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The Honorable Jennings Randolph
United States Senate

Dear Senator Randolpia:

As you requested, we have reviewed the actions taken or
proposed by the Department of Health, Education, and Welfare
(HEW) to implement the recommendations in our recvort entitled
"Study of Health Facilities Construction Costs"” (B-164031(3),
November 20, 1972). As you recall, the report is divided into
two parts. The first part deals with the process of planning,
design, and construction of health facilities, and the second
part addresses reducing the demand for health facilities.

The Secretary, HEW, responded to our report in a July 19,
1974, letter to the Chairman, Senate Committee on Labor and
Public Welfare. The letter was only partially responsive to
our recommendations. Information on the means by which con-
struction costs could be reduceé by decreasing the demand for
health facilities was insufficient. Cn November &, 1975,
we requested that HEW provide us with additionzl information
on the specific actions it was taking in this regard and with
more current information on its actions relating to the plan-
ning, design, and construction of facilities.

Cn December 11, 1975, and February 17, 1976, HEW provided
us with the information requested. Following is a summary
of the steps being taken by HEW in response to our report
and our evaluation. Additional details are included in the
enclosures,

PLANNING, CESIGHN, AND
CCNSTRUCTICN CF HEALTH FACILITIES

HEW's actions regarding the planning, design, and con-
struction of health facilities appear for the most part to
be responsive to the recommendations in our report,

Construction approaches

Qur report recommended that EEW reguire that the fast-
track and total-concept aprroaches be ccnsidered for health
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facility projects assisted under the Public Health Service
Act as means of reducing project dellvery time and cost.
Fast-track involves overlapping programing, design, and
construction so that one activity begins before the other

is completed. Under the total-concept approach, a developer
may undertake the entire responsibility--planning (including
predesign needs and budget considerations), programing, de-
signing, financing, construction, and equipping--for a
project under one contract with the owner.

HEW did not adopt our recommendations as stated but is
of the view that its actions are responsive to our recom-
mendations. Rather than adopting the fast-track concept,

HEW guidelines for grantees stipulate that there may be no
obligation of Federal funds for a project until a quarantee
is obtained by a specific date that the cost of the total work
will not exceed a stipulated sum--a guaranteed maximum price.
HEW suggests that before a guarantee is supbmitted the con-
struction manager should prepare an itemized guaranteed
magimum price for the entire project based on gpreliminary
working drawings which summarize the costs for each component
of the work as it will ke packaged and bid. 1In addition to
requiring a guaranteed itemized price, the construction
manager and architect mignt also be required to designate
that "design development" must pe at a certain percent of
completion before a guaranteed price may be submitted.
Further, in lieu of the total-concept approach, HEW suggests
that a construction project be managed by a team consisting
of an architect and construction manager, each under separate
contract to the owner.

The guaranteed maximum price, according to HEW officials,
provides a grantee with the assurance that the cost of the
project will not exceed a stipulated sum and avoids spending
Federal funds in financing a project which might not be com-
pleted. 1In view of tnese factors, we do not object to the
approach taken by HEW to implement our recommendations.

Otner aspects of planning,
deslgn, and construction

In response to our recommendations concerning matters
such as a data base of construction regquirements, safety, and
life-cycle cost data, HEW initiated three projects. Under
an agreesment negotiated in November 1974 with HEW, the Na-
tional Bureau of Standards is to study fire and smoke
detection systems, alarm and communication devices, smoks
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control in buildings, behavior in fire emergencies, and
automatic extinguishment systems. The output of these studies
will serve as a guide for (1) analyzing the level of fire
protection in current codes, (2) developing alternate design
systems, and (3) evaluating fire risk at a given level of

fire protection costs,

In June 1975, HEW awarded contracts to two private firms
to study facility planning and develop techniques for deter=-
mining the life-cycle costs of construction innovations. If
the expected results of the agreement and contracts are
achieved, HEW will have complied with our recommendations.

Also, HEW is managing two projects sponsored by other
Federal agencies which deal with utility systems and solar
energy. The data obtained from these projects should provide
HEW with useful information relating to the planning, design,
and construction of facilities.

REDUCING DEMAND FOR
HEALTH FACILITIES

BEW's efforts to reduce the demand for health facility
construction are less easily identifiable than its attempts
to improve facility planning, design, and construction, HEW
has informed us that many of the programs it administers
emphasize prevention, either by promoting public health ser-
vices or as part of its medical service delivery programs.
In addition, several pieces of major legislation which could
have an important impact on reducing the need for health
facilities have been enacted since the issuance of our report.

Such legislation includes

--the Social Security Amendments of 1372 (P.L. 92-603),
which authorized the creation of Professional Standards
Review Organizations;

--the Health Maintenance Organization Act of 1973 (P.L.
93-222); and

-~the National Health Planning and Resources Development
Act of 1974 (P.L. 93-641).

The ultimate impact of these acts on reducing the demand
for health facilities is not yet known because the implement-
ing programs have not been in operation long enough to deter-
mine their effectiveness.
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Further, we believe it will be difficult to measure the
extent to which HEW's empnasis on prevention has reduced the
demand for nealth facilities because adequate baseline data
which could be used to make comparative studies is lacking.

- The problem is further complicated by many variables such as
public attitude and the availability of health manpower and
financial resources, which affect the delivery of health care.

We believe that the public attitude toward preventive
medicine and the amount of health insurance coverage available
for preventive care are among the most important variables
relating to decreasing the demand for health facility con-
struction, Education programs and increased accessibility
to primary care seem to offer consideraple potential for
reducing the demand.

We are enclosing for vyour information (1) a summary of
dEW's response to the recommendations in our report, (2) a
list of selected reports we have issued during the past 3
years which may be of interest to you, and (3) copies of
HEW's July 19, 1974, Decempber 11, 1975, and February 17, 1976,
responses to the recommendations in our report.

If we can be of any further service, please lat us know.

Sincerely yours,

N

Comptroller General
of the United States

Enclosures - 3
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SUMMARY OF HEW RESPONSE TO GAQ REPORT

ENTITLED “STUDY OF HEALTH FACILITIES

CONSTRUCTION COSTS"

QUR RECOMMENDATIONS

To help health facility planners avoid some of the
deficiencies noted in our study, we recommended that the
Secretary, assisted by the American Institute of Architects
and the American Association of Hospital Consultants, compile
and publish information on the essential factors to consider
in performing the functional planning process, particularly
in the needs-determination phase of that process, and on the
suggested methodology to be used. Determination of needs for
individual hospitals should, of course, be coordinated with
areawlide plans. (See the report, p., 20.)

We also recommended that the Secretary

--adopt a common set of requirements for new construc-
tion under the Hill-Burton, Medicare, and Medicaid
programs;

--direct the Pacilities Engineering and Construction
Agency (FECA) to axtend its efforts to "other" areas
invelving construction requirements for health facili-
ties; to make the data available to the model code
groups, States, and such other organizations as appro-
priate; and to make revisions when necessary to the
dill-Burton construction requirements, based on the
FECA and National Bureau of Standards (NB3) findings.
(See the report, p. 24.)

HEW RESPONSE

In June 1975, Chi Systems, Inc., a multidisciplinary
consulting firm in Ann Arbor, Michigan, and Stone, Marraccini
and Patterson, architects and planners in San Francisco,
California, were awarded as a joint venture a l-year contract
for $184,000; the contract contained four l-year renewal
options. As of January 30, 1976, total estimated completion
cost was $742,503. Both firms are reported to be experienced
in the planning and design of health facilities.

The overall goal cited in the contractor's work statement
is to develop (l) a generic health facilities planning process
that will be responsive to regional community needs and to
changing health care practices and (2) criteria for planning,
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design, and construction expressed in terms of intended per-
formance of the nealth facility. The plannning process and
criteria would serve as flexible planning, programing, designing,
and construction guides for nealth facility planners, users,
designers, Federal, State, and local agencies, and others.
Innovations would be incorporated into department-wide pro-
cedures as appropriate.

According to HEW, this contract will provide only a limited
information base for "other" areas of construction requirements
for nealtn facilities as recommended in our report. Additional
funding would pe required to obtain the depth of research in
performance standards and criteria that they desire.

A technical guidance group was formed in July 1975 to
monitor the contract and provide related assistance. The
group was to consist of representatives from 16 organizations
of health planners, administrators, architects, providers,
consumers, financial experts, and public agencies, including
the American Association for Comprehensive Health Planning,
the American Association of Architects, and the American
Hospital Association. Two meetings, attended by representa-
tives from 7 of the 16 organizations, have besn held.

OUR RECOMMENDATIONS

we recommended that the Secretary explore the feasibility
of reusing designs in hospital construction and, if appro-
priate, establish the criteria under which designs or elements
of designs could be reused. (See the report, p. 20.)

We recommended that the Secretary establish within FECA
tne capacity to:

1. Establish a state-of-the-art data base on innovative
construction techniques, materials, designs, and
operating systems.

2. Develop the methodology for life-cycle analyses,
including data collection methods and techniques.

3. Establish and maintain a central repository of life-
cycle data which would show health care facility
planners, by the proposed health care facility size
and geographic location, the innovations whicn have
a potential to reduce life-cycle operating costs.

We recommended also tnat until HEW establishes a central
repository of life-cycle operating data it should encourage
nealth facility planners to consider the information prasented
in our study, along with local operating conditions and costs,
in identifying tne alternatives for life-cycle analyses

2



-

ENCLOSURE I ENCLOSUORE I

that are likely to be most appropriate for inclusion in the
facility. :

We recommended further that health care facilities
applying for funding under the Public Health Service Act be
required to justify the use of construction techniques,
materials, designs, and operating systems which differ from
those identified by FECA as having a potential to provide
significantly lower life-cycle costs. (See the report, p. 91.)

HEW RESPONSE

In June 1975, Naramore, Bain, Brady, and Johnson, a
Seattle, Washington, firm of architects, planners, and econo-
mists, was awarded a l-year, $147,500 contract for development
of life-cycle costing techniques. The agreement contains four
l-year renewal options with a total estimated completion cost
of $666,600. Major objectives cited in the contract descrip-
tion are to (1) build and expand on current knowledge; (2)
integrate cost analysis into the planning process; (3) relate
cost consideraitons not expressible in monetary terms to de-
cision parameters (i.e., energy use, operational effective-
ness, and usaer appeal):; and (4) provide methodologiss, data
collection, and utilization procedures for applying cost
techniques in health care decisions.

Energy considerations are emphasized in the contract
description., 1In this regard, the Federal Energy Administra-
tion has provided $30,000 to include an energy component in
the contract.

HEW also acts as a manager for two projects sponsored by
other Federal agencies,

-~An integrated utility systems application project
sponsored by NBS.

--A solar energy application project at the Shiprock
Indian Health Service Hospital sponsored by the Energy
Research and Development Administration.

HEW nas not implemented procedures requiring health care
facilities applying for funding under the Public Health Service
Act to justify variance with HEW construction technigues having
potential for lower life cycle costs. Four volumes of life
cycle concepts, procedures, and methods resulting from the first
year of the contract have peen distripbuted to intsrested organ-
izations for their comments. The volumes pertain to processes
and concepts, energy, data base requirements-format and sources,
and life cycle costing procedure.
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-Qffice of Management and Budget Circular No. A-109, April
5, 1376, (subject: major system acquisitions) requires all
executive departments and establishments to provide contractors
for the acquisition of major systems (e.g., Federal hospitals)
with life cycle cost factors that will be used by the agency
in evaluating and selecting the system. The circular states
that each agency should tailor an acquisition strategy for each
program which could typically include methods for projecting
life cycle costs and that they should maintain a capability
to estimate life c¢ycle costs.

QUR RECOMMENDATION

The Secretary should direct FECA to resume its efforts
with NBS toward developing a scientific base of knowledge
on fire safety. (See the report, p. 24.)

