dr. Dehn, in light of that, and in
light of the comment that you made earlier, that the physician
who, even if urged or counseled by hospital administrator to make
what, in his professional medical judgment, is premature discharge,
in your judgment, you say that physician must abide by his own
judgment; if he fails to do so, he is guilty of malpractice-what I
guess 1 have heard from the panel that preceded you is that they
do not feel that the entire procedure is adequate in terms of allow-
ing them to go forward with their best medical judgment. I believe
one of them at least said he got tired of fighting.

Now, is the problem that there is simply too much fighting re-
quired for a physician to exercise what he has taken a Hippocratic
Oath to exercise, and that is his best judgment, to give the best
care possible?

Dr. Denn. I am interested in the etiology of that fight, Senator.
And to answer your question, I can understand that that particular
ﬁbysician would be disgruntled with all the pressures that are on

im.

The question is where, really, the pressures are coming from. It
scems to me again, and 1 want to reiterate, that the description of
the system that we heard from that physician was that he was re-
ceiving pressure from the hospitals to economize on health care
and that is to discharge his patients at a particular time or not to
admit soft admissions.

That seems very difficult for me to deal with, and I would think
for you, also, in a hospital program that, as I said earlier, claims to
be making 8 percent profit on the DRG reimbursement system. It
is not the PRO that is harassing this physician; it is the hospitals
and the interrelationship between the hospital and the physician
that seem to be causing the most angst in the system.

In fact, the PRO would have liked to have worked on behalf of
that and the earlier physician—who in his best judgment disagrees
with the pressure from the hospital, the request from the hospital
to discharge his patient, it is his right while the patient is in the
hospital to call the PRO; we will, within a few hours, enlist a phy-
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sician, adjudicate the decision, and prevent the potentially untime-
ly discharge of any patient.

Senator WiLsoN. So you are saying that physicians are unaware
that the PR(Q’s exist as their friend, and that as the advocate for
the beneficiary, you are available to them to resolve not only an
internal dispute with a hospital, but also to protect them from the
kind of pressures they are feeling to justify the HCFA, through
these—another of the panelists said he spent a great deal of time
trying to compose the appropriate paragraph for the chart, for the
re(c:%fg, that will ward off a later, time-consuming investigation by
H .

Dr. Dean. Well, I think you are absolutely right. I think that all
of us have a job to do in terms of provider education and physician
education with regard to the PRO. We carry the stigma, because
we are funded by the Federal Government, of being agents of the
Federal Government. We are not agents of the Federal Govern-
ment. We are advocates of a system that delivers quality care at
the lowest possible price on behalf of the beneficiary. I think we
have a job to do in terms of educating physicians, and we have a
job to do—an enormous job to do—in terms of educating the benefi-
ciaries on what their rights are, and how to use cur system.

Senator WiLson. Mr. Lynch?

STATEMENT OF EDWARD J. LYNCH, EXECUTIVE DIRECTOR,
RHODE ISLAND AND MAINE PRO

Mr. Lyncu. I would like to respond to your concern, Senator,
about malpractice and the implications of malpractice to the DRG
system, the PRO program.

First of all, it is very, very difficult for a PRO, I think, to be con-
sidered a friend of a physician who might be delivering some sub-
standard care.

No. 2, I think in terms of malpractice, that consumers, the
people of the United States, are becoming much more sensitive in
terms of the type of medical treatment they are receiving at the
hands of their physicians. As a result of that awareness, not neces-
sarily the DRG system, but as a result of their awareness, they
have gone to their attorneys and said, “This has happened to me,”
and obviously, litigation is on, and the large jury awards result.

I have had a special interest in malpractice in that I feel the
eventual resolution of the problem will be through peer review,
and someone a lot smarter than myself is going to come up with a
system to merge or link peer review activity with malpractice.

Dr. DEnN. Dr. Platt has a comment. .

Chairman HEgiNz. Let me thank Senator Wilson for chairing the
hearing in my absence.

Dr. Crisafulli, how different are quality of care reviews compared
to utilization reviews in terms of cost and staff time spent per case
once a potential problem case is identified?
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STATEMENT OF DR. FREDERICK S. CRISAFULLI, F.A.C.P,,
PRESIDENT, HEALTH CARE REVIEW, INC., PROVIDENCE, RI

Dr. CrisaruLLL I think if you separate the two systems, the costs
are probably comparable. If you try to make the system as efficient
as possible, you can link the two together.

For example, if you have a chart in front of you that you are re-
viewing for utilization purposes or for some other reason, then you
would also look at it for quality purposes. The initial review would
be done by the nurse; if she sees a difficulty with the quality of
care provided, that can then be referred to a physician, who might
at the same time be the physician who would have looked at it for
utilization purposes.

So you can streamline the approach.

[The prepared statement of Dr. Crisafulli follows:]

PrEPARED STATEMENT OF FREDERICK S. Crisarurny, M.D.,, FAC.P.

INTRODUCTION

I am pleased to appear before the U.S. Special Committee on Aging today to dis-
cuss the Professicnal Review Program, the medical review agent for the Medicare
Prospective Payment Program.

As a practicing physician, I have been active for a long period of time in the peer
review process in Rhode Island. Currently, 1 am the president of Health Care
Review Inc. having been elected this year to that position. In addition, I have served
as chairman of the utilization review committee, as vice president of the corpora-
tion, and as medical director. | have also served as delegate to the Americal Medical
Peer Review Association (AMPRA) and have served as a reference committee
member. I am also associated with the Brown University medical program as a clin-
ical assistant professor of medicine and have been a fellow in the American College
of Physicians since 1977. This catalogue of references, Mr. Chairman, is only pre-
sented to you as an indication of my deep concern about the delivery of medical care
and the review of that care,

PPS AND QUALITY REVIEW

At this time, I perceive the PRO programs as the sentinel of the prospective pay-
ment system by diagnostic related group (DRG) for the Medicare Program. This sen-
tinel effect is not only perceived by me to directly relate to utilization review but
also to quality review. In fact, it is only recently that the issue of quality of care has
been raised in any realistic sense. The five quality studies delineated in the request
of proposal (RFP) by the Health Care Financing Administration (HCFA) and man-
dated for each Professional Review Organization (PRO) are certainly appropriate as
far as they go—but I, personally, do not believe that they go far enough in assuring
the quality of care for Medicare beneficiaries. In my judgment, afler a year’s medi-
cal review in the State of Rhode Island, and almost a year in the Stafc of Maine,
there is a clear need for a case-by-case review of medical charts for quality purposes.
This quality review process, of course, is being carried out for patients who are read-
mitted within seven days of discharge where inadequate care has been provided
during the first admission. Patterns of poor care, or substandard care, provided by
physicians and/or institutions can only emerge and can be only evaluated by a case-
by-case review of the quality of care delivered to the individual Medicare benefici-

ary.
r%'he bottom line issue in reviewing quality of care, to my way of thinking, is the
identification of substandard quality of care. As a practicing physician, I am not so
much interested in rates of procedures performed, or in establishing performance
objectives for bureaucratic reasons, as I am interested in assuring that the care is
medically necessary, appropriate, sufficient, and effective in treating the patient.

As the Professional Review Organization (PRO) in Rhode Island and in Maine, the
approach taken by Health Care Review Inc. is one that views quality of care from
the individual case perspective. Health Care Review Inc. has developed an interven-
tion system short of sanctioning. We, as a physician organization, do not support a
punitive approach to improving quality of care, except in the most flagrant of cases
or where a pattern of serious problems has emerged. Naturally, a case that falls
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into the category requiring consideration of sanction is treated differently from a
problem that has been identified as ‘‘non-serious”.

Such an approach by Health Care Review Inc. currently relies upon a linkage
with cases reviewed for utilization and for other purposes, that is, a case identified
for utilization purposes is also looked at for quality purposes; subsequently, this case
is referred to the quality review department of our corporation where further action
follows. An outline of such a quality review protocol for the States of Rhode Island
and for Maine, are enclosed as attachments to this statement.

RELATIONSHIP BETWEEN QUAILITY AND UTILIZATION

For your information, the utilization physician of the Professional Review Organi-
zation (PRQ) can easily function as a quality review physician unless special medi-
cal expertise is required.

Such a spin-off from the utilization review to quality review arises from, in my
judgment, the necessity of inadequate funding. We have been unable to pursue a
high level quality of care program which would require sufficient funding to employ
additional registered nurses and pay the monies necessary for quality review by
practicing physicians. The need for such a program would be also the ability of the
Professional Review Organization to track cases, identify patterns of care with re-
spect to physicians and/or institutions that emerge under observation and, cbvious-
ly, this type of review would demand additional non-physician and physician staff
time.

Thus far, Health Care Review Inc. has not tackled the issue of establishing crite-
ria for a pure quality review program because this process would involve a massive
undertaking to cover all conceivable diagnostic and therapeutic intervention.

