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(1)

ADMINISTRATION’S PLAN TO DELAY IMPLE-
MENTATION OF THE BALANCED BUDGET
ACT OF 1997

THURSDAY, JULY 16, 1998

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,

SUBCOMMITTEE ON HEALTH,
Washington, DC.

The Subcommittee met, pursuant to notice, at 11:12 a.m., in
room 1100, Longworth House Office Building, Hon. Bill Thomas
(Chairman of the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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Chairman THOMAS. On August 5, 1997, President Clinton signed
in to law a bipartisan congressional plan that saved Medicare from
imminent bankruptcy. As the anniversary of the bill signing ap-
proaches, the Department of Health and Human Services seems
unable to implement key portions of our Medicare plan, even
though the administration assisted in writing it.

Health and Human Services has recently announced the fol-
lowing actions: They have decided to curtail a nationwide edu-
cational campaign required by law to educate seniors on how the
new Medicare options will operate. They admit that one priority on
which everyone agrees—fixing the high level of co-insurance that
seniors now pay for hospital outpatient services—will not be imple-
mented for some time.

They’ve acknowledged that changes—again required by law—in
the way hospital outpatient departments and home health agencies
are paid will not be implemented on time, even though the Depart-
ment requested these changes and has been working on these new
payment systems for years.

Because of implementation delays, the home health prospective
payment system will not be implemented on October 1, 1999.
Therefore, this will likely force Congress to take some corrective ac-
tion to address problems in the interim payment system for home
health care, and as a matter of fact, we have a Member of the
House and a Member of the Senate to address that as our first
panel today.

Health and Human Services says that the Year 2000 computer
problems will delay implementation of the new laws of other Medi-
care provisions, despite the fact that Congress was assured years
ago that HHS, especially HCFA, was developing a new computer
system, known as the Medicare Transaction System, to handle the
problem. Millions of dollars were spent and the project did not
produce, I believe, a single line of computer code.

In short, key portions of our bipartisan Medicare agreement are
being unilaterally unraveled. As a result of these decisions by the
administration, we decided to convene this hearing to examine the
implementation, or the failure thereof, of last summer’s agreement.
The purpose of this hearing should be to start the process of mak-
ing sure Medicare delivers for the people it serves, and does not op-
erate as a tool to deliver someone’s political agenda or aspirations.

The Department’s decision to suspend the educational campaign
for seniors, and to a troubling extent the failure to consult in a
timely manner with Congress on implementation problems, pre-
sents, I believe, a very serious challenge to the credibility of the ad-
ministration. I find it interesting that at the same time the admin-
istration is pushing a patient bill of rights, and the first item is a
patient’s right to information, we’re basically saying that we’re
going to be limiting seniors’ access to similar information about the
new Medicare+Choice program.

Nevertheless, the White House has announced a number of other
new health initiatives. So far, the administration clearly has time
and resources for its own priorities, while it neglects initiatives al-
ready enacted into law, especially a program like the
Medicare+Choice program, which encourages private health plans
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to develop broader benefit packages for seniors, rather than relying
on the old centralized price controls of the current system.

Despite spending more than $210 billion last year for 34 million
seniors, about $6,000 a beneficiary, Medicare still does not cover
long-term care or most prescription drugs in its basic package. Ob-
viously, the Medicare Commission is meeting and attempting to ad-
dress this, among other problems with the Medicare program.

During the course of this hearing, I’m interested in learning the
administration’s answers to a series of questions, among them, for
example: If the administration intends not to honor the current
law’s effective dates as to outpatient departments, nursing home
consolidated billing, and other key provisions, what is the legal au-
thority that the Department would rely on for such action? And if
the Department intends to offer legislation requesting congres-
sional acquiescence on these implementation delays, when do you
expect to send such legislation to the committees of jurisdiction? In
either case, what is the impact of these implementation delays on
senior spending, the Medicare trust funds, the overall Federal
budget? We would especially like to receive the analysis of the
Health Care Financing Administration’s chief actuary on the im-
pact of these.

It just seems to me that when you look at everyone involved, I
want to make sure that HCFA’s priority is to be beneficiary service
in all regards, particularly as it pertains to their ability to improve
beneficiary’s benefits and lower their costs.

In dealing with doctors and hospitals I think it’s fair to say that
doctors and hospitals have seen almost nothing but perpetual
changes, usually in one direction in terms of reimbursement, but
continued changes. They face enough challenges without HCFA
holding payments hostage and questioning payment updates. Tax-
payers deserve a program that runs efficiently, that does not use
resources, or lack thereof, as arguments for failing to adhere to its
core mission in a truly administrative and management capacity.

And just let me say that I believe there are thousands of capable
and well-meaning civil servants inside HCFA and in the Depart-
ment of Health and Human Services who, to a certain extent, are
not being allowed to do their jobs perhaps the way they think they
should be done by virtue of the way this administration has played
politics with Medicare.

I find it troubling that the new law of the land may be over-rid-
den, not by a court, but by administrative fiat. The Balanced Budg-
et Act is not a political document; it’s the Nation’s law. We all have
a responsibility to implement it, and I look forward to the informa-
tion that’s going to be provided to us.

At this time I’d recognize my colleague from California, the gen-
tleman, Mr. Stark.

Mr. STARK. Well, thank you Mr. Chairman. I’d like to offer the
first non-political move and say that I understand that Dr. Ganske
resigned from the Medicare Commission this morning. I’m making
myself available to replace him on the Republican side. I’ll take the
pledge for no new taxes, and we can start right out and have some
real fun. [Laughter.]

But, thank you for holding this hearing. I join in your concern
about the delays in the implementation of the Balanced Budget
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Act, even though I didn’t vote for it. Frankly, it’s incomprehensible
to me to sort out this 2000 problem and why it’s gotten so far out
of hand. I’ve introduced the Medicare contractor reform legislation
to give HCFA more power to get results from their contractors. We
should pass that legislation so HCFA’s abilities and responsibilities
are more clearly defined in the future. It is clear to me that HCFA
will need legislation to delay payments to providers. The adminis-
tration should submit that legislation as soon as possible. I’m cer-
tainly not a computer programmer, and I won’t try and second-
guess this year 2000 mess.

I would like to concentrate on the beneficiary education issue and
the ‘‘mega-reg’’ implementing the Medicare+Choice program. I’d say
congratulations to the administration for not mailing the new
Medicare handbook to all the seniors before the toll-free phone sys-
tem is available to answer questions. I understand that’s partly
stalled by Land’s End and other mail order catalogs who’ll be doing
all their Christmas business at the time the book hits.

This fall, seniors are going to be swamped with ads and sales-
people pushing managed care plans. We know from our experience
with Medigap policies that some of those sales pitches will be dis-
honest and/or disingenuous. It’s essential that seniors be protected
from high pressure sales pitches, the kind that caused some seniors
to buy a dozen or more Medigap policies in the past.

I’ve introduced a bill that prohibits cold-calling by Medicare
Choice plans, and it mirrors a provision in the Medicaid law. Until
we have a prohibition on cold-calling, I urge HCFA to prohibit
plans from assisting in the completion of the election forms. Their
tentative decision to permit form completion is sure to lead to hor-
ror stories and the abuse of vulnerable patients.

In general, I’d congratulate HCFA on the ‘‘mega-reg’’ and the
many strong consumer protection quality and anti-fraud provisions
you’re applying to the Medicare+Choice plans. There are many
areas in which I urge stronger action, but in general it’s a good be-
ginning.

Specifically, I’m pleased with the shortening of the time in which
appeals can be answered. The requirement that a health baseline
be established within 90 days for managed care enrollees is a major
step forward. You can’t be a health maintenance organization if
you don’t know where your patients are or the basic health facts
about them. Requiring them to establish a health baseline within
90 days seems to me to be a minimum step that HMDS ought to
take to qualify for their monthly payments.

I’m pleased that HCFA has its quality improvement system for
managed care, and I urge you to keep pressing its speedy develop-
ment. On page 144 of the regulation you say it’s uncertain whether
any minimum performance levels will be established for the 1999
contract year. I think it needs to be given more attention. I urge
you to establish at least several. For example, flu or pneumonia
vaccination levels ought to be easy to establish and enforce. Zero
tolerance for the accreditation organization’s failures to identify
non-compliance of health plans that expose beneficiaries to serious
risks.

Finally, your stance on anti-fraud (pages 272 and 81) and the re-
quirement that plans establish a compliance program. In the past,
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plans have been paid for enrollees who they conveniently forgot to
tell HCFA had left the plan. Innumerable plans have told HCFA
they are providing the right level of benefits under the ACR re-
quirements, then when a computer came to town, suddenly they
were able to offer lots of new benefits at zero premiums. On its
face, many plans have been filing false claims about their appro-
priate levels of service.

I urge that in addition to making these payment certifications
subject to the False Claims Act, that in the future any claim about
quality of care that is false be clearly subject to whistle-blower
complaints.

Again, I look forward to the testimony of our colleagues from the
House and Senate this morning, and I’ll look forward to hearing
the administration’s testimony later. Thank you, Mr. Chairman.

Chairman THOMAS. Thank you very much. As usual, any member
who wishes to express themselves in an opening statement can do
so in a written statement.

And at this time I would ask our colleagues, the United States
Senator from Maine, the Honorable Susan Collins, and our col-
league from New Jersey, Michael Pappas—and I know there is a
degree of time pressure on the Senator. Your written statement
will be made a part of the record, and you can address us in any
way you see fit. I know the primary focus will be on a concern that
all of us have, which is part of the changes in the Balanced Budget
Act, which is now law, and that is dealing with home health care
payments.

STATEMENT OF THE HONORABLE SUSAN M. COLLINS, A
UNITED STATES SENATOR FROM THE STATE OF MAINE

Senator COLLINS. Thank you very much, Mr. Chairman.
Mr. Chairman, Congressman Stark, Members of the Committee,

I thank you very much for allowing me to be here to present testi-
mony to you this morning, and I want to commend you, Mr. Chair-
man, for holding this hearing to examine recent policy decisions by
the Department of Health and Human Services to delay implemen-
tation of critically important provisions of the Balanced Budget Act.

As the Chairman has suggested, in the interest of time, I will
ask that my statement be included in full, and I will concentrate
primarily on my concern about the home health care interim pay-
ment system.

I am particularly alarmed, Mr. Chairman, that the administra-
tion has fallen behind in its implementation of the prospective pay-
ment system for home care. HCFA administrator Nancy-Ann Min
DeParle did call me earlier this week, as she had promised at a
hearing before the Senate Aging Committee earlier this year, to let
me know that the Y2K problems with the Agency’s computers have
diverted resources and forced a delay in implementation. I do un-
derstand these problems. I very much appreciate her courtesy in
calling me, but her call did not ease my underlying concern.

America’s home health agencies provide invaluable services that
have enabled a growing number of our most frail and vulnerable
older Americans to avoid hospital and nursing home care and stay
and get care right where they want to be—in their own homes.
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However, critics of the system have long pointed out that Medi-
care’s historic cost-based payment for home health care has inher-
ent incentives for home care agencies to provide more and more
services, which has in turn driven up costs. Therefore, there was
widespread support for the Balanced Budget Act provision calling
for the implementation of a prospective payment system for home
care by October 1, 1999. Until then, home health agencies would
be paid according to the new interim payment system.

Unfortunately, delaying the implementation of the prospective
payment system, as HCFA has proposed, will only perpetuate the
serious problems that we are currently experiencing with the in-
terim payment system that is currently terribly flawed. I’m very
concerned that the interim payment system inadvertently penalizes
cost-effective and efficient home care agencies by basing 75 percent
of their per patient payment limits on their Fiscal 1994 average
cost per patient.

This system, Mr. Chairman, members of the committee, effec-
tively rewards those agencies that have provided the most visits at
the highest cost and spent the most Medicare dollars in 1994. The
result is that it penalizes the low-cost, more efficient providers. I
simply do not believe that is what Congress or the administration
intended.

Home health agencies in the Northeast are among those that
have been hardest hit by the formula change. As the Wall Street
Journal observed earlier this year, ‘‘If New England had just been
a little greedier, its home health agencies would now be a lot better
off. Ironically, the region is getting clobbered by a system because
of its tradition of non-profit community service and efficiency.’’

Moreover, there is simply no logic to the variance in payment
levels. The average per patient cap in Tennessee is expected to be
almost $2,000 higher than Connecticut’s. The average cap for Lou-
isiana is expected to be about $2,600 more than the cap for the
State of Maine, my home State, without any evidence that the pa-
tients in these States are sicker or that the nurses and other home
health care personnel in this region cost more.

The system also gives a competitive advantage to high-cost agen-
cies over their lower-cost neighbors, even within the same State or
region. This is true even when you can find no difference in the
population of patients that they are serving. And finally, the sys-
tem may force low-cost agencies to simply stop accepting patients
with more serious health care needs.

Over the recess, Mr. Chairman, I visited two agencies in my
State of Maine, one in Lewiston, Maine and one in my hometown
of Caribou. One of these agencies told me of their fear that they
would simply have to close their doors if the system is not re-
formed. That troubles me greatly because they’re providing dearly
needed, much needed services to very frail elderly people in rural
parts of my State.

To rectify this problem, I’ve introduced Senate bill 1993, the
Medicare Home Health Equity Act, which currently has 22 Senate
co-sponsors from both sides of the aisle. This legislation, which is
very similar to the House bill introduced by my colleague, Con-
gressman Michael Pappas, who is here with me today, will level
the playing field and make certain that home health agencies that
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have been prudent and careful in their use of Medicare resources
are not unfairly penalized.

The legislation will also ensure that home health agencies within
the same region are reimbursed similarly for treating similar pa-
tients. I think that’s a goal that we can all embrace. Instead of al-
lowing the experience of high-cost agencies to serve as the basis for
the new cost limits, my legislation would set a new per beneficiary
limit based on a blend of national and regional average cost per pa-
tient.

Moreover, by eliminating the agency’s specific data from the for-
mula, the Medicare Home Health Equity Act will move us more
quickly to the national and regional rates, which will be the corner-
stone of the future prospective payment system, and it will do so
in a way that I believe is budget neutral. I realize that in light of
recent developments we will have to look at that issue and look at
the specific formula changes.

But, Mr. Chairman, members of the committee, the need to fix
the current interim payment system becomes all the more compel-
ling if HCFA is unable to meet its October 1, 1999 deadline for im-
plementing the prospective payment system. Moreover, the problem
is exacerbated by the fact that the Medicare home health expendi-
tures are to be reduced by an additional 15 percent on October 1,
regardless of whether HCFA has developed a prospective payment
system.

Cost-efficient agencies in Maine and elsewhere are already begin-
ning to lay off staff, reduce hours, and some may actually be forced
to close their doors because the reimbursement levels under this in-
terim system fall so short of their actual operating costs.

Of course, Mr. Chairman, the real losers in this situation are our
senior citizens. Cuts of this magnitude simply cannot be sustained
without ultimately affecting patient care, and I know that is an
outcome that no one on this committee wishes to see occur.

Again, Mr. Chairman, thank you very much for your leadership
in this area and for the opportunity to testify. I look forward to
working with you and my colleague, Congressman Pappas, to get
a solution to this very real problem. Thank you very much.

[The prepared statement follows:]
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Chairman THOMAS. Thank you very much, Senator Collins. And
now it’s my pleasure to recognize the gentleman from New Jersey,
someone who has been a leader in attempting to offer solutions
that would mitigate the problems associated with the interim pay-
ment system.

Michael, your written testimony will be made a part of the
record, and if you could summarize it for us briefly, we would ap-
preciate it.

STATEMENT OF THE HONORABLE MICHAEL PAPPAS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PAPPAS. Thank you, Mr. Chairman, Congressman Stark, and
Members of the Subcommittee.

I first became acquainted with home health care agencies years
ago when I was a county elected official in my home county in New
Jersey. I was in charge of Human and Social Services, and I was
impressed and continue to be impressed with the dedication of
these agencies, many of which are non-profit, and the kind of work
that they do in providing very important services to those that are
in need of specialized care.

The cost benefit is pretty evident in that it can delay people from
having to be institutionalized or hospitalized, and I think that’s
why so many people, like yourselves and us, want to try to see a
solution to what Senator Collins has really framed very well. I can
only emphasize and reiterate everything that she has said, but as
I was one of the Members that voted for the Balanced Budget
agreement, I certainly never intended to see this to be the case,
and I’m glad to be, hopefully, part of the solution.

Over the winter recess, a home health care agency approached
me and first made me aware of this dilemma, which is when we
got to work on it and became aware of Senator Collins’ efforts and
the concerns by you, Mr. Chairman, and members of this com-
mittee and subcommittee, and I am very pleased with this hearing
today and appreciate the opportunity to speak.

The situation, certainly in my State, is not unique. We could
speak of Maine and probably most, if not all, of our States. Effi-
cient agencies would be hurt by what has been presented as the
solution in the form of an IPS, and I don’t think that any of us
want to see efficient agencies hurt, and therefore those that are
being served possibly being denied or seeing their level of service
decreased to the point of them maybe having to be institutional-
ized, which, again, in the other pocket, more funds would have to
be spent to care for them.

In late March I introduced H.R. 3567, along with three original
co-sponsors, one of them being Congressman Coyne, who is a mem-
ber of this committee. And I’m very pleased that as of today we
have 94 co-sponsors, both Members of the majority and the minor-
ity, as well as the independent people from all ideologic spectrums,
all regions of the Nation, and that is really a culmination of so
many other Members’ efforts to see this very important problem
addressed.

Almost 180 Members of the House have co-sponsored either my
bill or other bills that have been introduced. Well over 200 Mem-
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bers of Congress, in the form of co-sponsorships, sponsorships or
signing ‘‘Dear Colleague’’ letters, have expressed their concern
about the Balanced Budget agreement’s effect upon this and IPS.
But we were trying to put together a bill, we had a couple of con-
cerns. We wanted it to be budget neutral, not to jeopardize the
numbers in the Balanced Budget agreement, but we also wanted
to reward efficiency and not penalize efficiency in every State in
these efforts that need to be recognized.

We’ve heard about CBO and their ability or inability to score.
There have been numbers thrown around as to what mine would
do. Price Waterhouse, who had made an analysis, felt mine was
budget neutral. We think from very preliminary drafts CBO thinks
that it might even be better than that—$1.2 billion—but that’s pre-
liminary, and with what concerns that have been raised here today,
we don’t know what number will stick.

But I’m here today to certainly advocate for my efforts and that
of Senator Collins. We think that there’s a benefit to having two
bills that are in both Houses that could move forward, hopefully
quickly, with the level of support that they’ve received, but the
most important thing for me is to just address the issue. And I cer-
tainly want to work with this committee and the members of it to
move that ball down the field, so to speak, and to resolve this.

And Mr. Chairman, I thank you very much.
[The prepared statement follows:]
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Chairman THOMAS. Thank you, Mike. The concern that I have,
to try to underscore the magnitude of the problem, is that notwith-
standing your good effort and the fact that the Congressional Budg-
et Office scored your proposal as saving $1.2 billion—I appreciate
your commitment to budget neutrality; you did a great job of going
in the other direction. The information that I’ve received as of
today, based upon clearly the reason for this hearing, is that CBO
now says that the policy, notwithstanding that it would work, can’t
be implemented.

And so the concern that we have is, if we’re going to try to solve
the interim payment system which both of you and any Member
who has co-sponsored either piece of legislation could clearly out-
line, and I think all of us are aware of, we don’t know what it is
that we can do that will address this problem because of the inabil-
ity of HCFA to implement programs such as those outlined in your
bill, which would have otherwise solved the problem. So, we’re
going to have to require probably a greater degree of participation
voluntarily by HCFA in initiating potential solutions, because it
wouldn’t serve anyone’s benefit for us to dream up plans, assuming
HCFA’s going to be under its ordinary operating capacity, when
they’re clearly going to indicate to us today that they’re not able
to do it. So it only heightens our concern about finding a solution.
I believe we have to find one before we adjourn.

Senator Collins, I appreciate your testimony in which you indi-
cated that Ms. DeParle called you to let you know that the Y2K
problems, quote, ‘‘with their computers have diverted resources and
forced a delay.’’ One of the things we don’t do well in the House—
I hope you do it better in the Senate—is for one committee to pay
attention to what the other committees are doing.