HEW RESPONSE

In Novemoer 1974, HEW entered into a cost-reimbursable
services agreement with NBS for a "Life Safety/Fire Safety
Project." Estimated cost of completion over the S-year
agreement period is $2,3510,000. HEW is sponsoring the expan-
sion of the ongoing NBS "Program for Design Concepts" which
is compiling a scientific base of knowledge of fire safety
for a rational approach to life safety in institutional
occupancies. NBS is to develop a comprehensive life/fire
safety model of health care facilities for HEW. In addition,
a portion of a former NIKE missile site has been acquired
and will be arranged to conduct fire research related to
health facilities.

QUR RECOMMENDATIOQONS

We recommended that the Secretary require the Director,
Health Care Facilities Service, in cooperation with the
Director, FECA, to issue policy gquidance (1) setting forth
the advantages and disadvantages of using fast-track (over-
lapping of programing, design, and construction) and total-
concept (single project manager) approaches on different
types and sizes of health facilities and {2) requiring that
tne fast-track .and total-concept approaches, along with the
conventional approach, be considered on all health facility
projects assisted under the Public Health Service Act. (See
the report, ». 37.)

HEW RESPONSE

According to HEW, the pnhased construction and construc-
tion management process described in its Technical Handbook
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for Facilities Engineering and Construction Manual, published
in July 1972 and revised in June 1975, is responsive to our
recommendation,

Qur report defined fast-track as the overlapping of
programing, design, and construction so that one begins before
the other is completed and total-concept as the undertaking
of the entire responsibility for a project under one contract
with the owner.

The procedures described in HEW's Technical Handbook
stipulate that there may be no obligation of Federal funds
ko a project until a guarantee is obtained by a specific
date that the cost of the total work will not excesd a de-
clared sum-~a guaranteed maximum price. HEW suggests that
pefore a guarantee is submitted the construction manager
should prepare an itemized guaranteed maximum price for the
entire project based on preliminary working drawings which
summarize the costs for each component of the work as it will
pe packaged and bid. In addition to requiring a quaranteed
itemized price, the construction manager and architect might
also be required to designate that "“design development® must
be at a certain percent of completion before a guaranteed
price may be submitted.

HEW has alsc taken the position that, in lieu of the
total-concept approach, a construction project be managed by
a team consisting of an architect and construction manager,
each under separate contract to the owner. Each member would
exercise leadership in his own field. The construction
manager would advise the architect in the design phase and be
responsipvle for cost control of the entire project.

QUR RECOMMENDATION

The Secretary should place more emphasis on preventive
medicine and public healtn, giving particular emphasis to
aducation for health professionals and paraprofessionals and
to further reduction of the incidence of hospital-contracted
infections. (See the report, p. 115.)

HEW RESPONSE

HEW's February 17, 1976, memorandum of actions taken on
our recommendations makes reference to a variety of programs
which nave been developed relating to preventive medicine.
Included among these programs are:

--Community Health Centers.

--Family planning.
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--Health Maintenance Organizations.

--National Health Service Corps.

-~Migrant health.

-~-Maternal and child health and crippled children.
--Physician assistants.

--Area Health Education Centers.

--Alcohol and drug abuse treatment.

--Mental Health Centers.

In addition, the Public Health Service's “Forward Plan
for Health, Fiscal Years 1877-1981" discusses "primary pre-
vention strategy" that focuses attention on the underlying
causes of preventable diseases and potential remedies. Ac-
cording to the plan, many causes are not susceptible to
direct medical solution but stem from social, economic, and
environmental factors. In this regard, a national conference
was conducted in 1975 with the American College of Preventive
Medicine to review the state-of-the-art of prevention.

HEW's February 17, 1976, memorandum also stated that the
Health Resources Administration (HRA) conducts a variety of
activities that support the development of primary care,
including assistance for manpower development and training
facilities. The concept of health maintenance as a principal
component of primary care, according to HEW, strongly empha-~
sizes preventive care services. In this regard HRA is pro-
viding support for

--residency training of physicians in family practice,
--training of physician assistants, and
~-training in public health.

In addition, HEW's Center for Disease Control has launched
an national study to describe current hospital infection
control programs and determine their cost-effectiveness.
HRA's Bureau of Health Planning and Resources Development
neld seminars in 1975 on preventive medicine related to hos-
pital-contracted infsction.
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QUR RECOMMENDATIONS

The Secretary should develop for use by physicians,
hospitals, and patients and their families specific current
information about the availability of alternative health care
services and facilities and the types of care provided by
them and publicize (1) the kinds of care that can be obtained
other than as a hospital inpatient and (2) the effect the use
of different types of facilities would have on reducing medi-
cal costs and insurance premiums. (See the report, p. 115.)

HEW RESPONSE

HEW's February 17, 1976, memorandum indicates that ac-
tions regarding these recommendations are being taken through
the provision of outreach services and the development of
alternative modes of care, such as Health Maintenance QOrgani-
zations. HEW noted that implementation of the National Health
Planning and Resources Development Ac¢t of 1974 will result
in plans bheing developed to improve access to care and provide
alternatives to inpatient care.

QUR RECOMMENDATION

The Secretary should study the geographic variations in
lengths of stay for those types of diagnoses, such as normal
delivery of the newborn, whose wvariances are less explicable
for medical reasons and more likely to be attributable to
physician customs and traditions followed in different local-
ities, and, as applicable and consistent with good medical
practice, encourage physicians, through utilization review
committees, to adopt those practices which will result in
reducing patient lengths of stay. (See the report, p. 1l13.)

HEW RESPONSE

HEW referred to several programs which are addressing
utilization review, including Professional Standards Reviasw
Organizations (PSROs), Health Maintenance Organizations, and
Community Health Centers.

PSROs, according to HEW, are part of a broader quality-
assurance program mandated to assure the medical necessity
of services through concurrent revisw, medical care evaluation
studies, and their review of patient and physician profiles.
Norms, criteria, and standards ares to be developed and applied
in each of these review activities., Health Maintenance Organ-
izations and Community Health Centers advance the concept of
utilization review through the internal group review of the
services provided.
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QUR RECOMMENDATIONS

We recommended that the Secretary:

--Work with local and areawide health planners to es-
tablish minimum standards of use for obstetric and
pediatric services with a view toward eliminating
unnecessary duplication of those services and to en-
courage public and private third-party payers not to
reimburse hospitals that consistently fail to adhere
to such standards. (See the report, p. 115.)

--Work with local and areawide health planners to reor-
ganize emergency services in communities served by two
or more nospitals to eliminate duplicate facilities
and services excessive to the needs of communities.

--Assess the financial and personnel resources of area-
wide health planning agencies and take appropriate
actions, as necessary, to assist the agencies to
increase these resources, particularly to improve their
capability to determine nealth services and facility
needs and develop and promote plans to fulfill those
needs. (See the report, p. 1l1l6.)

HEW RESPONSE

HEW stated that these recommendations are being addressed
primarily through implementation of the National Health Plan-
ning and Resources Development Act of 1974 and the Emergency
Medical Services Systems Act of 1973.

The National Health Planning and Resources Development
Act 1is designed to promote development of improved planning
capability at 3tate and regional levels and is aimed at
improving access to care and containing costs. Priorities
include increased provision of primary care services to the
medically underserved population, development of multiinstitu-
tional arrangements for shared institutional and support
services, the training and use of physician assistants, the
promotion of group practices, and improved methods of preventive
care and health education.

The Emergency Medical Services 3ystems Act of 1973 is
designed to achieve optimal arrangements of emergency services,
including the elimination of duplication. Recently, Emergancy
Medical Services grantees have been regquired to categorizs
all emergency services and facilities with a view towards
identifying potential duplication.
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REPQRTS ISSUED SINCE NOVEMBER 1972

Title

Observation On The Implementation
Of Title VI Of The Civil Rights Act
Of 1964 In The Hill-Burton Program
For The Construction And Moderniza-
tion Of Health Facilities

Letter Report--Review Of Certain
Complaints Concerning The Mountain-
eer Family Health Plan, Inc., and
The Beckley Appalacnhnian Regional
Hospital

Progress And Problems In Providing
Health Services To Indians

Comprehensive Health Planning As
Carried Out By State And Areawide
Agencies In Three States

Review Of Certain Aspects Of The
Hill-Burton Health Facilitiss
Construction And Modernization
Program

Review Of Grants To Health Mainten-
ance QOrganization Of South Carolina,
Inc,

Review Of Selectad Communicable
Disease Control Efforts

Need For More Effective Management
Of Community Mental Health Centers
Program

Letter Report--Review of Hill-
Burton Program Compliance With
Certain Legislative Requirements

Letter Report--Request For Further
Information On Health Maintenance

Organization Of South Carolina, Inc.

Progress And Problems In Training
And Use Of Assistants To Primary
Care Physicians '

Reference no.

B-164031(3)

B-164031(4)

B~164031(2)

B-1640G31(2)

B-164031(2)

3-164031(2)

B-164031(2)

B-164031¢(3)

B-164031(5)

B-164031(2)

MWD-75-35

ENCLOSURE II

Issue
date

12-13-72

1-10-73

3-11-74

4-18-74

5-3-74

5-17-74

6-10-74

8-27-74

9-25-74

11-5-74

4-8-75
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Title

Inproving Federally Assisted Family
Planning Programs

Tne Urban Rat Control Program is in
Trouble

Grants For Development Of Health
Maintenance Organizations In Region
v

Circumstances Surrounding Approval
Of Mortgage Insurance For Cedars
Qf Lebanon Hospital

How States Plan For And Use Federal

Formula Grant Funds To Provide
Health Services

10
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Issue
Reference no. date
MWD=-75=25 4-15-75
MWD-75-90 9~29-75
MWD-76~41 10-21-75
MWD-76-17 10-31~75
MWD=~75=85 12-9-75
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JULY 19, 1974

Honorable Harrison A. Williams, Jr.
Chairman, Committee on Labor
and Public Welfare
United States Senate
Washington, D. C. 20510

Dear Mr, Chairman:

In response to a Resolution of the Senate Committee on Labor
and Public Welfare, this Department has conducted a review
of the General Accounting Office Report entitled "Study of
Health Facilities Construction Costs," and I am pleased now
to transmit our report. Specifically, the Committee asked
for a report on our findings, conclusions, recommendations
and actions concerning its Resolution. Staff from the Of-
fice of the Assistant Secretary for Legislation have at
various times communicated with Committee staff on the
orogress of this activity, and we appreciate the Committee's
forbearance while we completed our report. I am particularly
pleased to call your attention to the planned Departmental
actions in the enclosed report, the implementation of which
will result in approximately $750,000 being obligated within
the next six months.

As you know, there are two related but separate parts to the
GAQ study and its recommendations. The first part concerns
itgelf with the process of planning, design and construction
of health facilities; the second part addresses itself to
the health services delivery issues.

Although the cost of health facility construction is
significant, national health expenditures for services and
supplies are of far greater import, almost $70 billion in
fiscal year 1971 versus $3.5 billion for health facility
censtruction, a ratio of 20 to 1. This fact is the under-
lying theme of much of the GAO report which stresses the
conceot of life-cycle costing and points out that the
cumulative operating costs of a hospital facility usually
equal or exceed initial construction costs in 1 to 3 years.

Our response to the first six recommendations of the report,

therefore, is directed not only to controlling initial costs.
More importantly it also deals with achieving significant

11
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COPY

Page 2 - Honorable Harrison A. Williams, Jr.

savings in the life-cycle costs of both the facility and the
activities conducted within it while determining how the
facility can best be planned and designed to help health
professionals improve the quality of services.

The magnitude of health services delivery issues outlined
by GAQO is so great they cannot be addressed completely and
fairly within the context of health facility construction
costs alone. Therefore, we have addressed them in a more
general manner. In addition, this Department will continue
its efforts to control health financing costs, improve the
organization and delivery of health services, explore new
modes of health care delivery such as Health Maintenance
Organizations and strengthen health planning activities.

With respect to the implementation of the Department's
action plan, we would be pleased to provide whatever brief-
ings or further information you or the Committee may wish.

Sincerely,

Secretary

Enclosure

12
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STUDY OF HEALTH FACILITIES CONSTRUCTION COSTS

BACKGROUND

The Study of Health Facilities Construction Costs was
undertaken by the General Accounting Office (GAQ) pursuant to
Section 204 of the Comprehensive Health Manpower Training Act
of 1971 (85 Stat. 462) enacted in November 1971.