Although this would be an optimal way to identify areas where a consensus was
develo with respect to a medical workup and medical treatment, such an a
proach would require a substantial amount of time, energy, and funding. I would
envision the development of a pure quality review program by the medical profes-
sion in the United States as requiring years of work and development. In the inter-
im, however, guality issues do arise and are being tackled as best as we can on a
limited budget, on a case-by-case basis. Health Care Review Inc. has been focusing
on problems falling into the following categories:

1. A lack of provision of a service that is medically necessary

2. The provision of a service-—diagnostic or therapeutic—which is not indicated

3. The provision of a service that is inappropriate.

The clear establishment of criteria to deal with these types of problems is not, yet,
possible with the funding available to Health Care Review Inc.; the Congress ought
to consider a national research effort.

It is self-evident that once a quality problem is identified there needs to be verifi-
cation of the problem and an assessment of the scope of the problem. Currently,
there is insufficient funding to carry out this step which requires intense review
and analysis of data. Once a problem is verified, an intervention strategy must be
developed. The nature of the intervention depends upon the Professional Review Or-
ganization's assessment of the nature of the problem, and what corrective action
would reasonably address the issue. Although the sanction process is a reasonable
way to deal witg issues related to a gross and flagrant issue or lack of care, and
with situations of fraud and abuse, our judgment leads us to believe other types of
corrective action may be more appropriate and effective.

In situations where a quality issue arises, and is related clearly to an educational
problem, a medical stra should be one of general educational intervention with
subsequent monitoring and tracking of the physician, and/or the institution. In cer-
tain circumstances, the issue is not physician related so much as it is institutionally-
related. This has been clearly indicated in peer review throughout the last ten
years. As an example, | offer you the case of a woman treated at an exempt psychi-
atric institution where her medical problems (namely, significant lung disease) were
not attended to. It may be that under such circumstances no adequate policy exists
for coverage of medical issues while psychiatric treatment is being provided. Yet,
this type of problem emerges under intensive quality review on a case-by-case basis
by a Professional Review Organization.

THE IMPAIRED PHYSICIAN

Nowhere is there a provision made for dealing with quality issues that arise, how-
ever, from an impaired physician.

This is a new wrinkle that has entered the peer review process. In Rhode Island,
Health Care Review Inc. is attempting to establish a linkage with the Rhode Island
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Medical Society which has developed an excellent program of dealing with the im-
paired physician, and has, apparently, been successful in having physicians retire,
undergo additional training, and take other avenues to assure quality of care in the
State where a problem has been specifically identified with an individual physician.
Such an approach on the local level, in my judgment, is very beneficial and is some-
thing that the Medicare Program might review carefully. Confidentiality rules, how-
ever, may preclude our involvement in this process.

I am sure that you are aware, Health Care Review Inc. is basically reviewing
the Medicare population, and then, again, only inpatient hospital treatment. When
one looks at the entire spectrum of medical care delivered in the United States, the
picture shows a clear fragmentation of any concerted, united effort to measure the
utilization and quality of the people of the United Stales. For instance, patterns
that emerge in the Medicare population may also reflect poor quality of care given
in other populations as well. Yet, the lack of a single, intensified, vigorous medical
review appears not be available at this time. There is no doubt, for instance, that in
Medicare part B, where a potential problem has been identified in part A, is not
subject to intensive peer review. Under such current circumstances in the United
States, it appears reasonable to link identified issues across third-party payors for
p;lxrposes of eliminating both utilization and quality problems. Only doctors can do
that.

If my presentation appears somewhat discursive, that is because Health Care
Review Inc. of Rhode Island and Maine is still on the cutting edge of peer review,
and my particular ideas regarding the review of quality are still evolving. One peer
review program in Rhode Island and in Maine has evolved to the point where we
are beginning to identify cases, and are beginning a process of interacting with at-
tending physican through peer review, and also intervening in a fashion to assure
Health Carc Review Inc. that the lype of quality issues identified will not be likely
to occur in the future. It is useless to identify a quality problem in peer review and
then have the problem reoccur endlessly without resolution. This would certainly
not benefit Medicare beneficiaries who are entitled to the economical delivery of
their medical care without compromise on the quality. I strongly believe that, as a
practicing physician, this should be the intent of any quality program.

Before concluding, I want to point out to the committee that the major impact of
any quality program will be its sentinel effect on the practicing physician. The PRO
Program must continue to function in a credible way; that is, credible to physicians,
it cannot be seen as a bureaucratic tool or Government weapon to bring physicians
to task. Physicians, in general, are not satisfied with the type of quality program
mandated by the prospective payment system, which, in a way, tends to look from a
national perspective at issues of quality; that is, from Washington’s perspective
downwards. Most physicians with whem I have dicussed these issues express to me
that a better approach would be to lock at the issue of quality from the local per-
spective upward: That is, by a case-by<ase review and then scrutinize the patterns
of substandard care as they emerge. In my judgment, a substantial credibility and
visibility will be given to the PRO system if there develops a clear commitment by
Medicare to review cases on an individual basis and to support this type of review
with adequate funding for additional physician time and staff people.

Before concluding, Mr. Chairman, I want to express my gratitude for being able to
appear before the commitlee to discuss this proposal for quality review for Medicare
beneficiaries being monitored by the Professional Review Program.

Thank you.

Chairman HEeinz. Dr. Sherrill, what about your operation in Ala-
bama?

STATEMENT OF DR. ROBERT G. SHERRILL, JR., MEDICAL
DIRECTOR, ALABAMA QUALITY ASSURANCE FOUNDATION

Dr. SHERRILL. We have a little different operation than in many
areas of the country in that we place a much greater emphasis on
preadmission review. We have what we call 100 percent preadmis-
sion, that is, that we try on the elective cases, to perform a pread-
mission screening. We have the physicians call in, or the hospitals
call in, or the physicians’ offices call in for them, giving us certain
information. If that meets our screen, then the patient is automati-
cally approved for admission. If it does not meet the screen, then it
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must be looked at by a physician who is immediately available. He
immediately takes that information and then reviews it and may
say, “Yes, we can go ahead and admit this patient.” Or, he may
say, “Well, there is not enough information here, I need additional
information,” and pickup the phone and call the attending physi-
cian to clarify the patient’s situation.

Frequently, we feel that we can affect a decreased utilization by
screening out those cases that would be inappropriately admitted
for diagnostic evaluations or workups. This is the majority of pa-
tients that are now not being admitted to hospitals.

The patients that really need to be admitted should be certified
by physicians that do the screening. Our physician screeners are
all practicing physicians. They are practicing everyday. They give
up 3 hours, 5 hours, whatever time they carve out to do this
review. The rest of the time, they are in practice. ,

So, whatever policies and procedures we follow, they must follow
as a physician also. We review our reviewers, not only in their
work in-house, but also their work, when they have a patient that
needs to go into the hospital, he gets screened just the same way—
and we do have denials on our own physician reviewers at times.
So the system does work from that standpoint.

We also feel that in Alabama, we can pick up—through pread-
mission review—some quality issues, because when our physician
reviewer talks to a physician who is about to admit a patient or
who has just admitted a patient at midnight last night, and we are
reviewing it the first thing in the morning. A physician reviewer
may feel that the attending physician does not know what is going
on with this patient; he does not have a very good program or
treatment outlined. This raises a red flag, and we may say, “Well,
we will want to see that chart when that patient is discharged, so
that we can evaluate that for quality.” Or, we may pick up a pa-
tient that apparently is going to use a form of therapy that is inap-
propriate for the diagnosis that he has made on this patient, so this
would raise a flag. So there aré several areas that we can find that
would help us focus a little more on quality, and we do look at
these and followup.

Then we order that record, have it come back, have that particu-
lar physician who raised the problem review it. If he feels there are
any additional problems, or it does represent disquality, then we
may pull a sample of records on this physician.

[The prepared joint statement of Mr. John Miller and Dr. Sher-
rill follows:]

PREPARED STATEMENT OF JoHN W. MiLiegr, Cuier EXEcuTive OFFICER OF THE ALaA-
BAMA QUALITY Assurance Founpation, THE PRO CONTRACTOR FOR THE STATE OF
ALABAMA AND MEDicAL DiRCTOR OF THE FounpaTiON, Dr. ROBERT G. SHERRILL,
Jr.