Our colleague from California, chairman of the Oversight—Sub-
committee on Human Resources, Government Reform and Over-
sight Committee, Congressman Horn, has been holding a series of
hearings on the issue of Y2K. We’re clearly here today dealing with
HCFA, but the argument, as you indicated, is the Y2K problem.
Congressman Horn has been focusing for more than a year on the
entire Federal Government, including the Congress.

And I just think it might be enlightening to you because you may
not be aware of it, that on May 16, 1997, in front of that sub-
committee was Bruce Vladek, who is the former Administrator of
HCFA. And in discussing whether HCFA was ready to deal with
the Y2K problems—now this is May 1997 when we were in the
middle of negotiating the contents of the Balanced Budget Act,
with the administration actively participating and, as I said, initi-
ating proposals to be part of that plan—Administrator Vladek, in
response to the GAO statement, said, quote—the GAO statement
was that HCFA is not closely monitoring these critical activities of
the Year 2000 compliance. He said, quote, ‘‘This particular asser-
tion I frankly find kind of puzzling. Once we have MTS’’—and, of
course, that’s the program that has now been totally scrapped with
a cost of millions and millions of dollars—‘‘we will have one set of
software under the Government’s ownership and the Government’s
control.’’ We now know that was pie-in-the-sky and it isn’t going to
work.

VerDate 11-MAY-2000 12:56 Aug 10, 2000 Jkt 064533 PO 00000 Frm 00022 Fmt 6633 Sfmt 6602 E:\HEARINGS\63454 pfrm08 PsN: 63454



19

So he went on then to say, ‘‘Let me say this to you, because I
think this is the appropriate way to answer, we have required of
all the Medicare contractors that they have completed their Year
2000 corrections by December 31, 1998. We will have the first part
of 1999 to do extensive testing on the extent to which they have
in fact accomplished these changes.’’

He went on to say, ‘‘We’re talking about the actual re-writing of
something like 20 million lines of software code. We will get this
done. We will find things wrong during the testing process, but we
will find that out in late 1998 or early 1999, not on December 31.’’

In response to a set of written questions—which I’m quite sure
members, because they’re not going to be able to stay the whole
time, will submit to HCFA, as is normally done—in a response
dated August 22, 1997, Mr. Vladek said—again repeating, ‘‘There
are 20 million lines of code which were identified by HCFA as re-
quiring modification for the Medicare standard systems. Where are
you in the process of dealing with those 20 million lines of code?’’
Mr. Vladek said, ‘‘Approximately 8 million lines of code have al-
ready been re-written, and the additional 12 million lines are ex-
pected to be completed by December 1998.’’

This being late July, they’re pretty much done. The cost of re-
writing a single line of code has been estimated to be $1.10, and
the funds for this project have been allocated in the Fiscal Year
1996 to 1998 budgets. So as we were anticipating the needs and
concerns of this Department, along with other departments and
agencies, the Administrator of the Agency indicated there was no
problem—the funds were available and they were well along in ad-
dressing their concerns.

Now, that will be part of the discussion that we will have with
the Administrator, Ms. DeParle, to get a clearer understanding. If
this in fact is not true, what is true? Where are they? What re-
sources do they have? And what is going to be the result in the fail-
ure to implement the law as it’s currently written?

Your concerns are a major portion of it, but, frankly, it just goes
across the board. So I really appreciate your initial willingness to
try to offer a solution which would have worked had we been able
to say HCFA could implement it. The Congressional Budget Office
now says, notwithstanding that, they cannot score it because HCFA
says they can’t make it work. This will be a problem which we will
resolve together and, hopefully, with the cooperation of the admin-
istration and HCFA to tell us what they can do to answer the in-
terim payment problem.

Do any of my colleagues want to—the gentleman from Maryland,
Mr. Cardin.

Mr. CARDIN. Thank you, Mr. Chairman. I’ll be very brief.
First, let me thank both of our colleagues for being here. I’m one

of the 200 that have joined in either legislation or letters urging
this committee and Congress to pass corrective legislation for home
health services. I think we need to do that, and I share many of
the concerns that our chairman has raised, but I think it is impor-
tant to point out that the IPS that we provided last year in the
Balanced Budget Act is not working.

And regardless of whether there is a PPS system in place on the
due date or not, the IPS that’s in place now will cause and is caus-
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ing a devastating impact in the State of Maryland and around the
Nation, so we need to take corrective action on the IPS. We can
change the mix. We can try to do it in a way that’s budget neutral,
and that’s what we’re hopefully going to be able to come out with.

But, Mr. Chairman, I must tell you, there are many agencies
that are going to have a very devastating impact unless we can
find a more creative way to deal with some of the more difficult cir-
cumstances in our community because our colleagues are exactly
right. Those programs that were the most efficient, those programs
that went out and dealt with difficult patients, difficult assign-
ments, and did it in a most cost-effective way are the programs
that are most at jeopardy, and that makes no sense whatsoever.

We, in passing the IPS, I don’t think anticipated the problems
that were going to be caused, and, I agree, we didn’t intend to do
what was done, but the law requires that type of action. And, yes,
it would be a lot easier if we knew that the prospective payment
system will be implemented on time, but as was pointed out by
Senator Collins, the law also provides for another 15 percent cut
next year, and we’re heading in a very disastrous area.

And I would hope that we’ll be looking at creative ways to correct
the situation and not just placing all of the responsibility on HCFA
in implementing a new system under the PPS to solve this prob-
lem, because I do think we have to deal with these problems now
and come up with a solution now that will keep these services
available to our seniors. They’re very, very important programs.
They’re keeping our seniors healthy in our community, rather than
being in more expensive institutional settings. That’s saving
money, makes sense, and we should work together with HCFA to
come up with a correction to what we did last year, and I thank
the chairman.

Chairman THOMAS. I thank the gentleman for his comments, and
I couldn’t agree with him more. The problem gets even more dif-
ficult as you analyze it carefully, because the 15 percent reduction
is scheduled under law to go into effect whether or not the prospec-
tive payment structure is in place, which it will not be. The interim
payment system has to be addressed, and it has to be changed be-
fore this Congress adjourns.

The difficulty is the usual process won’t work, because we have
a perfectly decent solution, and there are others that will be of-
fered, but if the answer from CBO is that they now cannot tell us
what will happen because HCFA says they aren’t going to be able
to implement any changes within a period of time, it makes it abso-
lutely imperative that the administration not say they won’t ini-
tiate a change, but that we sit down today—no later than tomor-
row—and begin working out what is do-able and which addresses
those fundamental problems.

No one intended the current situation. It is intolerable and it
needs to be changed, but the circumstances under which those
changes need to be worked out is extremely difficult given the testi-
mony and the posture that we’ll soon hear from the Administrator.
We’re not trying to drag this out in terms of the difficulties, but
we do need to underscore, we do need to keep the public and the
providers and the beneficiaries informed of what it is we are able
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to do and not able to do, and that is the fundamental intent of this
hearing.

And I know the Senator from Maine has a voting problem, which
has just been created partially on our side, and the gentleman from
California wants to be recognized.

Senator COLLINS. Mr. Chairman, could I ask to be excused? I do
have a vote on right now, and I’d be happy to answer any questions
in writing or call any member, but I do apologize. I’m going to miss
the vote.

Chairman THOMAS. Thank you very much.
Senator COLLINS. My apologies.
Chairman THOMAS. Go tend to one of your primary functions.

Thank you very much.
Mr. STARK. Mr. Chairman, I just wanted to mention for the

record, and for Senator Collins and Congressman Pappas, that sev-
eral of us signed a letter to the Administrator of HCFA asking that
in the cases where some of the home health agencies are being
back-charged for overpayments in Fiscal Year 1998, that HCFA
allow those payments to be made over a period of time, periodi-
cally, or to put them on an installment plan or at least their credit
card, which may help ease that burden in some cases. I would urge
Congressman Pappas and other members of our committee to urge
the Administrator to see if she could be lenient in collecting the
money that is due for overpayments. I think it will be of some
small assistance.

Chairman THOMAS. And that is precisely the reason for the hear-
ing. We will continue to find additional concerns that we have to
face.

If my colleagues have no additional questions, I want to thank
the gentleman from New Jersey back to the drawing board. We
look forward to the new plans.

Obviously, the Administrator is next on our witness list, and my
belief is that it’s probably going to be easiest for us, rather than
to start you and then interrupt you, Nancy, just to say that the
subcommittee will be in recess.

Do you want to try to vote on a rolling basis?
Can you do it in 10 minutes? Okay; the subcommittee will now

hear from the Administrator of the Health Care Financing Admin-
istration. Your written testimony will, of course, be made a part of
the record, and we would appreciate hearing from you within the
timeframe allowed for purposes of getting your testimony in and
then going to vote. Thank you for being with us. It’s good to see
you again.

STATEMENT OF THE HONORABLE NANCY-ANN MIN DEPARLE,
ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRA-
TION

Ms. DEPARLE. Thank you. Mr. Chairman, Congressman Stark
and members of the committee, thank you for inviting me here
today to discuss our implementation of the Balanced Budget Act.
Your leadership was critical in passing this landmark legislation,
which makes significant changes to Medicare and is an essential
step forward.
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But with big changes come big challenges that we’re working
hard to meet. We are making solid, steady progress in imple-
menting the more than 300 individual Balanced Budget Act provi-
sions affecting our programs, and we have a strategy to meet the
challenge of informing beneficiaries about the many changes they
need to understand.

We are also making substantial progress in addressing the enor-
mous and difficult Year 2000 problem. We must ensure that Medi-
care will be there to provide coverage for beneficiaries and pay-
ments to providers on January 1, 2000, just as it has for the last
33 years. That is and must be my number one priority. It involves
renovating all computer and information systems and a deadline
that nothing and no one can change.

Each computer system used by Medicare, its contractors, State
Medicaid programs, and 1.6 million providers must be thoroughly
reviewed, renovated, and tested to correct the glitches that could
cause problems on January 1, 2000. Our contractors must renovate
some 50 million lines of code. This is a major challenge, and it’s
one that I’m confident that we can meet, but to do so Year 2000
work must take precedence over other projects that require sys-
tems changes, including, as we’ve discussed this morning, some
Balanced Budget Act provisions.

This includes projects that are complex, such as the home health
and hospital outpatient department prospective payment systems
that we were scheduled to implement in 1999. But it also includes
some less complex changes such as routine provider payment up-
dates that would occur in a critical window between October 1,
1999 and April 1, 2000. The updates, which would otherwise be a
routine matter, could create an unstable environment when Year
2000 activity and risk will be greatest.

I want to emphasize, though, that we want to work with the
Congress and providers to evaluate what our options are and en-
sure that any delays and provider updates do not create a hard-
ship, and we will work with this committee to evaluate the legisla-
tive changes that may be needed.

I also want to emphasize, Mr. Chairman, that the vast majority
of Balanced Budget Act provisions are not affected by the Year
2000, including the Medicare+Choice program. We’ve already im-
plemented almost 200 of the roughly 300 provisions in the law af-
fecting Medicare. We are pushing forward with regulations to im-
plement the Balanced Budget Act. In fact, in a few days I hope
we’ll be sending to the Federal Register the regulations concerning
the outpatient department PPS, even though it is affected on the
implementation side by the Y2K.

If Year 2000 computer system renovations are completed ahead
of schedule, I will make every effort to make sure that the delayed
provisions are back on schedule, but at this time it appears that
we must postpone them to focus resources and free systems for es-
sential Year 2000 work.

Implementation of the Medicare+Choice program is not being de-
layed. However, as you have mentioned this morning, we have
changed our initial plans for the Medicare+Choice information cam-
paign to take the time to more fully focus test our approach in the
field and make adjustments if necessary. We believe this will in-
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crease the likelihood that the changes and that the new choices in
Medicare will be understood and well-received by beneficiaries.

We have an eight-point Medicare education plan that includes
beneficiary mailings, toll-free telephone services, Internet informa-
tion, a national train-the-trainer program that just began this week
to train people in the field, a national publicity campaign, State
and community outreach, enhanced counseling from State health
insurance advisory programs, and beneficiary feedback and assess-
ment.

Instead of mailing new Medicare handbooks to all 39 million
Medicare beneficiaries this fall, which was my original plan, we
will first test the whole system in five States encompassing some
5 million beneficiaries. Outside these five States, we will send
beneficiaries a bulletin with basic Medicare+Choice data and other
Medicare information. We’ll provide them with a toll-free number
to call to receive health plan comparison information and addi-
tional information about medical savings accounts. We will care-
fully evaluate our efforts in the five test States so that we can im-
prove them for the full-scale nationwide campaign that the Bal-
anced Budget Act requires next year.

Mr. Chairman, this is the largest, most complex, and ambitious
education effort in the history of Medicare. We want to work with
the Congress, with providers, with beneficiaries and their families,
and with seniors groups around the country to make the national
Medicare education program the best it can be. We appreciate the
help that you and your staffs have provided us so far and look for-
ward to working with you further to make sure that our campaign
is consistent with what you intended, as well as that it meets our
beneficiaries’ needs.

I look forward to continuing to work with this committee as we
continue efforts to implement the Balanced Budget Act and to ad-
dress the Year 2000 challenge, and I’ll be happy to answer any
questions you may have.

[The prepared statement and attachments follow:]
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Chairman THOMAS. I thank you very much, Ms. DeParle. We will
be interested in pursuing some questions when we come back from
recess. We do have a 5-minute vote following this one. I hope mem-
bers can be back here by 12:15 p.m., 12:20 p.m. at the latest.

The subcommittee stands in recess.
[Recess.]
Chairman THOMAS. Thank you very much.
Ms. DeParle, I would like to ask you a series of relatively general

questions, and I know my colleagues may have some specific ques-
tions about specific programs. And we’re all anxious to try to un-
derstand as much as we can about the full impact of the con-
sequences of what no one doubts is real, but, frankly, still a little
perplexed about how we wound up in this context, especially based
upon the information of a year ago that it was already paid for,
that it was a problem that was well in hand, and that GAO should
not be upset or was misleading in indicating we didn’t have a han-
dle on it. Apparently—no matter how much it pains me—GAO may
have been more accurate than the HCFA Administrator.

But the things that we need to know, going back to my opening
statement about the concerns of beneficiaries, given the promise of
this program, which was a bipartisan initial effort to restructure
Medicare. And now the latest information—that even on a interim
payment system for home health care, the Congressional Budget
Office can’t score it because it contains programmatic changes that
HCFA probably can’t implement, given the policy that we now are
beginning to fully appreciate that you are desirous of putting in
place. My assumption is that it will require legislation.

But what I really want is to see if you can to this subcommittee
commit that no claim will be delayed due to the problems that
you’ve identified in the Year 2000 reprogramming. Can you now
make that statement, that no claim will be delayed, or are you not
able to make that statement?

Ms. DEPARLE. Mr. Chairman, I will commit to you that I’m doing
everything possible to ensure that no claim will be delayed.

Chairman THOMAS. But you can’t make the commitment that no
claim will not be delayed. That’s fine; I understand that. We just
need to know the context in which you are working.

I know you do not want to be before us with the testimony that
you gave us; you would much rather be in a different circumstance.
And I just think it’s going to be necessary, if you would, to provide
us with the other functions that HCFA considered postponing or
other alternative actions that you may have contemplated taking,
because my assumption is this wasn’t the first thing that you ar-
rived at, and I do need to be able to at least provide my colleagues
with some assurance that that was the case, if indeed that was the
case.

[The following was subsequently received:]
HCFA’s Office of the Actuary projects that the anticipated delays in implementing

certain BBA provisions due to Y2K activities will increase Medicare expenditures
by approximately $150 million (or 0.01%) over five years. As you know, after a rec-
onciliation bill is enacted, the actual effect of the provisions may differ from the sav-
ings estimated when the law was passed. There may be changes in the implementa-
tion of other BBA provisions that could have a financial impact on the program.
These impacts are not reflected in the estimate of Y2K-related delays.
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Chairman THOMAS. I would very much like to have—and this
subcommittee would—your guarantee that the beneficiaries will
not be harmed by the failure to manage the computer system.

The one thing that I guess I’m most concerned about—and if you
would just spend 30 seconds or so, and if you need to elaborate in
writing, I would—because the current national law includes a limi-
tation on beneficiary co-insurance liability for outpatient services.
For so long there was a charade going on about how much was to
be paid, and, frankly, beneficiaries were paying a far greater share,
and it was all ultimately acknowledged and we put in place a
changed process.

If, in fact, we freeze it now, since it’s now known that in fact that
process was not a fair and equitable one, are we saying that we’re
going to sustain that for a while longer? Because that clearly
means that it’s now clearly understood that beneficiaries are pay-
ing a greater share than probably they should. My guess is that’s
going to stay in place.

Ms. DEPARLE. Yes, sir. As you said, I’m not happy to be here
today talking about this, and of all the things to have to delay, that
change which we worked so hard together with you to put into
place. It is very disappointing to me that we’re going to have to
delay it. But, yes, sir; I think that is right.

Chairman THOMAS. And of course my concern is that you have
completed the mega-regs—so-called mega-regs—on the
Medicare+Choice, which means the timeline goes forward for plans
to be able, under those regs, to offer it. Are those deadlines plan-
ning to be met?

Ms. DEPARLE. Yes, sir.
Chairman THOMAS. Which obviously creates the concern—and

the gentleman from California placed it in his perspective of con-
cern—that plans will be out in the marketplace actively marketing
product at a time that HCFA has indicated that the aggressive,
full-court press educational program will not be going forward, that
it will be narrowed to five States initially—and I think folks should
focus not on the number of five, but on the percent of Medicare
beneficiaries covered by those five States—in an attempt to try to
move it in equal segments of the Medicare population.

But how are we expecting beneficiaries not within those States
that are going to be aggressively educated to be able to make deci-
sions? What is it that you’re planning on doing for those folks?

Ms. DEPARLE. Well, as I said, we have an eight-point Medicare
education program that’s displayed over there on the poster. In the
five States where we’re going to be doing the full system all at
once, there are 5 million beneficiaries, and we chose those States
based on high, low, and medium penetration of HMO’s, and then
we’ll keep moving around the country. But for everyone this fall,
all beneficiaries will get a bulletin that we’re currently in the proc-
ess of focus group testing—and then we want to consult with your
committee staff about it. It will notify them about the new changes.
It will offer them a toll-free number that they can call that will just
give them——

Chairman THOMAS. Let me ask you a question about that notifi-
cation, because I know the President just this week instructed
HCFA to mail to 100 percent of the Medicare beneficiaries, I be-
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lieve—and correct me if any of my statement is wrong—a notice
about the ability to subsidize a portion of the premium if you are
a qualified Medicare beneficiary, which affects maybe 10 percent of
the Medicare population. Is that going to be a separate mailing?

Ms. DEPARLE. No, sir. I think what he was talking about is that
he has asked us to do a better job of notifying beneficiaries about
their potential eligibility for this. Our plans are to do that in two
ways. One is we will include a sentence in the bulletin that I was
talking about that will go out to all beneficiaries, and the other is,
through the Social Security system, which is, after all, how most
beneficiaries sign up for this. We plan to put a notice on the pre-
mium payment statements that go out every year.

Chairman THOMAS. Okay.
Ms. DEPARLE. So it won’t be a separate mailing.
Chairman THOMAS. All right. Now one of the things that I

know—our colleague from Connecticut provided me with what was
an example of how the Connecticut notification process worked
with seniors. When we were out in Minneapolis-St. Paul for the
Medicare Commission, we received a booklet—and there was some
advertising to defray costs—but the point of any of this material—
and I’ve got it, and I think you’re probably familiar with it, but
we’d like to show it to you. Here it is. This is the booklet, and it
does provide, you know, as you go through it, a pretty adequate
comparison on a chart.

[The booklet is being retained in the Committee files.]
And I know the Senators were concerned about a chart in the

legislation which lets you make comparisons——
Ms. DEPARLE. Yes.
Chairman THOMAS [continuing]. And the gentlewoman’s New

England, very frugal approach to giving options, but, nevertheless,
providing, you know, a full choice. And this is going on without any
national, or at least minimal national role. Is that correct?