The GAO staff, assisted by Westinghouse Health Systems
of Pittsburgh under contract, conducted its study of those
health facility construction projects assisted under authori-
ties of the Public Health Services Act. The completed study
was submitted to Congress on November 20, 1972,

On April 4, 1973, the Senate Committee on Labor and
Public Welfare adopted a resolution relative to the GAQ
Study stating that the Department of HEW should assume a
position of national leadership in the assessment and dis-
semination of information about, and guidance with respect
to, the use of innovative methods of health facility planning
and construction. It also reguested the Secretary of Health,
Education, and Welfare to (1) compile and publish informa-
tion on the essential factors to be considered in project
planning, (2) explore the feasibility of reusing hospital
designs, (3) study the feasibility of adopting a common set
of construction requirements for HEW-administered programs,
(4) develop and disseminate a scientific base of knowledge
on construction reguirements, and (5) require that the fast-
truck and total concept approaches be considered for health
facility projects assisted under the Public Eealth Service
Act. It further reguested the Secretary to solicit the
cooperation of interested groups and individuals and to
assume leadership in an effort to place greater emphasis on
preventive medicine practice, make more appropriate use of
health care facilities, employ more effective utilization
review techniques, change health insurance incentives that
emphasize in-patient care, share hospital services, and in-
crease the capabilities of area-~wide health planning agen-
cies.

FINDINGS
The concept of new Federalism encourages the decentrali-
zation of Federal activities and the assignment to State and

local governments those functions that can best be carried
. out at that level, However, DHEW is the Federal Department

13
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with primary responsibilities for health affairs and has a
national leadership role; no other governmental or private
entity has the responsibilities or resources comparable to
the Department. Further, the recommendations contained in
the GAO Study have nationwide application rather than being
regional or local in nature. Finally, any results of DHEW
actions taken with respect to the GAO recommendations will
apply only to Federal or Federally assisted construction;
the results can be made available to other governmental
levels and the construction industry for their uses as they
deem appropriate. In this way, the proposed actions by the
Department would be consistent with its responsibilities
without usurping the prerogatives of State and local govern=

ments.

The first six recommendations of the Study are related
to planning, design, and construction of health facilities
with special emphasis on life~-cycle costing. These recom=-
mendations properly reflect the title of the Study. The
second set of recommendations contained in Chapter 4, en-
titled, "Means By Which Construction Costs Could Be Reduced
By Reducing Demand For Health Facilities,"” relate to other
aspects of the health care delivery system. On the surface,
the chapter appears to deal with ancillary actions to reduce
the demand for health facilities when in fact it deals with
the larger issues in the health care delivery system.

Stated in other terms, health facilities construction costs
are an important but subordinate aspect of the larger prob-
lem outlined in Chapter 4. The scope of the issues outlined
1s so great it is not possible to adequately address each

of the points within the context of health facilities con-
struction. Therefore, the thrust of this report will deal
with the construction recommendations specifically but must
restrain itself to addressing the Chapter 4 issues in a

more general manner.

Upon receipt of the GAO Study, the Department of Health,
Education, and Welfare made analyses of the recommendations
and developed a program. That program established eight
projects considered to be responsive to the recommendations
of the GAO Study and the Resolution ¢f the Senate Committee
on Labor and Public Welfare. The projects are:

1. Publish Functional Guidelines for Use in Project
Planning;

2. Explore Feasibility of Reuse of Existing Designs;
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3. Develop Common Set of Requirements for New Construc-
tion Under "Hill-~Burton," Medicare, Medicaid;

4. Develop Scientific Base of Knowledge on Fire Safety;

5. Publish Policy Guidance on Use of Fast«Track and
Total Concept Procedures;

6. Establish a State of the Art Data Base of Innovative
Construction Technigues;

7. Develop the Methodology for Life-Cycle Cost Analysis;
and

8. Establish and Maintain a Repository of Life-Cycle
Data.

In health care facilities, protection against fire is of
paramount importance due to the number of occupants who are
bedridden or minimally ambulatory. This group, more than
the general public, needs maximum protection incorporated in
the building design and construction.

The need for initiation of work is self-evident for those
areas related to functional planning guidelines, evaluation of
reuse of designs, use of fast-track and total concept construc-
tion, innovative construction techniques, and life~cycle cost
analyses. Much of the raw data necessary for these studies
comes from projects funded under the authorities of the Public
Health Service Act. The long term Federal role in assisting
health facilities construction may change and limit the
availability of these data but there is sufficient existing
information to at least establish basic project results.

One of the GAQ recommendations related to developing
construction requirements, but not reflected in the HEW
project list, is important to health facilities construction.
However, it also has the same or greater application to the
entire building construction industry. There are other
responsible Federal agencies with a greater involvement in
facilities construction who must share our concern in this
proolem area.

As a standard operating procedure the Department has a
history of soliciting the cooperation and support of other
agencies, private health organizations, and medical profes-
sionals in all endeavors to improve the quality of health
care services. The practice of enlisting the cooperation
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of others in the health field is a widely recognized, if
unstated, requirement of any Secretary if he is to provide
national leadership. Therefore, the GAQO recommendation in
this area must be viewed as a reinforcing statement of a
long standing practice rather than proposing a new course
of action. The GAO concerns relative to preventive medi-
cine, use of health facilities, utilization review, in-
surance incentives, shared hospital services, and area-wide
health planning agencies are shared by this Department.

In two ¢of the areas, Health Maintenance Organization and
comprehensive health planning including our new proposal -
for Health Resources Planning, steps are being taken to
strengthen these facets of health care delivery. Planning
of a health strategy for the coming 5 years, contingent
upon legislative action in some cases, also reflects an
increasing emphasis on the remaining four areas enumerated
above.

CONCLUSIONS

The role of national leadership by DHEW in health
facilities construction, implied in the GAQO Study and re-
gquested in the Senate Committee resolution, is a valid posi-
tion. Those recommendations by GAC related to the overall
delivery of health care services are tied to an evolving
health strategy comprised of many elements that are now
under consideration in the Department or are being evaluated
by the Congress for possible legislative action. Until the
executive and legislative branches jointly define the role
of the Federal Government in c¢ritical areas such as health
insurance incentives and preventive medicine, definitive
conclusions cannot be precisely drawn.

In the specialized area of health facilities construc-
tion, the task can be more clearly defined. Although an
attempt should be made to enlist the aid of other Federal
agencies, the hazard of fires associated with life and
safety in health facilities is so serious that this Depart-
ment should fund and proceed with the proposed project
during this fiscal year. 1In the area of developing and
disseminating a scientific base of construction require-
ments as recommended by the Study, there are other Federal
agencies with greater volumes of construction, e.g. Public
Buildings Service, or with authorities to investigate these
issues, e,g. National Bureau of Standards. Further, the
Study noted the number of past efforts to resolve this prob-
lem. Therefore, this Department will encourage the renewal
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of work in this area but it.should not attempt to place it-
self in the position of being the lead agency in the resolu-
tion of the problem.

RECOMMENDATIONS AND ACTIONS

We are taking the following actions:

1. The Department will solicit support and funding,
through an interagency agreement, of other Federal agen-
cies who share our concern for improving knowledge of
fire safety, but unilateral action will be taken by us
this fiscal year to initiate the work. First year costs
for the eight projects will be supported by $750,000

to be made available from health appropriations.
Monetary support for the projects will be furnished
within available funds from applicable appropriations
for the succeeding 4 years in the following estimated
amounts: $980,000; $845,000; $725,000; and $555,000.

2. Health program planning and evaluation functions,
in considering area-wide planning for health services
or any of the other issues outlined in Chapter 4 of the
GAQ Study, will take full cognizance of and incorporate
in its planning, the impact of health facilities upon
the delivery of health care services.

3. The support contemplated for this program will not
exceed 5 years. Annual reviews will be conducted of
the ongoing projects to determine their efficacy. As
a result of the evaluations, recommendations will be
made to the Assistant Secretaries concerned that a
project be continued at its present level, that it be
modified, or that it be terminated.
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARF
"'(AN D U‘NI OFFICE OF THE SECRETARY

T0 . Assistant Sescrviary for pate: DEC 11 978
Administration and Management
Agsistant Secretary for Health
- Through: Dirsctor, Health Pacilities
Planning Division, QASH

FROM : Director
Office of Pacilities Engineering and Property Management

SUBJECT:  3ratus Report on the HEW Program Plan Related to the GAQ Rapore:
"Heglth FaciliZies Construction Costs"

The attached Status Report is furnished to acquaial you with the
progreas being made on tha subject Program Plaa,

Lot front

rrit D, ?remu\;, P.E.

Aﬁuchasn:
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Decenmber 9, 1975

STATUS REPCRT of the
HEW PROGRAM PLAN for:
1 HEW-NBS LIFE/FIRE SAFETY PROJECTS
IT LIFE CYCLE BUDGETING AND COSTING AS AN AID IN DECISION MARING
I1I FACILITY PLANNING AND DEVELOPMENT
- Plan dated - August 6, 1974
Approved for Implementaticnm:
Assistant Secretary for Administration and
Managewent - August 15, 1974

Assistant Seceretary for Health - August 30, 1974

EXECUTIVE SIMMARY:

The Comptroller General of the United States {ssued on November 20,
1972, a Report to the Congress entitled "Study of Health Facilities
‘Construction Costs.”" The Report contained six facility related and

six health care delivery recommendations or suggestions. The REW
Program Plan of August 6, 1974 seeks to be responsive to the facility
related recommendations, With the approval of the Secretary cn

July 19, 1974, the Assistant Secretaries for Administration and Manage-
ment, and Health, then approved the Plan for implementation with comn-
tract funds to be provided from the Public Health Service (PHS), Health
Resources Administration (HRA) R&D program as follows: FY-75 $750,000,
FY-76 $980,000, FY-77 $845,000, FY-78 $725,000, and FY-79 $555,000,
FY-76 funds have been provided to date,

In November 1974 an inter-Departmental agreement with the National
Bureau of Standards was negotiated, and in June 1975 contracts were
awarded for the facility planning project and the life cycle costing
project, The contracts are five yaar agrecments In order to preserve
continuity and wementum, and are tied fe actual contractor performance
and availability of HEW program funde, It should be noted that the
contracts were awarded shortly after the advent of the "Natiocnal Health
Plaaning and Resourcas Development Act of 1974, Public Law 93-641, and
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are supportive of that act. 1In addition, active and effective collab
oration between HRA elements and their contractors for related work has
been accomplishad, Day to day managership of the Program Plan i{s main-
tained in the project office within the Office of Facilities Engineering
aud Property Management (CFEPM), Office of the Secretary, with monitor-
ship and surveillance maintained by the Division of Health Facilities
Planning, Office of the Assistant Secretary for Health.

While support for the Program {s mostly from HEW-PHS, the Federal Energy
Administration has provided $30,000 in FY-75 funds to expand the life
cycle costing project to include an energy component in the contract work
statement, Negotiations are now underway for FEA participation at a level
of $162,000 in FY-76 funds to expand thelr energy-costing interests in
facilities design, .

The attachments provide information on project outputs and schedule:
Attachment 1: HEW-NBS Fire/Life Safety (now in month 12)
Attachment 2; Life Cycle Costing (now in month 6)

Attachment 3: Facility Planning and Development (now in month 6)

The contractors are essentially on schedule. ,
Of particular interest has been the development and promulgation of
policy guidance and procedures for implementation in the HEW grant and
loan programs of accelerated delivery of health facilities through
phasing and overlapping of the design phase and construction phase -
"Past Tracking.'" The HEW approach utilizes 'Construction Management with
a Guaranteed Maximum Price (CM-CMP)"; this competitively bid procedure
provides the advantages of the widely practiced "Construction Manage-
went (CM)" plus the additional advantage that the grantee-community

owner has the assurance that he has the financial capability to ccmplete
the project., (Artachment 4 is a8 recent HEW CM-GMP publicatlion guide.)