1. The foundation as the PRO for Alabama is fairly unique in that, after study of
the prospective payment system, the foundation concluded that elimination of un-
necessary admissions and protection of the Medicare beneficiary from disquality
medical care would be our twin goal in bidding for the PRO contract. The founda-
tion chose, as the means for accomplishing these goals, a maximum of preadmission
and concurrent admission review for both medical necessity and quality coupled
with the minimum required retrospective review for admissions and other types of
retrospective review. The primary retrospective area of quality review was to be a
study of admissions within seven (7) days to identify disquality care occuring during
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the first admission resulting in the premature discharge of the Medicare patient.
The foundation’s approach to prevent unnecessary admissions and disquality care is
somewhat different from the HCFA approach and the PRO scope of work which de-
pends very heavily on the retrospective denial of payment for unnecessary admis-
sions and retrospective determinations concerning quality of care. While the founda-
tion fecls retrospective review has a role in quality of care, we feel our approach is
preventive rather than punitive. Qur relationship with both HCFA regional and.
central offices has been good in spite of the fact that our review system differs
markedly from that of other PRQ’s. Qur system has complicated the problem of su-
pervision at both the regional and central office level and the foundation appreci-
ates the fact that coordinating and supervising our efforts causes an additional
workload for both the regional and central offices. These supervisory efforts have
sometimes resulted in conflicting instructions and an emphasis on process rather
than outcomes. In the presence of conflicting instructions, the decisions of the PRO
should be accepted.

II. The HCFA and HSQB effort to get the program up and running is commenda-
ble, particularly considering the many problems to be overcome. The time pressure
to implement the program has caused a need for increased timely communication
with the PR()'s. Future changes in the program should be made with input from the
PRO’s and have implementation dates that will allow PRO’s time to plan and com-
municate these changes to hospitals and physicians. As HCFA is planning to de-
crease its response time to PRO contract modification request, this will be helpful in
the planning process.

II1. The foundation’s regional quality assurance committees have been very active
in the review of medical records during readmission studies for premature dis-
charge. A limitation to our effort is a shortage of contract funds for quality review.
Qur two (2) year contract was over $600,000 less than the DHHS audit of accepted
costs of our proposal and both quality and utilization review efforts had to be cur-
tailed. Our 100% prepayment system consisting of maximum preadmission review
supported by concurrent admission review has proved cost effective in controlling
admissions (see enclosure A) and also provides excellent opportunities to correct po-
tential disquality care—before it is given. During the review precess, questionable
care may be identified by the foundation’s physician advisors who then resolve any
problems with the attending physician. Serious problems are referred to our medical
director for his action. Our concurrent review process has identified one physician
who is currently under sanctioning process.

1V. The foundation has made two requests to HCFA for funding to extend its
review into the skilled nursing facilities in order to determine the medical condi-
tions of patients transferred to skilled nursing facilities and to determine if the
skilled nursing facilities have the capability to provide quality skilled level care.
This program would allow us to deter premature discharges and better assure qual-
ity care in both institution and take the first step towards longitudinal patient stud-
ies. While our first request was denied, our current request is still under consider-
ation. The foundation has also requested grant funding to refine its internally devel-
oped quality performance index into a valid comparable measure of quality of care.
This grant request request has been approved by HCFA research and demonstra-
tions for two years but has not as yet received funding.

V. In summary, the foundaticn’s approach to PRO activity emphasizes prevention
of unnecessary and disquality care based on “up front” review rather than financial
punishment based on retrospective review and denial of payment. Mr. Chairman, on
behalf of the foundation’s board of directors, thank you for inviting us to share
these views concerning the PRO program. The physicians and stafl of the founda-
tion are committed to ensuring that medicare recipients and employees of our pri-
vate employers receive necessary quality care in the most cost effective setting.

SPECIFIC OBSERVATIONS AND RECOMMENDATIONS

I. Observations and Recommendations on what is needed to assure quality of care
and to protect Medicare patients from substandard care.

1. Observation: Patients are not able to judge the quality of hospital care they
receive.

Recommendations: A. Recommend patients receive education on what constitutes
disquality care at discharge from the hospital. The Foundation has noted during
studies on readmissions due to substandard care that patients are sometimes dis-
charged which do not meet generic discharge indicators such as abnormal tempera-
ture, uncontrolled bleeding, open surgical wounds with drainage, continued chest
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pain, and other conditions, recognizable by the patient which should be adequately
addressed in the hospital prior to discharge.

B. Recommend of a measure of quality of care based on outcome studies of pa-
tients discharged from the hospital be developed. The Foundation has submitted to
HCFA on two separate occasions a request for grant funds to develop its Quality
Performance Index (QPI). The grant request has been approved on each occasion,
however it has not yet been funded. Representatives of the Foundation to include its
physician and Ph.D. co-investigators met with Dr. Krakauer at HCFA on Thursday,
September 19, 1985, and it is anticipated that some funding will be forthcoming.

2. Observation: This PRO has observed patients being discharged without meeting
discharge indicators.

Recommendations: A. That a hospital be required to conduct a formal review
against discharge indicators prior to discharge of Medicare patients. PROs would
monitor this form on all retrospective chart review. This PRO currently looks at all
records reviewed retrospectively against discharge indicators to identify and correct
disquality care.

B. That PROs be given authority to decide which admissions to deny in the case of
a readmission due to premature discharge on the prior admissions. After retrospec-
tive review it may be more appropriate to deny the first admission.

3. Observation: Patients are discharged with unresolved complications which con-
stitute disquality care.

Recommendations A. That PROs conduct retrospective quality review of all dis-
charges with bill diagnoses indicating complications.

II. Problems and deficiencies in the Foundation program for quality assurance
and how these problems and deficiencies may be overcome and corrected.

1. Observation: Preadmission/concurrent admission review provides for identifica-
tion and correction of potential disquality care. All Medicare admissions in the
State of Alabama are subject to either preadmission or concurrent admission review
and certification prior to payment by the fiscal intermediary. This allows for physi-
cian advisor to attending physician contact and discussion prior to performing
scheduled operations or when potential disquality care is observed during the con-
current admission review process.

Recommendation: A. That PROs be encouraged to conduct preadmission/concur-
rent review rather than retrospective admission reviews in order to prevent rather
than to punish for disquality and unnecessary care.

2. Observation: Retrospective quality review is very labor intensive. During the
process of funding for the Foundation’s PRO Proposal, the Foundation was prepared
to discuss and justify all of its contractual costs associated with its proposal. At no
time during the negotiation process was the Foundation allowed to present the justi-
fication of its cost or the impact that failure to fund at the requested Foundation
funding levels would have on the Foundation’s PRO Proposal. The Foundation was

iven a contractual financial figure and told to in essence “take it or leave it”, This
‘take it or leave it” figure was $642,529 under the DHHS audit accepted cost of the
Foundation proposal. An additional $341,945 was listed by the audit as “adjudicat-
ed” for negotiations. Included in the “adjudicated” figures were scheduled pay
raises and projected increase in other necessary costs during the two year period of
the contract. The Foundation could have reasonably expected to obtain all of the
costs listed for adjudication if a reasonable negotiation process had been used. An-
other result of the loss of approximately $1 million from the contract, was eleven
(11) positions in our Quality Assurance Department not being funded.

Recommendation: A. That in future contract negotiations PROs be allowed to
present to the HCFA decision making persons the justification for the cost of their
proposals and that HCFA recognizing that under funding of proposals can only
result in changes in the PROs ability to perform according to its proposal. In ocur
view the current funding does not provide for adequate quality assurance activities.
It is unreasonable for H%FA to expect the PRO to provide all aspects of its pro
when funding to provide the persons and necessary support has been eliminated.

111. Flaws and deficiencies in Federal Regulations governing the program’s goals
and structures of the PROs and how these flaws and deficiencies may be overcome
and corrected.

1. Observation: The HCFA Request For Proposal for PROs was designed around
retrospective review instead of concurrent review in order to allow fiscal interme-
diaries to be able to meet the requirements of the proposal. Physician to physician
peer review is most effective in both preventing unnecessary utilization and pre-
venting disquality care when it is performed prior to or during the patient’s hospi-
talization. The Foundation’s approach of preventing the unnecessary service or pre-
venting the disquality care on'a preadmission or a concurrent review time system is
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preferential to the retrospective review system which prevents neither unnecessary
nor disquality care, but attempts to apply punitive measures based on retrospective
determinations of medically unnecessary care or disquality care.

Recommendation: A. That PROs be encouraged and rewarded for performing
preadmission and concurrent admission review of both medically necessity and qual-
ity and that the use of retrospective review be limited to those areas where pread-
mission or concurrent admission review are not feasible.

2. Observation: Regulations and HCFA instructions to PROs have not been provid-
ed in a timely manner. Both regulations and instructions on implementation from
HCFA have often contained implementation dates which were unrealistic.

Recommendations: A. That PROs be given the opportunity to provide input to
future HCFA instructions prior to the time they are published.

B. That all instructions to the PRO contain realistic implementation dates in
order to allow PROs to study, plan and provide hospitals with timely instructions
and implementation dates.

IV. Flaws, deficiencies and inequities in the Foundation's contractual arrange
ments with Heaith Care Financing Administration and how these flaws, deficiencies
and inequities may be overcome and corrected.