Ms. DEPARLE. Well, not quite, sir. We are providing through the
Medicare.gov Internet site that plan comparison information. And
in addition, the bulletin that I mentioned that we are sending out
to all beneficiaries will have a number that they can call to get a
printout of the plan comparison for their area if they want to order
it through the mail. So we will be able to provide it to them that
way.

I was with Congresswoman Johnson last week in Connecticut
and I also saw the materials, and they were provided by one of the
State health insurance advisory programs, also called ICA’s—the
one for Connecticut. They are one of the pieces of our information
campaign. We will be helping them to make that information avail-
able as well.

Chairman THOMAS. On the Quimby notification, is this some-
thing that you had planned? Was it not something you had
planned? Is there a cost involved to it beyond what you had
planned?

Ms. DEPARLE. No. It is something we had planned. The draft of
the Medicare handbook that I believe you saw had a section in it
about it, and we had planned to notify beneficiaries about it
through that process.
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Chairman THOMAS. So the President’s announcement was basi-
cally staged for the purpose of making it appear as though this was
something he was concerned about and highlighting it as a sepa-
rate item, but in fact it’s something you were planning on doing all
along. You know what I’m trying to say. I can try to soften it. But
you see it’s very difficult when you’re telling us you’re not going
forward with programs, and we see a Rose Garden shot of the
President announcing yet another new initiative by the administra-
tion which appears to require resources, either redirected or dedi-
cated that hadn’t been planned, to achieve a particular goal, when
we look at programs that are statutory not going forward.

And a number of my colleagues have almost required me to ask
you—it’s going to be necessary for us to know in what context the
cost of these numbers of initiatives—and I know the President has
indicated an initiative with HIPPA to go forward in analyzing the
oversight responsibilities to ensure that plans are satisfying their
requirements under the law. Was this something that was planned
as well, and he just announced it in a way that it looked like it
was something special? Or was it in fact a new assignment? Do you
know what I’m talking about?

Ms. DEPARLE. Yes; and you and I have discussed this and I un-
derstand your concern. What I want to emphasize to you is that my
commitment and my priority is to implement the Balanced Budget
Act, and I agree with you, Mr. Chairman, that that is not a polit-
ical law. It is, in fact, a major step forward for the Medicare pro-
gram and in fact for other programs that we administer, and I can
assure you that my full attention is being devoted to that.

Chairman THOMAS. Well, the appearance is is that it’s not, and
that’s the problem that we’ve got to deal with. And rather than try
to ask you a series of Y2K questions—I guess I’ve given in to that
phraseology—you heard the testimony of the previous Adminis-
trator. It frankly either was not grounded in fact, or something se-
rious has happened between May 1997 and today about the re-
sources available to HCFA to carry out the job and, in fact, the job
itself and the timetable associated with carrying out that job.

Do you want to make any statement at all in regard to Mr.
Vladek’s testimony—that it was 20 million lines of code, 8 million
had been done by the time the August 1997 letter was written,
with 12 million remaining, December 1998 was going to finish it,
and the funding was available from 1996 to 1998, so that no one
should be concerned about the Y2K question?

Ms. DEPARLE. Yes, I would like to comment on that. I’ve read the
testimony myself, and if you read the testimony closely, right after
the part that you quoted there is a discussion of GAO’s rec-
ommendations to us which included hiring an independent
verification and validation contractor to go out to our contractors
and to look, frankly, inside HCFA to make sure that we were doing
the kind of planning and that it was really all there to move for-
ward on the Year 2000. We did that last fall, and that contractor
went out and visited all of our sites around the country that proc-
ess Medicare claims and discovered that the assessments that had
originally been done were not in the right ball park, that really
we’re talking about renovating more like 50 million lines of code.
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I can tell you that on the internal code that we have to renovate,
we’re well along the way towards testing. We still have a lot of
work to do, and this is a problem that I think was found to be a
lot more difficult than had been thought. The GAO has been very
helpful in that regard. They made, at that hearing that you’re talk-
ing about, some recommendations. One of the first things I did last
fall was sit down with Joel Willemssen and Gene DeDaro of GAO,
who gave me a number of suggestions, many of which I’ve moved
forward to implement. And I apologize for the fact that this prob-
lem has turned out to be a lot bigger than I think anyone thought.

Chairman THOMAS. No; I know how difficult it is for you. Maybe
resent is too strong a word, but I know the concern that you have,
and the fact that you have to appear before us to discuss this, but
it’s a fact of life. And my concern is, to what extent is this a failure
to solve a management problem in the overall context? My question
is, how are you doing on keeping your focus on core responsibil-
ities?

I think you’ve answered the non-legislative initiative focus, that
it isn’t that much. But I wish the press would put it in the context
in which it is delivered, then—that is, they’re going to do it any-
way, but I thought the Rose Garden would be a better place to an-
nounce it and maybe we can get a bigger spin out of it.

I am concerned about resources being focused for that purpose,
and it goes back to some of the concerns that we had—all of us
did—as we discussed putting this package together, where HCFA
changes from a billpayer—now we’re worried about paying the bills
because you’re so computerized—to a kind of a consumer-oriented
education program. How is the skill mix among HCFA employees,
in part a concern about not being able to meet the deadlines? Is
that part of the concern?

And then, lastly, because I just want you to go ahead and talk
about it awhile, is the vulnerability of HCFA. We had the MTS
problem; for the record, I’d like you to tell me how much money
was spent on that. Did we gain anything at all of positive leverage
going into Y2K, or did you just have to drop that? And to the ex-
tent you were trying to put your eggs in that basket, did that per-
haps give you a problem coming out the other side?

And then deal, finally, with the $23 billion that has been found
to be waste, fraud, and abuse. I think it’s better to say inappro-
priate payment or inability to determine appropriate payment. If
you’re fixing the Y2K problem, are we going to be able to address
the problem associated with the GAO study on our inability to ac-
count for that? Is that a bonus that we’ll get, perhaps, out of wait-
ing beyond the current statutory time for putting programs in ef-
fect? And I’ll just give you a minute or two to react to that.

Ms. DEPARLE. Well, I think there’s no question that the Year
2000 problem has caused a focus and a coordination at the Health
Care Financing Administration that perhaps wasn’t there before. It
has forced us to sit down and—for instance, you asked me about
decisions made on the various systems that had to be delayed.
When the independent verification and validation contractor first
said to me—and the language they used was, ‘‘You must stop par-
allel development,’’ which in their parlance means stop telling the
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contractors to do all these changes at the same time you’re telling
them to renovate the code.

And what we had to do was sit down as a group—the policy peo-
ple, the information systems people, the whole group of us—and de-
cide what it was possible to get done. You had to balance the risk
that you wouldn’t be paying claims at all against our strong desire
to get all of the changes in the Balanced Budget Act implemented,
and I think it has forced a management focus that probably wasn’t
there in the past. So, yes, sir; I would like to think that is an ad-
vantage of this.

Chairman THOMAS. Let me interrupt you briefly on that point
and just to explain that I know—and GAO was going to do this—
we’re going to go through the number of items that are currently
on-line from—that’s a quantitative analysis. At some point you had
to look at the magnitude of programs, and I am a bit concerned
that it was probably—obviously, from Congress’ point of view—way
too unilateral in terms of the decisions.

I would have appreciated, and I think my colleagues would have
appreciated, given the manner in which this legislation was put to-
gether and passed, an earlier awareness, a prioritization, perhaps,
shared with some of us, and an earlier notification so we could
have begun some of the changes that are necessary. And that does
concern me, about an unwillingness to share earlier if you did
know about it and a prioritization of programs so that, given the
very brief time left in the legislative process, we’re not going to
have to—which we are now—ram through something on the in-
terim payment system for home health care and whatever else we
find out we need to do. That does concern me.

Ms. DEPARLE. Yes, sir, and it concerns me, too, and I regret that.
When I first heard about this, I did mention to you that I thought
there was going to be a problem coming. I regret that you had to
get the details from a leaked memorandum. My plan had been to
come up and discuss it with you and your members of this com-
mittee, as well as other Members of the Congress, and I didn’t get
to do that at the time I would have wanted to, so I’m sorry for that.

Chairman THOMAS. Thank you. And I am concerned that the last
item was the $23 billion of inappropriate payment. Are we going
to get a bonus? Do you think that what you’re doing on the Y2K
is going to be of some measurable assistance in pinning down what
it is and how it works that allows the GAO or the OIG to say
there’s $23 billion of inappropriate payments?

Ms. DEPARLE. Well, let me say this. The efforts that we’re mak-
ing and that this year got us a qualified statement from the Inspec-
tor General on our financial statements will not stop, and I don’t
expect them to be interfered with at all by the Year 2000 efforts.
We are putting a major focus on getting our house in order from
an accounting perspective and bringing the claims error rate down,
and that is one of my top priorities.

Chairman THOMAS. The gentleman from California—thank you
very much.

Mr. STARK. Thank you, Mr. Chairman. Could you just quantify
for me this Year 2000 thing? On a percentage basis, how much of
the Year 2000, quote, ‘‘problem’’ is a problem of changing Govern-
ment-operated computer systems, and how much of it is a problem
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of the contractors—the beltway bandits who are doing new imple-
mentation work and working for the intermediaries who don’t have
enough personnel to do their own work? I’m not sure I can identify
what the problem is.

Do we have Federal computers that need a lot of reprogramming,
or is it the fact that the intermediaries, the people you contract
with, can’t hire enough people because the people are all busy
doing Year 2000 work elsewhere?

Ms. DEPARLE. Well, both our internal systems and our external
systems need work. We’ve identified around 25 mission-critical sys-
tems that are internal to HCFA.

Mr. STARK. Just tell me, is it 25 percent internal and 75 percent
external, or 50/50? Give me an idea.

Ms. DEPARLE. It’s about 25/75 and——
Mr. STARK. So the major part of the problem is with outside con-

tractors just having enough personnel to do the job. You can’t hire
any outside computer experts? You can’t find them?

Ms. DEPARLE. Yes, and they’re working hard to try to find the
people, and I want to thank the Congress for providing us with the
resources to do that.

Mr. STARK. Okay. Now, speaking of providing you with the re-
sources to do that, there’s some testimony that’s been submitted for
the record only. I can’t ask them the question, so I’ll ask you. This
American Association of Health Plans, they’re bleeding in their tes-
timony to the fact that they’ve paid their $85 million, or whatever
it is, to HCFA for this implementation of the education component
of the new Medicare+Choice program. They say that last year
HMO’s and their enrollees represented 14 percent of the program,
and they shouldered 100 percent of the cost of the Medicare+Choice
information program at about $95 million, right?

Ms. DEPARLE. Yes, sir.
Mr. STARK. Now my calculations would say that they also avoid-

ed 14 percent of the graduate medical education burden, and they
also avoided about 14 percent of the disproportionate share burden.
Each of those would be about $1 billion. So, basically, for $2 billion
that they didn’t contribute—that all the other providers have to
pay—they are complaining about $100 million. Is that a reasonable
balance to their argument? Shouldn’t they have paid into graduate
medical education and the disproportionate share costs as well?

Ms. DEPARLE. Well, as you know, one of the policies in the Bal-
anced Budget Act was to divert the graduate medical education
payments so they go directly to the teaching hospitals, and we’re
in the process of implementing that.

Mr. STARK. But, I’m saying that their vocal complaints about
coming up with $100 million when they’ve saved billions not paying
their fair share into the system, not to mention uncompensated
care and other costs that they avoided needs to be considered in
that light. I just wanted to make sure that we get their testimony
on the record and that we straightened out the accuracy of their
perceived problem.

I’m always interested in Golden Rule and all these other great
American patriots. I understand you had a meeting yesterday. Did
you invite all the insurance companies in the world to come and
evidence their interest in Medicare savings accounts?
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Ms. DEPARLE. We invited everyone that we had heard from, and
we asked Members to let us know, too, of companies——

Mr. STARK. How many showed up?
Ms. DEPARLE [continuing]. That might be interested in offering

a demonstration.
Mr. STARK. How many showed up?
Ms. DEPARLE. I believe that representatives of about 11 different

possible plans came to our meeting.
Mr. STARK. And did any of them say they were going to offer

MSA’s, outside of Golden Rule, who ought to be disqualified on eth-
ical grounds?

Ms. DEPARLE. I don’t think anyone has made a firm commitment
yet. They asked a lot of questions about the payment schedule and
all of that, so——

Mr. STARK. You want to bet me on how many are going to offer
them? Do you want to make a guess?

Ms. DEPARLE. I’m not a betting person.
Mr. STARK. OK. [Laughter.]
Are you going to have some regulations on the pharmaceutical

managed care benefits in terms of requiring them to disclose to
beneficiaries where they limit pharmaceutical options or where
there are incentives for the physician or the plan to substitute one
drug for another? This is a very popular benefit that is being sold
as an inducement. I think that without further regulation the bene-
ficiaries could be disadvantaged. Are you considering regulations
that would require a more honest, or more detailed, description of
the types of problems beneficiaries could run into? Have you any?

Ms. DEPARLE. Well, it’s not in the Medicare+Choice regulation,
but I believe the kind of thing you’re talking about should be re-
flected in the adjusted community rate. Now if you’re asking to
make that available to seniors, I don’t think——

Mr. STARK. I want Senator Dole to know that Viagra isn’t going
to be covered or is going to be covered in his plan. So, before he
signs up he knows what they’re going to pay for or not going to pay
for, or that they’re going to substitute aspirin as a generic alter-
native. I think those kinds of disclosures would be important and
ought to be required. You can’t put them in your managed care reg-
ulations?

Ms. DEPARLE. Well, the regulation is already out, but we will be
happy to work with you, Mr. Stark.

Mr. STARK. Okay. Excuse me, but the chairman probably isn’t
going to indulge me much longer here.

Chairman THOMAS. No, no. Go ahead.
Mr. STARK. Go ahead? All right.
The Balanced Budget Amendment got us enough money to ex-

tend the trust fund another 10 years. We extended the Medicare
trust fund, and Chairman Thomas is trying to make it solvent for
all time and hopefully you’re going to recruit me to help him. But,
we did hear that if we saved the budget surplus, the $650 billion
estimate, it would take the Medicare trust fund out to 2020.

Now we’ve got a higher budget estimate, maybe another $1 tril-
lion in surplus, that would probably take Medicare past the date
of the bipartisan Commission’s target of 2030. If we saved all of the
CBO surplus for Medicare, how long would we extend the trust
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fund? Would you guess? Do you know, or would you find out and
submit to us how long the Part A trust fund would be protected?
In other words, we don’t have to make any changes in Medicare.
We could just keep going and paying the good providers and pro-
viding the benefits, if we save the surplus and didn’t spend it in
other ways.

Ms. DEPARLE. I’d be happy to ask our actuaries and provide you
with an answer.

[The following was subsequently received:]
The HCFA actuary estimates that applying the Federal budget surplus, as esti-

mated by CBO, to the Medicare Trust Fund through 2008 would extend its solvency
through 2033.

Mr. STARK. Thank you, Mr. Chairman.
Chairman THOMAS. Well, that is our concern, paying the good

providers and my concern is that the window that’s discussed
might even be a quarter or extend to four months in the year 2000
of not paying providers, since we’re so computer oriented. My as-
sumption is you do not want to shift to a pay per payment struc-
ture, and that’s just one additional question. The gentlewoman
from Connecticut I know wishes to inquire.

One of the more high profile computer types in the administra-
tion is the Vice President, who has an ongoing initiative called the
Re-inventing Government initiative. My understanding is that
HCFA submitted a response or a report to the Reinventing Govern-
ment operation of the Vice President. Is that correct?

Ms. DEPARLE. Well, I don’t know about a report. I recently met
with the person who’s in charge of that over there to talk about
that. What they wanted to know was about our Government Per-
formance and Results Act objective and how we were doing on
meeting them; things like reducing diabetes, things like that.

Chairman THOMAS. Would that bring up the year 2000 question?
Ms. DEPARLE. We did have a discussion of it, yes.
Chairman THOMAS. Do you have it in writing?
Ms. DEPARLE. I can get you the paper that I used to talk from.
Chairman THOMAS. How long was it?
Ms. DEPARLE. I didn’t talk to him about—I didn’t have a written

thing about the year 2000.
Chairman THOMAS. No, but how long was the paper in discussing

HCFA reinventing Government?
Ms. DEPARLE. It was mainly charts with the GPRA objectives

and where we were with meeting them. It was a few pages.
Chairman THOMAS. A few pages. So, it wasn’t a major presen-

tation. I mean, it wouldn’t do much good for the subcommittee to
look at it to see what’s going on in terms of innovation and redirec-
tion.

Ms. DEPARLE. I think this might be a different kind of report
than what you’re thinking of, because they have designated HCFA
as one of the reinvention laboratories, but what we were supposed
to do was to identify objectives—outcomes, objectives for our pro-
grams; things like increasing the number of children who are en-
rolled in Medicaid and the Children’s Health Program, and what
I did was just walk through where we were with each one of those.
I’d be happy to provide it to you.
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Chairman THOMAS. That’s another administration high profile
initiative. They’re reinventing Government, and, obviously, HCFA
would be, in my opinion, in the center of a number of key indi-
vidual programs where reinvention of Government would be crit-
ical, but if the report was just a couple of pages, that probably
doesn’t focus on what we want to focus on.

The gentlewoman from Connecticut.
Mrs. JOHNSON of Connecticut. Thank you, Mr. Chairman, and

welcome, Administrator DeParle. First of all, I just want to open
by saying, I appreciate your accomplishments in getting the agency
focused on the year 2000 problem. It is very impressive to me how
focus matters, and your work to actually look and see whether the
plan that had been made was being implemented has brought focus
and, therefore, an effective action to the service of the agency and
to the service of all of us, and I appreciate that. I think the exam-
ple that both you and Commissioner Rosotti have set, really being
able as administrators to focus on key issues, is very refreshing
and certainly all the people of America are going to benefit from
your excellent leadership on this issue.

I have been particularly concerned, as you well know, since I be-
lieve focus matters, in focusing on the problems that the home
health industry faces as we make significant changes in how we
pay for home health services in order to address some of the fraud
and abuse problems that we know exist in that sector. Our ration-
ale was very good. Our execution is poor for a lot of reasons, not
the least of which is the availability of appropriate and accurate in-
formation. Be that as it may, regardless of the causes, the decision
to delay the PPS system is going to have catastrophic effects in my
region, because the interim payment system is going to be so cata-
strophic. I appreciate the time you have given to this. I appreciate
your understanding of how New England is going to be disadvan-
taged. I know the testimony of my colleague from the Senate, Sen-
ator Collins, and Mr. Pappas did not break any new ground for
you. I appreciate your coming up and hearing it directly from my
agency people, because, indeed, they were eloquent, but I need to
ask a few questions to see if we can get some of the issues straight-
ened out and moved forward.

First of all, have you notified the fiscal intermediaries about the
change in date for implementation of the surety bonds?

Ms. DEPARLE. Yes, I believe we have.
Mrs. JOHNSON of Connecticut. Well, they seem to feel that they

haven’t received the level of official notice they need. There was a
two-week period in which the notice was to come. The period ended
last Friday, and at least the intermediaries in my State have not
received notification. Consequently, they are not able to relieve the
small agencies of this obligation.

Ms. DEPARLE. Let me look into that immediately. As you know,
there are six of those intermediaries, and I think I could pick up
the phone and call them myself if I need to. They should know by
now that they don’t have to be requiring that, and, in fact, as you
know, in our meeting, all of your agencies had already gotten sur-
ety bonds.
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Mrs. JOHNSON of Connecticut. Right. So, but if you could make
sure that that notification is there, so that they don’t keep running
into this, sort of, odd barrier.