With regard tec "Total Concept" or the "design-construct" type single
gontract approach, it i3 our belief that the grantee-community owner
utilizing a building team consisting of an architect-engineer and
CM-GMP - each under separate contract to the owner - achieves most, if
aot all, of the asgserted advantages of the single contract for dasign-
construct, Furthermore, the A-E CM (CMP) team provides the coste
quality protection the owner needs within the requiresment for public
ccopetitive bidding, It should be borne in mind that the modern
hospital {s an extrexely complex facility in technological terms, and
that procurexsnt options such as design-construct have not been success~
fully demonstrated in hospitals except under very special circumstances.

Mi’wwj
Gerrit D.' Fremoww, P.E.

Director, Office of Facilitles Engineering
 and Preoperty Management, OS/HEW .,
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\ TR 7YY DEPARTMENT OF HEALTH, EDUCATION, AND WELFAKRE
L\’ LL -LV"O JKAN D U ‘NI OFFICE OF THE ASSISTANT SFCRETARY FOR HLALTH

' ‘oare. 1 T FEC 273
TO : Director DATE: 1

0ffice of Administrative Management

.

FROM : Director
Office of Policy Development and Planning

SUBJECT:  GAC "Study cf Health Facility Construction Costs™:
PHS Response to Health Service Delivery Issues ia Chapter &

In response to your memorandum of December 8, 1975, I am enclosing
a report of PHS activities that relate to the areas of concern cited
in chapter 4 of the GAO seudy.

As you know, members of our staff met with GAOQ on December 17, 1975
to ascertain the nature of the new follow-up request. Subsequencly,
we requested HRA, CDC, HSA and ADAMHA to report om ongeing activities
related to the health care delivery issues raised in the GAO recom~
mendations on pages l15 and 116 of the GAO study. If you would like
to review the actual responses that we recaZved, please let me know.

TAAA
/P, Ca/ln II, Ph.D.
Eaclosure . )
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Report on PHS activities relating to health service.delivery concerns
cited in GAO Study of Health Facilitics Comstruction Costs (November 20, 1972)

As the Department's July 19, 1974 response to the GAO study indicated,
the issues raised by chapter 4 are related only generally to health
facilities comstruction. The Department concurs with GAO's concern

on the need to emphasize preventive medicine, utilization review,
insurance incentives, shared hospital services, and health planning
now as it did then. From a policy perspective, the PHS :
Forward Plan for Health, FY 77-81 outlines a wide variety of activities
which address a majority of the chapter &4 recommendations; the present
report specifies those activities. It is hoped that this will clarify
the scope of PHS programs that deal with the specific issues raised by
the Study's recommendations.

GAQ's Ceneral Recommendatien

"In view of the probable continuing high demand for health care
services and the increased demand which may result from proposed
Government programs such as national health insurance, implementation
of the changes cited above could be instrumental in offsetting

a surge in demand for hospital facilities and increased construction
and medical care costs, Responsibility for implementing these
changes rests with many governmental agencies, private health
‘organizations, and medical personnel. Accordingly, we recommend

that the Secretary of HEW seek their cooperation and take the
leadership in the following areas.”

- As our original response indicated, working with numerous public and private
sector groups on a variety of issues is an implicit responsibility of the
Secretary. This leadership role has been strengthened and augmented

by the solicitation from a wide range of groups, of comments on -

the PHS Forward Plan for Health, FY 77-81. The following is a descrip-

tive listing of activities, underway and plauned, that support

specific areas mentioned in the GAQ recommendations (pp. 115-116 of the study):

Item 1: "Placing more emphasis on preventive medicine and public

~health, giving particular emphasis to education for health
professionals and paraprofessionals and to further reduction
of the ‘incidence of hospital-contracted infectioas."

A variety of servics programs administered by the Health Services
Administration (HSA) emphasize prevention, either through promoting effective
public health services, or operationally through current programs. This
emphasis is central to the following HSA programs:
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Comprehensive Health Centers

Family Planning

Health Maintenance Organizations

National Health Service Corps

Migrant Health

Maternal and Chlld Health and Crippled Children Programs

0O 0000 9

Another HSA program, the Indian Health Service, includes

an active preventive health component that consists of sanitation
and dental care, health education, and field medical programs,
such as mental health, eye care, public health nutrition

and social services.

The Health Resources Administration (HRA) conducts a variety of activities
that support the development of primary care, including manpower
and training facilities., The concept of health maintenance as a
principal component of primary care strongly emphasizes preventive
care services; hence, the support of primary care is an important
component of any prevention policy.

o Bureau of Health Manpower grants for residency training in
family practice have been successful in attracting and training
physiciansg in this primary care specialty. There are 1600
physicians enrolled in the first year of the three-year
residency programs, more than 1200 in the second year, and over
800 in the third. FY 1975 expenditures amounted to $15 million.

0 Under the Health Professions Construction Assistance Program,
funds have been targeted to support primary health care
facilities for teaching hezlth manpower in a primary/preventive
medicine role. To date, 28 manpower projects costing
$64.8 million for teaching facilities have been funded.

Other HRA programs emphasize primary care, prevention and health
education in the education of professionals and paraprofessionals.

0 Th;rty—smx contract programs to train paysician aSSlStantS have
been supported;

o Family medicine will be emphasized under the Health Professions
Capitation grant;

o Project grants for training in public health emphasize

community health education, public health nutrition, eavironmental
health, and praventive haaluh service programs in schools

of medicine and osteopathy, dentistry, optometry, and podiatry;

0 Many Area Health Education Center programs include a preventive
medicine and/or public health component in the training of

train

health professionals and paraprofessionals. These programs
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are chiefly educational, and are designed to address the
problem of maldistribution as well. The training of
paraprofessionals reduces, to some degree, the need
for professicnal services and lowers the cost of care.

The Alcohol, Drug Abuse and Mental Health Administration (ADAMHA)
services address the issue of how to preveunt the onset and
progression of alcoholism, drug abuse, and mental illness. Community
Mental Health Centers initiated by legislation in 1963, must

provide five basic services of which "consultation and education”

is one. Each of the ADAMHA Institutes has developed informational
materials in the form of posters, pamphlets, booklets, films, and

TV spot ads, the goal of which is to disseminate information about
the proper uses of alcohol; the dangers of alcohol abuse and

drug abuse; the early warning signals of alcoholism, drug

abuse, and mental disorder; and treatment resources

that exist. In addition, a variety of studies have been supported

to review the effectiveness of some of thesa efforts - e.g., a

1% evaluation study of consultation and education programs in school
systems. Through these efforts, it is hoped that the incidence of
new cases of alcoholism, drug abuse, and mental illness may be
somewhat reduced, If such a reductiou were to occur, there would

be a concomitant reduction in the need and demand for health facilities,

and thereby a reduction in the total costs of counstructing such
facilities. ’

Regarding the reduction of the incidence of hospital-contracted infection,
the Center for Disease Control (CDC) has launched a national study to describe
the current prevalence of various approaches te hospital infection

control (study of the efficacy of nosocomial infectiom control -

SENIC Project) and to determine the relative cost-effectiveness

of the various approaches. 1In cooperation with the National Center

for Health Statistics (HRA), CDC is conducting a mailed

questionnaire survey of infection control activities .

among all U.S. hospitals. A representative sample of hospitals

will be visited by CDC field staff to document the various approachss

in detail. Later, teams of CDC medical chart reviewers will

visit the same group of hospitals to determine to what extent the
incidence rates of hospital-acquired infections have been diminished

by the different hospitals’ programs. In this way, the most effective
program components can be identified and can subsequently be stressed

in a national effort to reduce the demand for health facilities through
further prevention of hospital-acquired infections.

In addition, the Bureau of Health Planning and Resources Development

(HRA) held seminars in 1975 on.preventive medicine related to hospital-
contracted infections. :
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Finally, the PHS has been actively involved in.developing a primary
prevention strategy, as outlined in the PHS Forward Plan for Health,

FY 1977-81, focusing attention on the underlying ccnditioms or
antecedent causes of preventable diseases, outlining a range of medical,
legislative, regulatory and economic alternatives that may not fit into
the traditional medical model of health care.

A relatively small number of underlying factors are judged to be
primarily responsible for much of the morbidity and mortality, including
smoking, alecohol, poor nutrition, dangerous driving practices, enviren-
mental pollution, occupational hazards, infectious agents, and genetics.,
The Public Health Service is calling national attention to these
problems, redirecting its priorities and resources, and suggesting
alternative ways of overcoming them.

The GAC Study, for example, addresses measures which may be taken to
prevent heart disease. To attack this problem, the Public Health
Service is promoting dietary changes in order to pravent or control
high cholesterol, hypertension, and other risk factors through the
training of health professionals; monitoring; identification of the
nutritional content of food products; the development of new knowledge
to increase our understanding of the relationship between specific
dietary components and heart disease; and through the widespread
transfer of nutritional knowledge by a number of agencies of the
Department. In addition, the Public Health Service has called
national attention to the relationsihip between smoking and heart
disease; developed monitoring systems; emphasized cigarette smoking
in health education efforts; and has suggested in the Ferward Plan
alternate ways of overcoming this problem including restricting the
sale ¢of high-tar and nicotine cigarettes, phasing out tobacco price
supports, and baunning advertisements.

While a higher priority is being given by the Public Health Service
to the development of primary prevention programs, in many instances
our capacity to affect these problems is limited or unknown. In an
effort to assess the efficacy and costs of various preventive approaches,
NIE co-sponsored a national conference in 1975 with the American College
of Preventive Medicine to review the state-of-the-art of prevention,

Many prevention objectives depend on individuals deciding to change
their style of living. A primary PHS responsibility is to equip

the public with the information and skills necessary to enable them

to make wise decisions about their health. The Bureau of Health
Education {(CDC) is emphasizing the development of new health education
techniques so that effective programs to promote and improve health
can be established throughout the Public Health Service,
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Item 2: - "Developing for use by physicians, hospitals and patients
and their families specific current information about the
availability of alternative lhealth care services and
facilities and the type of care provided by them."

- "publicizing (1) the kinds of care that can be obtained
other than as a hospital inpatient and (2) the effect the
use of different types of facilities mould have on reducing
medical costs and insurance premiums."

An increasingly important alternmative td inpatient care is surgery
performed on an ambulatory basis in freestanding or hospital-affiliated
surgical centers, In the broad substantive area of ambulatory surgery
there appears to be little by way of literatures; no complete

-1ist of such surgical centers; limited consultation with and among

experts in the field; limited comparative cost and charge data among
facility types (hospitals, freestanding ceaters, doctors' offices);

poor definition and characterization of facility-types; conflicting
perceptions of the merits and demerits of the ambulatory surgical

approach to cost-saving; non-comparability between procedures by facility
type; and the abseunce of indicators to assess the comparative quality

of surgical services. 1In response to these issues, among others, the
Office of the Assistant Secretary for Health, in association with the
National Center for Health Services Rasearch (HRA), conducted a

‘working conference in May 1975 involving some 80 experts in the fields of
health research, systems planning, quality assurance, economics and health
services delivery. The outcomes of this discussion are being

analyzed and will be published to provide guidance to the health community and
the Department as overall research needs and priorities are established

pursuant to the Social Security nmendments of 1972 (Public Law 92-603,
Sectlon 222),

In addition, several ongoing programs serve the general purpose intended
by providing outreach services or fostering the development of
alternative modes of care.

o The Bureau of Quality Assurance (HSA) is involved in the
development, review and revision of health and safety standards
for providers of home health agencies. The Bureau is om an

interagency task force that is considering ways to augment
and improve home health services.

o The Health Maintenance Organization program (HSA),
fostering the development of HMOs, is a key element in focusing
attention on alternative methods of delivering health care
services. For example, current statistics indicate that the
average length of stay in acute inpatient facilities nationally
was 900 days per 1000 people. HMO data show that for programs
of prepaid group care, actual rates are rumning from 380 days
per thousand to 530 days per thousand.
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o Many Indian Health Service (HSA) activities .bring health seuvi
directly into Indian homes and communities. ~ Moreover, infcime
concerning the availability of these services and facilities
is distributed to potential recipients.