1. Observation: The Foundation has encountered long delays in obtaining re-
sponses to PRO recommended contract modifications.

Recommendation: A. That a reasonable time frame to respond to PRO requested
contract modifications be established and that when the PRO's request is denied an
gé)portunity to discuss and provide additional justification to the propoesal be provid-

2. Observation: Numerous instructions have been issued to the PROs which have
modified the PROs contractual Scope Of Work. Some of these contain arbitrary de-
iaergxinations that the instructions to not constittite an increase in the PRQO’s work-
oad.

Recommendation: A. That PRO representatives be allowed to meet with HCFA on
each set of instructions issued by HCFA to negotiate a cost or range of cost which
would be considered reasonable for performing according to the new instructions.

V. Flaws and deficiencies in the PRO program as it relates to the continuum of
care following hospital discharge and how these flaws and deficiencies may be over-
come and corrected.

1. Observation: The current PRO program does not contain any mechanism to
follow Medicare patients after they have left the hospital.

Recommendations: A. PROs be given level of care and quality review authority
for care provided to Medicare patients in the skilled nursing facilities. Skilled nurs-
ing facilities are currently required to have internal utilization review programs
which are paid for by the Medicare program. PROs should be given this review au-
thority in order to assess the condition of patients coming from the hospital to the
skilled nursing facility, assess the ability of the skilled nursing facility to provide
skilled level of care, and assure that patients paid for by the Medicare program sac-
tually require skilled leve] of care. The Foundation has made two (2) proposals to
HFCA to provide skilled nursing facility review. The latest proposal was submitted
to the HCFA contracts office on September 12, 1985. The Foundation is hopeful its
proposal will be accepted by HCFA.

B. PROs have a capability to provide longitudinal patient studies of care provided
to the patient in the hospital, skilled nursing facility, outpatient surgical setting,
and home health care. PROs should be mandated to obtain Part B payment infor-
mation at no cost from the fiscal intermediary in order to identify patients which
are not receiving quality care or who are receiving unneeded care.

V1. Problems and deficiencies in the Health Care Financing Administration’s
overall administration, evaluation of your organization’s program policy procedure
and practice, and how these problems and deficiencies may be overcome and correct-

1. Observation: Review teams who visit the PRO often have very narrow interpre-
tations of what the PRO should be doing. These inspection visits are often very proc-
ess oriented and ignore the fact the PRO is achieving its desired outcomes.

Recommendation: A. All HICFA Medical Review Teams receive standardized train-
ing in what they require of PRO and that visits become less process and more out-
come oriented.

2. Observation: PROs have often received mixed signals from HCFA Central and
Regional offices.

Recommendation: A. There be increased coordination and exchange of informa-
tion between the HCFA Central and Regional Offices. Where shades of grey exist,
differences of opinion should be resolved in favor of the PRQO.
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3. Observation: HCFA has collected quite a lot of information through the PRO
program. To date very little of its analysis of this information has been made public
or shared with the PROs.

Recommendation: A. Analysis of PRO data to include overall impact on utilization
be provided to all interested parties.
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Chairman Heinz. I just what to ask Dr. Platt the same question.

Dr. PraTt. Well, there are a couple of things I would like to just
very quickly comment on. First of all, Senator, quality review is ex-
ceedingly more complex than utilization review. And you have to
face the fact that if you are going to do it adequately, it is going to
be more expensive on a case-by-case basis, or even on a broad spec-
trum basis, perhaps, than the utilization review.

No. 2, there is not, in our estimation, a great grouping of poorly
cared-for patients out there that would fall through quality screen-
ing. Quality screenings properly applied will raise questions, but
the number of poorly cared-for patients is really smaller, perhaps,
than people basically believe.

For instance, we just did a summation of the last 75,000 admis-
sions to Colorado hospitals under PRO, of which we reviewed one-
third or 25,000—under the current system of review, now, under-
stand, not using generic screens or quality screems. Out of that
75,000-plus, we turned up, using our current method of reviewing,
about 119 cases of quality concern, which we have now under
review. That is approximately 0.46 percent.

Chairman Hrinz. 0.46 percent?

Dr. Pratr. Right, of the review; (.11 percent of the admissions.

So you are looking at a relatively small numerical number, based
upon the current screens. Now, I have no question if we put in ge-
neric screens along with utilization screens, we would have more
cases brought to our attention, and perhaps the percentages would
g0 up.

But the return, the money spent for quality, which certainly
should not be a quarrel between anybody, may not return to the
Federal Government the dollar-for-dollar return that they are get-
ting out of utilization review. And that is why they have always
been reluctant to move into it.

I personally think now from the beneficiaries’ viewpoint, and to
a great degree from the practitioners’ viewpoint, we should be
moving in that direction, and more intently moving in that direc-
tion because of our concerns about the jeopardizing of quality
under this type of system.

One question that has been constantly raised here is the problem
of malpractice and the relationship to review. When you move
from utilization review to quality review, you will intensify those
malpractice concerns, because when you question a physician’s per-
formance under a quality screen, you increase the exposure to the
malpractice concern. So when we move from utilization into qual-
ity, to the physician community and to the provider community,
the concern about our activity will go up geometrically because of
that relationship between quality screening and malpractice.

I merely bring that up because it has been an undercurrent of
Senator Warner’s concerns, and some of the doctors on the previ-
ous panels, and it is legitimate.

Chairman Heinz. I thank you for bringing that up.

Let me ask—and this, I think maybe you can answer largely
with a “Yes” or “No.” We heard from the first panel, the three
women whose mothers had very tragic experiences and, to my
mind, received medical treatment that seriously went awry. Are
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you able to identify such cases that result in a patient’s death? Is
there any way of tracking available? Yes or no—Dr. Sherrill?

Dr. SHErr1LL. Well, our board has been very concerned with this
exact problem. What happens to the patient we deny? So we have
been attempting to track that. Not having the capability or the
legal authority to go beyond the hospital, the only way we have to
traclk it is to look at are these patients being readmitted to the hos-
pitals.

Chairman HEinz. You are trying to do that on your own?

Dr. SHerRriLL. That is right

Chairman Heinz. This is not something you are asked to do or
are paid to do?

Dr. SHErriLL. No.

Chairman HEeinz. Dr. Crisafulli.

Dr. CrisaruLLi. There is no way we can track these patients at
the present time.

Chairman Heinz. Dr. Dehn.

Dr. DenN. Untoward events that occur outside the acute care fa-
cility, we cannot track.

Chairman HEeinz. So once someone is discharged and something
bad happens to them, unless they are readmitted within 7 days——

Dr. Denn. Senator, it goes beyond that.

Chairman Heinz. Nobody knows what is happening to them——

Dr. Denun. That is correct.

Chairman HEiNz. And nobody can really judge whether they
have been prematurely discharged.

Dr. Deun. That is correct. But there is a corollary issue, and I
will be very brief. It is not only after discharge, Senator, but all the
incentives in the system are to deliver more care on an outpatient
basis—that is to say that there is more ambulatory surgery being
done outside of the usual definition of an acute care setting So it is
not only after discharge that we are losing track of health care de-
livery, but it is even before admission.

Chairman Hrinz. Dr. Platt.

Dr. Prarr. Well, from Colorado’s viewpoint, the answer is yes—
but only because we have a contract with the State Department of
Social Services to do long term care review. In those three cases
you heard this morning, that was a transfer hospital-to-nursing
home. We would have been aware of those cases immediately, but
only because we are involved in the continuum of care beyond the
hospital.

Chairman Heinz. But you would not report that to HCFA. You
might report it to the State.

Dr. Pratr. Well, if it is under the Medicaid Program, it would be
reported to the State, that is correct.

Chairman Heinz. But it would not show up down at the Health
Care Financing Administration as part of their review of DRG’s,
because DRG’s are Medicare, not Medicaid.

Dr. Prarr. It would if, because of that encounter in the nursing
home, we decided that happened because of a premature discharge;
then it would become a premature discharge under the Medicare
Program.

Chairman HEeinz. It would. You are somewhat unique in that
regard.
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Yes.

Mr. LyncH. Senator Heinz, you have, in my opinion, touched
upon a very, very important problem regarding the health care
system, and it is this: It is fragmented, and the left hand does not
know what the right is doing. In terms of that question you just
asked Dr. Platt, it clearly reflects the concept of what is needed in
the United States is not just a concern with Medicare, but what is
happening with other types of payors and the quality of care being
delivered for those populations. We do not have the answers. We do
not have the data. We do not have the review.

In Rhode Island, which is an extremely small State—I believe it
is smaller than Pennsylvania—we have a delegated system, as far
as I can see, for other payors. Qur review is external to the hospi-
tal, which really avoids conflicts of interest. And in terms of conti-
nuity of care for the Medicare Program, as Dr. Platt has said, I
think it is crucial. In Rhode Island, we tried to establish a bed reg-
istry to link up the acute care hospitals with the nursing homes.
And in fact, in my judgment—I do not want to be accused of talk-
ing too much——

Chairman Heinz. That is usually reserved for Senators.