And then the second thing that I would like you to consider is
announcing or in formal writing indicating that you do not intend
to use the resources of those surety bonds to cover any liability and
that you would urge the companies that offered them to simply ex-
tend their useful life, because they aren’t going to be called on until
the effective date of the regulation. This is very important, because
I know you don’t have the legal authority for us to be able to allow
consideration of the costs of these bonds, but, perhaps, if it was
very clear that you weren’t going to use—to reach into those bonds
for liability purposes, we could get the private sector to think
through extension and help us accommodate the cost more effec-
tively or more fairly, I should say. This would provide a certain
modicum of relief to agencies that have, in fact, played by the
rules, and one of the problems, always, in deferring implementation
dates is that there’s a lot of ramifications, and the people who are
hurt the most are the people who have tried to comply, and since
the New England agencies are going to be so heavily damaged by
our proposal anyway, they have also put the money into the surety
bond, and I think we have an obligation to try to do that, and I
know you share that. So, I just put those two suggestions on the
table.

Then, I want to raise the issue about the dramatic changes in
home health spending that have occurred since we passed this bill,
and I would like to ask for your help in looking at how we can use
those dramatic changes and expenditures to rewrite the 15 percent
cut that goes into effect automatically as we move along, so it won’t
go into effect if we make the savings.

And, secondly, how we can use that dramatic cut in spending and
really beyond, I think, our wildest imaginations to find a solution
to the interim payment system since now it’s going to be in place
for such a long time. For example, maybe we could simply change
the 1994 date. That would help a lot, if we had a more recent cost
date. We’re into 1998; we’re going to be in 1999; we’re going to be
in the year 2000. So, since the system is saving more than antici-
pated, I think we have to look at mechanisms as simple as that
change in date, because I would hope that your freeze on computer
changes due to the year 2000 would not extend to that level of sim-
ple action. My understanding is that there is a difference between
your ability to accommodate that kind of change and your ability
to accommodate more complicated changes.

Ms. DEPARLE. Yes, and I want to work with the chairman and
with the committee on alternative proposals, and we’ve been work-
ing on some ourselves. I do want to mention, though, that the base
year is a critical thing from a system standpoint. The base year is
one of the things that is very difficult to change, but some of the
other ideas that you and I have discussed are things that could
operationally be done, and I want to work with you on that.

Mrs. JOHNSON of Connecticut. Well, the reason the base year has
come to my mind is because it’s at least simple, and computer-wise,
this is easy to implement.
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Ms. DEPARLE. I agree, Congresswoman—it seems like it should
be, but my understanding is that changing the base year is not
simple from the standpoint of doing this formula.

Mrs. JOHNSON of Connecticut. Okay, then the other thing I did
want to just get to briefly is this issue of the information. If there’s
one thing that I’ve been saying at every senior citizens’ center I
have been in since we’ve passed this bill was that the Government
would provide you with the kind of information like we have al-
ways provided you on Medicare insurance plans, and we would
guarantee that it would be simple, intelligible, and accurate, and
you would be able to make a decision that was in your interest.

Now, I appreciate the decision that you’ve made, but I think
there is so much more we could do. For instance, if you’re going to
send them some kind of two-page letter, why don’t you from every
area include the information that the area agencies have already
developed. I mean, you print it on both sides, and it’s five pages.
If you’re going to put the money into postage, why don’t we in
every State at least send them that much; that this is interim be-
cause it took a while for the regulations to be written; it took a
while for the plans to get in, and by next year the plans will be
more solid and then we will send you a formal handbook—which
I think makes absolutely good sense anyway. But we have good in-
formation in Connecticut. I can’t believe every State doesn’t have
good information. They’re just not getting it. So, in addition to this
information, the same organization, the Area on Aging, using Fed-
eral money from your office, also have an excellent handbook about
how do you decide whether managed care is for you or not? What
are the questions you should ask? How do you go about thinking
about that? And, frankly, I think a mailing in a brown envelope
that provided these things would be well worth the cost and much
more important than funding some of the publicity efforts that
you’re planning to make. I mean, I know those are important, but,
after all, we aren’t reaching the whole population; we’re reaching
the seniors.

The other thing I would suggest is that you include it in a social
security mailing. Why can’t it go with whatever Social Security
sends out regularly? So, let’s look as a Government across lines and
get at least the information we have out, because I can tell you
that seniors desperately need it. Has there been any cross-agency
information——

Ms. DEPARLE. There definitely has. We are working closely with
Social Security, and we are working with the Area Agencies on
Aging such as the one that we met up in Connecticut, and every
beneficiary who wants comparison information will be able to get
it. The difference is that the full handbook with all of that informa-
tion tailored to each area wouldn’t be going this fall. For next year,
the first open enrollment period it will be there.

Mrs. JOHNSON of Connecticut. But I would ask you specifically to
change your plans about this letter that’s going to go out to the
States where you’re not going to send the booklet, and, instead,
mail the material we have with an explanation that this is just a
rough cut or whatever you want to say. Honestly, I don’t think a
letter of the generic type that you’re describing is useful when we
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already have such good information that you could reproduce and
send. So, I would urge you to reconsider that plan.

I also am concerned about your plans to train trainers. I have
talked a lot recently with who’s available to help seniors under-
stand this, and I think we’re really nuts to follow the kind of proc-
ess that we have in the past as useful as that may be as an auxil-
iary, but we really need now to provide an educational—to pay peo-
ple who are in the business of health benefits to be able to explain
this and present this impartially, and I think, really, we ought to
be looking to the independent agents and bringing them in, and
our money would be far better spent that way than the millions
that we’re going to put out there for other groups who are not pro-
fessional at this business and may not be objective; that worries me
a lot. I see a lot of biased stuff out there. So, I would ask that you
look at the independent agents and look at some way of using
them. They do this professionally. Furthermore, a lot of this for
seniors also has implications for their estate planning or they’re
thinking about their future, and you could also, then, get informa-
tion out there about long-term care options which even for a
healthy 65 or 70-year old is still a viable option. So, I’m very con-
cerned about it. As long as we’re going to delay, let’s try to do a
better job than we might have been able to do if we hadn’t had to
delay.

So, there are a couple of other issues that I’d like to raise, but
those are the top of my list. Thanks.

Ms. DEPARLE. Thank you.
Chairman THOMAS. And let me before I recognize the gentleman

from Nevada indicate that the concerns that we have in terms of
the way in which this program is being presented—and I know
that we have discussed this—but, for example, someone who is a
spokesperson for the Department, Mr. Michael Hash, in front of the
Senate Special Committee on Aging on May 6th—and I didn’t want
to take it out of context, but I wanted to look at the full context
of the statement that was made, and you were kind enough to pro-
vide the transcript with me—and it concerns me that attitude and
approach of conveying these options has been almost consistently
in a hedged or negative environment. At least the materials that
we’ve looked at has been a neutral environment where you simply
run a chart and maybe that’s one of reasons the Senate put such
emphasis on having a chart because it’s harder to spin a chart. For
example, he says to the Senate subcommittee—‘‘They—meaning
the seniors—need to know that their ability to obtain private sup-
plemental Medicare insurance, if they return to the fee-for-service
program after just enrolling from a managed care plan may not be
on the same basis as their original opportunity to get those private
supplemental plans without the existing conditions and without
other limitations.

Whether it’s in the context of the full blown Medicare Plus Pro-
gram in which there’s a full opportunity to go back to their original
program or whether it’s even in the interim in which they have a
period of trying a Medicare Plus Choice in which they’re guaran-
teed to go back to their previous with no preexisting condition. This
is from someone who is supposed to be on the team explaining the
program. Now, either he doesn’t understand what was put into law
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or there’s an attempt to create an informational pitch that now
you’ve got this, but, remember, you may be out there in the cold.
There may be preexisting conditions which won’t allow you to go
back to the previous plan when you and I know we worked to make
sure that there was an initial opportunity with no fear or danger
of a lost position at all in trying this program. These are the kinds
of things that create the impression that we’re not all working to-
gether.

Ms. DEPARLE. Well, I understand your concerns there, and, as
you say, we actually made improvements in that particular situa-
tion in the Balanced Budget Act.

Chairman THOMAS. But nowhere did I find a qualifier in his ex-
planation of the program. In fact, repeatedly over pages—and I’m
going to put it in the record—there was a negative connotation that
there is a downside to anyone making a choice. There’s nothing
wrong with presenting clear options in a way that you can look at
them. I was looking for somebody saying, ‘‘But you know you could
get a paid prescription this way. Or you know that you could get
some additional services traditional Medicare doesn’t offer.’’ I
mean, I saw no ability to put any positive spin on this but rather
a continual repeat of the downside of the option of
Medicare+Choice, and, as you know, in the booklet that was going
out, virtually every page was a reminder that you can stay in the
current program and then a repeat of the dangers that may be
present in trying to make an option, and I understand the concerns
that somebody might have, but the concerns that the gentlewoman
from Connecticut and a number of us have is that this material be
presented in at least a neutral fashion, and I think so far there’s
quite a bit of evidence on the record both printed and stated that
indicates that not everybody believes, maybe, that that’s the way
it ought to be, and maybe it’s not intentional; maybe it’s just living
in the old environment and not learning the new, but isn’t that
part of the management problem of the reculturalization of HCFA?

Ms. DEPARLE. Yes.
Chairman THOMAS. And if you can’t do it, we’ll find somebody to

do it.
Ms. DEPARLE. Well, Mr. Chairman, I think that this is the big-

gest, most ambitious educational campaign that we’ve ever at-
tempted, and I think that we’re going to have to work together to
make it the best it can be. I believe we can do that, and I agree
with you that our role is to be neutral.

Chairman THOMAS. My problem is that testimony as recently as
May 6th in no way, I believe, in an objective analysis could be be-
lieved to be neutral. The gentleman from Nevada.

Mr. ENSIGN. Thank you, Mr. Chairman. I have a couple of dif-
ferent questions related to BBA and its implementation. The first
one has to do with the medical nutrition therapy study that’s being
done by the National Academy of Sciences. In the Balanced Budget
Act, we had directed that that would be a stand-alone study; that
the National Academy of Sciences would determine what the bene-
fits of nutrition therapy are and whether it’s going to cost or save
money. From what I’m hearing, the National Academy of Sciences
wants to include the monies from the BBA in one of the studies
that they’re already conducting. I just wanted to ask you what the
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status is on that and whether or not medical nutrition therapy is
going to be a stand-alone study.

Ms. DEPARLE. My recollection, Congressman, is that the National
Academy was conducting the study, and I thought it was a stand-
alone study. I think that we were going to provide them some re-
sources to do it. Our office of research has been working with them
on——

Mr. ENSIGN. Can you make sure that it’s going to be a stand-
alone study, because that’s one of the concerns that we have been
getting feedback about; that it’s not going to be a stand-alone
study. So, since you’re on the record today, can I get your assur-
ance that it will be a stand-alone study?

Ms. DEPARLE. If I understand you correct, sir, yes, I think you
can, and I will look into it and get back to you.

Mr. ENSIGN. Okay, I’d appreciate that.
[The following was subsequently received:]
The BBA did not require a separate study on nutrition therapy alone; rather, it

required a study on several prevention-related topics including nutrition therapy.
Specifically, Section 4108 of the BBA directed the Secretary to request the National
Academy of Sciences (in conjunction with the U.S. Preventive Services Task Force,
as appropriate) to analyze the expansion or modification of preventive or other bene-
fits provided to Medicare beneficiaries. The study will consider both the short and
long term benefits of such expansion or modification, and the costs to the Medicare
program. The Secretary is to report to Congress on the study’s findings within two
years of the BBA’s enactment. The BBA requires that the study consider Medicare
coverage of at least the following benefits: (1) nutrition therapy, including enteral
and parenteral nutrition and provision of services by registered dieticians; (2) skin
cancer screening; (3) dental care; (4) routine patient care costs for beneficiaries en-
rolled in approved clinical trials; and (5) elimination of the time limit on coverage
of immunosuppressive drugs for transplant patients. The study is being conducted
by the Institute of Medicine (IOM), the health branch of the National Academy of
Sciences. HCFA’s contract with IOM for the study is currently under development.

Mr. ENSIGN. The second question has to do with the $1,500 cap
on outpatient rehabilitation services. From what I understand, im-
plementation of the cap could be a problem with all of the Y2K
computer problems, the Y2K problems and all that. Some of the
providers are concerned, or at least have expressed concern to me,
that if there are Y2K problems, they are going to be penalized be-
cause of the $1,500 therapy cap—in other words, it will be difficult
track. What provisions are being made for the $1,500 cap?

Ms. DEPARLE. It’s my understanding, Congressman, that the
$1,500 cap was just a function of the Balanced Budget Act, and I
don’t believe that there should be any problems related to the year
2000 on that, but I just left, before I came up here, a meeting with
100 different provider groups to talk through some of the year 2000
issues, and if this is one of them, we’d certainly be happy to work
with them on it.

Mr. ENSIGN. Well, if you have one provider who doesn’t have
their computer problems worked out and you have another that
does, so there’s no sharing of the information through HCFA, are
they in violation? Would they get into fraud problems? Some of the
providers are afraid that there would be a fraud problem at this
point. So, is the $1,500 cap going to be in place year 2000?

Ms. DEPARLE. Yes, it’s my understanding that it will be.
[The following was subsequently received:]
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No. The $1,500 cap on outpatient physical therapy will be delayed by Year 2000
problems. This provision was a part of the proposed physician fee schedule regula-
tion that we recently published, but there are systems barriers to implementing the
cap.

Mr. ENSIGN. Okay. Also, I want to make a comment about what
you had addressed earlier and that was talked about earlier related
to the President’s proposals. You don’t think that those proposals
are taking away a lot of resources; that it’s a fairly minimal
amount. Just from my own experience being in management—and
I was not the top but I was in upper-level management—I can tell
you as a person in that position similar to the position you have
been in, that when the CEO, in this case, the President, says some-
thing, that everybody jumps. In other words, if he puts down an
initiative and there are a lot of resources, there is nothing else in
people’s minds except making sure that his wishes are carried out.
That’s normal in any company and in this case because he’s kind
of the big cheese of all of the administrative functions, if the Presi-
dent says something, everybody jumps. So, I would not minimize
the amount of work that’s probably being done to make sure that
his initiatives are carried out. I know you’re in a difficult position,
really, to comment on this, but it is something that I think the
President—as a warning to the President, that he should be careful
of, just like any CEO or just like a Member of Congress. I have to
be careful of what I say to my staff as a casual comment, because
they’ll put a lot of resources into something I didn’t intend for them
to put resources into, and the President needs to be very careful
on what he says in the same regard.

Ms. DEPARLE. Well, with all respect to the President, I think if
you ask my staff what they’re more conscious of on a day-to-day
basis it is my Balanced Budget Act implementation chart and
where are we on this reg or that reg? I think they’re very—I’m not
sure they’re jumping around—but I think they’re very conscious of
that being the priority, and the Medicare Education Program being
the priority, and combating fraud, waste, and abuse being a pri-
ority and dealing with this year 2000 problem.

Mr. ENSIGN. Speaking of the fraud, waste, and abuse; if we had
hypothetically—if we had a private company that was a provider
and they failed to reimburse—let’s say, one of the insurance pro-
viders, one of the managed care companies—and they had failed to
reimburse three or four months—similar to what HCFA may do if
they have problems with their updates. Would it be considered
fraud for that provider? In other words, the Department of Justice
has been fairly heavy-handed in its calling honest mistakes fraud.
I mean, we’ve been hearing a lot about that in the news and get-
ting a lot of feedback from, I think, a lot of Members of Congress’
offices about the heavy-handedness right now of the Department of
Justice between what it calls fraud and what are really honest mis-
takes. I guess, if they had a Y2K problem and it was three or four
months, could that be interpreted as fraud?

Ms. DEPARLE. No, I don’t think it could, but I think it is some-
thing that we all have to be concerned about. I know of at least
one instance where a managed care plan had a situation like that,
and we were looking into it, because you start to get concerned
about whether beneficiaries are going to get services. That’s why
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I want to work with the Congress to make sure that we deal with
this problem while we still have a year and a half to work on it
instead of waiting until the last minute.

Mr. ENSIGN. And could you address the whole fraud and abuse
issue? Mainly the fraud. From HCFA’s perspective, do you think
that the Department of Justice has been fairly going after fraud?
Do you think that it’s including honest mistakes in fraud or do you
think that it has been an even-handed affair?

Ms. DEPARLE. Well, it’s really hard for me to comment on what
they’ve been doing. I can tell you that I think law enforcement has
been an important participant in our efforts to make sure that
Medicare gets what it pays for, and I can cite a number of exam-
ples where that has been very important, not only in stopping some
pretty bad situations from occurring but also in deterring that con-
duct in the future.

I want to give you my perspective, though. From where I sit, ad-
ministering this program, which includes your taxpayer dollars, I
want to make sure that it’s well managed and that we get what
we pay for. If we overpay a provider, we should get the money
back; I think everyone understands that. But I don’t want to pun-
ish people who make honest billing mistakes, and I’ve met with
medical societies around the country to try to make sure they un-
derstand that. The example I use is one that I got from reading one
of the medical journals about a Beverly Hills doctor who charged
Medicare for 1,600 people who were either in prison or deceased.
That’s just not right. That’s the kind of thing that we have to stop,
and the Justice Department has been an effective partner in work-
ing with us to do it, but if someone makes an honest billing mis-
take, no, sir, I don’t think that’s the kind of thing that we should
be spending resources and energy on going after.

Mr. ENSIGN. Thank you, Mr. Chairman, for allowing me to ques-
tion. I would just like to reiterate, I hope that that is more consist-
ently done, because, yes, everybody wants to eliminate fraud from
the system; they want to be good stewards of the taxpayer dollar,
but at the same time, we don’t want to turn just honest book-
keeping errors into fines and criminal offenses. Thank you, Mr.
Chairman.

[Questions from Congressman Ensign submitted to Ms. DeParle
and her responses follow:]
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Chairman THOMAS. I think that’s absolutely true, but when we’re
discussing a potential three-month window and the response was
no, it probably wouldn’t be fraud if you don’t make your billing or
payments, the time value of money in the context of sometimes the
size of the dollar amounts that move back and forth. I think you’re
going to have to watch fairly carefully, because if this becomes an
excuse for delaying, there are dollars in resources and the tax-
payers deserve fair return on their dollar in a timely fashion, and
that does concern me to a degree.

The gentleman from California wanted to be recognized.
Mr. STARK. Nancy, later we’ll hear from a Visiting Nurses’ Asso-

ciation with a suggestion of going to a 75 percent national rate, 25
percent regional rate. It’s my understanding that that might solve
some problems but also impact adversely those associations who
are currently providing what are almost outlier benefits to very
sick people. When you tinker with these mixes, whether it’s na-
tional or association or regional, you get some unintended con-
sequences. I’m sure the chairman is hearing as many complaints
as I am. Do you have, or do you intend to have, some kind of a
change that we’ll be hearing about before Congress adjourns in Oc-
tober? I know we’re going to hear from people later today, but I
just wanted to ask you what suggestions you might offer to us or
what help we could give you? What do you suggest?

Ms. DEPARLE. We have been working on some ideas. We’ve been
providing technical assistance to members of the committee and
have been working on some ideas ourselves. As I think the chair-
man noted earlier, we’re constrained, because of this year 2000
problem, operationally in what we can do. The base year is an
issue. It’s very difficult to change that operationally. Changing
around the percentages as you just suggested, that can be done,
but, as you also pointed out, it can create other problems.

This is very complicated. Last week when I was with Mrs. John-
son up in Connecticut, I met a man who has run a home health
agency dealing specifically with a mentally ill population, and its
costs have been very high, higher than—the others in the room
were $2,000, $3,000; this guy was at $8,000. So, if we move away
from what the Balanced Budget Act did which was to put a great
weight on agency-specific costs, a number of the people in that
room in Connecticut, their reimbursements would have been better.
This particular guy, who they all said was providing a very needed
service, would do worse, and that’s the problem with these for-
mulas, but we want to work with the Congress, and I expect we’ll
be having discussions soon.

Mr. STARK. Is there something as simple as making some kind
of an adjustment and then having some kind of an outlier provi-
sion? Or, does that jam up your computers? I don’t want to preju-
dice any groups.

Ms. DEPARLE. From a policy perspective, outliers make a lot of
sense, and we’ve been struggling with how we could do it oper-
ationally based on the data that we have, and we want to work
with the committee on that.