Ces
tion

A major goal of the Community Mental Health Center (ADAMHA) pregram is
to reduce inappropriate utilization of mental hospitals, and to provide
short-term care in the community in which the patient lives. The
combination of the increased availability of community-based

services together with the increased use of therapeutic drugs

has enabled State and county mental hospitals to reduce their

resident patient populations annually since 1955, It is felt

that the long~term costs of providing care will be reduced, and

the long-term ability of the system to provide appropriats care

will be increased. Recent court decisions have required that

less restrictive forms of care must be provided to patients

outside of mental hospitals. These decisions will add further

impetus to the movement toward community-~based care,

ADAMHA has workad with the HMO program to assure appropriate inclusion
of alcoholism, drug abuse, and mental health services

in this program. Current legislaticu requires coverage

for thess services. Includions of coverage for

these services can save HMOs money, by reducing

the inappropriate use of other health services by persoas who

are suffering primarily from alcoholism, drug abuse, and meatal
disorder. '

Services for the treatment of alcoholism, drug abuse, and mental
i1lness have traditionally not been adequately covered by
private insurance companies and by Medicare and Medicaid. The
"barriers to full reimbursement remain substantiazl. It has been
an especially important goal of ADAMHA to reduce and remove these
barriers, and to assure coverage that encourages the most
appropriate form of care. Incentives for the provision of
outpatient care and for care provided in organized care sattings
have been part of the recent discussions on National Health
Insurance. Such coverage might be expected to increase the
demand for outpatient services and for services in organized
care settings which provide a range of services, while decreasing
demand for long-term care facilities,
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Item 3

Under P.L. 93-641, the lational Health Planning and Resources
Development Act of 1974, Health Systems Agencies and Statewide

' Health Coordinating Councils will be developing plans "aimed

at improving access to care and containing costs. It is
expected that these plans will emphasize alternatives to
inpatient care as a strategy to achieve both of these aims.
Moreover, strong consumer participation at both areawide

and State levels may heighten awareness of the costs of
hospital care. : : y

- "Studying the geographic variations in lengths of
stay for those types of diagnoses, such zs normal
delivery of newborns, whose variances are less
explicable for medical reasons and more likely to
be attributable to physician customs and traditions
followed in different localities, and, as applicable
and consistent with good medical practice, encouraging
physicians, through utilization review committees, to
adopt those practices which will result in reducing
patient lengths of stay.”

Several PHS programs address utilization review (in addition to the

revisw

0

of care under the Medicaid and Medicare programs):

Professional Standards Review Organizations, as part of a
broader quality assurance program, are mandated to assure the
medical necessity of services through concurreant review,
medical care evaluaticn studies, and the review of patient
and physician profiles.’ Norms, criteria and standards are to
be developed and applied in each of these review activities.

ADAMHA has been working with both the health insurance progran
for military dependents (CHAMPUS) and the Federal Employees
Health Benefits Program (FEHBP) to institute utilization review
procedures that would reduce azbuses of these systems, and ensure
that appropriate forms of care are provided for and reimbursed.
An important incentive for instituting these utilizacion review
efforts was the concern that there might be increasing costs

for the coverage of alcoholism, drug abuse, and, especially,
mental health services. The experiences with the utilization
review efforts to date, however, give reason for optimism about

the ability of these programs to reduce abuses and hold costs
within acceptable bounds,

Health Maintenance Orgznizations, Community Health Centers, and
the National Health Service Corps, (all administered by lSA),
in establishing "group practices” of various kinds, advance the
concept of utilization review through the internal oroup

"review of the services provided,
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- Ltem &: - "Working with local and areawide health plamners to
establish minimum standards of use for obstetric and
pediatric .services with a view toward eliminating
unnecessary duplication of those services and to

.., - encourage public and private third-party payors not

ii.+ . to reimburse hospitals that consistently fail to adhere

Con to such standards.

~ "Working with local and areawide health planners to
reorganize emergency services in communitiesg served
by two or more hospitals to eliminate duplicative
facilities and services excessive to the needs of
communities.

-~ "Assessing the firancial and personnel resources of
areawide health planning agencies and taking appropriate
actions, as necessary, to assist the agencies to increase
these resources, particularly to improve their capabilicy
to determine health services and facility needs and
develop and promote plans to fulfill theose needs.”

These recommendations are being addressed through both the National'Health
Planning and Resources Development &ct of 1974 (P.L. 93-641), and the
Emergency Medical Services Act of 1973 (P.L. 93-43).

The Emergency Medical Services Act of 1973 is designed to achieve optimal
arrangements of emergency services, which includes the elimination of
duplication. A recent requirement has been made of EMS grantees thac

all emergency services and facilities be categorized, with a view to
identify potential duplication.

The Department is currently in the process of implementing P.L. 93-6&41. This-
Act is designed to promote development of improved planning capability at
State and regional levels, aimed at improving access to cares and containiag
costs. Among priorities in the development of health plans are increased
provisions of primary care services, development of multi-institutional
arrangements for shared institutional and support services, the training

and increased utilization of physician assistants, the promotion of

group practices, and ‘lmproved methods of preventive care and health
education. Attachment 1 summarizes the progress being made in implementing
the Act. :

In addition to implementatiom activities, the Bureau of Health Planning
and Resources Development (HRA) has undertaken a wide variety of projects
which address directly or indirectly many of the areas in the GAO
recommendation, These are listed in Attachmenc 2. '
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' Other Research Activities

The National Center for BHealth Services Research (HRA) establishes
research priorities through intensive interaction with decision mskers
in the executive and legislative branches of the Federal Government,
representatives of State and local governments, providers, and the
research community. Although it is difficult to attribute specifiec
programs or research initiatives to any particular report, the issues
ralsed by GAO are among ‘those that NCHUSR has identified as most pressing
and current. For example, five major areas identified by NCHSR are:

inflation and productivity (cost containment)
"health insurance (financing)
plamning and regulation
emergency medical services
long term care (including the assessment of alternativ
assistance strategies)

o 0 0 0 0

Attachment 3 contains a list of current studies supported by the
National Center which address each of these areas. (This includes
studies which attempt to measure or monitor quality of care.)
Attachment 3 alsc contains recent testimony by the Director of
NCHSR before the Subcommittee on Public Health and Enviroament

(Committee on Interstate and Foreign Commerce) in the House of
Representatives.
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ATTACHMENT 1
Progress Report on linplementation’ . October 24, 1975
Of P.L. 93-64l, The National Health Planning and Resources

Develop&xent Act of 1974
Area Designation

Sectian 1511 of P.L. 93-64] requires the Secretary", DHEW, in cooperation with
Stafe Governors to designate health planning districts within aIL States and
Territories, to be known as Health Service Areas. These arzas must mest
criteria specified in Secton 1511, unless waived by the Secretary. With the
exceptions of Hawali, Vermont, and Delaware, this process is now co}nplete.
Two hundred and.two Health Service Areas have been designated in 47 States,

Both Vermont and Delaware have Heen requested to submit area designation

plans as their requests for Section 1536 exemption have been denied. Hawaii's

Section 1536 claim is still under study in the Department.

Designation of Health Systems Acencies

Section 1512 requires the Secretary, DHEW, to designate a Health Systems

- Agency (HSA) for each of the designated Health Service Areas, Proposed

regulations for this purpose were published in the Federal Register on

October 17. (See attached summary of proposed rules.) Applicatons will ke
accepted on the basis of the propesed rules., For further information contact
the DHEW Regional Health Administrater.

The Department expects to designate the great bulk of the HSAs during March 1976.
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C. Centers for Health Planning .

Section 1534 reqﬁires the Secretary to establish a inin.imum of 5 centers for
healtb planning to provide multidisciplinary health planning and development
assistance. Proposals have been invited from organizations seeking to become
a Center for Health Planning. Up to 10 centers will be selected, one for each
DHEW region, by December Bi, 1975, Fcﬁ‘ further information contact the

lCo‘ntra'cts Office, HR.A .

D. State Health Planning and Develepment Agzencies

Section 1521 requires each State to designate a State Health Planning and
Development Agency. The Depariment expects to issue proposed regulations
N .

by November 1975, This will include minimum requirements for State

certificate of need programs,
A consortium of States has begun preparation of a model State Administrative
Program under contract to the Department. For further information contact

BHPRD.

'E. National Guidelines for Health Planning

Secton 1501 of P,L. 93-641 requires the establishment by the Secretary of
national guidelines for health planning within 18 months of enactment of this
act. Over 90 nadonal crganizations have been invited to participate in the
develppﬁ:ent of guidelines., A general invita.tion was also publisihed in the

*

Federal Register. For further information contact HRA, OFEL.
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F. National Council on Health Planning and Deveclocoment

H.

Budget .

Section 1503 requires DHEW to establish a National G.our;cil on Health Planning
and Development, to be composed of 15 members. representative of providers,
consumers, and government. Many nominees have been submitted, and the ‘
Department is in the process of selection. For further information contact

HRA, OPEL.

Rate Regulation Demonsirations
Section 1526 provides for rate regulation demonstration programs in up 10 six

States. Twelve to 15 States have indicated varying degrees of interestin a

. rate regulation demenstration program. For further information contact SSA, ORS.
. L 2 .

- The FY 1976 a2ppropriations have gone to the House-Senate conference. The

health planning and resource development program will probably be funded
somewhere between the $186 million (high) and $180 million (low) figures

suggested in the conference.

Organization

The former Comprehensive Health Planning, Hill-Burton, and Regional Medical
Program Federal staffs have been reorganized into a new Bureau of Health

Planning and Resources Development within the Health Resources Administration,

DHEW. In addition, a Department*al committee chaired jointly by the Assistant

*

Secretary for Health and the Assistant Secretary for Planning and Evaluation
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'(Health) has been formed to oversee the program development in severval areas
(,

(e.g., National Guidelines, rate regulation, Naticnal C_ouncil, and uniform

“systems).

Other

Propo‘sed regulations concerﬁing other aspects of the program afe being
develoﬁed according to the attached schedule. Outside input is being sought
concerniﬁg the directioﬁ proposed regulations ought to take. For further

information contact BHPRD, OPC,
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Summary Statement

© HEALTH SYSTIMS AGENCIES
(Notice of Proposed Rulemaking)

PURPOSE:

To propese requirements and procedures for designation and funding of
" health systems agencies (HSAs), as authorized by the lational Health
Planning and Rescurces Development Act of 1974 (P.L. 93-641).

SIGNIFICANT PROVISIONS:

The law is so specific on most matters that additional requirements have
generally been proposed only where necessary for c¢larification or where
mandated by the statute itself. This sucmary outlines the =ajovr provisicns
propoused to be added by regulatien., References are to the reélevaat sections
of the proposad new Part 122 of Title 42 of the Code of Federal Regulaticns
and to the preamble wnich accompanies it in the Tederal Register, dated

R b B A

A. Covernotrs' Role in Desipnation of HSAs

The Secretary intends acti@ely to consult with Governors and to give
considerable weight to theilr recommendations. Eligible applicancs
~are encouraged to contact Covernors for a description of any issues
or procedures which the Covernors consider necessary for applicants
to address. The Governors wmust be given thirty days.co review appli-
cations., Should the Secrecary not accept a Governot's recommendation,
he must provide the Governor with a detailed statemenc of the reascns
for the decision. (See sec. 122,105 and the preamble.)

B, Governance of Public lSAs

The Secretary has concluded, as a matter of law, that the relatioaship
between the regular public govermning board of a public HSA and its
separate governing body for health planniang is governed by the pro-
visions of section 1512(b)(3) of the Public Hezlch Service Act. This
permits (but does not mandate) the regular public governing board to
excrcise considerable authority, including authority to:

1. Select and remove members of the sgparate governing body for
health planning;

2. Establish persoanel policies and review the appointment of the
Executive Director and staff; '
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3. " lstablish, execute, and revise the agency's budger;
4. Set rules and regulations for the functioning of the agency;

5. Review and comment on any proposed action of the separate
-governing bedy.

(See sec. 122.109(d) and the preamble.)