Dr. Pratr. But not from Rhode Island. [Laughter.]

Mr. LyncH. Senator, I will pass that along to Senator Chafee.

Chairman Heinz. I am staying out of that argument:

Mr. Ly~nch. To sum up, basically, we not only have a fragmented
system, a system bastardized, if you will, with the Medicare Pro-
gram, but across-the-board.

Chairman HEeinz. I want to get your reaction to some of the rec-
ommendations that are part of the staff report on the DRG process.
There are a total of 10 recommendations prepared by the staff, all
aimed at improving quality of care. There are five of them I would
like to address your attention to, and I am going to read them out
one at a time and then ask for a very brief comment.

Recommendation No. 1 is that Congress should enact a set of ad-
justments to DRG classification similar to those developed at Johns
Hopkins to better reflect differences in the severity of illness be-
tween patients in each DRG category.

Dr. SHerrILL. I certainly agree.

Dr. CrisaruLLl. Absolutely.

Dr. Denn. Absolutely.

Dr. PraTr. Absolutely.

Mr. LyncH. Absolutely.

Chairman Hrinz. Unanimity. That is hard to get in this day and
age.

Recommendation No. 3, the Secretary should revise the PRO
scope of work now being drafted by HCFA for the second round of
PRO contracts to require comprehensive quality assurance moni-
toring and enforcement activities. ’

Dr. SuerriLL. Are we talking about longitudinal follow-up on the
patient?

Chairman Heinz. Yes, we are.

Dr. SHERRILL. We are in favor.

Chairman Heinz. Dr. Crisafulli?

Dr. CrisaFuLLl, Yes, | agree.
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Dr. Denn. ‘‘Comprehensive’” means ambulatory care and after-
care; absolutely.

Chairman HEeinz. Yes, that is correct.

Dr. Platt.

Dr. Pratrt. I agree.

Chairman HEeiNz. Rhode Island gets two bites at the apple.

Mr. LyNcH. T agree.

Dr. CrisarFuLLl. We represent two States, Senator.

Chairman HEInz. Yes, that is right. All right.

Recommendation No. 4, Congress will—if we are going to do it—
Congress should pass S. 1623, introduced by myself, which is incor-
porated at least in the Senate’s reconciliation package, which for
the first time authorized PRO’s to deny reimbursement for sub-
standard care provided to beneficiaries under Medicare while help-
ing guarantee the financial viability of the PRO's.

I am not certain if the House reconciliation package has all of
those, but this is of immediate interest and concern.

Dr. Sherrill.

Chairman Heinz. Dr. Crisafulli?

Dr. CrisaruLL 1 agree, but not as the only way of dealing with
substandard care.

Chairman Heinz. Oh, I think we are in agreement on that. This
is just a start.

Yes.

Mr. MiLLER. I would like to put a comment on that, also, and
that is that the PRO’s are given the flexibility to decide whose pay-
ment is going to be denied and not be directed that we have got to
do first or second——

Chairman HriNz. Yes, that is a well-taken point. I thank you.

Dr. Dehn.

Dr. DenN. Senator, right now, the only thing that a PRO can use
to penalize for quality concerns is a sanction, and that seems like a
thermonuclear weapon, and what you are suggesting here is the
opportunity to use some conventional weapons, and we are in sup-
port of that.

Chairman HEeinz. Dr. Platt?

Dr. PraTt. Yes, I would agree, but with just a very continued
plea for flexibility, particularly in this area.

Chairman Heinz. I hear you.

Mr. LyncH. I can add nothing, Senator.

Chairman HEeiNz. Recommendation No. 8, PRO’s responsibilities
for quality assurance should be extended so that they are required
to track a pre-specified percentage of patients discharged from the
hospital through the continuum of nursing home, home health
care, and other community-based services. In a sense, we have al-
ready touched on that, and I think the answer is the same as to the
earlier one.

Recommendation No. 10, Congress should authorize the creation
of an interagency panel consisting of representatives of Congress,
HCFA, PROPAC, AFRA, and the Office of the Inspector General,
beneficiaries as well as health care practitioners and provider rep-
resentatives, the purpose being to make a concerned effort to seek
out quality problems in hospital, as well as post-hospital, and to de-
velop criteria for a uniform quality of care review system. The idea
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would be that such a panel would report to Congress first, as soon
as practicable, and I presume periodically thereafter.

Dr. Sherrill.

Dr. SuERriILL. | have not ever seen this before. I do not know how
many levels we need to look at this. It would seem to me that the
PRO’s are supposed to be given the responsibility for looking at the
quality of care, and that they should with the right amount of
flexibility, be able to address the situation.

Chairman Heinz. What we are trying to do is not create a new
level, we hope, but coordinate existing levels.

Dr. SHErrILL. I would have no problem with that.

Chairman Hrinz. Dr. Crisafulli.

Dr. CrisarurLl. I would agree with it, provided that the concept
of “uniform” refers to the review process, and not necessarily to
the quality of care. There is a very serious concern about “cook-
book” medicine which I do not think we should be getting into.

Chairman Heinz. The answer to the inquiry is “Yes”; the point
is nonetheless well-taken.

Dr. DEuN. Absolutely. It mandates dialog between the providers
and the Health Care Financing Administration.

Chairman HEeinz. I gather you feel there is not very much going
on right now?

Dr. Deun. It is a little thin, a little thin right now.

Chairman HEeinz. Dr. Platt.

Dr. PLATT. I have no objection, with a certain caveat. Under the
PSRO program on the National Council level, we had great con-
cerns about uniform national standards or criteria. In Tennessee,
when you put together a commission of a grouping as prominent as
this, to come up with guidelines for quality, for that would be rela-
tively easily transformed into national quality guidelines or stand-
ards, as long as there is, under that type of approach, flexibility at
the local PRO level, so that they are not mandated to follow exact-
ly a national criteria set, I would agree with them.

Chairman Heinz. Before I call on Senator Cohen, I just want to
make a brief summation of what you and our other panelists have
testified to today, at least in my judgment, and I suppose you are
free to agree or disagree. But I think the first thing we have found,
and it has been particularly emphasized and underlined by you, is
that the Health Care Financing Administration figures on prema-
ture discharges are utterly unreliable. There is no way that they
can gather that information. And hence, they necessarily are ignor-
ing the true extent of many kinds of quality of care problems that
are afflicting Medicare beneficiaries, as we have seen from the first
panel, with extraordinary adversity, and that is happening because
PRO contracts, your contracts, do not provide for either the fund-
ing of the instructions to comprehensively review quality problems.
And I see that each of you at the witness table are nodding in the
affirmative. Second, it seems that DRG’s do a poor job of account-
ing for the cost of caring for severely ill patients, creating financial
pressures on hospitals and, in turn, on th physicians to short-
change patients on treatment; and, as we have just discussed, you
seem to be in agreement that DRG’s—and this was true of the phy-
sician panel, previously—that DRG's could be adjusted for severity
of illness to mitigate that problem.
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Third, hospitals indeed are pressuring doctors, who in turn pres-
sure patients, to accept inappropriate treatment. I see some of you
at the witness table nodding in the affirmative.

Fourth, seriously ill Medicare patients are both inappropriately
barred from admission—and here, I think there is some disagree-
ment between you and some of the doctors—and discharged from
the hospital, which you do not have much disagreement about.

Fifth, patients and families are still being given false and incom-
p}llete information regarding their right to appeal a proposed dis-
charge.

Now, maybe in one of your States, you are doing a superb job,
but everything we have seen, the beneficiaries have absolutely no
idea that they have the right to appeal.

I see Dr. Sherrill wants to make a comment at this point.

Dr. SuerriLL. I just want to say that I think education is one of
the most important elements that we need to address, along with
the flexibility, and I do not think the physicians, in many cases,
have all the information, or the hospitals, or certainly the benefici-
aries.

Chairman HEINz. And one other finding is that the number of
patients being discharged out cf hospitals in need of care, particu-
larly as evidenced by the experience of Ms. Jones in North Caroli-
na, where the number of people needing home health care in virtu-
ally every one of the four categories that she enumerated, have
doubled or more than doubled. This suggests that the problem is
not just growing, but already huge. And I see everybody at the wit-
ness table agreeing with that.

Let me introduce probably the most active member of this com-
mittee, who has worked on the problems of the aging back in the
House, when he and I were working on the problems of the aging
together, and that takes us back a long way.

Senator Cohen, of Maine.

STATEMENT BY SENATOR WILLIAM S, COHEN

Senator CoHEN. We have aged considerably since that time, both
of us, Mr. Chairman.