Mr. STARK. Okay. Thank you very much. Thank you, Mr. Chair-
man.
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Chairman THOMAS. No, thank you. I just want to underscore be-
fore I call the gentleman from Nebraska, the frustration that we
now face when we don’t know what you can do, and it was indi-
cated here a simple base year adjustment which might be of some
assistance is going to be very difficult to do. One of the options that
had been examined in discussions with the industry was to deal—
and the Senate had looked at it—was to deal with a copay arrange-
ment. Frankly, we’re going to leave no option unexamined, but we
need your initiation and a quick reaction to ideas that we come up
with so that we can come up with a solution that you can make
work in the time frame that we have left. I’m very concerned of our
ability to respond legislatively, and I think all of us feel we have
to respond prior to adjournment.

Ms. DEPARLE. Yes, sir.
Chairman THOMAS. We can’t play the usual games that we play

given the conditions under which you’ve indicated you’re going to
be able to participate in the decision process.

The gentleman from Nebraska.
Mr. CHRISTENSEN. Thank you, Mr. Chairman. Nancy, I do want

to tell you, it’s been more pleasurable having you before us than
your predecessor, and a lot of the things that have——

Ms. DEPARLE. I think I should say the same, I guess, I don’t
know.

Mr. CHRISTENSEN. A lot of the things that have been said are not
your doing, but now you are stuck in this position, and I’ve just got
some preliminary questions. And the first is, is there any truth
that your department is still working off of 85 IBM mainframe
computers or is that not true?

Ms. DEPARLE. I suspect it is still true.
Mr. CHRISTENSEN. Okay. So, you are working—HCFA is working

off of 1985 IBM mainframe computers?
Ms. DEPARLE. I should check, Congressman, and get back to you

for the record about the exact model, but I suspect we have some
old equipment.

[The following was subsequently received:]
The 1985 IBM processors have been replaced with a 1996 IBM 9021–942 and a

1997 IBM 9672–R64.

Mr. CHRISTENSEN. My office is working off of 1996 Apples, and
we’re slow and way behind. So, I guess, one thing I’d like to see
is—has the department put any kind of bid out for where you’re
going to be systems-wide in the next 10 years? Obviously, we have
major problems over the next 12 months, but have you done any-
thing as far as looking forward as far as your 2010 and where we
need to be systems-wide; where we need to be with our programs,
our software, our hardware? Is there any kind of bid process out
there at this point?

Ms. DEPARLE. There is not a bid process. As the chairman men-
tioned, in the late eighties, HCFA began working on something
that was called the Medicare Transaction System which was going
to be a total revamping of its computer systems. Last year, we
stopped that effort. We did get as far as getting the requirements
out of it, but it didn’t move nearly as fast as people thought, and
it didn’t appear to be designed to get where we need to go.
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Mr. CHRISTENSEN. I think we’ve come to understand that that
was $50 million or so, roughly——

Ms. DEPARLE. It’s around $50 million.
Mr. CHRISTENSEN [continuing]. That has been, basically, down

the drain.
Ms. DEPARLE. Well, we did get requirements out of it, but we did

not get a new computer system to process our claims.
Where we are now is last year we brought in a new chief infor-

mation officer who has been working on a vision for a new infra-
structure. It is not a big bang approach like the Medicare Trans-
action System. It will not be one big computer system. It makes in-
cremental changes over time, and what I’d like to do is offer you
and other members of the committee a briefing on it, but, as you
say, my chief information officer and his staff are spending 150
percent of their time on this immediate problem. There are no bids
out on the post-year 2000 infrastructure, and, frankly, before we
even got to that stage I would want the Members of Congress as
well as others in the administration who need to see this to see it,
understand it, and give me your suggestions and advice on it.

Mr. CHRISTENSEN. Could we go back to the chief information offi-
cer? When you came on board, you’ve inherited a real mess, but,
also, in any private enterprise when a new manager or president
or CEO comes on board, he cleans house. Have you cleaned house?
Have you let anybody go that was responsible for the systems; that
was responsible for making this serious adding problem in terms
of 20 million lines of code compared to 50 million lines of code?
Have you let anybody go in those areas of responsibility?

Ms. DEPARLE. No, I haven’t, but I did, as you mentioned, I
brought in a new chief information officer from New Mexico, from
Los Alamos.

Mr. CHRISTENSEN. Should you let someone go? Should heads roll?
I mean, this is pretty grave here. We’re talking about taxpayer dol-
lars here. I mean, I know that you are—you talk about bureauc-
racies of all bureaucracies, HCFA is it. I think in light of the fact
that you are the head of the agency, that you should do all you can
within your power to make some changes. You may be there for a
year, two years, six months, but for the next person that comes in
there, you would be doing the American taxpayer a big favor, but
you would be doing a number of other people that are looking for
some efficiencies if you were to take a leadership position in this
area and make some things happen.

Ms. DEPARLE. Well, I am taking a leadership position. I view this
as my responsibility. The chief information officer is reporting di-
rectly to me, and I am managing that part of the operation.

Mr. CHRISTENSEN. Okay, I want to encourage you in the other
area as well.

Let me get to another question: during the testimony of the Sen-
ate Aging Committee, Deputy Mike Hash, he talked about some
different agencies, different programs, that were going to be getting
some money, about $9 million—Mr. Chairman, may I continue an-
other minute or two?—and I wanted to go over with you that $9
million and exactly who it was going to be going to if you had any
knowledge of that area? During his testimony, he talked about 23
partners on a coordinating committee, 15 organizations on a task
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force, 28 organizations helping as educational affiliates—and this
kind of follows along the line of Ms. Johnson’s query about the
independent organizations, hoping that you would move towards
that area. Are these the groups that he talked about that are get-
ting some of this $9 million or all the $9 million in this area of out-
reach programs?

Ms. DEPARLE. Primarily, sir, I believe the people who will be get-
ting money are what are called the State Health Insurance Advi-
sory Programs that used to be known as the Information Coun-
seling and Assistance Programs that provide one-on-one counseling
to Medicare beneficiaries, and I believe that’s primarily what he
was talking about. He may have also been referring to some of the
State aging offices that will be getting some funding from this.

Mr. CHRISTENSEN. Well, I just want to, for the record, Nancy,
most of these organizations in here seem to be of the type that I
saw in commercials or paying for commercials against a lot of my
fellow Members of Congress in 1994 and 1996. The AFL–CIO, the
AARP, the Medicare Rights Center, the National Council of Senior
Citizens, which is an arm of the AFL–CIO, the Visiting Nurses’ As-
sociation, the American Nurses’ Association. I could go on and on,
but I think this would lend some credibility to the question that
Nancy was asking about, we need to have more of an independent
agency that’s out there disseminating information and educating
the seniors on Medicare Plus and most of the money that I see ear-
marked in this $9.9 million is going to rather suspect organizations
with very left-leaning credentials, and I’d like to see a little bit
more equalization if we’re going to be spending money in this area.
I’m sorry I’m out of time, but maybe you want to respond?

Ms. DEPARLE. I would like to look into that and get back to you.
Mr. CHRISTENSEN. Thank you.
[The following was subsequently received:]
There are 80 partner organizations in the National Medicare Education Program.

This is not a partisan effort; any organization can participate. Organizations as di-
verse as the AARP, AAHP, HIAA, and the U.S. Office of Personnel Management are
all participating in this effort to educate their members who are Medicare bene-
ficiaries. These partners do not receive any funding from HCFA. Funding dedicated
to this part of our National Medicare Education Campaign is spent on printed mate-
rials and the costs of delivering the materials to our partner organizations.

Chairman THOMAS. I believe Members want to go through and
ask some additional questions, and we do have Members who are
not Members of the Subcommittee, and I will try to accommodate
you.

Briefly—and this has been a discussion privately, and I do want
to get it on the record. I want to indicate a degree of concern, be-
cause, frankly, it’s coming up now with other members—your point
number eight in terms of beneficiary feedback and assessment, I
was recently sent, on June 24th, a packet from the chairman of the
Veterans’ Affairs Committee, Bob Stump, which contained a survey
from one of his constituents, and it was to evaluate the quality of
the Medicare health plan, and there was a cover letter from you:
‘‘Dear, Medicare beneficiary, As a Medicare beneficiary, you de-
serve the highest quality medical care, et cetera, and would you
please fill out the questionnaire?’’ It’s the questionnaire with a
number of seniors on the front in individual photos. The concern
that was expressed by the constituent—and I know this is difficult,
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and is going to be an ongoing concern, and it’s why we need to re-
view the material that we send out very, very carefully—there was
a question which was highlighted in the questionnaire which was,
‘‘These questions are about how you feel and things that have been
with you during the past four weeks—these questions are about
how you feel and how things have been with you during the past
four weeks. For each question, please give the one answer that
comes closest to the way you have been feeling. How much of the
time during the past four weeks, A, did you feel full of pep? B, have
you been a very nervous person? C, have you felt so down in the
dumps that nothing could cheer you up? D, have you felt calm and
peaceful? E, did you have a lot of energy?’’ Obviously, these are so
subjective, and I know that sometimes you can, from a subjective
choice, come up with—I mean, the choices were ‘‘all of the time,
most of the time—as you might expect—a good bit of the time,
some of the time, a little of the time, none of the time. Have you
felt downhearted and blue?’’ This is over a four-week period, so if
anybody’s like me, I’ve already recorded four different attitudes.
‘‘Do you feel worn out? Have you been a happy person? Do you feel
tired?’’ Now that’s differentiating from feeling worn out.

The problem is that when you get these kinds of things sent, I’m
sure there is a clear analysis in an objective way that, perhaps, is
available to this, but this is what people are going to be getting in
terms of beneficiary feedback. This is what they focus on, and
they’re trying to say, because we’re not going to be able to go out
with an education program that will give them the full benefit of
it, but we’re going to be doing follow up, because, frankly, this is
not based narrowly on the Medicare + Choice. This is based on the
current Medicare risk contracts that are out there in terms of man-
aged care. We know we’re not doing these same kinds of things
with fee-for-service, because, in part, you can’t do them, but no one,
I believe, has tried to create some kind of measuring tool there.

All of the focus is on the 15 percent of the program. The 85 per-
cent of the program where the dollar is being spent, nobody ever
does a follow up to ask you if you’ve been cheerful over the last
four weeks. So, I just have a concern that if this is what people are
seeing and it’s coming to members already and this is—I want to
underscore—this is not on the Medicare Plus Choice—this is on, I
believe—if I’m correct—on the ongoing current evaluation of the
current managed care program, 15 percent of the program is what
we’re faced with.

Ms. DEPARLE. I think it went out in January, and, Mr. Chair-
man, I totally agree with you that we need to be focusing on the
fee-for-service side of the program, and we are working on devel-
oping a measurement of satisfaction there too.

Chairman THOMAS. But if these are measurements of satisfac-
tion, they are so subjective, unless, of course—I’m willing to listen
to whoever designed this matrix—that they are going to get valu-
able information out of it. I know sometimes when you ask similar
questions you mark to see if they answer it the same way.

Ms. DEPARLE. I’d like to get you the information. I don’t remem-
ber which academic institution it was that worked with us and the
Agency for Health Care Policy Research in designing it, and some
of the questions—part of it is that it’s designed at a fourth-grade
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reading level, and there are all sorts of things like that, but I’d like
to get you some background on it, and I totally agree with you that
we should be also measuring satisfaction and results on the fee-for-
service side.

[The following was subsequently received:]
The Health of Seniors survey was designed in collaboration with the National

Committee for Quality Assurance (NCQA). It was developed as the first HEDIS
health status outcome measure and adopted by NCQA’s Committee on Performance
Measurement for inclusion in the HEDIS 3.0 for Medicare. The Health of Seniors
Survey is designed to measure how well managed care plans are taking care of
Medicare beneficiaries. It measures both physical and mental health functioning.
The questions cited are components of a well-tested scale which validly measures
an individual’s mental health status. It asks people whether they feel tired and blue
because some would never say they are depressed due to the social stigma attached
to mental illness. The questions come from an instrument known as the Short Form
36 (SF–36). Early versions of the tool were used by RAND as part of the landmark
Health Insurance Experiment research. For over nearly twenty years a team of re-
searchers led by John Ware at the Health Institute, New England Medical Center/
Tuffs University has tested, improved and validated the instrument. This survey is
used as a measure of the health status of the general population and in patients
with specific disease conditions (i.e. diabetes, hip fracture, etc.) both in the United
States and internationally. The most well known test of the SF–36 in the general
U.S. population is the Medical Outcomes Study. Results of this work have been pub-
lished in the Journal of the American Medical Association (JAMA), a highly re-
garded, peer reviewed journal.

[An attachment is being retained in the Committee files.]
Chairman THOMAS. What we’re hearing at the same time is that

we didn’t give you enough money; you only had $95 million; $95
million with a full 48-State roll-out; you’re only doing 5 States at
a time, but the problem is we don’t have enough money. It is very
difficult to sustain a drive which I’m committed to get you enough
money when these things keep popping up. That’s a concern, and
that gets back, in part, to that original question about manage-
ment; about culture; about the way you approach your testimony
in front of Senate committees, material coming in. I’m very con-
cerned about our ability to get a fundamental seed change in the
Health Care Financing Administration of a consumer-oriented edu-
cation program.

Does the gentlewoman from Connecticut wish to inquire briefly?
Mrs. JOHNSON of Connecticut. I just have to say the question-

naire that the chairman just used, it’s truly an outrage. I hope you
will provide the committee with the rationale as to why this went
out and what it’s supposed to accomplish and how it will help us?
For an agency that can’t afford to send out the basic information
that would really help seniors; those are the questions I’m getting.
I mean, this is what makes people really angry about Government,
and I’m just glad it wasn’t one of my constituents who came up to
me and showed me that questionnaire.

I mean, first of all, what business is it of ours if people feel tired?
I don’t know a senior that isn’t going to answer yes to that ques-
tion, and what does it have to do with managed care; with Medi-
care choices; with fee-for-service medicine or not? So, I’ll tell you,
I’m looking for that rationale, because if we don’t have money
enough to educate our seniors about the choices that they—I’ve got
seniors in my district living on $7,000 a year and struggling to
make some little payment so they get some Medigap insurance.
Those folks need and deserve to know that there are plans in the
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market now that will cover their copayments; cover them, help
them out. So, anyway, I really want the committee to get the ra-
tionale for that, because that strikes me off the top of my head as
indefensible.

I also do want to say that Mike Hash’s testimony is inaccurate,
inaccurate. We spent a very long time making sure that in every
single State any Medicare recipient who went from fee-for-service
to managed care—first of all, under the bill, for the first three
months, they have the absolute right to go back to exactly the same
Medigap program they were in, but down the road apiece in every
single State, there is at least one and usually at least two Medigap
policies that have no preexisting conditions, exclusions, and have
open enrollment. So, in fact, if they don’t like their managed care
program and they want to go back to Medicare, they do have an
open enrollment, no discrimination for preexisting conditions op-
tion. It may not be exactly the plan they wanted, but when you
look at the variation of Medigap plans, they all cover certain ba-
sics. So, I really regret—when you read the whole thing of Mike’s
testimony, it is very negative. It doesn’t make a clear differentia-
tion between when the program is fully implemented and what the
choices of being on. This is why this is going to be hard.

You’re right, this is the biggest educational challenge we’ve ever
undertaken, and we’ve got a long way to go, but we have to really
be much more careful about not scaring the seniors and giving
them the information they need.

Let me just conclude with the two things that I wanted to bring
up. You know, one of the problems in implementing this whole new
program and particularly the reimbursement rate is that we are
back to a one-size-fits-all policy; that’s the nature of Medicare. But
in these new reimbursement systems, the vulnerability of small
agencies is far greater than in the old payment system, and so we
see that in the efficient small home health systems. But I would
tell you that I’m going to be contacting you about the Little Sisters
of Mercy Nursing Homes that have one or two or three Medicare
patients; less than 5 percent of their whole load, and they’re having
to—they’re facing just an accounting challenge that is, frankly, ab-
surd, and they couldn’t be servicing more than a tiny percent, and
I—just as you have deferred some of the new billing changes in the
nursing home area—which, frankly, I don’t regret; I think we’re
going to need some experience before we get into that—I think
we’ve got to look at implementing even what we’re going to do with
the bigger ones; maybe exempt the little tiny ones until we get the
system straightened out and see what we really need, because
we’re going to do—in sector after sector—we’re going to put out of
business the most kindly; the ones supported by the local church;
the most human providers, and what we’re going to get is a system
of chain nursing homes. I don’t want that to be the outcome of re-
form. So, I’ll send you more information on that.

And the last thing that I want to just mention that I’m going to
bring up to you is that your ambulatory surgical center reimburse-
ments that you’re going to use in developing the outpatient reim-
bursements are based on very old data, 1993 data. So, and the odd
thing is the discriminatory impact it has on women services v. men
services, because prostate testing and things like that, some of
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those things are more recent, it’s a reasonable reimbursement.
There was no 1993 data. In some of the other areas, the more mod-
ern technology, the modern diagnostic approach, we don’t have re-
alistic reimbursements under your system because the data wasn’t
there. So, we need to look at how do we assure state-of-the-art ac-
cess to high quality health care, and I’ll give you some specifics on
that, because it’s just recently come to my attention.

But I’ll tell you, this is a mine field, and we all need to work to-
gether to make sure that the little guys get addressed that; that
change gets addressed, and that we do make good on our promise
to improve the quality of Medicare for our seniors. Thanks.

Ms. DEPARLE. Thank you.
Chairman THOMAS. The gentleman from Louisiana wishes to in-

quire.
Mr. MCCRERY. Thank you, Mr. Chairman. Ms. DeParle, on your

website, medicare.gov, a person can go to a site that explains the
provisions of plans that are available in their area.

Ms. DEPARLE. Yes, sir. Medicare Compare is what it’s called.
Mr. MCCRERY. Right. I was struck by the fact that the first real

item of information regarding these plans on your website is
whether the plan is a profit or a non-profit plan. Why is that on
there? What does that have to do with information that’s about the
plan to the potential patient?

Ms. DEPARLE. I noticed the same thing, and I asked the same
question. In focus group testing of this site last year, that was one
thing that seniors wanted to know. They wanted to know whether
the plan was for profit or not. It surprised me, because it wouldn’t
occur to me to ask that, but that was one thing that came back in
the focus groups.

Mr. MCCRERY. Did you discover in your focus groups why they
wanted to know that?

Ms. DEPARLE. I can probably get you some more information
about that. I don’t remember specifically what—I think they felt it
was some sort of proxy for something, but, obviously, some of them
are in for-profit ones, and some are in not-for-profit, and I don’t
know the exact details of it, but I’d like to get back to you on it.

Mr. MCCRERY. Yes, I don’t see the value in that for a number
of reasons, but I wish you would get back to me on the rationale
for including that.

[The following was subsequently received:]
Beneficiaries in focus groups expressed a strong interest in knowing whether

health plans are for-profit because they perceive that for-profit plans are more cost
conscious, and that non-profit plans focus more on patients.

Mr. MCCRERY. It would seem to me to bias the choice even
though the cost to the patient might be lower for a for-profit plan
than in a not-for-profit plan. So, I question the soundness of that
decision even in light of focus groups in which people said that’s
something they would like to know. I just don’t know that it adds
any value to their decision-making process.

John Ensign had to leave, but he asked me to ask you a question
which I will do for him, and it concerns the hospital wage index.
Evidently, HCFA was supposed to make an adjustment to the hos-
pital wage index based on labor costs, regional or local labor costs,
and include it in the Fiscal Year 1999 PPS rule, but for some rea-
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son the adjustment was left out; it was not included in the rule.
Do you know anything about that? Can you expand on that a little
bit for us?

Ms. DEPARLE. The rule hasn’t come out yet. We’re trying to get
it finalized by the 1st of August, and I am aware that a problem
has arisen. I learned about this in a meeting with the American
Hospital Association that there are some—and this is one of those
things that affects different regions of the country differently, and
we are working with them to see what can be done about it.

Mr. MCCRERY. Okay. Thank you, Mr. Chairman.
Chairman THOMAS. Thank you. Briefly, some Members who are

not members of the subcommittee, first, someone who is a member
of the Full Ways and Means Committee, the gentleman from Ohio,
Mr. Portman, wishes to inquire briefly.

Mr. PORTMAN. Thank you, Mr. Chairman, and thank you for al-
lowing me to be here today. My question is related, indirectly, to
the subject today of expanding Medicare Plus options and getting
that message out to recipients. Ms. DeParle, I’ve already written
you about this topic, and I think you’re familiar with it, but it has
to do with the situation where roughly 22,000 seniors have lost
their coverage in rural counties in Ohio; 22 counties were affected.
My own district is affected. I have 2 counties—Brown County and
Warren County—that are part of the 22. Anthem Blue Cross and
Blue Shield had a Senior Advantage Medicare HMO Program that
was quite attractive to many of my constituents. What’s particu-
larly disturbing to me is that based on what my constituents tell
me, a lot of folks were aggressively marketed, by Anthem just prior
to its dropping. In fact, even more disturbing, is that some of have
said that Anthem continued to market the program after it had
made its decision to pull out of these markets, and the two counties
I represent as well as many of the other 22, there are no alter-
natives. There are no other HMO products out there for Medicare
recipients. Many, of course, left their supplemental plans to join
the HMO and are now concerned as to whether they can get back
into their Medicare supplemental plans on favorable terms.

So, it’s a major concern, and I guess my questions to you are two-
fold: first, whether HCFA can do anything—and I’ve, again, sent
you a letter in this regard, and I’ve not heard back yet—but with
regard to facilitating other HMOs going into these rural areas, par-
ticularly where there’s no other option of a HMO product.

Ms. DEPARLE. Yes, and you did mention two of the counties
where I think there isn’t another option, and I appreciate your
bringing this to my attention, and the chairman also mentioned it
to me. We are working with some other companies that have ex-
pressed a desire to go into Ohio and to some of the counties to try
to make sure we quickly get them approved if that’s possible.

Unfortunately—and we’ve looked into, at your request, the issue
of the marketing to beneficiaries right when they knew they were
going to move out of the Medicare market. Under the current law
and regulations, it appears that what they did was all right. I must
tell you, I don’t like it from the standpoint——

Mr. PORTMAN. Because HCFA had approved the plan, and once
the plan is approved they would have the ability to leave those
counties whenever it was in their interest to do so.
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Ms. DEPARLE. Under the law, they can leave, and there are some
marketing standards, and we’re in the process now of looking at
updating our marketing standards, but the existing standards say
that if they know they’re going to go out of the business there, they
have to quit marketing by October of the year when the following
year they would be out of business. It’s not October yet—so, tech-
nically, they’ve already told the beneficiaries, but I agree with
you——

Mr. PORTMAN. Because it’s in place until the end of the year.
Ms. DEPARLE. Sir?
Mr. PORTMAN. Because the program is in place until the end of

the year.
Ms. DEPARLE. That’s right, but if it were my parent or grand-

mother there who had been marketed to, I wouldn’t have been
happy about it, and I think we’d like to work with you on that.

Mr. PORTMAN. The other question I guess I would have is to the
extent HCFA does approve these plans, do you look at the feasi-
bility of the plans? What Anthem has told me is that reimburse-
ment’s a big issue which is my second question really, and the
other issue is that there were not adequate health care facilities,
clinics, and so on, so that health care costs were, indeed, higher in
these rural areas than they were in the urban areas where, iron-
ically, the reimbursement rate was higher. And, also, that there
were other factors that they, perhaps, hadn’t considered. I guess
my question is does HCFA look at those factors—the reimburse-
ment rate, the availability of health care, the other factors that
would affect productivity—as HCFA approves or disapproves plans?

Ms. DEPARLE. Well, certainly, the reimbursement rate is some-
thing that is set under law, and it’s out there for the plans to de-
cide whether they want to come in. We review the marketing mate-
rials; we look at the plan solvency. There are changes in all of this
as a result of the Balanced Budget Act, and we’re looking at mak-
ing some changes in the regulation on marketing.

Mr. PORTMAN. My final question is—I know the balanced budget
agreement that got through the subcommittee I think made major
improvements to Medicare and helps in terms of rural areas.
Should we back up now, given this experience and other experi-
ences around the country, and look at that formula. Again, Anthem
is in business to make money, ultimately, and they’re telling us
that the formula doesn’t work; that, in fact, ironically, the urban
areas get the higher reimbursement rate—there’s roughly a $64
difference on average in Ohio between the rural and urban areas—
as lower costs for their recipients for this particular HMO product.
Should we be looking at either a regional or maybe even more ag-
gressively look at the national aspect being a bigger part of the for-
mula?

Ms. DEPARLE. I certainly think we should continue to look at it.
I think that it’s not clear whether the changes that we made last
year to try to give the rural areas a floor have had the effect that
the Congress intended.

Chairman THOMAS. Tell the gentleman it’s a problem that we’re
going to be addressing, because I have two counties in my district
that have more than $100 difference between the 2 of them. The
plan didn’t pull out; the key providers simply couldn’t get value for
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it, and there is no plan, it was the single one available. His concern
is not a unique one. It is, unfortunately, under the old system, and
the checks that created were in the Medicare Cost Plus. It is an
area we have to address. We are not now providing the opportunity
for managed care that we had anticipated.

Mr. PORTMAN. I appreciate the chairman’s thoughts on that, and
I look forward to working with him and with HCFA to try to do
just that.

Chairman THOMAS. And I did want to recognize that we have
with us someone who is not a Member of the Subcommittee or the
Full Committee, the gentleman from Texas, Mr. Lampson. I will
say that this is technically in recess until 2:15. I want to thank you
for coming, but the gentleman does wish to inquire, and if you’ll
please act as though the subcommittee is still in session, he would
like to get the words and maybe have to follow up with some writ-
ten information, and we will be back at 2:15 at which time we’ll
hear Bill Scanlon.

Ms. DEPARLE. Thank you.
Chairman THOMAS. Well, he’ll submit them in writing then? The

gentleman wishes to submit them in writing.
[Questions from Congressmen Cardin and Lampson submitted to

Ms. DeParle and her responses follow:]
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[Recess.]
Chairman THOMAS. The subcommittee will reconvene. I want to

thank Dr. Scanlon for, once again, attending to provide us a con-
text and a perspective on the subcommittee’s deliberations, and
any written testimony you have will be made a part of the record,
and you can address us in any way you see fit, doctor.

STATEMENT OF WILLIAM J. SCANLON, DIRECTOR, HEALTH,
EDUCATION, AND HUMAN SERVICES DIVISION, GENERAL AC-
COUNTING OFFICE

Mr. SCANLON. Thank you very much, Mr. Chairman, and I’m
very happy to be here today as you discuss HCFA’s implementation
of the more than 200 Medicare provisions contained in the Bal-
anced Budget Act. Combined, these changes should help to control
the growth of expenditures while moving the program closer to a
model of consumer driven competition among health plans that’s
similar to how other parts of the health care system have been
evolving.

You asked me to provide you an overview of how HCFA’s imple-
mentation has progressed since our testimony earlier this year and
more detailed comments on two key elements that have been the
subject of extensive GAO work—the information campaign associ-
ated with Medicare Plus Choice and the new payment system for
skilled nursing facilities.

As you’ve heard, HCFA is making some progress in meeting the
BBA implementation schedule. We believe the implementation of a
large number of the mandates with the July 1998 deadline includ-
ing the recent Medicare Plus Choice and SNF PPS rules is signifi-
cant. However, the prospect that many BBA provisions will not be
implemented on time because of the year 2000 computer require-
ments and the content of some of the elements already imple-
mented raise some concerns.

When I appeared before you in January, I indicated our review
of HCFA’s organizational capacity and processes had revealed that
the agency had adopted a very systematic approach to identifying,
tracking progress, and fulfilling the requirements of the BBA. We
were then concerned, however, about the multiple challenges be-
sides the BBA which HCFA faced, including improving its effective-
ness in combating fraud and abuse; updating and enhancing its
computer systems in the wake of the demise of the MTS, and com-
pleting a major staff reorganization. Now, unfortunately, it seems,
collectively, these challenges are going to delay portions of the
BBA. While HCFA indicates that these delays will have minimal
impact on program savings, some, as you indicated, however, in-
volve significant provisions such as prospective payment for hos-
pital outpatient services.

Keeping the BBA implementation efforts on track while inte-
grating them with other agency priorities is clearly important, but
ensuring that those efforts also achieve congressional objectives to
the fullest extent possible should be a primary focus. The Medicare
Plus Choice information campaign and the skilled nursing facility
prospective payment illustrate the latter. In implementing Medi-
care Plus Choice, HCFA must give beneficiaries the tools to make
informed plan choices, a significant new task. Unlike many large
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employers, HCFA has played almost no role in helping bene-
ficiaries to evaluate their health plan options. Now, it must assem-
ble comparative information about the expanded array of choices
and find means to disseminate it to beneficiaries. Adequately in-
forming beneficiaries about health plan options is likely to be a key
to the success of Medicare Plus Choice; it will foster genuine per-
formance-based competition that can result in greater beneficiary
satisfaction and increased enrollment.

Our work on disenrollments from current HMOs has revealed a
very disturbing fact that some plans can continue to operate with
40 percent of their members disenrolling over the course of a year.
The longer term impact is most likely a greater reluctance of some
of these disenrollees or others to participate in HMOs. HCFA in-
tends to pilot key components of the information campaign, namely
the toll free number and the beneficiary handbook. This cautious
approach is, perhaps, warranted given its inexperience in such an
endeavor.

Questions have been raised by health plan representatives and
others about the estimated cost of the campaign. We are conducting
a review of these costs at your request and that of the Senate Fi-
nance Committee. Our preliminary work indicates that the toll free
number is both the most expensive component and the most dif-
ficult cost to estimate given the lack of experience. HCFA does
seem to be trying to control the cost of the toll free number oper-
ation by providing only certain information on the phone and using
other means for more extensive inquiries. We will be comparing
HCFA’s estimated costs to those of similar toll free number oper-
ations. However, until HCFA actually gains experience, we will
have a somewhat limited basis to judge precisely either the effi-
ciency or the effectiveness of its plans. Ultimately, the design of
this and other aspects of the information campaign should be deter-
mined not only by the cost but how effective they are in contrib-
uting to the intended transformation of the Medicare Program.

With respect to the new SNF prospective payment system, effec-
tive 16 days ago, it represents a major step in gaining control over
rapidly increasing SNF expenditures. However, we are concerned
that elements of it could compromise the anticipated savings. Spe-
cifically, we have concerns that the system’s design offers some op-
portunities for providers to increase their compensation by poten-
tially supplying unnecessary services; that it’s rates were computed
using data that likely overstate the reasonable cost of providing
care, and that the published regulation gives the impression of cre-
ating a new automatic means of determining eligibility for coverage
that could both expand the number of beneficiaries and days cov-
ered.

Finally, we think there is insufficient planned oversight for this
system that will increase the potential for all of the above factors
to reduce expected savings. We do believe, though, on the positive
side, that some short-term modifications to the rule and longer
term efforts to refine the system could ameliorate our concerns.

In conclusion, I’d like to reiterate that we find the challenges cre-
ated by the Balanced Budget Act, both in terms of the number of
the changes and the complexity of some of them, very daunting.
HCFA’s normal workload and internal factors that compromise its
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capacity compound the problem. In this context your oversight and
assistance in setting priorities and selecting among options are es-
sential to the fulfillment of the goals underlying the Balanced
Budget Act. We will be very happy to continue to gather informa-
tion and conduct analyses to assist you in these tasks. Thank you
very much, Mr. Chairman.

[The prepared statement follows:]
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Chairman THOMAS. Thank you, Dr. Scanlon. No one said this
was going to be easy. We’re dealing with a set of data that had
never really been brought forward in a way that most people would
have expected. If someone said they were working in an area, for
example, for 10 years, it’s not comfortable dealing with interim
payments and now having to change in the context that we’re in.

What we hope you will continue to do—and in your testimony is
a good example—of taking a look at something like the skilled
nursing facility prospective payment system, for example—I believe
it’s on page 13. In which, if you shift just a couple of minutes a
day—and we’re not talking about really sophisticated stuff here—
but if somebody gives you a rehab group definition based on the
number of minutes and it’s medium high, very high, and ultra
high, and the difference between very high and ultra high is $286
v. $345 and the difference is literally 1 minute, I assume most folks
are going to find the 1 minute. How do you go about trying to pro-
tect from that kind of gaming of a system? Have you looked at
that? Do you have any initial suggestions as to how it might be
done?

Mr. SCANLON. I think that we need to explore options to classify
patients using criteria other than the minutes of therapy. We rec-
ognize that minutes are very easy to measure whereas qualitative
factors such as the rehabilitation potential of an individual and the
amount of therapy that may be appropriate for that rehabilitation
potential are more subjective. With informed medical judgment
that is appropriately reviewed, we may be able to have a better
classification system that is less gameable.

At this point, one of the troubling things in this system is an at-
tempt to limit the oversight being given to the determination of
benefits. The system essentially allows a classification based on the
minimum data set assessment to determine whether or not some-
one receives Medicare coverage. We think there is a need for clin-
ical judgment, that take medical criteria into account to determine
whether or not this person is covered for a portion of their stay.

Chairman THOMAS. Well, this is part of the concern I have in—
for want of a better term—talking about the reculturalization of
HCFA. Because it’s easily measured, doesn’t necessarily mean it’s
worth measuring or that it ought to be a criteria, and, oftentimes,
it’s simply turning in paper which allows me then to show that
things are happening. We just don’t have the money to do that sort
of thing. The ability to move a bit more into a subjective defini-
tion—quality, improvement types of things—do you believe that the
law as currently written affords sufficient leeway for the adminis-
tration to make those kinds of changes themselves if they were in-
terested in doing so or do you think that would require a legislative
change?

Mr. SCANLON. I don’t think it would require a legislative change.
When you look at how the system treats therapies, differences are
measured in minutes. However, when you look at the ability for an
individual to care for themselves, the activities of daily living, there
are subjective judgments based upon clinical observation used we
are differentiate payment. So, clearly HCFA has the authority to
establish a case mix system that is appropriate for these kinds of
individuals and the care they’re receiving. I think it has the lati-
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tude under the law to extend that type of subjective clinical judg-
ment to therapies as well.

Chairman THOMAS. Good. I, obviously, will be working with you
on that.

You heard the earlier discussion, I believe, about the concern on
the Y2K problem and the window that may be as small as three
months or as large as five months. I’m concerned that there isn’t
enough creative thinking going on about how to deal with that
lights out period either, in terms of being creative on frontloading
with the settling later or some kind of a payment agreement which,
obviously, doesn’t leave people hanging or doesn’t require institu-
tion of paper unless you think that may be one of the things that
we could do. Because, frankly, a three or four-month period for pay-
ment and failure to do so in that period when you’re use to an on-
going regular reimbursement claim structure has me worried a lit-
tle bit, and I guess from your professional point of view, does it
have you worried a little bit, and are you beginning to look at? Do
you need additional instructions and direction to begin focusing on,
perhaps, some attempt to find out what the private sector’s doing—
we don’t need to reinvent the wheel? But I have very little comfort
with what I heard today about where we are in dealing with this
dark period except that we know what we’re not going to be able
to do.

Mr. SCANLON. The Information Systems Group at GAO has been
working on the year 2000 problem for a considerable amount of
time. One of the significant points that they make in that work is
that it’s not just a question of correcting a certain number of lines
of computer code, whether it’s 30 million or 50 million. It’s an issue
of also having planned for contingencies that if you cannot correct
that code or if somebody you’re dealing with wasn’t able to correct
their code, you may find your normal business processes disrupted.
You have need to have that a contingency plan in place that pro-
vides you with the assurance that you’re going to be able to operate
over that three-month disrupted period.

Joel Williamson from GAO’s Information Systems Group has tes-
tified before about HCFA lagging in development contingency
plans. As HCFA pursues this now, I think it would be very impor-
tant for us to be involved as well, because we’re moving from a
question that’s a computer problem to a question that’s a Medicare
Program policy problem.

Chairman THOMAS. Yes, and gets into that general area of man-
agement that we talked about.

Mr. SCANLON. That’s correct.
Chairman THOMAS. Okay, thank you very much. I look forward

to hearing from you again. Let me see if any of my colleagues have
questions they might want to ask. The gentlewoman from Con-
necticut.

Mrs. JOHNSON of Connecticut. I was interested in your testimony
where you’ve entitled one section: Care on the Basis of Use Rather
than Need. Under the old system, providing ancillary services in
nursing homes, we at least knew what services were being pro-
vided. What was our capability at that time of evaluating need?

Mr. SCANLON. It was no different than it is today in terms of re-
lying on clinical judgment. It’s an issue of a clinician reviewing the
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patient’s status and feeling through their professional knowledge
what services might be of benefit. In the old system, we did not
have any oversight, though, I agree with you, in terms of the Medi-
care Program following up to understand whether that professional
judgment was something program reviewers would agree with and
whether they felt that it was an appropriate use of the benefit.

Mrs. JOHNSON of Connecticut. I think that’s exactly my point is
that it seems to me it would actually have been easier to imple-
ment a system of oversight when we had the specific bills for each
action based on need than what we’re going to have now which is—
I mean, theoretically, one of the savings of the new system is that
it won’t be so costly administratively, but if we require reporting
of every single thing and oversight, it will be just as costly.

Mr. SCANLON. We don’t want to make it as costly, of course. We
acknowledge understand that HCFA was dealing with the state-of-
the-art in terms of research on patient classification when they de-
veloped this system, but we really need to do is to think about how
to move this system or the state-of-the-art on patient classification
to be able to, at one point in time, classify somebody in terms of
their potential and the services that they’re likely to benefit from
and then use that for payment over a period of time. That’s not
going to involve tracking every service and justifying every service.
Right now what we have is a situation where we’ve determined
payment based on minutes which creates a perverse incentive that
a few minutes can generate significant increases in revenue.

Mrs. JOHNSON of Connecticut. I just hope that as we think
through under the new system how do we assure that the services
that were delivered were, indeed, the ones that were needed and
that service wasn’t denied?

Mr. SCANLON. That’s going to be a very critical factor as well as
to ensure that the services that we paid for were delivered, because
this is a system that is prospective, and we want it to be prospec-
tive, because that establishes good incentives, but, at the same
time, we want it to be a system that’s accountable; that we know
that care was delivered appropriately when we paid for it.

Mrs. JOHNSON of Connecticut. I agree with that. I would hope
that we would try to build that into the annual review process or
something like that rather than a lot more paperwork and a lot
more coding and this and that. So, I think we have to think about
how we’re going to achieve that goal since in the past system and
since we had an easier task and didn’t achieve it.

Mr. SCANLON. I think we fully recognize that with the adminis-
trative resources available and wanting to be very sensitive to the
burden that we would impose upon providers, we need to find a
way to do this in a very targeted and efficient manner but in a
manner that we find to be effective and that gives us great con-
fidence that services have been delivered appropriately.

Mrs. JOHNSON of Connecticut. Thank you.
Chairman THOMAS. Thank you very much.
Mr. SCANLON. Thank you.
Chairman THOMAS. And our last panel, if I could ask you to come

forward, Bruce A. Davidson, who is the senior vice president of
Blue Cross Blue Shield of Florida, on behalf of the National Asso-
ciation; Carol Raphael, president and chief executive officer of the
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Visiting Nurse Service of New York; Mary K. Ousley, senior vice
president, government and regulatory affairs, Integrated Health
Services, on behalf of the American Health Care Association;
Thomas Miller, chief executive officer of the Lutheran Hospital of
Indiana, on behalf of the Federation of American Health Systems,
and David Bernd, president and chief executive officer of the
Sentara Health System, Norfolk, Virginia, on behalf of the Amer-
ican Hospital Association.

I just wanted the record to note that as the chairman is from
California and the ranking member is from California, this is an
east of the Mississippi panel. My assumption is as much for the
economy of fair, I’m sure you’re going to be able to represent that
portion of the United States west of the Mississippi.

If you have written testimony, which I know you do, it will be
made part of the record, and you may address us in any fashion
you see fit in the time allotted to you, and let’s start with Mr. Da-
vidson.