C. CLoverning Body Composition

Not more than 1/3 of the total membership of the governing body of a
private HSA (or the separate governing body for health planning of a
public HSA) may be public officials. (See sec. 122.109(H).) This
requirement has been added to insure that a private agency not be =0
domlinated by public members chac it becomes, in effact, a public
ageney. Furthermore, even public agencies are required by the Law
to have a separate governing body for nealth planning, and the
limitation in this case insures that the private sector will be
adequately represented in public agencies.

D. Conditional Designation

All 1SAs must operate under a Conditional Designation Agreement for at
least one year before thew mav be fully designated. (See sec,
122.105(b)(1).) During the period of conditional desiznation, an
HSA must perform a winimuz set of functions concerning data analysis,
planning, coordination, and the review of new institucional health
scrvices proposed for its area; and it must maintain a governinz )
body which meets all legal requirements., During the fizst year of
conditional designation, an HSA may not perform the review aad appre-
val function or the review of existing institutional healrch services
as described in sections 1513(e) and (g), respectively, of the Act.
An HSA must have developed its Health Systems Plan and Annusl
Implementation Plan before it amay perform these review functions.
(See sec. 122.106.)

E. Designation Criteria

The Sccretary, after consultation with the appropriate Governor({s) and
other appropriate State and local officials and consideration of his
(their) recommendation(s), may enter into a Conditional Designatian
Agreement with an entity whose designaticn will best promote the
purposes of the Act. Selection criteria include consideratioan of

the applicant's:
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1. Proposed work program,
2. Flaancial resources,
/
3.. Coverning body selection proceduras,
4. Involvement of area residents in development of the application,

5. Knowledge of area needs and resources,

6., Plans for developing nacessary relationships with other
appropriate agencies, and

7. Response to unique circumstances within a Stace.

Applicants are required to describe the manner in which area residents
and local officials have been involved in development of the applica-
tion. Furthermore, the applicant nust have sponsored a public meeting
for the purpose of obtaining views on its qualificaticns. (See sec.
122.104 and sec., 122.105.)

F. Coordination with Othet HSAs

1SAs designated within areas which include parts of the same standard
metropolitan statistical arca must enter into agreements which promoce
" ¢oordinated planning and resource development. (See sec. 122.107(b)(12).)

(i. Tublic Access and Involvement

An HSA must adopt by-laws which describe the manner in which the public
will be given adequate notice of its business meetings, which musc be
conducted in public. (See sec, 122.104(b)(l) and sec. 122.109(e).)

- It must make its data and records available to the public, and it must
provide for widespread dissemination of 1its plans and it¢s azanual report.
(See sec. 122.107(¢)(2), sec. 122.114, and sec, 122.115.)

H. Contractine for Services

An HSA may contract with other entities to provide it with assistance
in the performance of its functions; but it 2ay not contract for the
performance of an ¢ntire function specified in its designation agree-~
ment; and it may not contract for the performance of routine planning
fuactions. (See sec. 122.111(c).) . :
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Data Systems

Where an HSA wishes to undertake the design, development, and ancration
of a new data system, it must obtain prior approval from the Sccrecary.
(See sec. 122.107(c)(1).) .

Audits

lISAs which are not local governments shall arrange for annual indepen-
dent financial audits. (See sec., 122,211(d).)

Application Materials and Information

Applications may be submitted prior to the publication c¢f final
regulations.  Application materials and further information may be
obtained from the Regional Health Administratoer in each uf the
Department's ten vegional offices. Should the final regulations
differ from the propesed regulaticns, applications filed an the
basis ol the proposed regulations will be racuired to be revised or
amended as may be necessary to conform to the final reyulations.
(See preamble.)

CODE, OF FEDERAL REGULATIONS:

..

Title 42 is proposed to be amended by adding a naw Subchapcef X, entitled
"Health Planning and Resources Mevelopment” and by adding a new Part 122,
entitled "Health Systems Agencies,' to such Subchapter K. (Sec preamble.y
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Contracts Under Development by thz Bureau of Health Planning ATTACHMENT 2
and Resources Development

HRA 106-74-36
HRA 230-75-72

230-75-71

HRA 230-75-70
HRA 230-76-0060
HRA 230-76-0058

HRA 230-75-63

HRA 106-74-56
HRA 230-75-60

HRA 230-75-0130

HRA 230-75-0110

HRA 230~75-0129

HRA 230-76-0064

"Development of Approaches to Determining and
Projecting the Heed and Demand for Health Servwces

“Requirements for Program Development in Health
Resources Planning”

"Issues Affecting Comprehensive Health Planning"
"Impact of Health Care System Component Interaction”
"Development of a Model State Health Plan”
"Methodology for Determining Area-Wide Idpatient

Bed Service Reguirements: A proposal for the
Development of a Model and Procedures for Use by

Health Systems Agencies"”

"Relation of Technological Advance in Health Services
to Health Planning”

“AnaTysis of Alternatives To Meet Deficiencies in
Rural Ambulatory Care Services"®

“Study For Comparing Methods For Determining
Ambulatory Care Needs, Using a C01m0n Data Base"

"Estimating The Need For Inpatient Psychiatric
Facilities and Alternatives”

“Deveiopment of Criteria and Standards for Health
Services"

"Planning Approaches, Criteria and Standards for
Specialized Services" _

"Development of Criteria and Standards to be Utilized
by State and Local Health Planning Agencies in
Reviewing Specific Project Proposals in the Area of

-Specialized Treatment and Generalized Inpatient Services”

"Development of Criteria and Guidelines for Reviewing
the Appropriateness of Institutional Health Services®

”ngeTopment of Criteria and Standards to be
Utilized by State and Local Health P]unning Agencies

in Reviewing Specific PrOJE;t Proposals in the Area
of Diagnostic Services"

"Life Cycle.Costing Analysis“
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293-75-0008
HRA 230-75-69

HRA 230-75-0000
HRA 230-75-62

ENCLOSURE III

"Economic Analysis and Critical Cost Analysis of
Health Issues” ~ '

"Models to Prioject the Meed for and Accessibility to
Health Services and Facilities”

"Health Care Institution Model Long-Range Plan”
"Development of Methodologies for the Health Planner

to Evaluate Services Shared by Health Care Delivery
Organizations” i
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ATTACHMENT 3

NATIONAL CENTER FOR HEALTH SERVICES RESEARCH :
. . ISSUE:  EMERGENCY MEDTCAL' SERVICES (1M5)

GRANT NO, ‘ TITLE PROJ. PERIOD
W15 s 01056 Proficiency Test Development
R18 HS 01665 Task Activities Ana1;51s of Emcrgency Medical
Services .
. . . f
®18 HS- 01767 .| Evaluation of the Role of Police in the EMS'
. System
701 uS 01781 Delivery of Emergency Medical Services in
Disasters
.01 1S 01957 The Delivery of Rural E.M.S. - A Special Analysis
, .
03 1S 00714 chiou.l Allcca:xon'of Bigh Cost lealth Servicus
‘01 HS 01474 : Medical Decisiew System: Emergency and Critical
Care .
A8 1S 01758 EMS Evaluation: Index of Injury/Illness .
Saverity : -
18 ¥s 01301 Effect of Burn Education of Quality of
i Emergency Care
01 BS 01923 Treatment and OQufcomes for Critical Patients
18 11S 01705 Telephone P}otocols for Emergency Room Services
11 HS 02079 A Study of the Impact of Mobile Cotonary Care
Units .
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-

ISSUE: TMERGENCY MIEDECAL SERVICES (JM8) - Prage 2

COWTRACT NQ. . TITLE PROJ. OFFR. CONTRACTOR

HRA 106-74~122 Canditioas Undor Wihich Correction:d

i Can Be Made Wuich Will Give
Unbiased FEstimates of the
Lffects of Emergency lealth
Services Variables

HRA 106-74-157 Study of Messages Received at
’ an EMS Dispacching Center

URA 106~74-188 | Evaluation of Lmergency Medical |
. Devices and Systems

HRA 166-74-193 Emerpency Medical Service in
. UMO's . 4

RA 230-75-178 Strategies for Development of
Process lMeasures In 2MS

IRA 230~-75-214 Effectiveness of Emergency Care
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-

ISSUE: NEALTH INSURANCE (FTHANCING)

GRANT NO.

ey

RGL US 00469
ROL IS 01029

.R18 HS 01754

Effcets of Medicare on Physician Utilization
Health Insurance and the Demand for Medical Caxe

Study of Per-Case Reimbursement for Medical Care

L

.
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1SS5ULR:  REALTIL IMSLRANCE (FLIALCIKG) - Page 2.

ENCLOSURE III

CONTRACT KO,

TITLE

PROJ. OFFR.

CONTRACTOR

HSM 110-~70-416

HAM 110-72-271

HRA 230-75-141

IRA 230=75=143

TRA 230-75-156

RA 230-75-160

RA 230-75-166

N .

(RA 230-75-167

Federal Umployees lcalth Denefits
Program Utilization Study

A Sutvey of Federal Umployee
ltealth Benefits Program
Utdlization Study

Characteristics of Catastrophic
Illness in the United States -
‘National Profile

Characteristics of Catastrophic
- Iliness in the United States =
. Time=Serins Analvsis.

AT LI I8 0

Targeted Study of Catastrophic
Illness Addressing Spinal
Injury

Targeted Study of Catastrophic
Illness Addressing Myocardial-
Infaretion .

Studies of Canadisn Physicians'
Supply Response: Location
and Practice Mode Distribution

Studies of Canadian PHysicians'
Supply Respense: Practice
Orpanization and Management
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1SSUE:  IUFLATION & PRODUCTIVITY

ENCLOSURE III

GRANT KO,

TITLE

PROJ. PERIOD

1221 ¥s 01238
01 HS 01516
n0L1 s 01532

=01 US 00903

——

Diffusion of Innovation in the Hospital
Industry ’

Analyses of lospital Charges and Leagth of
Stay

Hospital Cost Punctions, Shared Services and
Mergers

A Study of the BEffects of Medically Oricnted
Housing :
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| ISSUM: INFLATION & PRODUCTIVIIY = Page 2

COUTRACT NOQ.

TITLE

PROJ. OFFR.

CONTRACTOR

S "110-73-467

HRA 106-74-24

HRA 106-74-119

HRA 230=75=-149

'RA 230-75-179

The Impact of the Economic
Stabilization Program on
Hospitals and Hospital Care

Analysis of Data from the-
National Survey--Trends in
Health Services Utilization
and Fxpenditures as a Dasis
for Social Policy Formulation

Analysis of Group Practice
Efficiency

2
tudiss ¢f the Detcatuinaals of
Service Intensity in the
Medical Care Sector

in

|Me. Sinai Hospital Quality of

Work Demonstration Project
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© ISSUE: PLANNING & RECULATION

ENCLOSURE III

GRANT NO.