Mr. Chairman, thank you, and I do apologize to the panel here
and to those that preceded you, that I could not be here earlier. 1
had to attend three other committee hearings this morning, all of
which tend to meet at the same time. So I do apologize.

But I commend the Chairman for holding this hearing, the first
in a series of hearings dealing with this issue. I think we are
always going to be confronted with the essential tension and con-
flict between cost and quality of care. As the pressure continues to
mount for increased cost controls, it is going to put us in tremen-
dous tension with quality of care requirements.

I think it is important to our cost containment efforts that every
admission be appropriate. But, in my judgment, it is even more im-
portant that, in our efforts to maintain quality care, that we take
steps to insure that every discharge be appropriate. That is the
problem that we are attempting to address today, the appropriate-
ness of the discharge. And I think even though the statistical infor-
mation is incomplete, it is clear that people are being discharged
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earlier because of financial considerations mandated by Congres-
sional action.

My problem in Maine is not so much that patients are being dis-
charged from hospitals sooner. In fact, there are many elderly
people who do not object to being discharged early. They do not
like hospitals, frankly, and would like to get out as soon as possi-
ble. The difficulty is they often have no place else to go. Often they
live in rural areas, and there is no skilled nursing facility avail-
able. They have no alternative but to go home, where the level of
care available may be entirely insufficient to their needs.

These patients have been, in effect, delegated to a so-called “no
care zone.”

With respect to your suggestion about education, I am happy to
say that my constituents in Maine have taken positive action and
created a task force composed of representatives of a number of
groups, primarily the Maine Committee on Aging, the Maine Hos-
pital Association, and the Maine PRO. They are working together
to inform beneficiaries of their rights under this new system. 1
think that we need more of this kind of cooperation effort in other
States, as well.

Mr. Chairman, 1 would like to insert my statement for the
record. I apologize for coming in at the very end of your presenta-
tion, and I hope to be able to attend the future meetings.

Chairman HeiNz. Senator Cohen, without objection, your entire
statement will be made a part of the record. :

[The prepared statement of Senator Cohen follows:]

PREPARED STATEMENT OF SENATOR WiLLiAM S. COHEN

Mr. Chairman, [ want to commend you for calling this hearing today te examine
the extent to which the quality of health care available to our nation’s elderly may
have deteriorated under the new Medicare prospective payment system.

Such an investigation is both timely and necessary. All of us have read—or heard
from our constituents—accounts of hospitals discharging medically unstable Medi-
care patients prematurely. However, until now, evidence of this practice has been
largely anccdotal and the true scope of the quality of care problem unknown.

The Medicare prospective payment system does appear to be meeting its primary
objectives of increasing hospital efficiency and containing hospital costs. Health care
spending in the United States increased by only 9.1 percent in 1984, the first time
since 1965 that the growth rate has dropped below double digits. Hospital utilization
is also down. Data from the American Hospital Association show that admissions to
community hospitals dropped 3.7 percent and the number of inpatient hospital days
fell B.6 percent in 1984,

Certainly, I support and applaud these efforts to contain heaith care costs. Howev-
er, I believe that we have an even more important obligation to ensure that the
quality of care available to Medicare beneficiaries does not deteriorate under this
new system. While it may be important to our cost containment efforts to ensure
that each hospital admission is “appropriate,” it is even more important that we
take the steps necessary to ensure that each hospital discharge is equally “‘appropri-
ate.”

Given that shorter hospital stays are likely to remain a reality dictated by finan-
cial necessity, we must also take steps to eliminate what has been called the “no-
care zone.” The problem in Maine is not so much that we are discharging patients
earlier. In fact, most elderly patients would prefer to get out of the hospital as soon
as possible. The problem is that we don’t have the “continuum of care” necessary to
provide for the needs of those being discharged from the hospital “sicker, quicker.”
While a patient might not need the acute level of care provided in a hospital, there
are not always sufficient services outside the hospital—specifically skilled nursing
facilities and home health services—available to help that patient bridge the gap
between sickness and health.
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Finally, it also seems clear that we need to increase our efforts to educate Medi-
care beneficiaries about the new system and its potential impact on their care. In
Maine a special task force, comprised primarily of representatives from the Maine
Committee on Aging, the Maine Hospital Association, and the Maine PRO, has been
formed to help inform Medicare beneficiaries of their rights under the new system.
This task force is currently working on a brochure whicg clearly outlines the Medi-
care payment system and the appeals process available to the patient should he feel
that he is being discharged prematurely. I would like to take this opportunity to
c;)mml:end this Maine task force for its efforts and to encourage similar undertakings
elsewhere.

Chairman HEeinz. Let me just say that Senator Cohen has had an
abiding interest in what we often call “the continuum of care” in-
terest. And I remember back in 1977 and 1978 and 1979, when Sen-
ator Cohen was taking the lead, along with Senator Chiles, then
the chairman of this committee, trying to get the then Carter ad-
ministration to simply provide some options on how we could ad-
dress the socalled long-term care issue in this country. We are still
waiting for the Department of Health and Human Services to come
forward with their recommendations, which were mandated by law
sometime back in 1977. Senator Cohen, I believe, was the author of
that particular provision, a good example of his depth of involve-
ment in this issue. Yes, Dr. Sherrili.

Dr. SxeRRILL. Senator Heinz, I just wanted to make one remark
in reference to Dr. Cohen—Senator Cohen’s——

Senator CoHEN. “Doctor” is fine.

Dr. SHErRILL [continuing]. You are elevated or decreased, I do
not know which. In reference to the long-term care situation. Many
places do not have the acute care or nursing home skilled care
levels, or even enough nursing homes to do the job. And it has been
brought out, as we get a decrease in the inpatient hospitalization,
possibly a wing or some of these beds can be used as a shift in care.
The problem that we have with that, I think—and a lot of hospitals
will attest to this—is that if they ask for these beds to be shifted to
skilled level nursing care beds, then they lose those beds as acute
beds, and the law will not allow them to get them back as acute
beds, and they are afraid to give them up for this purpose. If there
were more flexibility here in the law that would allow them to
regain those beds if, down the road, they see that they are needed
as acute care, then they could get this—there would probably more
more attempt at utilizing these beds in that capacity.

Chairman Heinz. Do you have a comment, Dr. Platt?

Dr. PraTr. Yes. You know, as a senior statesman sitting on this
panel, having gone through this now for 15 years, and helping Ben-
nett write that amendment that got us into all this jeopardy, I
would just like to make one sort of gratuitous comment to perhaps
give you my perspective after 15 years of where we are heading.

Under PSRO, we went through the monitoring type of approach
to peer review. We are now, under PRO, in what I call the enforce-
ment type of peer review where we enforce the system. But the ul-
timate role of a peer review agency, when you move into quality
review, may become not the monitors or the enforcer, but the pa-
tient’s advocate.

We could be put in a position under quality review where, if we
begin to perceive that whatever program the Federal Government
or the State governments or the private insurers are doing are
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pushing us into a position where we are jeopardizing the quality of
care, becoming a public patient advocate.

I mentioned that before one of our State legislators, and he
became rather incensed at the concept, because he felt it was un-
ethical for me to take State money to provide a data base upon
which 1 might attack the State agency that provided the money
where I got the data base. I told him what I will tell you gentle-
men, and I am sure you are aware of this, that my ultimate con-
stituency is not the U. S. Senate or the House of Representatives,
or HCFA or the State or the third-party payor; it is my patient.
And we may find ourselves in an adversarial role, unnecessarily,
pex;ihaps, but practically, if we find quality of care is being jeopard-
ized.

Senator WiLson. Mr. Chairman, 1 can only say I think that is a
statement to be applauded, and I do not think it is to be deplored
in any way. Until such time as a physician renounces his hippo-
cratic oath, it seems to me that is clearly your first responsibility,
and I think that while we are in the unenviable position of having
to reconcile a complex set of considerations, that that is our first
concern, as well. We have got to do all that can be done about hold-
ing down the costs of health care, but | think peer review should be
understood to have that role now. In fact, the only thing that trou-
bllxes me about your statement is saying that we may be getting
there.

Chairman HEeINz. Senator Wilson, that is a well-taken point. I
want to just note that this is the third trip back here that Senator
Wilson has made this morning, the mark of a conscientious Sena-
tor. '

Some people actually felt sorry for Senator Wilson when he had
to come to the Senate floor to vote on the budget.

Senator Winson. I did.

Chairman Heinz. All the people who felt sorry about that trau-
matic trip were not politicians.

Senator Wilson did feel sorry, I would note for the record.