STATEMENT OF BRUCE DAVIDSON, SENIOR VICE PRESIDENT,
BLUE CROSS AND BLUE SHIELD OF FLORIDA

Mr. DAVIDSON. Thank you, Mr. Chairman and Members of the
Subcommittee.

I am Bruce Davidson, senior vice president of Blue Cross/Blue
Shield of Florida. Thank you for the opportunity to testify on behalf
of the Blue Cross/Blue Shield Association on two important points.

Let me address first the regulations implementing the Medicare+
Choice.

We are concerned that the recently released mega-reg will pre-
clude HMO’s from entering into the program, and, in fact, increase
cost for participating HMO’s to the extent that many will have to
exit the program. Certainly this outcome would not produce the
range of options for beneficiaries desired by Congress.

It is important to understand that the mega-reg is closely tied to
a set of performance standards known as the Quality Improvement
System for Managed Care, or QISMC, that was being designed for
tightly-managed HMO’s. The mega-reg and QISMC will require a
significant increase in the level of clinical intervention and medical
management by all health plans. All health plans would be re-
quired to measure a core set of clinical performance indicators, es-
sentially physician clinical practices, and demonstrate a minimum
level of performance. Plans would also be required to demonstrate
annual, measurable improvements in physician practices.

Many HMO’s are involved in this type of medical management
already. However, the technology and knowledgeable resources are
not available to support the level of activity contemplated by the
mega-reg. Certainly the architecture of PPO’s cannot support this
level of measurement of medical practice patterns or clinical man-
agement of physicians.

PPO’s meet a different demand of the market than HMO’s. They
offer a broad choice of physicians, ability to use physicians outside
the network, and lower administrative cost. They are very popular
products. However, to meet the QISMC standards, PPO’s would
have to assign beneficiaries to primary care providers, begin col-
lecting detailed patient medical record information, restrict out-of-
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network coverage, impose practice protocols and new payment in-
centives on physicians, and reduce the size of choice of their net-
works. In short, PPO’s would have to redesign into a product close-
ly resembling tightly managed HMO’s.

We hope that this will not happen. The references in the mega-
reg notwithstanding, we are encouraged that the preamble to the
regulations state that HCFA does not intend to adopt a one-size-
fits-all approach. Also, we have initiated discussions with HCFA to
assure that broad access PPO’s are viable in the Medicare+ pro-
gram. However, at this point, our particular plan would not offer
a PPO in Florida to Medicare beneficiaries because of the nature
of the mega-reg.

Turning to the issue of Y2K compliance and contractor reform.
A representative group of contractors and senior HCFA personnel
are working collaboratively to ensure that the claims will be paid
accurately and timely in the year 2000. My contacts with fellow
contractor executives indicate that everyone is giving Y2K their ut-
most attention, and we believe that it is possible to complete basic
testing by the end of 1998.

It is important that changes to the Medicare program be mini-
mized during the last quarter of 1998 and the first months of 1999,
which is when we will be doing most of our testing. Our technical
experts advise us that if other complex programming changes are
tested simultaneously with Y2K programming changes it will be
difficult to determine whether problems are originating with Y2K
programming or the other programming changes.

After Y2K testing is completed and problems are resolved, any
further changes in 1999 would necessitate retesting and should be
kept to a minimum.

In terms of contractor reform, we believe that HCFA currently
has the authority to terminate a contractor for non-performance,
including non-performance of Y2K responsibilities. We have serious
concerns about the breadth of proposed contractor reform which ap-
pears to give HCFA the authority to hire, fire, with or without
cause, and with or without competitive bidding for the replacement.
All this without having a clear strategy of what is to be achieved
with this new authority.

In summary, we advocate a less intrusive approach to the regula-
tion of Medicare+Choice plans and a very careful approach to the
Medicare program change burden while Y2K remediation is in
progress.

Mr. Chairman, thank you for the opportunity to express our
views.

[The prepared statement follows:]
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Chairman THOMAS. I thank you very much, Mr. Davidson.
Ms. Raphael.

STATEMENT OF CAROL RAPHAEL, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, VISITING NURSE SERVICE OF NEW YORK;
ON BEHALF OF VISITING NURSE ASSOCIATIONS OF AMER-
ICA

Ms. RAPHAEL. Thank you.
Mr. Chairman and members of the subcommittee, I am pleased

to be here today to speak to you. My name is Carol Raphael. I am
the president and CEO of the Visiting Nurse Service of New York
which is the largest not-for-profit home-health care agency in the
Nation. It is also one of the oldest with over 100 years of experi-
ence in providing home care, an important option for people who
want to leave hospitals as quickly as possible, avoid unnecessary
institutionalization and remain active, independent members of
their community.

My theme today is ‘‘no good deed goes unpunished.’’ And basi-
cally, I want to focus on the Interim Payment System which has
had a very harsh effect on particular agencies. And who might
these agencies be? I think they fall into two categories: those who
did what the Balanced Budget Act tried to accomplish. These agen-
cies kept their costs low, controlled their costs before there was leg-
islation, and in addition, those agencies are most impacted who
have experienced increased severity in their case mix. And it is
ironic that the prospective payment system couldn’t be imple-
mented because it didn’t have a case mix adjuster, and now we
have a system that, in fact, also doesn’t have such an adjuster and
seems to be taking its course of action without it.

I think that you need to understand what the impact of the In-
terim Payment System has been on the Visiting Nurse Association
of America and its members. As of now, six VNA’s have closed in-
cluding the VNA of southeast Indiana and the VNA of Palm Beach.
Yesterday, the VNA of Medford, Massachusetts shut its doors. Doz-
ens of others are on the brink of closing. The VNA of St. Louis will
no longer admit any Medicare recipients because their reduction
under the Interim Payment System was 45 percent. Many other
VNA’s are laying off staff, shutting down services; this will affect
the access of beneficiaries to what has been an essential range of
services in many communities in this country. And I would like to
say that, in general, the effect has been a 25 percent reduction in
reimbursement.

And I think that I speak for all organizations in this Nation who
have been cost efficient and have tried to produce good care wheth-
er they are for profit, not-for-profit, rural, urban, large, small, com-
munity-based, hospital-based, or public health departments. We
really believe that it is essential that this committee take action
this year. We think that it is imperative because if action does not
occur, you will end up seeing a system of health care dismantled
that will be very difficult to rebuild down the road. And we have
several steps that we think that you should consider taking.

First of all, I want to recognize the efforts of Senator Collins and
Congressman Pappas who spoke to you this morning because they
have really tried to address our issues.
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We believe there are three key things that need to be done.
Change the formula. And we believe that Congressman Pappas and
Senator Collins have proposed the most effective blend which is 75
percent national and 25 percent regional data.

Secondly, move the base year forward. There is now a huge gap
between the base year’s cost and the cost we’re experiencing today.

And thirdly, raise the per-visit limits to 112 percent of the mean.
We understand that it isn’t increased costs-per-visits that have
really driven expenditures in home health care. In fact, costs have
remained fairly constant over the last seven years. And this would
help agencies in States like California where there is high penetra-
tion of managed care and where agencies have low costs per case
but high costs per visits.

And lastly, we heard confirmed for us this morning that HCFA
is not going to implement prospective payment by October 1999. So
what we thought was an interim, short-term system is no longer
an interim, short-term system. And Congress had enacted an addi-
tional 15 percent cut in the event that PPS does not come to pass.
We would very much urge you to reconsider putting us under the
knife even further and making the cuts deeper given that PPS is
not likely to be implemented.

So, I think that we want to say that we have addressed what we
think are key issues: budget neutrality, equity across the Nation,
and lastly, paving the way to prospective payment. And we look
forward to working with you, Mr. Chairman, and the committee
members to try to find a workable and doable solution to a very,
very serious set of issues.

Thank you so much.
[The prepared statement follows:]
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Chairman THOMAS. Thank you very much, and thank you for
picking up on my comment and throwing a line about California in
there. I appreciate that.

Ms. Ousley.

STATEMENT OF MARY OUSLEY, SENIOR VICE PRESIDENT OF
GOVERNMENT AND REGULATORY AFFAIRS FOR INTE-
GRATED HEALTH SERVICES; ON BEHALF OF AMERICAN
HEALTH CARE ASSOCIATION

Ms. OUSLEY. Thank you, Chairman Thomas and members of the
subcommittee for the opportunity to share the views of skilled
nursing providers.

My name is Mary Ousley, and I am the senior vice president of
integrated health services. I also am an independent owner of nine
facilities in Kentucky, a licensed nursing home administrator and
registered nurse.

I am speaking today on behalf of the American Healthcare Asso-
ciation.

I first want to restate our support for the committee’s work last
year in enacting a prospective payment system for skilled facilities.
And I also wish to commend the Healthcare Financing Administra-
tion for their willingness to sit down with the industry and work
through the countless implementation issues.

We have identified three areas where we feel that the Balanced
Budget Act and the prospective payment system could create access
problems for America’s seniors. Our list is short, but the concerns
that we have, we think that they are critical.

First, as previously mentioned today, we oppose the $1,500 an-
nual therapy cap. The Act created two annual caps in two cat-
egories, one for physical and speech therapy and additional for oc-
cupational therapy. These caps were imposed without the benefit
of hearings or adequate data. MedPAC itself has indicated in its re-
view of the impact of these caps that of the recipients that may be
impacted approximately half of them would have needs that would
be in excess of $1,000. We feel that, in fact, these caps are a re-
duced benefit.

We support the Ensign-Cardin bill, H.R. 3835. We feel that it is
a very responsible solution that removes the caps and moves for-
ward toward a more appropriate payment methodology based on di-
agnosis.

Additionally, again, as mentioned today, we are concerned about
HCFA’s ability to track the costs for these $1,500 caps in light of
the Year 2000 problem.

Second, we are seeking relief for facilities that are disadvantaged
by the PPS transition. The facility specific portion of the PPS tran-
sition rate is based on cost reports beginning in 1995. Facilities
without Medicare experience during 1995 are considered newly
participating and are not subjected to the transition. However, for
facilities that increase their acuity level, increase the intensity and
level of services that they have provided since 1965—1995, excuse
me—for these facilities, instead of providing a gradual progression,
as was the intent of Congress, toward the Federal rate, the transi-
tion actually serves to disadvantage them by providing rates during
the transition below the Federal rate.
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We have, and we would like to propose two solutions for this
problem.

We propose that HCFA broaden the definition of new facilities to
include a facility that has so dramatically changed its level of serv-
ice during this period of time to be deemed newly participating.

Another option is to permit the fiscal intermediaries to allow fa-
cilities to merely opt into the Federal rate if they can, again, dem-
onstrate that the level of care and services provided is so signifi-
cantly than those provided in 1995.

We believe that both of these options could be done administra-
tively.

Finally, and we urge—and I think that this is the most critical
issue that I talk about today—that a policy be put in place to allow
a budget-neutral pass through of certain ancillary services. This ac-
tual, we feel, is necessary to protect access to care for Medicare’s
sickest beneficiaries.

The skills prospective payment system utilizes reimbursement
categories based on submission of the minimum data sets, specific
patient information. These categories simply do not adequately
handle the non-therapy ancillaries.

I want to share with you just this specific example. The
Healthcare Financing Administration allocated about $47 per day
into the rate for non-therapy ancillaries. The actual example: a pa-
tient is admitted to a nursing facility for care. This patient diag-
noses included respiratory failure, pulmonary disease, depression,
sepsis and pneumonia. These are not uncommon diagnoses for
nursing facilities. This patient has tremendous need not only for
nursing care, but the non-therapy ancillaries to meet their needs.

A couple—$74 this patient would require for respiratory therapy
alone, and $170 for pharmacy. The total cost of non-therapy ancil-
laries would come to $272. And as I mentioned before, the PPS rate
allocates only $47. HCFA has acknowledged the shortcoming of the
RUG-III system, and, in fact, in the demonstration States, the non-
therapy ancillaries were passed through. And we urge that Con-
gress would take the necessary action to allow for a budget-neutral,
temporary pass through until research and data can be completed
to appropriately roll these into the overall cost.

We appreciate the opportunity to be here today, and I look for-
ward to continuing to work with you on behalf of the American
Healthcare Association.

Thank you.
[The prepared statement follows:]
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Chairman THOMAS. I thank you very much, Mrs. Ousley.
Mr. Miller.

STATEMENT OF THOMAS MILLER, CHIEF EXECUTIVE
OFFICER, LUTHERAN HOSPITAL OF INDIANA

Mr. MILLER. Thank you, Mr. Chairman, and members of the
committee.

My name is Tom Miller. I am the Chief Executive Officer of Lu-
theran Health System in Fort Wayne, Indiana. I appreciate the op-
portunity to talk to you today concerning the Balanced Budget
Amendment and its implementation by the Healthcare Finance Ad-
ministration.

Lutheran is owned by Quorum Health Group, and through its af-
filiates and subsidiaries, Quorum owns 18 hospitals and manages
approximately 240 non-profit hospitals throughout the country. Lu-
theran is an active member of the Federation of American Health
Systems, and Mr. Jim Dalton, the president for Quorum and Chief
Executive Officer is chairman of the Federation.

By background, I would like to let you know that I spent the last
17 years in healthcare management. I’ve had the opportunity to
run great hospitals in Tennessee, Texas, Virginia, and Indiana. I’m
sorry that I have not run good hospitals in Louisiana and Cali-
fornia, but look for the opportunity in the future.

Let me give you a glimpse of Lutheran hospital so that you can
understand the commitment that our staff has to the seniors and
the amount of community support that we offer. We have a 100
year tradition in providing healthcare in the Fort Wayne commu-
nity. Lutheran is part of a two hospital MedServe system both with
skilled nursing facilities. We have a free-standing rehab hospital,
a home health agency. We have performed 150 transplants. We are
full-service tertiary care provider, and we’ve had the opportunity to
take care of 21,000 inpatients this past year and over 250,000 out-
patients in our facilities.

We feel like we have to have a partnership with our largest
payer, and that is the Federal Government, and that is why we are
here today. We’re trying to build and maintain a healthy partner-
ship with the Government and understand your commitment and
those of the committee as well as those of the Congress as well as
an important relationship with Administrator DeParle and all of
HCFA both in the regional office and nationally.

I can tell you from my seven years in Tennessee that I had the
opportunity to know Administrator DeParle, and I will tell you that
she is well thought of amongst the healthcare field and through the
Federation has done an excellent job in her role in HCFA.

However, running the Agency has a lot of difficult challenges,
and the collision of the millennium bug and the mandates under
the Balanced Budget Act against the back drop of swift changes all
have come together and have made her job significantly difficulty.
Still, as good as she is, the local healthcare people—from a local
healthcare viewpoint, we have major challenges on our hands.

Hospitals and health systems like Lutheran are dismayed on the
current course that HCFA appears to have chartered to address
these complex issues. We are particularly by the Agency’s an-
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nounced plans to delay the hospital update for the Fiscal Year
2000.

You’ve heard much talk about Y2K and all associated with that.
As an administrator of a hospital, I will tell you that January 1,
2000 our patients will not have a problem with computers. Every
system will be in place. We cannot afford not to be ready. And we
expect the same from the Healthcare Finance Administration.

This is not a new problem although it gets a lot of play today.
It is a problem that has existed for awhile, and the delay in the
fiscal update that has been discussed is something that HCFA has
had experience with for the last 15 years. We don’t necessarily, in
the healthcare field, understand why these two issues. We’d ask for
your help to make sure that the interim payments are appro-
priately paid in many different fashions. But, from our standpoint,
we believe that these two issues perhaps are not related.

Equally as much as we look at Y2K from the healthcare field, we
have a hard time understanding how ill-advised transfer policy can
also be implemented at the same time that the Y2K problem exists.
And the transfer policies—I know that you have heard about
them—I can tell you that the provisions are going to be an admin-
istrative nightmare, and I suspect it will be a serious problem and
demand on all of HCFA.

I project to you that the problems that we are having today will
be magnified sevenfold in five years, and I want to give you a very
specific example.

In Virginia, as I was the hospital administrator, I received one
of the letters from HCFA in regard to the 72 hours rule indicating
that we needed to make payments related to overpayments of pa-
tients. The systems related to this were not in place when the 72
hour rules were implemented. As we move forward with the trans-
fer policy where hospitals are going to have to find ways of track-
ing home-health patients that were discharged within three days,
the systems are not in place, and when asked that we look at a
delay related to that transfer policy, let’s fix the Y2K problems,
let’s look at opportunities that we have to put the systems in place,
and seven years down the road let’s not monitor these and find out
that we had a huge mistake.

In regard to home health, we have an agency that treats 600 new
patients each year with 50 employees. Plan delays will handicap
Lutheran’s ability to provide seamless, quality care to our seniors.
The delay is moving toward a perceptive payment for home-health
agencies and is particularly troubling for two reasons.

First, it means that the interim-payment system already em-
placed with devastating consequences for home-health providers
and the clients they serve will remain in place indefinitely.

Second, at additional 15 percent reduction in payments sched-
uled for September 1999 will take effect with or without the imple-
mentation of the home-health PPS system.

I would point out that the interim-payment system already is
projected to save $10 billion more than what was initially sought
for in the Balanced Budget Amendment of $16.5 billion savings. In
that light, it would be unfair and unjust to reduce payments an-
other 15 percent under those circumstances.
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One delay in the home-health area of which we applaud the
Agency involves the deadline for securing surety bonds. Recently
the Agency responded to the course of congressional concerns and
agreed to suspend until mid-February as well as the GAO oversight
role. Notwithstanding this extension, which, when it is formally
issued, will be the fourth Federal Register publication this year.
We continue to believe that the Agency is going in the wrong direc-
tion on the surety bond issues.

For example, the Agency’s insistence on a ceiling of 15 percent
of revenues, its rejection of other equally reliable forms of securi-
ties such as irrevocable letters of credit, and its refusal to combine
Medicare and Medicaid bonds strikes us as arbitrary and incon-
sistent with the intent of Congress when it established the Bal-
anced Budget Amendment. We hope that the Agency will use this
opportunity to revisit these fundamental policy issues.

With regard to skilled nursing facilities, our understanding is
that HCFA intends to proceed as planned with the July 1 imple-
mentation of the skilled nursing facility PPS except for the consoli-
dated billing and requirements under part B.

Our chief concern is that only after several major policy twists
and turns to HCFA ultimately arrive at the policy that is in place
today. The difficulty that we have is that hospitals and skilled
nursing facilities can’t properly plan to implement these radically
new systems. This type of uncertainty places hospitals at risk and
not just in terms of fiscal exposure, but in the current fraud and
abuse environment, hospitals can’t be legally held at risk.

Mr. Chairman, last year’s Balanced Budget Act contained un-
precedented levels of combined Medicare and Medicaid reductions
across the provider spectrum that fell especially hard on the hos-
pital community. The uncertainty that we have faced, however, in
trying to determine the best way to comply with the host of new
policies has made our job of managing these reductions much more
difficult.

As noted in the testimony, I fully understand the tremendous
pressures and the tight deadlines facing HCFA today, and I’m not
here to attack the Agency. It is clearly at the crossroads to change,
and in that context, some uncertainty even delay is inevitable. But
at the same time, as a hospital administrator, I must tell you that
my compassion is tempered by the reality that hospitals, including
mine, are at the frontier of healthcare and in a regulatory climate
that has become decidedly more complex over the years. It is vir-
tually in an arena.

Lutheran Hospital delivers competent and quality patient care to
hundreds of people everyday with thousands of bills and annually
prepares several incredibly detailed cost reports numbering hun-
dreds of pages. Still, we can’t afford to make a single mistake with-
out risking major, adverse legal and fiscal consequences. Put an-
other way, we are held fully accountable for every act of commis-
sion or omission. In this setting our biggest enemy is uncertainty.

In closing, I would ask that we ask you to try to set a course for
healthcare. We spend a significant amount of money changing and
rechanging to meet the needs of HCFA. It appears that hospitals
and health systems are at the end of the feeding chain and that
you establish the policies and the laws and that HCFA interprets
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those policies and laws and tries to implement them and gives hos-
pitals days, weeks or a few months notice to implement these and
these hospitals are held totally accountable on day one as in the
skilled nursing facility proposals that are held out for comment—
I think they close today—that were implemented on July 1.

We ask for your help in establishing a course and plain be rea-
sonable with our hospitals.

Thank you.
[The prepared statement follows:]
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Mr. MCCRERY [presiding]. Thank you, Mr. Miller.
Mr. Bernd.

STATEMENT OF DAVID L. BERND, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, SENTARA HEALTH SYSTEM; ON BEHALF
OF AMERICAN HOSPITAL ASSOCIATION

Mr. BERND. Thank you, sir.
Mr. Chairman, I am David L. Bernd, the Chief Executive Officer

of Sentara Health Systems which is a six-hospital system and not-
for-profit located in Norfolk, Virginia.

I am here today as a member of the board of directors of the
American Hospital Association which represents nearly 5,000 hos-
pitals, health systems, network providers and other providers of
care.

First, Mr. Chairman, I would like to commend your work as ad-
ministrative chairman of the National Bi-Partisan Commission on
the Future of Medicare. As you know, we cannot continue to shore
up the trust fund by relying solely on reductions to providers.

Like you, we believe that we must change the basic structure of
the program. We support your efforts to strengthen Medicare for
generations to come.

We are here today to talk about the Balanced Budget Act and
the Year 2000. Hospitals and health systems agree that Y2K de-
mands the immediate attention of everyone in healthcare. We ap-
plaud HCFA’s recognition that Y2K must be dealt with now. How-
ever, we are disappointed that HCFA plans to do so by delaying
the Year 2000 payment updates.

Across the Nation, hospitals are preparing for the date change
and making a commitment to do whatever is necessary to avoid
any disruptions in patient care. Sentara, for instance, has budgeted
$10 million for this effort, and it is 35 percent Y2K compliant as
of today.

The hospitals and health systems like mine are also trying to
cope with the Balanced Budget Act spending reductions. Delay in
the Year 2000 update adds to the burden. We still must pay the
bills associated with providing care, and those bills will keep com-
ing during HCFA’s computer update.

Even if HCFA is confident that its computers are compliant,
problems could crop up. It is imperative that HCFA establish a fail-
safe contingency plan. We would like to work with HCFA to create
that plan including a provision to pay interest. At the same time,
if payment systems are impeded by the millennium bug, hospitals
and patients would be severely affected. A system to provide peri-
odic payments based on past payment levels can prevent this. We
urge Congress to enact legislation to authorize such a system.

HCFA’s decision to delay PPS for home-health care also concerns
us because it extends the interim-payment system another year.
The IPS freezes historical base payments, as we’ve heard, locking
lower cost efficient providers into payments that are well below
their costs. This penalizes efficient agencies like hospital based and
visiting nurse association providers.

Moreover, 15 percent automatic reduction is scheduled for the
Year 2000 whether or not PPS is implemented. This reduction, in
the absence of PPS on the heels of deep IPS reductions hits effi-
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cient hospital based and visiting nurse association home-health
care agencies harder than others. We strongly urge Congress to re-
visit the IPS.

We also disagree with HCFA’s proposed delay with outpatient
PPS. The existing array of payment systems for outpatient services
is complex, expensive, and a large administrative burden. A simple
means of payment would simplify the system and could help bring
more efficient outpatient care.

I would also like to cite two issues unrelated to Y2K that are
part of the Balanced Budget Act.

First, is transfers. The act changed the definition of transfers to
include patient sent from acute care hospitals to a rehabilitation or
skilled nursing facility or a home health care agency. Efforts to co-
ordinate patient care are frauded because the transfer provision pe-
nalizes hospitals for sending patients as soon as possible to the
healthcare site that best meets their needs. In addition, the pro-
spective payment assessment commission found that on average,
patients who used post-acute care stay in the hospital stay in the
hospital longer than those who do not shining doubt on HCFA’s
claim that hospitals are pushing patients or rushing them into
post-acute care to receive extra Medicare payments.

Making the situation worse is HCFA’s decision to include swing
beds. These are acute-care beds in rural hospitals that are used for
post-acute services. Congress did not intend for them to be included
in the transfer position as Mr. Thomas noted in a letter to HCFA.
HCFA’s decision was arbitrary and must be reconsidered.

We urge you to support H.R. 2908 and S. 1604, legislation to re-
peal the entire transfer position.

Finally, we have concerns about the PPS for skilled nursing fa-
cilities. Our key concern is that the case-mix measure under SNF
PPS, the resource utilization groups, doesn’t reflect the resources
needed for hospital based SNF patients whose conditions are usu-
ally more complex than those of patients with free-standing SNF’s.

In conclusion, hospitals and health systems know that HCFA has
a big job ahead of it preparing a complex computer system for the
Year 2000. We are doing the same job, however, hospitals cannot
simply shut down their systems to prepare for Y2K, nor can they
delay the care that has been demanded by them daily by the pa-
tients and communities that they serve. The needs of Medicare
beneficiaries will not be delayed either. That is why HCFA must
meet its obligations to beneficiaries and hospitals and systems that
serve them.

We want to work with HCFA to find a way to continue critical
payment updates, and we want to help HCFA appropriately imple-
ment PPS for outpatients and SNF services. Y2K is a tremendous
challenge, but it is a challenge that all of us in healthcare must
face together.

Thank you.
[The prepared statement follows:]
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Chairman THOMAS [presiding]. Thank you all very much.
If you were here for the earlier testimony, you know that one of

the difficulties is that we don’t know that it is the Y2K and our
current problems are significantly related either except for the fact
that they occupy the same moment in time. And that for changes
that we think make sense—and frankly there are a number of
ways to adjust. For example, the interim payment, changing the
percentage mix and doing some other things as well as the Pappas
bill and the Collins bill indicate, simply aren’t going to be executed
because of the decision by HCFA.

So, what we need to do, as I indicated to HCFA, is get creative
in figuring out what it is that we can do. Obviously that means
that we don’t do our first choice, but frankly doing something is
more critical than getting our first choice because we’re not going
to be able to make some of the adjustments that you would think
would be relatively obvious. For example, as was mentioned by Ms.
Raphael on the changing of the formula, move the base year, none
of that is available to us.

So it is becoming a bit of a challenge as to just exactly what it
is that we are going to be able to come up with that will remedy
the discrepancies and can be done by HCFA in the time frame
we’re dealing with. And we’re committed to working with all par-
ties to make sure that we find whatever that is.

Let me ask a general question and probably direct it to Mr. Da-
vidson, but open to any who can respond. As you might guess, the
argument from HCFA has been that if we’re going to get into more
of this Medicare+Choice, we need more tools available to deal with
Medicare contractors. In fact, it has been stated that it is virtually,
if not impossible, to terminate a contract with a contractor.

Does anyone just off hand know of anyone that has been termi-
nated? And if so, are you aware of the—in terms of the law, what
the mechanics are so we can at least get on the record if it is true
that they simply don’t have the tools to deal with contractors up
to and including terminating?

Mr. DAVIDSON. Mr. Chairman, my understanding——
Chairman THOMAS. And I would prefer if you can also react to

some kind of disciplining within the law short of terminating. I’ll
take either.

Mr. DAVIDSON. My understanding of the termination abilities of
HCFA is that they have the authority to non-renew a contract upon
its anniversary date with or without cause. They also have the au-
thority to terminate a contract during its period for substantial
non-performance. I am not aware that they have ever exercised the
latter action.

In terms of disciplining, I am aware that when contractors have
performance difficulties of one sort or another, performance im-
provement plans and adherence to them is required as a condition
of continuing the contract.

Chairman THOMAS. Does anyone else want to respond? As I have
indicated there is an argument that they need greater flexibility.
In fact, my colleague from California, Mr. Stark, has introduced
legislation, H.R. 4186, I believe it is—it is called the Medicare Con-
tracting Flexibility Act. Are you familiar with it?

Mr. DAVIDSON. I am somewhat familiar with it, sir.
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Chairman THOMAS. Well, for example, it allows HCFA to use
non-insurance companies as Medicare contractors. The Part A
would be carriers, Part B would be fiscal intermediaries. Any reac-
tion to that part of it?

Mr. DAVIDSON. We don’t have a problem with that.
Chairman THOMAS. You don’t have a problem with that.
The second part of it is that it permits providers of medical serv-

ices to choose their Medicare carrier or fiscal intermediary.
Mr. DAVIDSON. We think that there is a strategy that HCFA has

either explicitly or implicitly started to employ which breaks up the
contractor functions in a given geographic area between so-called
‘‘fraud abuse contractors’’—the MIP contractors, claims payment
contractors, other specialty contractors. Our view is that this is not
wise having one contractor who is responsible for both claim pay-
ment and fraud abuse activities in a given medical geographic area
given market is, in our opinion, the most effective way to get good
administration and good fraud and abuse protection for the pro-
gram.

And we disagree with HCFA’s progress in breaking this up the
way they are doing.

Chairman THOMAS. Does anyone else want to react briefly?
Then the other one that I assume that you have some reaction

to is that Mr. Stark’s bill repeals the cost reimbursement system
giving HCFA greater authority to set payment rates.

Mr. DAVIDSON. We would be very, very much in favor of having
something besides the cost-reimbursement system for payment. I
think that it would put HCFA in a position to induce contractors
to better performance.

Chairman THOMAS. Is there any other reaction?
Ms. Raphael, just briefly, all of us are concerned about the In-

terim Payment System, and you have given graphic evidence of
how Visiting Nurses Associations are closing. Let me ask the ques-
tion a slightly different way.

Forget the intermediate payment system. If we could have imple-
mented initially the prospective payment system as it is structured,
do you think those visiting nurses programs would have closed any-
way, or do you think that that structure would have provided a
minimally reasonable amount?

Ms. RAPHAEL. I think that the Visiting Nurses Associations
would have fared very well under a prospective payment system
because that kind of pricing system actually reward efficiency and
encourages efficiency and that is what we had hoped that any re-
vised reform payment system would, in fact, do.

Chairman THOMAS. And without significant change in the inter-
mediate payment system, if, in fact, it’s going to be present for a
longer period of time, which is my greater concern, we have got to
create some kind of an adjustment which allows incentives.

Last question. I don’t have an answer to this, and I would like
to try it out on you to help explain to me why in, for example, 1990,
the visits on a per-beneficiary using home-health services was 36
and by 1997 those visits had gone up to 80. What occurred in
roughly the decade of the 1990’s? In 1983 on the data I have—and
this is from a MedPAC information packet—in 1983 the per-bene-
ficiary number was 28 home visits. Over that decade it went to 36.

VerDate 11-MAY-2000 12:56 Aug 10, 2000 Jkt 064533 PO 00000 Frm 00206 Fmt 6633 Sfmt 6602 E:\HEARINGS\63454 pfrm08 PsN: 63454



203

But between 1990 and today it has gone from 36 to 80. Since al-
most half, or about 48.9 percent are aid visits, does the relation-
ship—and maybe, Mrs. Raphael, you might want to begin the com-
ment on it—does the relationship between home visits in terms of
aids versus other skilled or particular needs, does that reflect a lit-
tle bit in that structure? I have not been able to break it down in
terms of the number of visits that were strictly for aid or whether
they were partial.

Ms. RAPHAEL. I think that the reasons for the increase in utiliza-
tion are multiple. I think that it certainly has to do with the fact
that there was a court decision which liberalized the Medicare ben-
efit. I think that it had to do with changes in technology. It had
to do with what was happening in the hospital sector and with
State policies in some cases trying to manage the supply of nursing
homes as well as other factors in Medicaid expenditures in dif-
ferent States.

But I also do believe that like all insurance programs, if you look
at the Medicare home-health program, 10 percent of the bene-
ficiaries use 43 percent of the resources. And who are they? They
tend to be people who fall into two categories. Either they are very
medically complex, (for example, they have cancer.) They have a lot
of hospitalizations, and they have a lot of episodes of home health.
Or they tend to be over 85, and they have functional impairments.
And to some extent, what they do need is a more supportive, long-
term care benefit. And this second group tend to be the ones who
are diabetics with complications who may have come out of a hos-
pital with bedsores, who may be incontinent, and therefore, it is
true that the ratio of aid visits in those cases is higher than is true
overall.

So, I think that you see the results of many forces at work here.
Chairman THOMAS. Does anyone else wish to react?
Mr. BERND. I think from running an integrated delivery system,

we have a number of hospitals and a home-healthcare agency. The
time frame that you talked about, probably the average Medicare
length of stay in a hospital went down by 50 percent. And that was
on probably providing more efficient patient care, but also at the
insistence of third-party payers and HCFA. It has driven up the
use of outpatient services.

Mr. MILLER. And I would agree with that. I think that the num-
ber of procedures that have been done on the outpatient basis, com-
plicated procedures, have grown significantly. A lot of patients
don’t even get into the hospital and are treated on the outpatient
basis. Our home-health agency sees about 45 patient on the aver-
age today, and I will speculate that our average age of the patient
that we admit is, during this same time frame from 1990 to 1997,
is approximately four years older.

Chairman THOMAS. Are there additional reactions?
Thank you. Your answer was excellent. It is fairly obvious that

there were a number of changes in the system. I believe that the
primary problem was that they had no place else to go. In fact, gov-
ernment, I believe, created the skilled nursing facility universe,
and the decisions made in other areas drove the home healthcare
and that the real answer is, create what it is that people are trying
to get out home healthcare, which is a long-term care benefit, and
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you will see a readjustment in terms of the numbers. Of course, a
long-term care benefit is not now part of that package, and the
Medicare Commission is looking at that as a significant solution to
individuals needs in the next century with a more reasonable re-
sponse on a need profile.

Thank you very much. The gentleman from Louisiana.
Mr. MCCRERY. Just one question for Mr. Miller and Mr. Bernd.
As you know, we’re going to be considering the HHS spending

bill here in the House. The White House proposed, as part of their
budget, funding certain HCFA functions by levying $650 million in
fees on providers, hospitals. The biggest provider fee would have
been about $395 million worth of charges on hospitals and Part A
providers.

What are your thoughts on the administration’s proposals for im-
plementing user fees to pay for some of HCFA’s functions?

Mr. MILLER. I’ll give you a quick answer. Take the $650 million
and put it where it needs to be which is taking care of patients.

Mr. BERND. I think that it is rather difficult to put that burden
on the healthcare providers. We’ve talked about the issues of de-
creased payments and what is going to happen with Y2K. It is just
another tax on the healthcare system.

Mr. MILLER. We have had so many changes and so many reduc-
tions over the last few years. How much more can hospitals afford
to fund?

Mr. MCCRERY. So, you don’t approve of that part of the Presi-
dent’s budget?

Mr. MILLER. No, sir.
Mr. BERND. No.
Mr. MCCRERY. Thank you.
Chairman THOMAS. Let me ask one additional question because

it is out of that broad discussion that we had, and it was men-
tioned. And I want to get as fulsome an answer as I can. And it
has to do with the caps on the skilled nursing facility payments.

My understanding is that they will be delayed. In part the argu-
ment is because of the Y2K.

Ms. Ousley, on page two of your testimony, you state that, ‘‘a pa-
tient suffering from a stroke, a hip fracture, Parkinsons, or Alz-
heimers disease typically needs more than $3,000 in therapy.’’ If
you include all of those in that structure—I’m trying to understand
why it would be in all of those instances that that would be the
case. For example, if you have a hip fracture—I mean typically,
wouldn’t they be first admitted to an acute care hospital? And then
in a post-acute care structure, they have an opportunity to got to
the skilled nursing facility for up to 100 days under Part A. They
can go to a rehab hospital or unit. Obviously, we just discussed,
they could be sent home, depending on the situation, they could be
sent home to receive some home care. The Visiting Nurses Associa-
tion could assist them. They might also, on an outpatient basis, re-
ceive therapy while they are still at home or some other kind of a
combination of services such as that.

So, the question would be, in that kind of a context, using the
one example that you provided, a hip fracture, how likely is it that
a patient will need more than $3,000 in SNF—a skilled nursing fa-
cility—therapy services after they have had an inpatient, a possible
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rehab hospital or unit admission, and 100 days of a skilled nursing
facility care covered under Part A?

Ms. OUSLEY. Well, sir, you are making an assumption that as the
patient transitions through each one of those levels of care that
they would be staying under a Part A care, and that is not nec-
essarily the case.

Chairman THOMAS. But could it be the case?
Ms. OUSLEY. Under—it could be the case, but under most cir-

cumstances what our review and analysis predicts is that there will
be about 10 to 15 percent of the patients that would not follow that
course of therapy, and, in fact, they would be the ones that would
fall into the area that would need additional therapy that would
not be covered by the $1,500 cap. We think that that would trans-
late into about 750,000 individuals that would not be able to access
the necessary care and services that they would need to achieve
their rehab potential.

Chairman THOMAS. My only concern is that as we were looking
for alternatives to try to slow down—I gave you an indication of the
growth of home-healthcare visits over the decade of the 1990’s. And
I think that the answers that were provided were excellent ones.
I think that they happen to represent a good rationale for why that
occurred in a number of different ways.

But in trying to examine a growth rate in the therapy services,
it was very difficult for us to put some kind of a demographic factor
price on what was occurring on the Part A. And on the Part B,
when you’ve got a growth from 151 million to 827 million within
a 5 to 7 year period at an average annual growth rate of 41 per-
cent, and that is after they have exhausted the 100 SNF days, do
you have an ability to explain why there was that kind of a growth
rate tied to demographic or other factors?

Ms. OUSLEY. Well, I think that the demographics do come into
play there, but I also think that, especially in the skilled nursing
facility during this period of time, we have been seeing an intense
increase in the acuity level of patients that are transferred into the
facilities for our care.

Additionally, in 1990——
Chairman THOMAS. Yes, but isn’t it after they have had 100 days

of skilled nursing benefits that this kicks in?
Ms. OUSLEY. Pardon?
Chairman THOMAS. Isn’t it true that this is after 100 days of

SNF?
Ms. OUSLEY. Sir, the average utilization for——
Chairman THOMAS. I’m trying to understand what you’re saying.

You said that in terms of the acuteness of patients coming in. So
the acuteness carries through the 100 day SNF benefit and then
has to be treated with the therapy benefits on the other side of the
100 days?

Ms. OUSLEY. They—a patient does not necessarily always meet
the skilled, Part A criteria for a full 100 days. I think that the av-
erage utilization is about 22 days. So, when the patient is out of
their Part A, yes, the need for a continuing level of service, based
on their Part B, absolutely exists. And you certainly cannot as-
sume—because most patients do not receive that covered 100 days
of service.
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Chairman THOMAS. It is just that we are looking for ways to try
to explain significant increases in dollar amounts. Any help that
you can provide us in alternatives other than simply delaying—the
kinds of controls unfortunately that are available to us are not as
sophisticated as we would like, but we would love to sophisticate
them as rapidly as we can.

Ms. OUSLEY. Well, you know, I think that one of the things that
the Senator—that Ensign’s bill that I referred to, it does move us
toward a PPS-like system for rehab services that would be based
on diagnosis. I think that that is critical to being able to have re-
sponsible use of the resources, but also to continue to meet the resi-
dent’s needs.

Chairman THOMAS. Well, I appreciate that, and obviously we are
working with it. Our problem is, again, that this occurrence of two
events in time, one a desire to change some of the structures that
we put in on an interim basis, and HCFA’s indication that they
aren’t doing anything for awhile makes it very, very difficult to
bring about changes. But I can assure you that on a bi-partisan
basis we will work with you to come up with—and I am looking for
some really creative ways to get around the Y2K argument. And
I will tell you that one of those that we are looking at, as I men-
tioned earlier, is the potential of a copay which we did not want
to deal with earlier, but it is something that could provide an ad-
justment on an interim payment since we now have a whole new
world that we hadn’t anticipated. We thought that we were going
to be able to adjust the formula rates, move the year around, do
some other things to come up with adjustments that would be rel-
atively easy to do through computers. Apparently we are back to
paper and abacuses trying to figure out how to make this system
work.

So, any ideas you have would be greatly appreciated.
And I do want to thank you, on behalf of the subcommittee, for

your willingness to testify, and most importantly, for the content
of your testimony. Thank you very much.

[Whereupon, at 3:35 p.m., the hearing was adjourned subject to
the call of the Chair.]

[Submissions for the record follow:]
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