TITLE

PROJ. PLERIOD

RO1 HS. 00900
1:01. ES 01529
nOL HS 01539

201 1501662
01 KBS 00786

0 A-278

‘Formerly IS 1454)
01 1S 01495

18§ us 01531

01 HS 01849

%

A Study of the Impact of Federal Health Yolicy

A Systems Madel of llealth Cace Dciivc:y

legal Issues in Yezlth Care

Decision ‘Analytic Tools for Regional lUealth
Planning

Optimal} Control of a Network of Vhole Bleod
Danks

3

Ceatral Ialake und a Syscemized Approach to
the Delivery of lHuman Services

Federal Program Implementation in Selected
States -

Hospital Regulatory Reporting System: A
Demounstration

?ublic-Chullenge of Primary Care Physicien
Authority :

47




ENCLOSURE . III ENCLOSURE III

TSSUR: PLARRING & RICULATION - Pape”2

CONTRACT NO, TITLE : PRQJ. OFFR. COUTTACTOR

=T

HSM 110-71-229 Experimental Healeh Services
T . Delivery System

HRA 106=74-11 Determination of Planniog ‘
Methodolopgy Appropriateness
. for CHP Utility

HRA 106-74-53 llealth Data System Resource

Development
HRA 106-74-57 Tmpact of State Certificate of

Need Laws on ltealth Care
Costs ‘and Utilization

14
HKA 166-74-133 Inventory and Assessment of

lealth Apeney Planning and
Evaluation Scudies

HRA 106-74-188 Systems of Reimbursement for
' Long=Term Care Services

IRA 230~75-142 Health Care Ucilization in
Vermont
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1 L3

. ISSUE:  QUALITY OF CARE

GCRANT NO. TITLE - TROJ, TERIOD
LTI S TSR . ===z

R18 1S 00739 . Computer-Based On-Line Therapy llonitoring System.
R18 1S 00808 Fxperimental tedical Care Revicw Organization ~
R18 Hus Q1222 . Decision Analysis for Councurrent Medical Revicw
R21 HS 01437 Resolving lezlth bisputes: Analysis and

) Demonstration
ROL US Q1588 lealth Care Evaluaticn Project ~
ROL HS 01577 - Quality of Care and,an HMO Automated Medical 7

. , : Record : .
ROL HS Q1583 Hc:hod of Evaluating and Improvmng Ambulatory
. . “Medical Care

ROL HS 01530 Evaluating an Qutcome-Based Quality Assurance

. System o ..
ROl HS 01596 Quality Assessment Methods in Primary Care
ROL HS Oléll A Study of Preventable Hospital Admissions
RO1 HS 01623 Family Investment in Child Healch
ROl HS 01649 Develdping Criterion Measures of Hursing Cate-
RO1 HS Q1710 Ongoing Study of Effects of Hialth Care on
) - Qutcomes .
R21 HS 01722 : Preseribing Quality Assurance in an 1090
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ENCLOSURE III

CRANT HO.

TITLE

PROJ. PERLOR

RO1

R18

RO1

Ri8

RO1
ROL
R18
RLO
R18

ROL

R18

Hs

HS

HS

115

s

s

Hs

us

Hs

Hs

s

01769

01827

01589

01906

01¢38

01546

01565

02081

01320
01310
01499
01905

00175

——

Sickness Impact Profiles as a llcalth Status
Measure -

A Causal Model of Hecalth State leterminants

Emergency Care Quality: Usefulness of Patient
Profiles

Evaluvation of IS by Use of a2 National Burn
Registry

Assessment of Quality of Emergency Care 7
2

Radiologic Diagnesis: Definition of Standavds
of Care ,

The Informative Process in Medical Care

-

Qualicy Asﬁgssmen: and Assurance - >
A University - Hospital BMCRO

Population-Dased Quality Assurauce in 20's

Quality of Care Study

Deparcment
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v

Quality Assurance System in a Large Emergency ~

Au:cmatio? of a Problem~Criented Medical Record -




ENCLOSURE III ENCLOSURE III

R ISSUE: QUALLTY OF CARE = Iage, 3

vONTRACT NG, ] TITLE PROJ. OFFR. COMNTIALTOR

WM 110-72-299 Development and Validation of -
: Megsurement Scales of Some
Key Coucepts Commonly Used in

Health Sevvices Research

“A 106-74-181 Improving the Performance of

: ’ Hospital Ourpatient Clinics
Through Planned Applications
of Hanagegcnt Sgience

A 230-75-112 Formulation of Proximate Qutcome,
Measuyres

A 230-75-173 Impact of llospital Characteristics
on Sutreical Outcamas? and
Leagth ol Stay '

230-75-186 Investigation of Physician Non- -~
: : Adherence to Self-Formulated
Process Criteria

& 230=-75=204 Evaluation of the Problom- o RN
) Oriented ¥edical Information
System {PROMIS)
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| ISSUE:  LONG-TCRM CARE

GRANT NO. TITLE PRGJ, PERIOD

R18 1S 01132 Long=Term Care Component - Iowa Health Data .

System :
118 US 01059  Community Care: The Chronic Discase Service

Module ' .
?‘8 1S 011682 An Approach to the Assessment of Loag-Term Care -
R18 HS 01534 A Model Services Delivery System for the Aging
RO1 HS 01582 Economic Analysis Washington State Nursing Home -

Data

»

®18 1S 01673 Triape: Coordinated Delivery of Services to the

Elderly ' S
R18 S 01638 Evaluation of Outcome of Nursing Heme Care
"18 Hs 01938 Evaluating I & R Services for the. lomebound
118 1s

01043

Day Hespital Services in Rehabilitation Medicine -
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ENCLOSURE III

CONTRACT RO, -

TITLE

Pr——

PROJ. OFTR.

CONTRACTOR

usy 110-73-499

1RA 106-74~173

iRA 106-74-1T4
RA 106-74<175
A 10§-T4-176

(RA 106-74~177

‘RA 230-73-213

Lxporting the 1llineis Automated
System for Long=-Term Care to
Other States )

Experiments and Demonstrations
Authorized Under P.L. 92-003,
Section 222(b) ~ Homecwaker
and Day Care

1

Alternative Working Models for
Medical Direction in Skilled
Nursing Facilities
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FOR_RELUASE OHLY UPON DELIVERY

DEPARTMENT OF HEAL TFHL EDUCATIOM, ANIT WEET AR

STATEMENT
By
GERALD ROSENTHAL, PH.D.
DIRECTOR, NATIONAL CENTER FOR
HEALTH SERVICES RESEARCH, HEALTH
RESOURCES ADMINTSTRATION,
DEPARTMENT OF HEALTI, EDUCATION

'AND WELFARE

BEFORE TUE
SUBCOMMITTEE ON PUBLIC HEALTH AND ENVIRONMMENT
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE

HOUSE OF REPRESENTATIVES

TUESDAY, FEBRUARY 10, 1976
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Mr. Chairman and Members of the Committce:

I am pleased to have the opportunity to appear before this Subcommittoe

today.

As you know, the Nationél.Center fbr Health Services Research, Health
Resou:ces Administration, was established in accordanée with the pro-
visions of Public Law 93-353, the Health Services Research, Health
Statistics, and Medical Libraries Act of 1974, It is the mission of
the National Center to undertake and support research,'evalﬁation

and demonstration projects respecting virtually all aspects of health

services delivery in this country.

The entire.research agenda of the National Center for Health Services
Research is directed at understanding and influencing the way health
care is organized, financed; and delivered in this country. All of
the research, therefore, is germane to any discussion of national

health insurance.

A number of issues of public policy'constitutc the point of departure
for the Center’s research program. These include: quality of care;
inflation, productivity, and co;t; health care for the disadvantagcﬁ;
health manpower; planning anq regulation; ambulatory and emergency

medical services; long term care; and health jnsurance,

~As you have already heard, important experimentation and demons tration

activities are being undertaken by the Social Security Administration
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which will contribute significantly to our understanding of specific

reimbursement and related financing and management issues.

With regard to health insurance, the research supported by the
National Center for Health Sevvices Research over the past scveral
years has done much to clarify some of the uncertainty around

several issues of particular importance.

Studies examining the price elasticity or responsiveness of demand
for health services, -the distributional aspecté of national health
insurance benefits and finance, the_efﬁicacy of regulatory activities
to control inflation, and the impact of insurance ou provider price
and output decisions have added to our understanding of the implica-

tions of various propesals.,

What we are presenﬁing here today is a synthesis of the findings of
research undertaken or supported by the National Center [or llealth
Services Reseafch. While this research represents a substantial part

of all research carved out in this area, the information itself does

not represent thé totality of what is known. In addition, it must be
emphasized that the findings descfibed relate specifically to the
particular setﬁing in which the study was undertaken,.the charactgristics
of the date available for analysis, and the aﬁalytic structure c¢f the
research itself. Investig;tions that are Likely to confimm or modify

some of these conclusions are currently underway. Often clarification

of the issues and questions associated with a major health pollcy
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" decision depends entirely on hindsight or ex pos; evaluation of a

pelicy already in effect. What is necded in addition is analysis
based upon conéeptual and empirical arguments:which can help to
array the possible alternative outcomes of a policy measure before
it§ enactment. This 1is the primary concern underlying tlic rescarch.
It is from the accumulation of consistent results in a variety of

research settings that reliable guidance for policy cam be obtained.

One major subset of Center supported research has focused on what.

might be called the Demand Response to NHI. Several studies have

empirically addressed the factors which can differentially affect the
consumption of, and ability to pay for, vainus health services.
Some of the important issues which are part of this subset are:
(a) the impact of a reduction iﬁ net money price on the demand
for selected services, by socioeconomic class and medicaL
probleﬁ.'

(b) the effect of coinsurance and deductibles on demand for

[y

health care.
(¢} the impact of changes in scope of coverage on demand.
(d) the effect of éime costs, such as travel and waiting time,
(e) the impact of other non-financial barricrs to aceess, such
as race, social class, education, etc.
(f) the impact of, and-on, alternative sources of supply
(e.g., oufpatient clinics vs. inpatient use of hohpLLaln).
" To date, Cenﬁer sdpﬁorted research has documcnﬁed the following findings:
(1) Any new.@emand ariging from NHI should not lead £o major price

increases or rationing mechanisms in the hospital sector.
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This is because insurance coverage [or hospitals is already

quite extensive and hospitals are opeérating at historically

low capacity levels. A full coverage insurance plan would

lead to a 5% to 15% increase in demand for hospital care

(Phelps; Newhouse).

-(2) In contrast to its anticipated effect on demand for inpatient
hospitél care, NHI will have a dramatic inpact on the demand
for ambulatory services (Phelps; Newhouse; Scitovsky; Sloan).
A full coverage nealth insurance plan would add at least 757%
to the existing demands for physicians services outside of
the hospital. A plan with 25% coinsurance would add at
least 30% to the existing demand for physician services
outside of hospitals (Phelps; Newhouse; Scitovsky).

(3) Cdinsurance; as already indicated will, alfect éll medical
care expenditﬁres but will be particularly effective in
dampening increased demand for ambulatory services (Newhouse) .

(&) 'Insuranée plans‘wich a deductible are not likely to cause
a major increase in the demand for ambulatory care, so long
as\the deductible is above the amount most individuals spend
on medical ecara. Because the individual doues not expect to
exceed the deductible, he acts as-if e were aningnred when
contemplating the use of routtna,.towcr pricod pervicues
(Newhouse).

(5) The cost of travel time and waiting time arc nomcwh#t .moro
ﬁmportant than money prices‘in rationing or deterring
ﬁtilization of ambulatory care (Lave; tloltman). Waiting

time in the physician's office is more important, in this
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(6)

)

(8)

respect, than travel time (Lave). Motivation to enter the

medical system for preventive care may, however, be less

dependent oh time or money prices Ehah on Eonsumer education
(Salkever).

It is still empirically unclear whether NII would benefit
those ﬁ}eSumably willing to wait (low-income persons) more
tﬁan persons with a high time cost (Holtman; Phelps), and
whether higher time costs can significantly moderate
inflationary demand pressures on ambulatorylphysician services
(Lave; Hoitman).

Under rath;r restrictive assumptions (a population similar
to that using the FEIHBA high option plan), the provision of
catastrophic health insurance om a national baéis, with
unlimited ceiling and very high deductible, would not lead
to a substantial increase in demand for medical care. Since .
annual expenses of $3,000 or more were relatchly infrequent
for the group of Federal employses stud;gd, thers was a 977
reduction in the number of claimants when the annual de-
ductible was raised from $50 to $3,000; claim crpensces

fell by two-thirds by increasing the annual deductible to
$1,000 (ADL).

Covérage of persons with 1afge medical expenses 1Increased
sharply between 1963-1970. Over 75% of ''catastrophic
expense' (i.e., expenditures of $5,000 or more as recorded

in the CHAS-NORC survey) was covered by ingurance in 1970

compared to 50% in 1563 (Phelps).
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(9)

(10)

Federal tax deductions for private con;ribucions to health
insurance premiums substantially veduge the net price paid

by consumers for such insurance. Tﬁese tax subsidiecs

average 187 of total premliums, are greater for higher income
families in the higher tax brackets, and reduce the private
cost of medical care since these subsidies more than outweigh

loading fees of insurance companies. (7 oremium costs in

" excess of benefité) (Phelps; M., Feldstein).

The effect of a major increase in the consumption of
ambulatory sérvices due to NHI is likely to be qualitative,
not quantitative. Objective indices of health status, such
as life eipectancy, are not likely to show any change.
Rather, the benefits of additional health scrvices are
likely to be subjective including relief of anxiety,

symptomatic relief, and provision of prognostic information

_ (Newhouse; Lave; Anderson).’

A second subset of issues déalt with by Center supported research

can be categorized as Supply Response to NHI. These issues essentially

reflect the impact of health insurance on provider behavior with respect

to production and pricing decisions.

"The following conclusions have heen provided In grant and contracr

research funded by NCHSR:

(1)

A 1.0% increase in the proportiou of the population with
major medical insurance, which is very similar to many

proposed NHI plans, would increase fees by .19 to .30
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percent. Thus, even an NHI with coinsurance and deductible
" features would likely lead tb fee inflation (Sloan;_
M. Feldstein).
(2) Major medical insurance coverage has a stronger effect
on physicians{ average revenues per visit than on fees
charged. This suggests that either the number of servicés
per visit has increased and/or physicians resort to mere
extensive itemized billing (Slean).
(3) Another measure of the effect of insurance is given by
the relationship between Medicare Supplemental Insurance
Benefits per capita and average revenueg per visit. A
1.0% increase in benefits per capita is associatcd with
a .60 to .75% increase in average revenue., This inércasc
may reflect a short run, onca-for-all increase in collection
~ratios and/or decrease in free care to the elderly (élo?n).
(4) Existing insurance is heavily biased in favor of surgical
and in-hospital pro;édures. An AMA phys}cian survey
revealed that 657 of surgical specizlists' billing were
covered by insurance, as compared to 45% of medical
specialists'’ billings aﬁd even less of Gbs' and pedlatricians!
‘billings. This suggests that a comprehensive NHT will have
a much more dramatiﬁ cffcctlon the demand for offlee viaft
relative to hospital visits (Sloan).
(5} The supply of physician effort (hours per wcek‘and.wccks
per year) does not appear to be very sensitive to short-

run changes in earnings (Slean).
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(6) A comparison of the usual-customary-reasonable (UCR)

and traditional fee schedule methods of rcimbursing
physicians indicates that UCR results in both higher fee
levels and faster.rates of fee inflétion. On the other
hand, UCR is usually associated with more thorough and

comprehensive coverage (Sloan).
(7) TForeign medical graduates are more likely -to participate

in Blue Shield plans which prohibit direct patient billing,
thereby-providing an important source of carec for many
low-income people. On the other hand, hoard certificd and/or
medical school affiliated physicians are less likely to
pafticipate. Holding physician characteristics constant,
the higher the fee schedule, the greatef the likelihood
of participation, These results indicate that cost-quanticy-
quality tradeoffs must be faced in the design of an NHI
plan (Sloan).

(8) From an analysis-of the Medicare system it was found
that a) expanding physician supp}y reduécs hospital’
admissions and the cost of care Dcr‘CPiSOJC, but thesec
savings arc offset hy increcases in the costs ol out-ufl-
hospital care, and b) extended care facilities are
compleﬁents ratﬁer than subs;ituﬁes for shorﬁ-term
hospitals, and ;heir coverage increases per eﬁisodc costs
(M. Feldstein).

(%) _The qﬁantity of services pfovided per physician appears
to decline as prices increase, suggesting thét the supply

curve of physicians' services may be hackward beading
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(10)

(11)

(12)

Iﬁcreascd use of paramcdical aides and sgpglies increascs
the prices and costs of physicians' services (M. Feldstein).
Inéreased demand for hospital care has led to the offering
of a more technologically sophisticated, and more.expensive,
hospital prodﬁc;. Another source of historical increases
in hospital costs has been rising hospital wages. In
large part, Ehe increcases in wages and technological
sophistication may be due to biasecs in the extent and type
of existing insuraunce coverage (M. Feldstein),

In response to the introduction of a compulsory, universal
health services insurance program (Medicare) in Quebec,
Canadian physicians studied reduced the length of their
work-week by an average of 8.5 heurs, increased vacaﬁion
time and days off, reduced patient contacts, and hired
more ancillary persomnel in response to a sudden increase
in demand for their services. Average waiting'timo to
appointment fucreased from 6.0 to 11.0 days, and waiting
time in physiclans ocflces also increased. All of theusc
factors suggest that the number and mix of procedures per
visit may have changed quite substantially in response Lo

the increased demand pressure. (Enterline).
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(13) Tha supply of ambulatory scrvices is not 1ikely to be able

(14)

to increase in the short run (say, for five years or more)
sufficient to meet anticipatéd.demand. This will lead to
rationing through a variety of mechanisms such as delays
to appointment, waits in offices, a reduction in time
spent per patient, reducing the '"revisit® raﬁe, and/or
handling more cases over the telcphone. The degree to
which each of thgse mechanisms will be called into play

is unknown (Newhouse).

Changes in treatment of otitis medii in children, appendi-

citis, maternity care, cancer of the breast, forearm

III

factures in children, pneumonia, duodenal ulcer, and myocardial

infarction were, in general, cost-raising during 1964-
1971, i.e., costs rose more than they would have if prices
only had changed. Total cost of treatment for myocardial

infarction rose 126% during 1964-1971 with price increaseé

_accounting for an increase of 70% and net additional iaputs

for an increase of 33%. Changes in treatment were, however,
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(15)

(16)

cost-saving in the case of pncumonia and duodenal ulcer.

Average treatment costs of these conditions rose 137 and

17% respectively, but would have risen 32% and 33% if it had

not been for cost-saviag changes in inputs of medical
services (Scitovsky).
A 1973 survey of physician attitudes towards NMI revealed

that 56% of the doctors were in favor of some form of

" NHI, more than 807 viewed it as inevitable, and 75% were in

favor of peer reviews under NHI. The level of support for
NHI is apparently underestimated by physicians themselves.
Almost 75% of the respondents believed that most doctors
they knew persoualiy were oﬁposed (Colombotos).

It is extremely difficult to generalize about wﬂat types

of factors cause shorter or longer lengths of stay or
higher or lower bills, because the significant patterns are
often different from one diagnosis to nno;hér. Cencrally
speaking, if appears that the policies of the hosplral and

the attending physician have a far greater impact on length

of stay and charges than do the patient's iuncome and insurance

characteristics. It seems to be genefally tfue that, within
a diagnosis category, patients who are either in intensive
care or are operated on have significantly higher lengths

of stay.and higher service costs than other patienﬁs.‘ It
also appears to.be true that regardless of the diagnastic

s

. :
category, older, more experienced physicians tend Lo
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hospitalize their patients for longer periods of but, but
order [ewer hospital services for their patients, than

younger physicisns. Older patients and. non-whites tend to

be hospitaliZéd for longer periods of time and Lo require

more services (i.e., are charged higher bills) than
younger persons and whites. Higher income patients have

consistently shorter lengths of stay (Nathan).

A final subset of Center supported research has focused on what

might be termed Regulatory Response. These issues deal with the

effectiveness of programs designed to control health service price

and cost inflation. The findings are not encouraging:

(1)

(2)

The Economic Stabilization Program was very gffective in
reducing wage increases of hospital employees. This was

not the case, howeﬁer, with regard tou costs; input intensity
did ﬁot decline as a result of controls, Several reasons

for ESP'S minimal impact on costs wre pervarse disincentives
and incentives which were part of Phase I1, ambiguity of

the regulations, and the expectation that the controls

would be short-lived and, therefore, not nccessitate
cost-saving managé:ial changes (Cinsburg).

The time pattern of cost increases show rapid increases

in the inflation rate at the time of the In{rhductiqn of

Medicare and Medicaid, the rate appearing to [all for the
L)

rest of the period. Although hospital costs increaned
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(3)

faster than the Consumer Pricc Index during the period
studieé (1964-1973), inflation did slow appréciably during
the period of Cost of Living Coun?il (COIC) regulations.,
The extent to which this canvbe ascribed Lo COLC is not
entirely clear; however, since the decline in che'hospital
inflation rate started in 1970 before COLC was established,
Future cost'fegulatiéns must take into account outpaticent
activity, staffing and expansion policies, and the
importance of local rather than state data (Lave).
Preliminary evidence cobtained from an cconomebtric analysis
of aggregate state data suggest that curtificntc-of-noéd
laws have encouraged a change in the composition of hospital
investment. Although successfully curbing bed exﬁansion,
such laws have pfompted hospitals to accelerate their
investment in services, Eacilities; and equipmcht. Aside
from the progrmmnatié restrictiveness of the certificate-
of-need review process, possible reasons for this change in
hospital investment mix'inﬁiude‘prestLge-mnximiang beliavior
on the part of hospitals and reduced cost ol borrowing.
Policy implications ;uch as expanding the roeview process (o
include a review of changes in services, facilitles, and
equipment would have to be evaluated in light of the

potential increases in administrative cost of such a review,

"Finally, certificate-of-need programs mav tend to increasc

hospital inpatient costs per day while days per capita and
L

admissions per capita have been reduced (Salkever, Bice).
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1f one were to summarize the NI related findings that have been
documented in Lhe extramural resaarch activity ol NHCHSR, we would
have the tollowinge:

A natlonal health insurance plan, with deductibleos and co-

insurance, will still have an inflationary impact ou Lhe health

services system. This will be particularly evident ifa the case

of ambulatory care. Inflation will evolve not oaly from a

sharp increase in demand for physician services but a supplier's

response in which physicians trade off increased revenue for

greater leisure time and institutions invest in custly equipment

and facilities at the institutional level., Regulatury mechanisms

. {in the past) havec not been successful in curbing this inflatioa.

The research findings which I have described for you do not
exhaust the Center's porgfolio of active grants and conttacts which
deal with NHI. 1In the near-term, findings will be available from a
series of contracts which are éntitled "Impact of National Economic
Conditions on the Health Care of the Poor." These contracts
empirically address the effects of adverse economic conditions and
reduced ability-to-pay on the use of public vs. voluntary facilities
(Policy Analysis), provider rationing (Rhode Isinnd Health Services
Research, health status (Meharry),'use of emergency and nuLp%ticnt
facilities (Columbia University), access (Policy Analysis), stato
and .local financing in heal:h services (Urban Tnstitule), and fuuu

of insurance coverage (Abt; Battelle), The latter should be
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especially important in assisting decision=makers as Co vhetler
difterent ol etipthti Ity rules and cutended covelaee atrer Tay ot
by fudustry Justlly a wove tarpeted approach tnosobsidistag healih

insurance coverage f[or the unemployed.

¥

Another series of contracts aims attclarifying varipus issues
pertaining to catastrophic insurance (Abt; Jefferson Medical College;
Research Triangle Institute; Trapnell). Research effort is also
continuing in an examination of the effects of alternative physician
and patient payment mechanisms on prices charged to consumers, the cost
and supply of physician services, and physician productivity
(Mathematica). Finally, an analysis of the determinants ol service
inteﬁsity in hospitals (Stanford University) and a2 cost-clTectiveness
analysis of periodic health screening procedures (Schweitzer) are

underway.

The Natiomal Center is aléo conducting research relevant to the

possible scope of benefits under NHI. In collaboration with the
Social Security Administration, the National Center is currently
sponsoring seven demonstration programs in adult day care and/for

homemaker services and comprehensive care as alternatives to

instituticnalization for selected Medicare and Medicaid henelieing lhvx,
The evaduation of these projects (Medicus Systems Corporat fau) will
provide valuable information concerning the types of programe and

program related costs likely to be associated with these potential

benefits,
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The agenda for research on MHI related issues. is far from closed,

- That agenda must mature to meet the specific naeds of policy.

Thank you for the opportunity to have come before vou. T have
several attachments which abstract the resecarch findings which 1

have discussed and wish to put into the record.
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