I want to express the deep appreciation of the committee to all of
you, who have come so far on behalf of the PRO organizations, for
making a major contribution to this committee. You have dispelled
a tremendous amount of the conventional “inside-the-beltway”
wisdom, that everything is all right outside the beltway. And you
are uniquely qualified to speak for large numbers of people, large
numbers of providers, large numbers of beneficiaries. And while
some people might wrongly, I feel, dismiss our first panel of wit-
nesses as merely three examples of anecdotal case histories, and
that it represents a nonprojectable kind of sample, nonetheless,
what you have testified to today is that there is an appalling lack
of information and knowledge as to what is taking place, and there
is no evidence to show that the kinds of cases that we have heard
today are in any way merely anecdotal or in any way somehow
unique or extraordinary. We would like to believe that they are,
but there is no evidence one way or the other to suggest that they
are not. And we need to be sure that we get our DRG quality assur-
ance act together just as quickly as possible. Otherwise, we will be
doing the medical profession a disservice, we will be doing you a
disservice, we will be doing the Congress and the administration a
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disservice, for failing in a job in which we do not need to fail; and
finally, and most importantly, we will be mal-serving the senior
citizens who have aid into the Medicare Program in the expecta-
tion of receiving a reasonable level of quality of care—the largest
disservice of all. And that, I believe would be unthinkable.

I want to thank everybody for their participation, and unless
there is further comment, the hearing is adjourned.

{Whereupon, at 12:10 p. m., the committee was adjourned.]
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628, Dirksen Senate Office Building, Hon. John Heinz (chairman),
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Present: Senators Heinz, Glenn, Chiles, Burdick, Pressler, and
Grassley.

Stafl present: Stephen R. McConnell, staff director; Robin Kropf,
chief clerk; James F. Michie, chief investigator; David Schulke, in-
vestigator; Lucia DiVenere, professional staff; Diane Lifsey, minori-
ty staff director; William Benson, minerity professional staff; Kim-
berly Kasberg, staff assistant; Diane Linskey, staff assistant; Ann
Williams, office manager; Steve Folsom, staff assistant; and Dan
Tuite, printing assistant.

OPENING STATEMENT BY SENATOR JOHN HEINZ, CHAIRMAN

Chairman Heinz. Ladies and gentlemen, good morning. This
hearing of the Special Committee on Aging will come to order.

Just 4 weeks ago, this committee convened to hear testimony on
the impact of the administration’s new Medicare cost containment
program, diagnosis-related groups, or DRG’s, on the quality of hos-
pital care afforded 30 million older Americans. Witness after wit-
ness documented the findings of the committee’s own 4-month in-
vestigation: without major reforms, Congress can offer little assur-
ance that quality hospital care and Medicare are not mutually ex-
clusive concepts. At this point I would like to insert in the record
the full report of the committee’s investigation.?

Hospitals denying admission to what they consider DRG losers
and creating winners through premature discharge; pressure on
doctors to violate their own medical judgment in treating patients;
a hamstrung enforcement power—this was the bad news from the
September 26 hearing.

But the worst news was that abuses for profit do not stop at the
hospital discharge door. Tragically, thousands of older patients still
in need of heavy medical assistance feel the cost squeeze in the
community as well.

! See p. 314.
(117
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In April, the Health Care Financing Administration reported to
Congress that DRG’s create no significant effect on hospital dis-
charges and by implication have not affected the ability of nursing
homes, home health agencies and families to continue care in the
community. They based these so-called truths on a so-called nation-
wide survey of 21 home health agencies, having scrapped a second
study of nursing homes.

The Health Care Financing Administration’s official accounting
on Capitol Hill differs dramatically from data prepared for the
agency’s Administrator. Shown on the chart to my right is the
Health Care Financing Administration’s internal assessment,
which clearly demonstrates substantial increases in discharges of
very sick patients to skilled nursing homes and home health care.
In fact, since DRG’s went into effect in October 1983, discharges to
skilled nursing homes and home health care agencies have in-
creased by almost 40 and 37 percent, respectively. In conservative
numbers, this represents tens of thousands of additional patients
ushered from hospitals who still require heavy care.

Repeatedly over the past months, this committee has asked the
administration’s help in resolving conflicting reports of DRG
abuses. Repeatedly over the past months they have misrepresented
or withheld evidence of problems and abuses, presuming ignorance
can replace truth. We must deal with the truth as we find it, there-
fore. And when it comes to the quality of care in the community,
the truth we find, unfortunately, i1s far from rosy.

Now, as we are going to hear today, problems begin with dis-
charge planning in the hospital. DRG’s encourage pinball dis-
charges, with patients propelled haphazardly to nursing homes, re-
habilitation centers, or families. Many nursing homes, up against a
budget-conscious administration and the very real threat of reim-
bursement denials, turn away all but the sure bet patients. Other
facilities simply cannot provide the level of care required by sicker
patients. Home health agencies report patients sent home with in-
adequate discharge planning, often in need of services the agency
cannot provide, or for which Medicare would deny coverage.

Today this committee is releasing a report entitled “Medicare’s
Prospective Payment System: Strategies for Evaluating Cost, Qual-
ity and Medical Technology.” ! This report has been prepared by
the Office of Technology Assessment on Medicare’s Prospective
Payment System. And the report emphasizes very strongly indeed
the need for a substantial increase in monitoring and the study of
impact from the prospective payment system, the DRG’s that I
have described.

The report states, and I quote, “the amount of funding currently
available for an evaluation of prospective payment within the
Health Care Financing Administration is inadequate. Budget cuts
would exacerbate the problem.”

Most significantly for our hearing today, the report notes that
while peer review organizations, PRO’s, are responsible for protect-
ing against certain extreme effects of DRG’s on inpatient care,
their responsibility stops at the hospital door.

! Report is retained in committee files.
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One of the recommendations contained in the committee’s staff
report is to authorize and fund peer review organizations, the
watchdogs that Congress set up in 1983, to authorize and fund
those peer review organizations to expand their reviews to include
nursing homes and home health agencies.

It is my view, and I hope it is shared by the members of this
committee, that Congress must take every appropriate action to
assure Medicare beneficiaries the high quality of health care they
have paid for and which they anticipate.

I am convinced that we can effectively save the taxpayers money
and cut costs as needed, while protecting patients, as I believe Con-
gress intended and has promised.

We have a very full schedule of witnesses today, and I look for-
ward to their comments, but before we turn to them, I want to in-
troduce the ranking member of this committee, Senator Glenn,
who has worked so closely with us in this review of DRG’s.

Senator Glenn, I am delighted you are here, and I am sure you
have some comments.

STATEMENT BY SENATOR JOHN GLENN

Senator GLENN. Thank you, Mr. Chairman. I do, indeed. As rank-
ing member on this committee, I am pleased to join you in today’s
hearing to examine the appropriateness, the availability, and the
quality of services for Medicare beneficiaries, following their dis-
charge from the hospital.

This hearing today is to follow up on our September 26 hearing,
where we heard poignant and disturbing testimony about the
impact of Medicare’s prospective payment system, or PPS, based on
diagnosis-related groups, or DRG’s, on many beneficiaries, in terms
of quality and access to care in the hospital setting.

We are here today to talk about the impact that the so-called di-
agnosis-related groups have on Medicare beneficiaries after they
are discharged from the hospital. And what we will hear is fright-
ening. We will learn that elderly patients are being sent home with
serious illnesses that require ongoing medical care. They are being
sent home with implanted catheters, with spinal column injuries,
and with tracheotomies. In some cases, they are dependent on
oxygen or need intravenous therapy, and in other cases, they must
be fed through tubes, or are in need of extensive physical therapy.
But they are all sick—very sick—and they all require professional
care. And, they are too often not getting it.

Thanks to the Reagan administration, right now Medicare cover-
age is often denied to those who need home health care and other
kinds of health care that does not occur in a hospital by the fiscal
intermediaries, who have been directed to cut back on expendi-
tures. Moreover, the administration recently announced that next
January, Medicare beneficiaries can expect a 23-percent jump in
their hospital deductible, from $400 to almost $500 per stay; and in
the skilled nursing home payment, from $50 to $61.50 daily. Now,
that is a big additional financial burden for the sickest of Medicare
beneficiaries. As a result, thousands of older Americans are not
getting any care at all and as we shall hear, the results can indeed
be tragic.
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That is why I especially want to thank our two Ohio witnesses
today—Mrs. Marie Bell and the Reverend Roland Hornbostel, of
Cleveland. I am sure your testimony will help heighten public
awareness of these problems, and your speaking out will go a long
way toward helping to solve them. We appreciate your being here.

I have become increasingly disturbed, indeed angered, by admin-
istration efforts to cut essential services for Medicare beneficiaries
once they are discharged from the hospital. The administration ap-
pears to be making every effort to reduce home health services and
skilled nursing benefits under the Medicare Program at the very
time when they are needed more than ever before.

I have a longer written statement which I would ask be entered
into the record, Mr. Chairman, which gives many examples, such
as their definition of intermittent care, changes in reimbursement
metholodogies for home health benefits, and proposed changes in
the waiver of liability for home health agencies and skilled nursing
facilities. Also, in the longer written statement, I discuss the effect
on Medicaid, which pays some 90 percent of the public nursing
home bill in our country, and the effect on Medicaid patients of the
lack of public and private reimbursement for posthospital care. 1
also discuss the impact of increased discharges of Medicare patients
to skilled nursing homes on bed availability for Medicare patients.

My home State of Ohio has enacted legislation with regard to re-
imbursement for Medicaid patients in nursing homes, and against
discrimination toward Medicaid patients. These laws may be
models for dealing with some of the issues we are now discussing.

Today’s witnesses include two ombudsmen and the wife of a Med-
icare beneficiary whe was helped by an ombudsman. The work of
ombudsmen and other advocates for the elderly is crucial to assist-
ing our most vulnerable citizens to find their way through bureau-
cratic mazes and to assert their rights to appeal decisions by
Medicare and other programs that adversely affect them. This com-
mittee is concerned about the administration’s support for the om-
budsman program. It clearly needs to be strengthened and made
more widely available.

There is much that needs to be done to protect the rights of Med-
icare and Medicaid beneficiaries and to ensure that quality care is
provided as Congress intends. A few of those actions that we intend
to pursue include strengthening the appeal rights, informing the
beneficiaries of their rights, improving discharge planning in hospi-
tals, examining the current classifications of nursing home care
under Medicaid and making changes that reflect the actual needs
of residents, and improving Federal requirements for protecting
nursing home residents.

So, Mr. Chairman, I look forward to jeining you and other mem-
bers of this committee in pursuing legislation or administrative
cha;xges that may be needed on behalf of these very vulnerable el-
derly.

1 appreciate the participation of today’s witnesses, who have
come long distances, and I look forward to their testimony. And, as
you mentioned, we are glad to be releasing today this study that
was done by the Office of Technology Assessment, entitled “Medi-
care’s Prospective Payment System: Strategies for Evaluating Cost,
Quality and Medical Technology.” The report should add a great
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deal to our knowledge about the overall impact of DRG’s on our
health care system.

Thank you.

Chairman HEeiNz. Senator Glenn, I thank you for your excellent
statement. Without objection, the entire statement will be made a
part of the record, and I want to thank you personally for both you
and your staff’s assistance in not only helping us identify such good
witnesses, and really significant case histories, as Mrs. Marie Bell,
but in many other ways as well.

[The prepared statement of Senator Glenn follows:]

PREPARED STATEMENT OF SENATOR JOHN GLENN

Mr. Chairman, as the ranking democratic member of the Senate Special Commit-
tee on Aging, I am pleased! to join you in today's hearing to examine the appropri-
ateness, availability and quality of services for Medicare beneficiaries following
their discharge from a hospital. This hearing is necessary to follow up on our Sep-
tember 26 hearing where we heard poignant and disturbing testimony about the
impact of Medicare’s Prospective Payment System [PPS], based on Diagnosis Relat-
ed Groups [DRG’s], on many beneficiaries, in terms of quality and access to care in
the hospital setting.

That hearing brought us here today, to learn about the impact of the DRGs on
Medicare beneficiaries after they have been discharged from the hospital. We will
hear disturbing testimony from today’s witnesses about sericus problems faced by
many elderly citizens who have relied upon Medicare to meet their health care
needs after they leave the hospital. These problems include difficulties in obtaining
services that are appropriate and necessary for the needs of the pest-hospital pa-
tient, and in obtaining Medicare reimbursement for needed services. As the first
hearing demonstrated, and today's testimony will underscore, Medicare patients are
leaving hospitals still in need of serious medical care and attention. Some benefici-
aries are being released to settings that cannot meet their needs, either because
Medicare reimbursement is being denied or is inadequate for such services. In other
cases, the appropriate care is just not available.

We are here today to talk about the impact that the so-called Diagnosis Related
Groups have on Medicare beneficiaries after they are discharged from the hospital.
And what we will hear is frightening. We will learn that elderly patients are being
sent home with serious illnesses that require on-going medical care. They are being
sent home with implanted catheters; with spinal column injuries; and with trache-
otomies. In some cases, they are dependent on oxygen or need intravenous therapy.
In other cases, they must be fed through tubes or are in need of extensive physical
therapy. But they are all sick. They all require professional care, and they are too
often not getting it.

Thanks to the Reagan Administration, right now Medicare coverage is often
denied to those who need home health care—or need many other kinds of health
care that don't occur in a hospital. Moreover, the Administration recently an-
nounced that next January, Medicare beneficiaries can expect a 23 percent jump in
their hospital deductible—from $400 to almost $500 per stay—and in the skilled
nursing copayment—{rom $50.00 to $61.50 daily. This is a huge additional financial
burden for t%e sickest of Medicare beneficiaries. As a result, thousands of older
Americans aren't getting any care at all—and as we shall hear, the results can be
tragic.

And that's why | especially want to thank our two Ohic witnesses today—Mrs.
Masrie Bell and Rev. Roland Hornbostel of Cleveland. Your testimony will help
heighten public awareness of these problems. And your speaking out will go a long
way toward helping us solve them.

I have become increasingly disturbed, indeed angered, by Administration efforts
to cut essential services for Medicare beneficiaries once they are discharged from
the hospital. As | mentioned, the Administration appears to makinﬁdevery effort
to reduce home health services and skilled nursing benefits under the Medicare pro-
gram at a timne when they are needed more than ever before.

The reguiations governing home health care are inadequate. In the absence of
adequate regulations, the Administration issues directives, sometimes orally, to the
ﬁnﬁ intermediaries that pressure them into making Medicare coverage more diffi-
cult for beneficiaries to ogtain. One glaring example is the Administration’s 1983
definition of “intermittent care” for home health coverage that has resulted in
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many Medicare denials. Senator Heinz and 1 have introduced legislation—S. 778,
the “Home Care Protection Act of 1985”—t0 ensure that Congressional intent for a
fair and consistent standard allowing up to 60 days of daily home health visits, with
physician certification, is followed by the Administration.

In May of this year, the Administration proposed a new methodology for reim-
bursement of Medicare home health services to take effect on July 1, that will likely
result in many home health agencies closing their doors. Members of this Commit-
tee joined together in introducing legislation—S. 1450—to stop the implementation
of this new scheme. We are hopeful that Congress' budget reconciliation effort will
block the Administration’s attempt to impose this major change. Reduced home
health services, as well as skilled nursing care, for Medicare beneficiaries would be
the outcome of the Administration’s move to eliminate the “waiver of liability” for
these benefits. The waiver of liability allows the home health agency and the skilled
nursing home a small margin of error (2.6% and 5% of claims respectively) in ac-
cepting patients for whom the fiscal intermediary may later deny Medicare cover-
age. Even though the change in the waiver is currently on hold, fiscal intermediary
pressure on home health agencies and nursing homes is resulting in patients facing
huge out-of-pocket costs or being denied desperately-needed services.

Skilled nursing homes are seeing patients in much greater numbers who requires
intensive and extensive medical care, thus straining the resources of these facilities
in their attempts to provide these needed services. The lack of public or private
reimburement for post-hospital care, as well as current demographic trends, are se-
riously affecting Medicaid, the federal and state programs which pays some 90% of
the public nursing home bill in our country. The Medicaid reimbursement structure
appears to be becoming quickly outmoded and irrelevant in light of these pressures.
My home state of Ohio has implemented a new reimbursement system for Medicaid
patients in nursing homes. It is based on the actual needs of the individual patient,
not some arbitrary category that does not take the individual’s situation into ac-
count. Ohio’s “case-mix” system may be a model for the nation.

Further, a significant consequence of increased discharges of Medicare patients to
skilled nursing homes appears to be decreased availability of nursing home beds for
Medicaid patients. Obtaining a Medicaid bed has been difficult enough, and it prom-
ises to become even greater. As we learned at our hearing in October, 1984, Medic-
aid patients face signficant discrimination in obtaining or retaining nursing home
beds. Ohio has enacted a tough anti-Medicaid discrimination law regarding nursing
home care. Again, Ohio’s law may serve as a model for dealing with some of the
problems that the Aging Committee is hearing about.

Today's witnesses include two ombudsmen and the wife of a Medicare beneficiary
who was helped by an ombudsman. The work of ombudsmen and other advocates
for the elderly is crucial to assisting our most vulnerable citizens to find their way
through bureaucratic mazes and to assert their rights to appeal decisions by Medi-
care and other programs that adversely affect them. This Committee is concerned
about the Administration’s support for the Ombudsman program. It clearly needs to
be strengthened and made more widely available.

There is much that needs to be done to protect the rights of Medicare and Medic-
aid beneficiaries and to ensure that quality care is provided, as Congress intends. A
few of the actions we need to pursue include:

