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PROCEEDI NGS

MR. HACKBARTH. Good norni ng, everybody.

Wel cone to those of you in the audience. This is the |ast
nmeeting in this annual cycle of MedPAC. Mich of the
material that is presented and di scussed today wi || appear
in the June report, but not all of it.

In keeping with how we've handl ed June reports
in the past, or at |east nost of them nuch of the
material in the June report is educational in nature, sone
of it foreshadows future MedPAC di scussi ons and
recommendations. There will be only one chapter in the
June report that actually includes reconmendati ons and
that is one on long-termcare hospitals, and there will be
conmi ssi oner votes on that.

DR. SOKOLOVSKY: What |'mgoing to present for
you today is what will be the second half of a June
chapter that focuses on inplenmentation of the Medicare
drug benefit. This is about the processes that have to be
gone t hrough when peopl e change drug plans or drug pl ans
enter or exit markets.

Whet her Medi care beneficiaries choose drug
coverage through Medi care Advantage plans or stand-al one
drug plans, their drug plan is very likely to be managed

t hrough a pharmacy benefit manager or PBM PBMs currently
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manage drug benefits for about 200 mllion Anericans,
processing 70 percent of all prescriptions dispensed
annual | y.

The formof this chapter is to | ook at what
happens when a transition takes place, what are the
processes that have to be gone through, what are the
probl enms that arise, and what are the inplications for
i npl ementation of the Medicare drug benefit. To maxim ze
efficiency and cost savings, the Medicare drug benefit
depends upon conpetition anong plans. The chall enge for
the programis to provide opportunities for continued
conpetition while mnimzing instability and di sruption
for beneficiaries.

There are two kinds of changes that we're
dealing with here. One where a plan exits a nmarket and
all of its enrollees nust change drug plans. And the
second, when individuals change plans during the annual
open seasons. Although sonme of the issues are different
in both cases, whether plans enter and exit the market, or
beneficiaries enroll and switch plans, plan sponsors and
the Medicare programw || have to ensure that the
transition from managenent of the drug benefit by one PBM
to another PBMis as seanl ess as possible.

The process of making drug plan transitions is

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

5
one that there's virtually no research on but a great dea
of anecdotal reports of the difficulties involved. CQur
study tried to provide sone research on it. W focused on
t he experiences of plan sponsors that changed PBMs to see
what issues they encountered and what were sone of the
best practices that mnim zed problens. Qur goal was to
see what policy | essons could be |earned.

It was a three-part study that began with
structured interviews with experts who had experience with
drug benefit managenent. Qur interviewees included
representatives from PBMs, pharnmacists, consultants with
experience managi ng these kinds of transitions,
representatives fromhealth plans, and other |arge
organi zati ons that have recently changed PBMs. These
experts not only gave us their experience but also
recommended sites for us to visit. |In the second part of
a study we conducted two site visits, one at a |arge
public organi zation and one | arge private organi zation
that had both recently changed PBMs. At these sites we
met with benefit managers and ot her executives that were
involved in the decision to change PBMs. W net with
physi ci ans and pharnmaci sts, union officials, and external
consul tants enpl oyed by the organi zation to hel p nanage

the transition process. Finally, at each site we

BRI GGLE & BOIT, Court Reporters 301-808-0730
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6
conducted two focus groups, one with active enpl oyees and
one with retirees where they gave us the sense of what
t heir experience was during the transition.

So first 1'd like to give you sone idea of the
process. The first question you would ask is, why does an
or gani zati on nmake the change? The nost frequent answer
was cost. They thought that they could get better cost
savings from another PBM They weren't satisfied with the
cost savings they were getting fromtheir current PBM
Sonme of our interviewees also nmentioned service problens.

It was a very hard decision to make to change
PBMs because everybody agreed that it was a very tine-
consunm ng and resource-consum ng process. Universally we
heard that to do it well it takes at |east six nonths.

One plan we heard fromdid it in 90 days but had
continuing and what they considered very major problens.

Once they nmake the decision to change they tend
to i ssue an RFP asking for proposals from PBMs about how
much they woul d charge and what they would do, et cetera.
At this point, if the benefit is going to change, and by
change it usually means hi gher copays, stricter
formul ari es or sone change that enrollees mght not |ike,
sonme plans woul d begin the comuni cati on process at that

time trying to explain why they're going to have to nake

BRI GGLE & BOIT, Court Reporters 301-808-0730
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t hi s change.

Once the new plan is chosen, this is when the
data transfers have to take place. There are two kinds of
data transfers. One is the data fromone PBMto anot her.
This would include who's enrolled, all the enroll nent
information. It includes if people are on mai ntenance
medi cati ons and they have open refills where the physician
has witten a prescription for say a hypertension drug
that can be continually renewed before the person has a
conme back to the physician, that open refill information
has been transferred fromone PBMto another.

This informati on and al so the new benefit
structure, what copays will be charged, what is the
current formulary, what is the deductible, all have to be
el ectronically available at the pharnmacies on the day that
t he new plan takes over, usually January 1st.

The new plan has to issue cards that the
enroll ee can take to the pharmacy on that day to process a
prescription. And all of the plans enphasized that it's
important to have this data in advance so you can test the
data transfers and whatever bugs are in the systemthey
can be fixed.

Lastly, you have to provide notice to

enrol |l ees, but also to pharmacists, and if possible

BRI GGLE & BOIT, Court Reporters 301-808-0730
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8
physi cians. They say that the earlier you can do it, the
better.

When we | ook at the problens there is one piece
of very good news that cones out on top which is that in
general transfers of the big data sets fromone PBMto
anot her are nuch easier now than they used to be, nuch
nore stream i ned because plans are using standardi zed code
systens. But that doesn't nean that problens don't occur,
and when they occur, for exanple, if enrollnment data isn't
transferred or the new cards are not received by the
enrol |l ee before the date of the transfer when they go to
t he pharmacy they cannot get their nmedication. This is
particularly a problemif the open refills, those
mai nt enance nedi cation prescriptions are not transferred
because in that case, even if the beneficiary is willing
to pay cash out of pocket, the pharnmaci st cannot legally
di spense the nedication because there's no prescription.

Soreti nes incorrect copaynent amounts are
transferred, but the biggest problemthat we heard from
virtually all of our interviewees was the issue of prior
aut hori zations. Prior authorization is when a plan asks
t he physician to get approval in advance for dispensing a
particul ar nedication. It could be because it's a very

expensive nedications |ike one of those new self-
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9
i njectable biotech drugs that can be very, very expensive.
It could be for a drug that's subject to overuse |like sone
of the painkillers that people may becone addicted to. It
al so can be a situation where a drug is not on the
formul ary but the patient has already gotten an exception
because the drug that's on the fornulary doesn't work for
t hem

In all of these cases plans had a great deal of
trouble getting that information transferred from one plan
t o anot her.

When it doesn't work it frequently entails extra
physician visits. Sonetines if it's a whole plan and
peopl e are using the sane physicians -- we had one case
where physicians had to rewite every prescription for
every kind of open refill and every prior authorization
that they had issued.

One exanple where it did work was one plan that
t hought about this very carefully in advance and actually
sent to every enrollee a separate list with other drugs
that would require prior authorization. They were the
only plan that never reported any problens on this issue.

Even with the best communication strategies we
found that many tinmes the first tine that enrollees and

physi ci ans were aware that the fornmulary had changed with

BRI GGLE & BOIT, Court Reporters 301-808-0730
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10
the new benefit was when the patient arrived at the
pharmacy counter. This is sonmething we'll talk about a
bit later.

Anot her problemthat we heard about were changes
in mail-order procedures. This was a case where a plan
woul d use a different mail order systemthan the previous
pl an, the drugs would | ook different and the beneficiaries
woul d get drugs, usually generic drugs. The old ones
m ght have been blue. This is a different conpany; it's
red, and they're not sure that they're getting the right
medi cati on anynore.

It's clear that some of these problens are
easily and quickly dealt with them Sone of that seemto
t ake much | onger.

So what are the inplications for the Medicare
drug benefit? I'msure it's going to cone as a surprise
to nobody to say that an effective conmmunication strategy
is critical. Everybody said, you' ve got to tell people
lots of times, you' ve got to tell themsinply, and you' ve

got to tell themin different ways. Send thema letter,

send theme-mail, have advertisenents, do a | ot of
di fferent things because no one thing will reach
ever ybody.

Second thing was tinme. Again this was sonething

BRI GGLE & BOIT, Court Reporters 301-808-0730
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t hat canme up everywhere. You need tinme to test the data
transfers and prepare targeted nmailings to people who are
going to be affected. For Medicare there's a tension
bet ween giving plans enough tinme to develop their bids and
negotiate with CV5 and maki ng sure that there' s enough
time for beneficiaries to | earn about their choices, and
on the other hand, giving plans the tine to transfer the
required information.

Data transfers will be nmuch nore conplicated for
Medi care because the plan will have to have systens in
pl ace at the pharmacy where they can track copay | evels by
i ncome, and al so the |evel of out-of-pocket spending.
Pl ans right now -- PBMs have told us that right now they
don't systens in place that can track the | evel of
i ndi vi dual spending at the pharnmacy counter, although sone
of themcan do it through their own mail-order systens.

There al so, we think, should be contract
requi renents that plans have procedures in place not only
how are they going to get the data fromthe old PBM when
t hey get new enrollees, but also what are the requirenents
for handling data when enroll ees | eave the plans. W
found that there were situations where the old PBM not
many, but a couple where the old PBMI|eft on a bad note

and transferred no information. W think that Medicare --
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12
that it would be inportant to put in the contract, mnake
sure that doesn't happen.

Lastly, we think it's inportant to provide
information in advance to pharmaci sts and physicians. |t
seens that no matter how good the communi cation strategy
is many people will first |earn about the changes fromthe
pharmaci st or their physician. WMking sure that they have
this information well in advance is inportant because they
wi |l be doing nmuch of the problemsolving and educati on
anyway.

It may be hard, on the other hand, to notify
physi ci ans because it won't be clear necessarily to the
new pl an who woul d be the rel evant physician to notify.

As | said before, this study, along wth what
you heard in the March neeting on fornularies will be part
of a June chapter on inplenentation of the drug benefit.
Jack Hoadley, who is sitting next to nme here, is the head
of a team of researchers at Georgetown University and NORC
at the University of Chicago and they' ve been working with
us on a set of inplenentation issues. Jack is going to
present to you now our prelimnary results froma study on
state roles in inplementing the | owinconme drug benefit.
This won't be part of the June report but wll be a |ater

study. We will continue nonitoring and | ooking at
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13

i npl ementation i ssues of the drug benefit.

Now | want to turn it over to Jack

DR. HOADLEY: Thank you. Appreciate this
opportunity to talk about the results of our work. Want
to first just review quickly the | owincone provisions
that we're tal king about when we talk to state fol ks and
sonme other people in this project. W really talked to
t hem bot h about the discount card program and the eventual
Part D benefit. As you certainly know, the discount card
is very much in real tinme right now, so as we did our
interviews we really were seeing a noving target as we
tal ked to people. Card sponsors were selected in Mrch.
Beneficiary enrollnent will start in a few weeks and the
cards will generally be effective in June.

As you know, beneficiaries can select one
Medi car e- sponsored card which normally woul d have an
enrol |l ment fee of no nore than $30, but in the case of the
| ow-i ncome beneficiaries or at |east those whose incones
are bel ow 135 percent of poverty and are not in Medicaid
or sone other drug coverage, they'll be eligible for
transitional assistance of $600 for each of the two years
of this programas well as waiving that enroll nment fee.

we turn to the Part D benefit in January 2006,

| ow-i ncone beneficiaries -- all beneficiaries that want to

BRI GGLE & BOIT, Court Reporters 301-808-0730
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14
participate in the benefit will need to select a Part D
pl an, and that includes the beneficiaries who are
currently on Medicaid. So again, that's one of the areas
where the states are affected by this. Lowincone
beneficiaries, as |I'msure you know, are subsidi zed.
Wiile the details of the subsidy are conplicated,
generally those up to 150 percent of poverty or Medicaid
enroll ed get sone portion of a subsidy. And then states
can suppl ement coverage for any beneficiaries but can't
get federal match for that supplenentation. So these are
some of the context itenms that affect the folks that were
talking to us.

Basically we're nostly dealing with the topics
of education and outreach and there really are three goals
that need to occur. One is the need to explain the
changes in prescription drug coverage to beneficiaries.
Anot her is finding and enrolling individuals who are
eligible, particularly for the | owinconme benefits, the
transitional assistance for the discount cards or |ow
i ncome subsidies for the Part D benefit. Finally, the
potential to provide help to Medicare beneficiaries in
assessing their options and choosi ng anong the different
di scount cards right now or the prescription drug plans

| ater.

BRI GGLE & BOIT, Court Reporters 301-808-0730
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So our project was to interview a nunber of
experts in this area, particularly state officials and
ot hers know edgeabl e about the issues facing the states
and their interactions with | owincone beneficiaries to
find out how states are perceiving their role, what are
t hey doi ng now and what do they plan to do as they | ook
forward to 2006, and what are sone of the chall enges they
face. We conducted a total of 19 tel ephone interviews
with nostly current and fornmer state officials, a few
ot her policy experts and advocates for |owincome
beneficiaries. W covered a total of 13 states anobngst
our various interviews, and as you see, we covered
di fferent kinds of prograns within the states.

| put the dates very precisely here. W
conducted our interviews between March 10th and April 14,
so we really were straddling a nunber of the key events,
particularly the announcenent of the discount card
sponsors and sonme of the other things relating to that.
So our nessages to sone degree changed as it went al ong.

So first 1'll talk about the discount card
portion. What is it that states perceive as their roles
and responsibilities? In many cases the first thing they
told us is that they perceive this to be a federal

responsibility and not really a state issue. One of the

BRI GGLE & BOIT, Court Reporters 301-808-0730
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guotes was, when it's a federal programwe think the feds
will do the communication. These are Medicare fol ks, why
shoul d we have to do anyt hi ng?

Now obvi ously their nessage becanme nore nuanced
and different as we went along but there really was often
the first nessage we heard is, why has this becone our
problen? W didn't pass this new programand it's a | ot
of new work for us. Sone of that's about funding, but a
lot of it is about really trying to figure out and |earn
about a programthat the federal governnent is operating
and they're only trying to keep up and | earn what's goi ng
on.

States also vary a lot in their capacity and
their interest and their enthusiasmfor dealing with these
i ssues. For exanple, the SH P prograns, the health
i nsurance counseling prograns vary a | ot across states.
Sonme have are very active, very effective prograns that
really give thema big base to build on. Oher states
have nmuch snmall er progranms, ones that don't have nearly
t he ki nd of experience and capacity to do the kind of work
that's potentially here to be done.

States al so varying incentives, and one
particular inportant area for that is the state pharnacy

assi stance progranms. Those states that have pharnacy
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17
assi stance prograns, particularly now when we're talking
about the discount card, they have a very strong incentive
because if their enrollees are eligible for and can
enrollee in the transitional assistance, that's $600 that
the federal governnment will pick up of the drug cost that
the state funds don't have to pay for. So they have a
strong incentive and we'll cone back to that point in a
m nut e.

Just to el aborate on that, | think again people
are probably famliar with the state pharnmacy assi stance
prograns, but there are 19 or 20 operating prograns around
the states, another six or eight that are authorized but
not operating. Mst of these are fully state funded
al t hough sonme are operating with federal dollars under
wai vers. The progranms vary a lot. There's a handful of
| arge, |l ong-established prograns |ike New York, New
Jersey, Pennsylvania, Illinois. Oher states they're
smal | er just because they're small states but still are
| ong-runni ng active prograns, and then sone others that
are relatively small and/or relatively new. So dependi ng
on the different situations in those states again what we
heard fromthemwas often different.

So what is it states are doing about the

di scount cards? A few of themby the tine to talked to

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

18
t hem had begun to do sonme kind of outreach. In sone cases
t hough they said, this is still early. One told us, we're
still trying to figure out what this piece of |egislation
is, understand all its elements so we can coordi nate
within the apartnment. That's kind of where everybody is
at this point. But things are starting to nove and we
really actually saw the pace pick up across the nonth or
so of our interviews. W heard about one SHI P program
that was al ready hol di ng sessions during the nonth of
April to tell beneficiaries in their state what to expect,
even though they couldn't yet counsel them specifically
about how to go about picking one card versus anot her.

We saw the state action nore so in the states
that had either active SH P prograns or active pharmnmacy
assi stance prograns, again where the incentives greater.
We saw a |l ot | ess when we tal ked to Medicaid folks.
CGeneral ly because Medi caid beneficiaries are not eligible
for the discount cards the Medicaid folks said this really
isn't our issue for this part. W'Il be involved in the
drug benefit in a year or so, but not right now

The planning really is going on very vigorously
on the discount card programand that's sonmething if 1'd
talked to you after our first handful of interviews |

woul dn't have said. But as we noved we could really see
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that pace picking up. Yet at the same tine they're al so
waiting to see what CM5 is going to tell them about the
various issues and what about the federal noney that's
going to conme through to assist the counseling.

So what is a typical state plan for outreach?
In many cases they rely on Medicare. They've been told
that Medicare will send a letter to all beneficiaries,
that the Social Security Admnistration will send a
targeted letter to all |owincone beneficiaries who m ght
be eligible for transitional assistance. Card sponsors
wi |l soon be reaching out as well. Then what the states
figures that they can do, at |east the ones who seemto be
nore interested and active in doing this, is to provide
foll ow up nessages, to have letters that follow the
federal letters and give themnore information specific to
the situation to mght apply in that state.

In particular, again, that has to do with the
states with strong SH P prograns who are training
vol unteers and preparing to do one-on-one counseling,
which is one of the strengths of the SH P prograns.
They're really expecting to sit down with those
beneficiaries who cone to themand try to help themfigure
out whether to get a card and if so what card. But al so

the states with pharmacy assistance prograns are really
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gearing up. Sone have issued RFPs to designate a
particul ar card sponsor. Sone have al ready sent out
letters to begin to tell people what to do. In sone cases
the first nessage is, don't get a card until you hear nore
fromus. Then they' |l have another mailing or other
communi cation going out to say, here's the way we think
you can take advantage of this program

States are al so beginning, and just this week
CMS, or at the end of |ast week, CMS announced sone
options for auto-enroll nent and standardi zed enrol | nent
forms that states could use, and the states are really, at
| east the nore active ones, are really prepared to start
doing that. Again, Medicaid agencies, they're just really
not seeing this as a big part of what they're doing.

What are sone of the comuni cation strategies?
Again, mailings are part of it. But they did point out to
us that mailings can sonetines raise nore probl ens because
t hey rai sed questions, and they've got to be geared up to
be able to have a hotline or a phone line to follow up on
the questions that cone up in the mailings. They've had
t hat experience with sone of the mailings that went out on
t he Medi care savings programin previous years and if they
weren't geared up and ready for the onslaught of calls

that followed then it actually becane a burden to them
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They' re al so | ooki ng where they have existing
mai | i ngs going out to beneficiaries where they can add a
message about the discount card. One state told us that
they were interested in trying to communicate with
provi ders, to physicians, to pharmaci sts and woul d use the
periodic letters that go out through Medicaid or through
the state pharmacy assi stance prograns to add nessages
about the discount card. Al so do the sanme thing on the
web sites that they use to conmunicate with providers. So
you really get this variety of strategies.

VWhat are sone of the challenges that states wll
face? Administrative capacity is certainly one. The
chal I enges of coordinating efforts across the different
state agencies that are involved, coordinating between
Medi cai d and an agi ng departnment, coordinating within the
subagenci es of an aging departnent. W heard a | ot about,
especially when you're operating in a short tinefranme, how
hard it is to bring all the relevant parties together and
get themall on the sanme nessage. There's the potenti al
for conpeting nmessages conmng fromCMS, fromthe states,
fromthe card sponsors and they're all trying to work hard
totry to nake sure that doesn't happen. But when you're
working on this short tinefranme, it's difficult.

Al so chal | enges around reachi ng sonme of the nost
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vul nerabl e popul ati ons, the disabled, the
institutionalized, the frail elderly at hone or in
assisted living. Most states acknow edge that those are
hard audi ences to reach and at this point and this fast
pace they don't really have magic bullet strategies to how
to reach out, although some have tried to, in the past,
devel op particul ar targeted comruni cati on approaches for
t hose.

Let's turn then to the drug benefit that goes
into effect in 2006. As we asked peopl e about that our
first message was usually, again, a federa
responsibility. 1It's not our problembut we'll sonehow
deal with it. But they really also gave us an equal
nmessage that they did understand that this was a
popul ation, particularly the ones who were enrolled in the
state prograns |ike Medicaid and pharnacy assi stance that
they felt a responsibility to. They understood that they
were part of the partnership that needed to make this
work. But that came after they first conplained, we've
got this new job to do and it's not of our naking.

What is it that states are doing relative to
Part D benefit in 2006? One person basically said, it's
still too early. That respondent told us that 2006 is a

mllenniumaway in state tine. W're just not there yet.
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Sonebody el se said, there's nothing for anyone to do right
now. It's too soon. There's nmuch that we're trying to
resolve with Cvs. Until we have nore information fromthe
federal governnment about what they are telling
beneficiaries, only then will we have a sense of how we
want to communi cate and what the nessages are we want to
conmuni cate. So again their real nessage was, it's early
to figure what to do.

It's also that the circunstances are very
different. Again, Part D versus the discount card is a
different set of nessages, and they're having to work hard
to absorb the messages for the discount card and it's
going to be different. So for exanple, you tell a
Medi cai d beneficiary, right now the discount cards aren't
rel evant to you. You have coverage through Medicaid. You
don't need the discount card. Next year they've got to
turn around and tell those sane beneficiaries, nowit's
Medi care Part D. You do have to be worried about this.
You need to enroll in Part D and need to select a plan.

So they're just beginning to learn really the split of the
nmessages that has to happen.

Sanme with the state pharmacy assi stance
progranms. Right now they're thinking about those that are

eligible for transitional assistance or ones we want to
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get enrolled in that. They' ve got to also be now thinking
about how to create a waparound, or if they want to
create a waparound Medicare to decide what to do. So
outreach and education will only conme after these policy
I Ssues.

We even had one respondent say, | don't want to
get too far ahead because for all | know the federal
governnment will change the program agai n before 2006, and
it will look different by the tinmne we're inplenmenting it,
for whatever that's worth

So what outreaches, again, wll the states face
in 2006? It's really very simlar to what they faced for
t he di scount card but it's nore intensified because
there's a lot nore to do. As | said, the nessages will be
different. The nessages need to go to all beneficiaries,
not just a smaller nunber that may find the discount card
relevant to their situation. But again there's a |ot of
policy options. W don't know yet what the geographic
regions will ook |ike, what there will be that focuses on
nursing home residents. A lot of the specific policy
issues that will effect how the states fornul ate nessages
to do outreach and communi cati on haven't been determ ned
yet .

Nursing honme is a particularly interesting
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guestion because obvi ously many, many nursing hone
residents are Medicaid beneficiaries and the pharnacy
situation is different there. But it's really sonething
that we were told both by states and by, in one case, a
representative of the nursing honme industry, it's just
sonmething that's just early. W don't know yet how that's
going to work out but we knowit's inportant and we know
we need to worry about it. Again, a challenge is going to
continue to be how to comuni cate with the various kinds
of vul nerabl e beneficiaries that states need to deal wth.

Sonme what were our conclusions? First, that
outreach is critical in any kind of program where
participation is voluntary. States recognize that. They
know that they have a role init, even if it is the
federal government's program and the feds started them
down this road. They know that they play an inportant
role to try to protect their states' residents.

They also tell us that the federal outreach is
tremendously inportant and that's where it's got to start.
And they know that if beneficiaries get nessages froma
trusted source |like Medicare or |ike the Social Security
Adm ni stration, that's sonmething that is the starting
poi nt for their understanding of the program

States do understand that they can be inportant
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partners in inplementing the benefit and have, as we said,
on the discount card really started to take actions to be
partners and to be involved in helping on that. 2006 is a
m |l enniumaway for themand they just don't know yet what
they're going to need to do but they know they will do
somet hi ng.

They al so pointed out the role of not just the
SHI P prograns that depend on volunteers fromthe conmunity
but sonme of the conmunity-based organi zati ons that they
typically work in partnership with, whether it's advocacy
organi zations, or senior centers, or other kinds of senior
and agi ng organi zations. They know t hose groups are goi ng
to be inportant as well as, and | didn't put it on this
slide, but the physicians and the pharnmaci sts that people
turn to. That's one of the conmon points between the
findings that Joan was tal ki ng about and what we found
her e.

Finally, anytime you tal k about the states, we
know that the states' levels of investnment, effective,
ent husiasm are going to vary considerably and it's going
to be affected by sone of the differences that we've
tal ked about |ike whether or not they have a state
phar macy assi stance program and the type of enroll nent

and programthat they had under their Medicaid.
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So that's the end of nmy comments.

DR. NEWHOUSE: Thank you both for a set of
interesting and useful talks. | wondered, Joan, if there
was anything to be gained by |ooking at the experience of
changing fiscal internmediaries or carriers in terns of
handoff fromone carrier to another? | don't know that
you need nore material, but since you kept saying there
isn'"t really a lot of relevant information here | wondered
if there was anything there.

The second point | wanted to nake is just a nore
conceptual point, that sone of the issues you are raising
woul d be alleviated if we had followed a path that was
nore |i ke the comercial nodel and one had a single plan
for a geographic area for a limted period of tine and
then periodically re-bid it. That, it seemed to nme would
not elimnate transitions or changes in formularies but it
probably woul d reduce sone of the noise here.

DR. SOKOLOVSKY: As far as the fisca
intermedi aries and carriers, that's a wonderful idea and |
have to admt that never even occurred to ne. | don't
think it could be part of the June chapter but it's
definitely sonmething to | ook at.

MR. HACKBARTH. Isn't a nore anal ogous situation

a transitional anong private plans under Medicare
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Advant age? Because part of the challenge here is that if
you're the new plan your new enrollee could cone from any
nunber of different sources, each of which had different
formularies, different rules, as opposed to an enpl oyer
transition, the commercial nodel where everybody operated
under one set of rules and you' ve got to educate them
about a new set of rules. There are just nore
pernutations that you have to deal with under this
structure. The private plan situation under Medicare
seens |i ke the npst anal ogous situation to ne.

DR. SOKOLOVSKY: Absolutely. On our fornulary
project we did talk to a lot of plans that offer Mdicare
Advant age and heard many of the sanme issues but because of
paynent changes, generally speaking the drug benefit in
t he past couple of years has been di m ni shed enough t hat
t hese issues were much | ess.

MR. SM TH. Thank you, both. This was useful if
sobering. Joan, | was struck in the mailing materials by
two references, one is on page 12, one is on page 18.
They're not specifically inportant but they both suggested
that beneficiaries' price sensitivity led themnot to take
drugs at all rather than to nove to sonething in a | ower
copay tier. That's striking and troubling and gets to a

| ot of the questions that both of you rai sed about what

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

29
does the information | ook |ike, how do we communi cate
peopl e both about formulary structure but al so about price
tiers in order to help people figure out where they ought
to go.

But it also raises the question of how w |
peopl e respond -- will people respond to cl osed
formularies that in some way limt their ability to take
the drug that their doc tells themto? WII they respond
the sane way that the research suggests that they do on
the basis of higher tiered drugs that are prescribed?

That really does suggest that we need a nmechanismto
tailor the comruni cation al nost one-on-one, which just
seens unbelievably daunting for a |ot of the reasons,

Jack, that you identified. But there isn't sonme way to do
this on a broad basis, particularly if individuals respond
in the way that the research you cite suggests they do, by
not taking the drugs at all.

DR. SOKOLOVSKY: | don't know exactly what to
say. The research doesn't say that everybody will respond
that way, but there is a significant mnority of people
who do respond that way, and | don't know the answer to
t hat probl em

DR MLLER Could I just say one thing about

this? | think there's two different issues here. One is
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getting down to the retail |evel of dealing the patient.
| think when Joan was tal king about how to communi cate, be
sure that you're conmunicating with the pharmaci st and the
physi ci an, because sone of that can happen there.

But then there's the second question of how
peopl e respond to tiers, and there are sone things
recently in the literature that raise the point that
you' re maki ng.

DR REI SCHAUER  Thank you, both, for
i nteresting presentations. Joan, | found your materi al
particularly interesting as soneone who i s considering
shifting the PBM of the organization that | run and its
affected my thinking about it.

| really wondered how rmuch of this was rel evant
to the Medicare situation. What you're tal king about, the
enpl oyer market, is group and it's mandatory. | neke a
decision that the Urban Institute enployers are going to
go fromone to another. This is individual and voluntary.
By voluntary what | nean is, sonebody is in a plan --
we're tal king about after the thing is up and running and
sone of what you have is relevant to the getting it up and
runni ng but not to the ongoing it strikes ne.

So I'man individual and |I'mdissatisfied with

my current provider so imediately |I've nade sone
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deci sions, |I'mthinking about things, |I'mlooking at the
drugs that are covered here and aren't covered there and
how they're covered, or my daughter is doing it for ne.
This is a very different kind of the situation from
suddenly | send all ny staff a newlittle white card that
they have no idea really what has happened, and |'ve sent
t hem menos during the previous three nonths which they
have thrown in the wastebasket w thout reading or taken it
home and said to their spouse, you read this and he or she
has throwmn it away. It's a very different kind of
situation.

Then secondly, | would assune, maybe
incorrectly, that CM5 in going to specify a bunch of
handof f procedures. A mninum dataset that has to be
transferred fromone conpany to another in a standardized
form and during open enrollnment period there will be a
very routinized way of handling off this stuff. It's
going to be a problem it strikes ne, in two instances.
One is where in the mddle of the year | nove from Boston
to Arizona and | have to shift plans. M guess even there
is that, that judging fromthe discount card, that all of
these are going to be national plans, unless I'min a
Medi care Advantage plan. These are going to offer

servi ces everywhere.
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The ot her possibility -- | see people shaking
their heads, but the other possibility is that a plan that
| signed up for |leaves an area and therefore there's a big
group of people who have to -- but this is during open
enrollment -- shift. W can worry about that but | really
don't think these are going to be quite the sane kinds of

probl ens that arise in the enpl oyer-sponsored environnent.

WIIl there be dropped balls here and there?
Yes, but horrendous, | don't think.

DR. SOKOLOVSKY: | think what | want to say is,
yes, the nodel is different and | did try to reflect that
in the witing that sonme of these problens won't be the
sanme problens, won't occur. But | think that some of the
things we |earned are, in sone ways, exactly what you
menti oned. For exanple, one of the things we would Iike
to make sure when CVS conmes out with its regulations is
that the handoffs are specified in the contracts, both for
old PBMs and for new PBMs.

The second thing we learned is that sonme of the
things are not routinized. Every plan has prior
aut hori zations. They don't have a way of transferring
snoot hly that kind of data.

DR REI SCHAUER:  But right now these are
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cooperative rel ati onshi ps anong private enterprises which
don't have to cooperate and one is snatching the other
guy's business. This is providing a service that's paid
for largely through governnment funds and | woul d presune
that the federal government is going to specify the
handoff of prior authorizations and existing
prescriptions. | would hope so.

DR MLLER | think that's the point, is we
wanted to point out the edges on the current system and |
think you've just put your finger on a couple places, the
open scripts, the pre-auth where under the current rules
those are handled on a retail basis. |In this popul ation
they may be a much bigger issue. You're right, it may be
that people at CM5S will look at this and say, we've
al ready thought of this. But we wanted to nmake sure that
we wal ked through with the current state-of-the-art and
said, these are the places where things get rough.

| also think Joan's point about getting to the
physi ci an and the pharnmaci st is sonmething to enphasize in
the ternms of the conmunication strategy, because |I think a
lot of it will get hit there.

DR. REI SCHAUER Can't we be even stronger than
-- we're saying, in the private world these are probl ens,

and go the next step and say, in this new world
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regul ations and the way we wite contracts can reduce

t hem

DR. MLLER | think that's the intention

DR REI SCHAUER: Be stronger.

DR. SOKOLOVSKY: That is exactly where we were
going. | guess the other point to make is that in general

for individuals it may not be a problembut if drug plans,
as the years go on, enter and exit markets in the sane
kind of history then you could see sonme nore probl ens that
could be nore simlar to the enployer problem where you
have a | ot of people all at once. Again, it won't be as
sinpl e where they all nove to one other plan but you can
still have these |arge nunbers of people who suddenly have
to make changes.

DR. HOADLEY: Can | just add a comment from
interviews that we did in conjunction with the transitions
project, that one of the points that a nunber of the
peopl e nenti oned when we got beyond just asking them about
their experiences in the private-sector transitions was to
ask thema little bit to reflect on what the differences
may be in the Medicare world. Obviously many of them are
famliar with what is comng. One of the big points that
they made is the difference between having an enpl oyer

who's wat ching over that process and naki ng sure sone of
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t hese happen in group, who's the person that's going to
| ook over that process in an individual, one-to-one kind
of relationship?

Qoviously part of that is what you were just
tal king about in terms of CM5 and | think you' ve got a
good poi nt when you say that people are at |east making an
active choice in many of these situations to change so
they're not just passive recipients, here's a card and a
meno. | didn't pay attention to it; now I'min trouble,
so that will certainly help as well.

But there was certainly a | ot of concern anong
the folks that we interviewed that w thout the enployer
benefits officer shepherding this process that it
potentially could be difficult and sonme of these steps
woul d be needed.

DR. NELSON: This is very good work and | want
to highlight just a couple of the aspects wth respect to
access and quality, which after all remain a | ot of our
concern in addition to the structural configuration and
exchange of information so forth that we've been
di scussi ng. Every patient that has to change their
nmedi cation that has been successfully nmanaging a chronic
probl em |i ke di abetes or heart di sease, whatever, has the

potential both for hassle and harm They' ve been doi ng
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wel | ; thank you very much, and now because of fornulary
changes they have to have their nedication program changed
and maybe it either doesn't work as well, or they have
side effects, or they believe that they have side effects
because of sonme of coincidental event. But in either
event it involves disconfort for the patient and hassle
for the physician, because you know who they are going to
talk to, their physician or their pharnmacist.

You di scussed grandfathering as a neans of
mnimzing that and | think that's an inportant concept to
show up in our recommendation, at |east for certain
t herapeutic classes or at |east for certain periods of
ti me, understanding that some grandfathering nay not be in
everybody's best interest, but certainly there has to be
the provision in order to mnimze that problem

The requirenents for refills and prior
aut hori zation should be nade as a sinple and hassl e-free
as possible. Here again |I'm concerned about access, and
for physicians, if this turns out to me an enornous
increase in the amount of hassle because of unrealistic
requirenents for witing refills, getting prior
aut hori zation, it would be one nore incentive to not take
any new Medi care patients.

The formul ari es shoul d be nade avail abl e t hrough

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

37
searchabl e el ectroni ¢ databases, either in a diskette or
that they can download fromthe Internet. Not al
physi cian office by any means have that kind of electronic
capability, but it's increasing and can be extrenely
i nportant assistance in keeping their know edge of the
formul ary up-to-date.

Sonme appeal s process needs to be incorporated in
this, |I believe. At |east should be required of the PBMs
for unconmmon but inportant drugs may not be on the
formul ary just because they're used so unconmonly but are
i nportant; some orphan drugs and that kind of thing.

There shoul d be an appeal s mechani sm because it seens to
me that a Medicare patient's need for a certain drug ought
not to be ignored just because it's rare.

Final |y, nedical organizations and
phar maceuti cal organi zations, other professional
organi zations, nursing and so forth, should be used in the
comuni cation process. They all have conmuni cation
vehicles with their nenbers. They probably will read
their journal nore readily than they read their mail when
it's got government |etterhead, so that opportunity ought
not to be mssed. The sane goes with AARP and the ot her
consuner groups with respect to the notification process.

Certainly we could consider having in our text sone
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acknow edgnent of those opportunities.

MR. DURENBERCGER: | found the chapter
chal  enging and very hel pful to read. | sit here and
listen to people talk about Mary's nom and sm | e because |
amMary's nmom |I'mwaiting for the influx of hel pful
i nformati on, because | don't have an enpl oyer other than
t he Federal Enployee Health Benefit Plan to hel p ne nake
t hese deci sions.

So ny comrents, like Aenn's and Bob's, are
directed to the chapter and the way the chapter is
constructed. And | really do believe that because the
chapter heading is so pronmising -- just | ook at that,
| mpl ement ation of the Medicare Drug Benefit. \What follows
after that fromour standpoint is really critically
i nportant.

So laying it out right away in sonme | onger range
context so we're really |ooking ahead to 2010 or whatever
the future may be, through a series of analytical steps
that we plan to take in order to advise the Congress on
the inplenentation of the program to nme would be a very
hel pful way to construct the chapter and all of the
information that is contained in this chapter, which is
just like chapter one probably of a series of works that

we w il be doing. And to keep in mnd the inportance to
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whom this chapter is directed. R ght nowit ought to be
to 435 people who are the board of directors of the
Medi care program who are out there trying to defend
what ever they did without the benefit of anything Iike we
have, against the noi se sonmeone spoke of which cones
basically fromtwo sources.

There are conflicting sources. Part of the

noise is sinply comng fromdrug pricing itself. In ny
part of the world -- and |I've spoken to thousands of
seniors in the last few nonths in groups. In ny part of

the world the pricing issue is way past the benefit issue
internms of what is really inportant to them It is
really obscuring the benefit issue. The only thing the
benefit deci si onmaki ng, whether it's the discount card or
sonet hing el se has going for it right nowis the fear that
if you don't sign up now or you don't sign up
appropriately then you | ose or you get a penalty or
sormething |ike that.

But the two areas | woul d suggest that our
trusted sources, one less than the other, the first is
whoever is out there selling it fromthe board of
directors better know what they're selling, and they had
better know where to refer people for information.

The second one is, the trusted source so far is
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nobody that | have seen. It certainly is not SSA and it's
not Medicare and its not anything like that. [It's the
doctor and the pharmacist, and | don't see a | ot of
i nvestment anywhere in informng -- and it's expensive to
do it -- toinformng that part of the world that all of
us are going to rely on.

MR. MIULLER  Both the chapter and your
presentations do a very good job, as the other
conmi ssi oners have nentioned, in |aying out the challenges
of inplenenting it so it may be premature to think about
where one creates a safety net when sonme of the problens
arise. But ny analogy, | think about the plans entering
and then exiting MtC and Medi care Advantage, the safety
net we've had over the last few years is in fact the
doctor and hospital network that keeps serving people even
when plans exit. [|'d like to ask you to speculate a
little bit with us as to where those counterparts may be
in this programas plans cone and go.

As the chapter that you presented to us as well
on information technol ogy pointed out, probably the part
of the health care sphere that is nbst sophisticated in
its conputerization is the pharnmaceutical nedical sector,
so probably instant eligibility determ nations can be nade

much nore quickly in this arena than it can in other
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benefit parts of the Medicare program So the |ack of
eligibility could be alnobst instantly ascertai ned when
pl ans exit as opposed to poster going on for a nonth or
t wo.

So what are your thoughts about where sone
safety net mght be as plans conme and go? | knowit's
somewhere down the |line, but thinking about that safety
net I think is an appropriate thing for us to consider.

DR. SOKOLOVSKY: Are you tal king about the
safety net for information or a safety net to provide
drugs?

MR. MILLER: A safety net for the beneficiary if
the old plan has pulled out and the new plan hasn't yet
made the successful communi cation, and contact, and sign
up, et cetera, with them As you pointed out, going forth
now with 18 nont hs of planning, which based on what you
said and what Nancy- Ann says, an incredibly tight
ti metabl e, when people have to start doing it in 24 hours
or 24 days it gets even nore difficult.

DR. SOKOLOVSKY: Wien those kinds of problens
happen it is going to be at the pharmacy that people are
going to find out that they have a problem and it is
going to be the pharmacist who is likely to be the one who

is going to be trying to manage that. The pharmaci st, who

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

42
cannot wite prescriptions, is going to have to be in
contact with the physician, and that is in fact what
happens when there are problens in these private-sector
transitions now as well. There's a |ot of additional work
for the pharmacist and for the physician.

MR. MIULLER But they're also pretty efficient
in saying, | can't help.

DR. SOKOLOVSKY: The ones that we spoke to spoke
about the kinds of works they did to help.

DR. NEWHOUSE: Ral ph's scenario raises the
guestion about what happens if a plan pulls out and the
beneficiary hasn't signed up for a new plan, or finds that
out when they get to the pharnmacy. Presumably they're not
covered. But then what happens next?

DR. SOKOLOVSKY: That's a really interesting
point. |If a plan pulls out and the beneficiary doesn't
sign with soneone else, it seens to ne that's a whole
separate issue that really has to be explored, and | don't
know t he answer of f hand.

DR. NEWHOUSE: That's surely going to happen.

MR. FEEZOR: Joe, | wonder -- that actually was
going to be a part of my comment. First off, good
chapters. Joan, | found nyself nodding. Everything that

you had in this chapter were things we confronted in
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nmovi ng 400,000 lives in our self-funded program at
Cal PERS.

Two points though. | think on the safety net
that Ral ph is raising and the people who are lost, there's
not that enployed. GCkay, maybe the Secretary maybe coul d
be, but the reality is there's not that enployer that has
that force. | wonder if the PBMs m ght not want to | ook
at the nodel that's used in sonme of the auto insurance
i ndustry, the conpul sory pools. O nmaybe a better anal ogy
woul d be within the old days when every state had it's own
Blue Cross plan. They had an interplan bank, or a plan
would run that so if there was a |l ost soul, | show up and
nmy pharnmaci st says, wait a mnute, | don't have you being
with Medco, and | say this is lifesaving. And the
pharmacy says, wait a mnute, and there m ght be an
authority, if you will, as there are in sonme other
i nsurance, that that sort of account is marked agai nst and
the losses in the adm nistration of those |ost individuals
then in fact gets borne by the entire participating
i ndustry.

So | woul d suggest that we m ght explore that a
bit nmore in sone of our subsequent eval uati on.

The one other thing, it was in the chapter but

not as explicit as | thought on the | essons we | earned.
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If we | earned anything in the last few years in
Medi car eChoi ce was the constant changi ng of benefits
really began to cause people a lack of faith and their
willingness to participate. Here you probably can do sone
tinkering on the benefits. And even nore pernicious |
think can be the fornmulary changes that | can do every
month | guess. |If | really amgoing to be suspect |I could
probably even do sonme not so subtle risk and financi al
i npact play by what 1'd do with that.

It is brought out in the chapter but | would
underscore it, | think you don't want to preclude
formul ary changes but you want themto be done in a
predi ctable fashion with, as the chapter was excellent in
poi nting out, with advanced notice to all parties. And it
m ght be that they're done -- if there are changes,
they' re done at the beginning of a quarter or sonething
like that. | would even say once a year but maybe that's
too restrictive -- sinply so that people get used to, wait
a mnute, there may be sone changes that affect nme and |
know where to go to look to find it on the web site or
what ever .

DR. RONE: Just a couple points. There's been a
| ot of discussion about this. Very interesting stuff. |

do think there are already effective comunicati ons out
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there. | visited ny nother on Sunday. She's 94 and she
showed nme a letter she got from Medi care describing the
di scount drug program the discount drug card. | thought
it was very well done. Now maybe |I'm not the average
Medi care beneficiary, but she seened to understand it and
it was very clear. So things are starting to happen
there. So we should give CMS sone credit because we're
al ways beating on them (Obviously they are noving very
qui ckly here.

| wondered whether it was worth hearing a word
about what's going to happen to people in long-termcare
facilities. | was thinking about Bob's coment about this
is an individual rather than a group. But the fact is
peopl e who are in long-termcare facilities get their
medi cati ons hand-poured by staff and they're purchased
ri ght now probably by the nursing hone or nursing hone
chain or whatever through sone whol esaler. Then the
i ndi vidual s are probably charged sone retail price per
pill 1 guess it varies.

Anyway here we are now, there's a nursing hone
with 120 people and they' re probably all Medicare
eligible, and the six different cards are bei ng held.
What's going to happen and how are they going to get the

drugs? O is the nursing honme going to contract with one
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conpany? These are not necessarily the beneficiaries that
the conpanies are going to be marketing to necessarily,
dependi ng upon where the profit is. |If it's a percent of
the total cost then they mght be. So what's going to
happen there? | haven't heard nuch about that.

DR. SOKOLOVSKY: That was an issue that we were
particularly interested in and certainly it was part of
Jack's project to try to ask exactly those questions.

From states we heard very little information to begin
with. But there's sonme things in the |aw that we know.
One is the | aw says no copaynents for beneficiaries in
nursi ng homes, and that was very inportant. It also says
t hat whoever offers a drug plan has to have a way of
coordinating with the pharmacies that provide drug
benefits within nursing homes. Exactly what that neans is
not yet specified, but it is, as you said, an extrenely

i nportant issue.

DR. HOADLEY: | was just going to add, we did
try to explore that question with a couple of our
respondents. One of the respondents we had in our project
was sonebody who fornerly had worked in a state program
and now was working in a nursing honme, conpany and then
others with sone of the state people who interact a | ot.

One of the things I was struck by again was this notion
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that it really is early in the process. He said, in terns
of his own nursing hone conpany that he is involved wth,
they just haven't begun to think through that.

But what | did get a little speculation on was
the notion that one possibility is that a nursing hone,
especially one whose residents are nostly on Mdi caid,
that m ght be inportant, that m ght not be dependi ng on
the circunstances. But one possibility is that they would
ei ther ask the authorized representatives of these
residents or strongly recommended to themthat they sign
up with a particular drug plan that has agreed to work
wi th nursing hone pharnmacy, because nost of these nursing
homes as you're pointing out do have special rel ationships
with a particular pharmacy that orients itself and works
wi th nursing hones.

So | think what we'll probably end up seeing,
al t hough quite how we get there is not so clear, is sone
kind of situation where all the residents of a particular
nursi ng home end up getting signed up with a plan that
agrees to coordinate and work smoothly with that nursing
home. But of course you have got to do that in a way that
preserves the choice, the option of beneficiaries to nake
their choice. It is a voluntary and it's voluntary what

plan you pick. It is early but | think it's a really
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inportant area to pay attention to.

DR RONE: It's nore like a group. |If you think
about a nursing honme change, maybe a big one, a national
one, then that's a big group. I'ma little concerned that
there are going to be sone opportunities here that are not
going to be particularly advantageous to the Medicare
beneficiaries. | think that naybe half of the Medicare
beneficiaries in long-termcare facilities have cognitive
i mpairment. We've got an enriched popul ation that's
vul nerabl e because they're going to do what the nursing
home peopl e suggest. Not that they would suggest a wong
thing, but they' re not quite as autononous because of
their living situation and their cognitive status and
health care literacy. So we need a little bit of extra
attention to how that gets inplenented.

M5. BURKE: Just in followup to that, and I
apol ogi ze if you discussed this while | was out of the
room \Wat if any knowl edge will we gain fromthe
di scount card in answering sone of these issues? That is,
how one either inforns people or essentially gets that
information and al so gets participation. WIIl we have
gai ned experienced or will that be transferable in any
sense in terns of our know edge of what -- in the context

of nursing hone patients but generally?
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DR. SOKOLOVSKY: Funny you shoul d ask that
guestion because as it happens, in this series of work
that we're doing with Georgetown and NORC t he next project
is, what are the |l essons that we're learning fromthe
di scount card that will be applicable to Part D benefits,
and it's exactly those questions that we are | ooking at.

M5. BURKE: 1'd like then, as Jack suggested, a
further discussion as we go along in terns of what we hear
in that context would be hel pful.

DR. HOADLEY: One inportant thing to renmenber in
terms of particularly the nursing home population is for
t hose nursing home beneficiaries who on Medicaid, for the
nost part the discount card isn't relevant. They won't be
involved with that. | think where we will get sone things
to learn is that not all nursing hone residents are on
Medi caid, so for those who are private pay or paid by sone
ot her kind of long-termcare insurance they may find the
di scount card relevant and the whol e process how t hat part
of it works certainly will be opportunities to |earn.

DR, RElI SCHAUER: Just one conment on what | was
tal ki ng about before. M guess is that the transaction
costs for an individual for shifting fromone drug plan to
anot her are going to be very high and people are going to

end up being very, very sticky. That's just how nuch of
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this is going to go on

But when you read the law lots of stuff isn't

speci fied, and as anal ysts you can sit down and think,
t hi nk of the |oopholes, think if there's sone evil force
here that really wants to turn a buck what they could do
to the elderly and what they could do to the industry and
all of that.

But if | had to predict three years out, | would
be very surprised if we saw a | ot of pernicious activity.
My guess is that the fol ks who are going to be offering
st and- al one drug plans by and | arge are going to be
associated with arge PBMs or insurers that have
reputations to nmaintain, that are providing a benefit that
is national not local. That there's going to be not a | ot
of these things, maybe a dozen or so. The conpetition is
going to be pretty fierce. |It's going to be hard to
appeal to this group and not to that group when the ads
are being put on the back of buses to participate. That
shoul d the worst happen and there be no offering or
sonebody withdrawing froma region, which I don't think
will occur, there always is the fallback plan. Wen
that's not the case there is the fact that the others wll
try to be scarfing up that business.

So what we should do is try and direct CM5 and
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attention to providing the protections that will ensure
that all of this way does turn out this way, but not
pursue the nightmare of the analysts and assune that this
is going to take place.

MR. HACKBARTH:. Let ne sound ny agreenment with
that, and in particular | think it's inportant for the
people in the audience to understand that just the nature
of these things, we're exploring sonething new and
different and there's a tendency, a natural tendency I
think to try to identify potential problens. Certainly
there's a lot of conplexity and a | ot of opportunity for
things to go am ss. But keep it in context.

We're not rendering judgnents, but trying to
| earn, understand, anticipate, and hel p other people
anticipate. Certainly as Jack pointed out, a |lot of work
is being done to make it go well, and we need to fromtinme
to time acknow edge that and recogni ze that.

So think you, Jack and Joan, for excellent work
on this and we need to nove on to our next topic which is
defining long-termcare hospitals.

DR. KAPLAN: Good norning. 1In this presentation
"1l briefly review the research findings presented at the
March nmeeting and al so present two additional anal yses

designed to answer questions you raised at the March
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nmeeting. Then Carol will present sone exanpl es of
criteria we've devel oped that Medicare can use to better
define long-termcare hospitals and appropriate patients
for them At the end of the presentation we'll ask you to
di scuss the draft recommendations and the draft chapter.

As we've told you before, growmh in the nunber
of long-termcare hospitals has been rapid at 12 percent
per year from 1993 to 2003. Recently growth has
accelerated. During fiscal year 2003 22 |long-termcare
hospital s opened. That sanme nunber opened in the first
six nmonths of fiscal year 2004. From 1993 to 2001
Medi care spending quintupled from$398 mllion to $1.9
billion. The nunber of |ong-termcare hospital cases
i ncreased 24 percent from 2001 to 2002. As the nunber of
| ong-termcare hospitals continue to grow they may find it
more difficult to fill their beds with appropriate
patients.

Long-term care hospital s have very hi gh paynent
rates. On the screen is a conparison of 2004 per-

di scharge rates by setting for five diagnoses common in

| ong-term care hospitals. Like any prospective paynent
system financial incentives encourage these facilities to
admt patients with the |least costly needs within a case-

m X group.
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At the |last neeting you questioned why |ong-term
care hospitals are | ocated where they are. Using
mul tivariate anal yses we found no rel ationship between the
presence of a long-termcare hospital and the share of the
sickest patients. W found a negative relationship with
certificate of need. |In previous research we found a
rel ati onship of teaching hospitals to the presence of a
| ong-termcare hospital, and the enpirical analysis
confirmed that. The enpirical analysis also confirmed the
strong presence of long-termcare hospitals in the
sout hern parts of the nation.

Now | 'mgoing to briefly review the findings |
presented last nmonth. As you will recall, we had two
gqual itative conponents to this research and a quantitative
conponent. For the quantitative work we used epi sodes of
care. In the full dataset we had 4.3 mllion episodes and
we created two subsanples to examne if the results differ
for patients who are nore likely to be adnmitted to |ong-
termcare hospitals.

To be as conservative as possible in our
research this year we did several things to control for
severity of illness. First we used every clinical
vari abl e avail able fromthe adm nistrative data. In

addition, we used statistical nmethods to control for

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

54
severity of illness, including an instrunental variable
approach to control for unnmeasured severity.

As you renenber, we found that the role |ong-
termcare hospitals play is to provide post-acute care to
a small nunber of nmedically conplex patients, less than 1
percent of patients discharged fromacute hospitals.
These patients are nore stable than I CU patients but
generally do not have all their underlying problens
resol ved at admission to the long-termcare hospital. A
di agnosi s of tracheostony with ventilator support is the
singl e strongest predictor of long-termcare hospital use.
But patients with tracheoston es represent only 3 percent
of long-termcare hospital cases. As severity |eve
i ncreases, the probability of |long-termcare hospital
i ncreases.

Supply of long-termcare hospitals matters,
especially when they are hospitals within hospitals.

W found that acute hospitals and SNFs are the
principal alternates to long-termcare hospitals. W
found that long-termcare hospitals users have shorter
| engths of stay in the acute hospitals than non-LTCH
users. Shorter |lengths of stay suggest that acute
hospitals and | ong-termcare hospitals are substitutes.

We al so found that freestanding SNFs are a
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principal alternative to long-termcare hospitals in areas
with and without |ong-termcare hospitals.

On average, long-termcare hospitals users are
nore costly Medicare conpared to clinically simlar
patients who use alternative settings. For patients with
t he highest probability of using a |long-termcare hospital
we found a positive but statistically insignificant
difference in Medicare spending for the episode.

Regardl ess of the nmethod we used, we found that
| ong-term care hospital users had | ower readm ssion rates
than sinpler patients treated in alternative settings.
This is what we woul d have expected because |long-termcare
hospital s have to have the capacity to treat hospital-
| evel patients. Qur results for death in 120 days are
i nconcl usi ve.

Last nonth you expressed concern about whet her
to reduced probability of readm ssions anong | ong-term
care hospital users would affect our results on total
spendi ng for episodes. W did tw anal yses to ask you
guesti on.

First we exam ned total episode spending for the
80 percent of patients who aren't readmtted. Second, we
roughly estimated the effect of the |ower probability of

readm ssions on total spending anong | ong-term care
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hospital patients. Wth both anal yses we found that when
| ong-term care hospital adm ssions are not targeted their
pati ents cost Medicare nore. \Wen long-termcare hospita
care is targeted to the patients nost likely to use |ong-
termcare hospitals the difference in spending for those
patients and patients who use alternative settings are not
statistically significant. In other words, a nmuch shorter
way to say it is, the story did not change.

The main conclusions fromour study are that
when adm ssions to long-termcare hospitals are not
targeted to the sickest patients, |ong-termcare hospital
patients tend to cost Medicare nore than patients treated
in alternative settings. Based on our analysis, we
conclude that |ong-termcare hospital care needs to be
targeted to nedically-conplex patients that generally
cannot be treated in |less costly settings.

Now Carol will talk about criteria to better
target long-termcare hospital care.

M5. CARTER. W had several goals in mnd in
devel opi ng exanples of criteria for long-termcare
hospitals. First and forenost, we wanted to clearly
di stinguish this level of care fromother settings, nost
notably SNFs. We wanted the criteria to be feasible to

adm ni ster, both for CM5 and for the hospitals. The
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criteria should establish clear expectations and hol d
provi ders accountable for their actions, and reinforce the
provi sion of high-quality care. W wanted the criteria to
be consistent with the paynment policies of other PPSs. In
the longer-term the criteria should facilitate the
adoption of a conmon patient assessnent tool and
classification system across post-acute care settings.

During our site visits and nunmerous intervi ews
we were consistently told about the features of |ong-term
care hospitals that distinguished these facilities from
ot her settings, nost notably SNFs and rehab facilities.
This is what they told us. They treat sicker patients and
that the majority of their patients are likely to inprove.

They frequently use admi ssion criteria to screen patients.

Many told us about the daily physician
i nvol venent that their physicians have with their
patients. The level of care that they provided was fairly
intensive, ranging fromsix to 10 hours of licensed
nursing care hours per day. They had respiratory
t herapi sts avail able 24 hours a day. They hired physical,
occupational, speech and respiratory therapists and had
them of staff. And they had multidisciplinary teans

preparing and carrying out treatnent plans.
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Based on these exanpl es we devel oped exanpl e
criteria that could be used to ensure that |ong-termcare
hospitals treat nedically-conplex patients. On the next
slide you see exanples of facility-level criteria.

First, each hospital would establish a patient
revi ew process that screens patients prior to adm ssion
and periodically throughout their stay and assesses the
avai |l abl e opti ons when patients no | onger neet continued
stay criteria. The purpose is to have each facility have
a clear and uniformprocess that is used to assess each
patient.

A standard assessnent tool would eventually be
used by all long-termcare hospitals. This tool needs to
provide reliable and valid clinical assessnents of
patients. Many facilities already use patient assessnent
tools such as the Apache 3 system W think al
facilities should use the sane tool as a way to ensure
consi stency across facilities in how patients are
assessed.

Strong physician presence and active invol venent
with the planning and provision of patient care was a key
feature distinguishing long-termcare hospitals from SNFs.
One criterion that could establish expectations regarding

the types of activities that physicians would be invol ved
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in and their availability.

We think consulting specialists should be on
call and able to be at a patient's bedside within the
hour .

We think the current average |ength-of-stay
requi rements should be retained in the near term as yet
one nore way to ensure that patients require a high |evel
of resources. Over tine as the patient criteria clearly
delineate the patients appropriately treated in this
setting we would reevaluated the need for this criterion.

Mul tidisciplinary teanms would plan and carry out
treatment plans. G ven the diversity of patients we
expect the staff to have a m x of specialized expertise
i ncl udi ng wound care experts, respiratory therapists
capabl e of rescuing patients, PT, OI, and speech
t herapi sts, and staffs capable of providing end-of-life
counsel i ng.

Exanpl es of patient criteria are on the
next slide. They would ensure patients admtted to |ong-
termcare facilities require an intensive |evel of
resources, have good chance of inprovenent, and cannot
generally be treated in other |ess costly settings.
Nat i onal adm ssion and discharge criteria would be

devel oped for each major category of patients, such as
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medi cal |y conplex and respiratory patients. The criteria
woul d specify clinical characteristics such as bl ood
pressure, respiratory insufficiency, or open wounds,
depending on the type of patient. And the criteria would
delineate the need for specific types of treatnment such as
| V nmedi cations, pulnonary nonitoring, ventilator support,
and CE suctioning, again depending on the type of patient.
Patients who do not neet the admi ssion criteria would be
expected to be admtted to a different |evel of care.

Di scharge criteria could be specific to the
di scharge destination. For exanple, discharge criteria
for a patient headed to a SNF could be different from
t hose headed hone.

To di stinguish the types of patients treated in
this setting frompatients treated in other settings a
hi gh share of patients, for exanple, 85 percent, would be
classified into broad categories such as conpl ex nedical,
conpl ex respiratory, cardiovascul ar, ventilator weaning,
and extensive wound care.

To ensure that long-termcare hospitals treat
the nost severely ill one criterion could be that a high
percentage of patients need to be assessed at adm ssion at
hi gh severity levels. For exanple, 85 percent of patients

woul d be assessed at the APR-DRG | evel s three or four.
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Patients who are less sick can be treated in | ess costly
settings. W appreciate that when the criteria are first
inplenmented it will take tine for the industry to adjust
to them Therefore at first this criterion could start at
a lower share. Over tinme we woul d expect the share
required to increase to conpensate for changes in coding
that are likely to occur.

Adm tting patients who require a certain anmount
of skilled care is another way up to ensure that patients
are appropriate to this level of care. For exanple, a
criterion could state that patients required 6.5 hours per
day of licensed nurse, respiratory therapist or physical
t herapi st tine.

Now Sally would like to wal k you though a draft
reconmendati on.

DR. KAPLAN. On this slide you see the first
part of the first draft recommendation. There are
actually two slides for this.

It reads, the Congress and the Secretary should
col |l aborate to define long-termcare hospitals by facility
and patient criteria that ensure that patients adnmtted to
these facilities are nedically conpl ex, have a good chance
of inprovenent, and generally cannot be treated in other

settings. It goes on, facility-level criteria should

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

62
characterize this level of care by features such as
staffing, patient evaluation and review processes, and m x
of patients. Patient-level criteria should identify
specific clinical characteristics and treatnent
nodal i ti es.

We estimate that the beneficiary and provider
inplications are that the adoption of criteria would
expand access for patients who actually need | ong-term
care hospital |evel care. Medicare spending inplications
are that stringent criteria will result in reduced
spendi ng.

The second recomrendation is that the Secretary
should require the quality inprovenent organizations to
review | ong-term care hospital adm ssions for nedical
necessity and nonitor that these facilities are in
conpliance wth defining criteri a.

The beneficiary and provider inplications are
that enforcenent of the criteria would expand access to
patients appropriate for LTCH | evel care. Medicare
spendi ng woul d i ncrease for Q Cs.

Bef ore you begi n di scussing the recomendati ons
we want to note that ensuring the appropriate use of |ong-
termcare hospitals requires a two-pronged approach.

First, criteria such as the ones we've outlined well help
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ensure that long-termcare hospitals already in operation
treat patients who require this level of care. But we
recogni ze that in the longer-termrefinenents to the pre-
exi sting PPSs for acute hospitals and SNFs are needed to
make sure that the devel opnment of |long-termcare hospitals
is not sinply the byproduct of shortcom ngs in these other
paynent systens.

On the inpatient PPS side there are three
policies that we think warrant further study. First, a
classification systemthat reflects the severity of
patients may inprove the matchi ng of paynents to patient
costs and coul d nake acute hospitals financially neutral
to treating the conplex cases that are currently
transferred to long-termcare hospitals. This would al so
likely | ower the number of outlier cases that routinely
get transferred to long-term care hospitals.

Second, the current outlier policy we believe
needs to be studied. The threshold and cost-sharing
requi renents may contribute to acute hospitals unbundling
care to long-termcare hospitals, and nodi fying these
policies could make acute hospitals | ess prone to transfer
cases who they could treat thensel ves.

Third, clear rules regarding hospitals within

hospitals will ensure that hospitals do not discharge
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patients prematurely for financial gain. CM has
expressed their concern about hospitals within hospitals a
nunber of times and we | ook forward to seeing what they
do.

On the SNF PPS side, we and others have noted
the shortcomngs in the current RUGs classification
system Refinenents that better target patients to
nmedi cal | y-conpl ex patients and away from being driven by
the provision of therapy services nmay encourage nore SNFs
to admt certain types of patients that could be
appropriately treated in this | ower cost setting.

That ends our presentation.

DR MLLER On the inplications from provider,
beneficiary and on the spending, really |I think what we're
saying at this point is, we don't know W're talking
about draft criteria. W don't know what woul d be
adopted. There could be sone increased access for sone
sets of patients. There could be sone effect on the
current spending curve but | don't think we really know.
When we get to putting this in the chapter | think this is
going to be hard to draft and it's probably going to say
in fancy words, we're not real sure. | think that's what
we're trying to get across here.

MR DeBUSK: | think this is an excell ent
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chapter. There's a lot of tine, lot of work gone into
this. That's quite evident. | want to back up to page
13, exanples of facility-level criteria. The standard
pati ent assessnent tools, could you expand on that a
little bit? Wat's out there at present?

M5. CARTER  There are a nunber of different
pati ent assessnent tools. The one that we | ooked at and
tal ked the vendor about was the Apache system W' re not
recomending it but it is one out there, but there are
many others. Many of the hospitals and sites that Sally
visited were using adm ssion criteria screening.

I nterQual is another one.

M5. DePARLE: | agree that we've really done a
ot of work in the last 18 nonths on this and it's
excellent. | just want to raise one thing. In the
di scussi on of the conclusions we said when adm ssions to
LTCHs are not targeted their patients tend to cost
Medi care nore than patients in alternative settings. W
di scussed last tinme the readm ssions and you di d obviously
a lot nore work to discover that it still cost nore.

Rem nd nme what we know? W cannot, | take it, draw any
conclusions but the quality or the outcones being better
or worse?

DR. KAPLAN: No, we can't. The only outcone

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

66
nmeasure that we have is the readm ssions. There is no
patient assessnent instrunent in these facilities and
that's one thing they would hope to -- we did have a
di scussion of quality in the chapter, that that's one of
the things we woul d hope to see that would cone out of
these criteria.

M5. DePARLE: Is that inplicit in our
recommendati on about criteria, that there be a patient
assessnent? Because it seens to nme, down the road we're
going to want to be able to | ook at these various
settings. |If we got better results I'd be willing to pay
nore | think.

DR. KAPLAN: The recommendati ons basically say
we need criteria and generally descri be what we expect the
criteria to acconplish, and then in the chapter we discuss
the exanples of criteria we think would be useful in
greater detail. The patient assessnent instrunent and the
gual ity neasurenment are discussed there.

M5. DePARLE: | guess that |leads ne to the other
guestion | had. W talked about this a little bit the
last tinme. I'mstill not clear on what CVS could do on
its own now, understanding that CVS has a | ot of other
things to do. But if they wanted to do, for exanple, a

pati ent assessnent instrunment and asked the LTCHs to use
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that, as well as other settings, as you point out in the
chapter do use patient assessnment instruments, could they
do that? W use this |anguage about collaborating with
Congress. |Is that because we're not clear how far CMS can
go on its own?

DR MLLER | think there's a couple answers.
We think that there are lots of things that we're tal king
about within this criteria that probably can be done
adm nistratively. Then what really falls between the
Secretary and the Congress | think we are a little bit
unclear on. So for the purposes of this discussion we've
cast it as both actors being involved in this. There's
sonme mur ki ness there.

M5. RAPHAEL: | think it's inportant somehow to
put a little broader frame around this chapter which
think has really cone a very, very long way. | think what
we' re saying based on this chapter is that the |long-term
care hospitals are part of the post-acute care spectrum
They have a role to play for a certain set of patients,
and based on a certain set of criteria that we would |ike
to see cone into play. So | think it's inportant to set
that there because | think where we're headed is trying to
have a nore rational post-acute care system hopefully

where patients who will |ikely have better outcones in
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certain settings sonehow are nore likely to go there.

The other things | was going to ask you, | think
Mark answered a question | had which was the inpact. |If
all of this were to conme to pass what would it all anount
to. | understand that it's hard to capture that. But
several other questions that | had based on the letter
that we received, one was about the role of rehab in these
settings, because rehab expenditures seemto be
particularly costly when conpared to SNF for these
settings. | was wondering if you could comment on the
role of rehab. Wen is it appropriate for rehab patients
to go to LTCHs versus rehab facilities? | wasn't entirely
cl ear.

Secondly, could you clarify the issue around
staffing? Because a point that's nade in the letter is
that in SNFs the nursing staffing conponent enconpassed
actually unlicensed aide tine. | guess I'd like to have
that cleared up in terms of what we nean.

Lastly, maybe it's not for today's session but |
would Iike to learn a little nore about the Q Gs. They
don't do any of this now How well equipped are they to
take on this role in the future?

DR. KAPLAN: |I'mgoing to go in reverse order to

your questi ons. QGCs currently have in their scope of
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work that they review 116 randonmly sel ected cases from
| ong-termcare hospitals of nonth. That just began in
January. So they are becom ng extrenely famliar with
| ong-termcare hospitals and the cases. Sonme of them
al ready use sone of the criteria that we | ooked at in
consi dering what type adm ssion criteria and discharge
criteria you mght want to use or m ght need, and sone of
the QCs are already using that criteria for long-term
care hospitals.

So I think that they may not be all that
famliar with them now but they are becom ng nmuch nore
fam |liar.

DR. NELSON: Sally, do they nake site visits or
do they just do a record check?

DR. KAPLAN: That | don't know.

DR MLLER | think our inpression is that what
they're doing is clains analysis and nedi cal records
review | i ke they've done in other kinds of settings. |
don't think they're going to the facilities and doi ng
conditions of participation type inspections if that's
what you're referring to. |I'mpretty sure they don't do
t hat kind of stuff.

DR, KAPLAN: | think this is retrospective.

It's not they see the patient when the patient is in the
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facility.

DR NELSON: That's what | wondered, if it was
concurrent or retrospective. Thank you.

DR. KAPLAN:. Staffing, aides and SNFs. One of
the big points that the long-termcare hospitals that we
visited on our site visits made was what di stingui shed
them from SNFs were many things, but one of the biggest
points was, first of all, daily active intervention of
physi cians, and staffing. That they provided professional
staffing. They did not have a |ot of aide care in the
| ong-termcare hospital. That is what we are trying to
acconplish, to make sure that these are not SNFs and that
they aren't souped-up SNFs. So that is why we have put
the staffing.

The 6.5 hours actually comes from I nterQual
criteria. My understanding is this is the level that step
downs from I CU units have that |evel of staffing, which is
al so what we were told the long-termcare hospitals told
us, that they're step downs fromICU units.

DR. MLLER The other part of her question had
to do with aides, which we did talk to several people
about in the industry. Qur criteria says very carefully,
licensed. The issue that they brought to us is, can we

reach this criteria by using sonebody other than nurses?
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Can we respiratory therapists, wound specialists, that
kind of thing. In contenplating this work we see that
that wouldn't be an issue. W do not see themreaching
this level through aides, however. | thought that was
part of your question.

DR. KAPLAN: Now let nme go to your |ast question
whi ch was the rehab and the |ong-termcare hospitals.

t hi nk one of our concerns is that there are -- the
paynents in long-termcare hospitals for the very sane
patients that are in rehab are very attractive. | used
the major joint replacenent as a good exanple, $67,000 a
case in the long-termcare hospital versus $17,000. That
is for a person with the nost ADL inpairnent and the nost
conorbidities in the rehab facilities. So that's the nost
you could get for a major joint replacenent in a rehab
facility.

Qur concern is that long-termcare hospitals do
not becomne very highly paid rehab hospitals. So this is
not to say that patients in long-termcare hospitals
woul dn't receive rehab. This is not to say that a patient
who nmay have been a major joint replacenent but had lots
of conorbidities and really couldn't be taken care of in a
rehab hospital couldn't go to a long-termcare hospital.

This is really to try and build a |ine between rehab
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hospitals and | ong-term care hospitals.

DR MLLER And the line is focused on the
severity of the patient.

DR. KAPLAN:. Yes, on the severity of the
patient.

DR. ROVE: | have two points. This is very
ni ce work; congratul ations.

One is, you nentioned on page 14 and one of your
recommendati ons that the average | ength of stay should be
greater than 25 days, and | had two thoughts about that.
One is | wonder whether that's average |ive di scharges.
These are very, very conplex patients. A patient gets
admtted, dies after three days, is that counted as a
three-day length of stay as we're calculating it?

The second is, would we be better off using the
medi an than the nean? Because there are sone patients in
these facilities who are there for |ike two years and then
you can have a whol e bunch of patients there for five days
and you have an average length of stay greater than 25,
and that's not really the spirit here.

So I would just ask you to think a little bit

about whether that is really the right -- if we're going
to have sone new recommendations -- | don't know what the
distributions are. | haven't seen them |'mjust
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t hi nki ng about that that maybe we could inprove that if we
| ooked at sone dat a.

The second point | think is nore inportant and
it goes to Carol's comment about the rehab and the
busi ness you just said, Sally, about trying to divide
rehab hospitals fromlong-termcare hospitals. The first
rule is primum non nocare here; above all, do no harm
think it's great to divide these institutions as |long as
we're not cutting any babies in half here. | think sone
of these institutions have evol ved al ong a pat hway where
they're basically 50 percent rehab hospitals where they're
probably getting overpaid for those patients, but they
have to keep themin 25 days which is really not what they
want do if they're really a rehab hospital, and 50 percent
| ong-termcare hospitals. They don't want to be a
hospital in a hospital because then they'd have to have
different CFGOs and nedi cal directors and governances, et
cetera.

So going forward | think these are a terrific
set of recommendations. Looking backward | woul d hope
that our work reflects the possibility that there are sone
institutions, and we could have very strict criteria, that
perhaps by virtue of the way they have evol ved and the

role they play we m ght consider approaching differently.
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I'I'l leave it at that.

DR. REI SCHAUER. O course your first
recommendati on m ght be cutting some of these babies in
hal f.

DR ROWE: | understand. 1'd like to see what
the data look like, and if you did both things then maybe
woul d be okay. | understand. |If you just did the first
thing it mght nmake it worse, not better.

MR. HACKBARTH. We're trying to put together
here a conceptual framework defining how this fairly
expensive resource is used, and as we do that there may be
some uni que circunmstances that arise out of historical
factors that make this | ess than the perfect fit for
particular institutions. | think we ought to acknow edge
that explicitly in the text. Havi ng sai d that,
don't think this is the appropriate forumto try to dea
with those circunstances but we ought to acknow edge that
t hey may exi st.

DR. NEWHOUSE: In that paragraph I'd like to
suggest that we say sonething about we don't envision that
there would be any entry under these criteria. That is to
say, or | envision saying sonething |ike, the original
criterion for defining a |ong-term hospital was solely

that you had an average | ength-of-stay of nore than 25
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days. That enconpassed a variety of institutions notable
for their heterogeneity and that, as Jack said, sone
ci rcunstances may dictate that we would treat sone of
t hese people that qualified initially differently but that
we explicitly say sonething about entry. Because if
t here's anything we' ve seen about the | ong-term hospital
industry it's entry. W don't want to set up exceptions
that encourage entry into those exceptions.

MR. HACKBARTH:. | think that's an excellent
addition. Thanks.

MR. SM TH. Thank you very nmuch. This has been
good work over the last year. Most of what | wanted to
say has been said so | won't repeat it. Looking at
recommendation A, we say that these fol ks generally can't
be treated in other settings. A big part of the argunent
of the chapter is that they are routinely treated in other
settings. | think we need to be careful here. Figuring
out what the patient criteria are seens to ne to be the
critical part of both the argunent in the chapter and of
t he reconmendati ons.

We have a suspicion that there are sone people
who woul d be better off treated with the nore conpl ex
apparatus available in the ong-termcare hospital but

really don't say that. Instead we hint at it. On the
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ot her hand, our current practice is that they are
routinely treated in acute-care hospitals and SNFs and in
some cases, rehab facilities. If we really believe the
line we used at the end of the first paragraph of
reconmendation A, that's what we ought to turn our
attention and we ought to underscore that in the text of
t he chapter.

MR. MULLER My thanks as well for really
el aborating our understanding of this. |If | can take us
back to the slide on page three and the question of the
classification of patients. As Carol said, if we have the
appropriate care in these hospitals vis-a-vis alternative
settings then this is a good place for themin the
conti nuum of care.

But in |ooking at that table, | nust say if
i ndeed the acute hospital is a |ow cost provider we should
gold plate this slide as the first tinme we've ever shown
that. But what are we showing here in ternms of the m x of
patients, because that would truly be a pleasant surprise
to some of us who al ways defend the alternative? So what
are we seeing here in terns of classification of patients?
Because they truly are conparable patients and we know
fromwhat you said earlier, the LTCHs are not in all parts

of the country and you' ve shown the predom nance of them
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in four states or so. What are we really neasuring here
across these patient populations in ternms of
conparability?

DR. KAPLAN: For instance, the stroke is DRG 14,
as an exanple. That is the per-case paynent, a
standar di zed anount that an acute hospital received for
each stroke patient. That is the standardi zed anount that
a long-termcare hospital receives for each person that
has a stroke, that has DRG14. It's a little bit nore
conpl ex.

MR. MIULLER  So there's obviously differences in
acuity --

DR, KAPLAN:  Yes.

MR. MIULLER. -- because otherw se you woul d say,
everybody should just stay in an acute-care hospital then
and not go to these --

DR. KAPLAN: If we could get themto stay in
acute-care hospitals that m ght be our choice, but that
hasn't been what we've got -- we haven't been able to nmake
t hat happen. That's one of our solutions was that we need
to | ook at the acute-care hospital paynent systemto see
if there are ways that we could provide incentives for
acute-care hospitals to keep nore of these patients.

DR. REI SCHAUER: | was wondering whether if you
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adj usted the acute-care hospital stroke for simlar
severity level and then |look at outlier paynents
associated with that as well what would the nunber be?

You don't mslead us in any way in your description of
this, but that could be the |ogical conparison really.

DR. KAPLAN: | don't think I can do that for the
June report. If you would |Iike that next year maybe, but
not this year.

MR. HACKBARTH:. Even accepting that you can't do
that specific calculation, it mght be good to add sone
additional text that explains that this is not necessarily
and apples to apples conparison of simlar patients.

DR. ROAE: Wiy don't you take the acute hospital
data out? That's not really what we need anyway. Really
it's the long-termcare versus the inpatient rehab versus
t he SNF.

MR. MIULLER In many parts of the country where
there aren't the long-termcare that in fact is -- so
probably in ternms of the incidence of cases it's where --
that's where the care is. So | think Bob's point about
what's the real underlying paynment when you | ook at the
whol e paynment. But still, outliers aren't that good they
can go fromsix to 31 or fromeight to 44.

MR SM TH: But the first, third and fourth
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colums up there are subsequent to the second colum. In
that sense this really isn't apples to apples. It's
$6, 000 plus $31,000. It's $6,000 plus $34,000. So we
shoul d really take that colum out of here.

DR. KAPLAN: | think that's a good suggesti on,
We can also put in the text too that we aren't neasuring
by severity level on this.

MR. MIULLER | don't agree with David's
concl usi on because if they don't go to a long-termcare
hospital or a rehab hospital then that's it.

MR SMTH R ght, but the conparison is when
t hey go.

MR. MIULLER No, the conparison is, what does it
take to take care of a patient? And if the patient can
only be in an acute hospital because there's no
alternative, that's what it takes. So the patient is the
conparative point, not -- then you | ook at the patient
across different settings.

MR SMTH  That's right. But then it would be
additive in many and in sonme cases, nobst cases, right?
The episode of care is not always |onger than the acute
stay, but often is.

MR. MULLER  Yes, but then oftentinmes it's in

hospi ce or sonme other kind of nursing home. Not in a
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rehab. Probably then the nursing hone is nore |ikely.
Probably in ternms of the incidence of care around the
country | would guess the nost common is the acute
hospital followed by the nursing hone in terns of where
the bul k of the cases are. Then in settings where there
are rehab hospitals and | ong-termcare you have this
paynent pattern that's described here. But if you just
| ook at flat out incidents, nmy guess is, the way you said
it, it's colum two and four, not a conbination of -- just
in certain cases about the country.

M5. BURKE: At the risk of being positioned as
bei ng opposed to long-termcare hospitals | will nake the
followng conment. Let ne first ask a question. |In the
context of the growh of long-termcare hospitals note is
made in the chapter about the particular increase in the
i n-house or the hospital related | ong-termcare hospital
activities. | wondered what we knew about the proximty
of that growh, those particular institutions, to other
freestanding? And to what extent we can infer that
there's a certain amount of defensive action that has
taken place; i.e., are we seeing the growmh in the in-
house hospital -based long-termcare units in close
proximty to freestanding | ong-term care?

Is this a market-driven kind of issue? Are they
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essentially trying to conpete for patients? Are you
seeing, for exanple, inpatient facilities developing in
areas where there are no |long-termcare freestandi ngs, or
do they tend to be in the same markets? That would be ny
first question. What do we know about that? So to what
extent is this a defensive nechani snf?

Secondly, | have a question as to whether there
is any inherent difference between those two types of
facilities. You note that on average those that are
| ocated within hospitals tend to be smaller, that their
referral patterns tend to be slightly different, neither
of which is terribly surprising. Are there any other
aspects of those facilities, either the patients they see,
the costs that are reported, the nature of the services,
the lengths of stay, the m x of specialists or staffing
patterns that are different between those two kinds of
facilities? | would be interested in that as well.

Goi ng back to David's point, and he said it far
better than | did, and | think also touching on Carol"'s.
| am fundanmental |y concerned about a statenment which
suggests that these are patients that because of the
nature of the acuity of their condition requires what is
now provided in these facilities when in fact the majority

of these patients are being seen in other kinds of
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facilities around the country. So | think you' re very
w se to have suggested that part of what nust happen is to
re-1 ook at the paynent systemfor other facilities that
are in fact taking care of the mpgjority of the patients
that present thenselves in exactly these situation,
because it presunes that people that don't have these in
t hei r nei ghbor hoods are sonehow di sadvant aged. So |
t hi nk your point to make that part of our recommendation
ought to be highlighted, that the bul k of these patients
really are being cared for arguably in other settings.
And | et us not assune that the only answer is to devel op
one of these in your neighborhood. But rather let's find
sonething to do about the paynment systemthat effectively
deals with the patient irrespective of where the patient
is located. Unless there's sonething fundanental that we
ultimately want to say about other facilities never
fundanentally being able to take care of these patients,
that a hospital will never be able to take care of a step-
down sub-acute patient, which | find somewhat hard to
bel i eve. That sonmehow sonmeone who's been di scharged from
a unit can't be taken care of in a hospital. It concerns
me about hospitals.

So | think that point ought to be, perhaps,

enphasi zed even nore strongly, that we really need to | ook
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at where patients are being treated, nmake sure that the
paynent systemreflects the needs of the particul ar
patient. But | would also in future work like to
understand the nature of this sort of what has occurred in
the gromh of these particular facilities in hospitals and
what is that suggesting to us about those particul ar
hospitals and the way they're structured and what they're
respondi ng to?

MR. HACKBARTH. Could | address the |ast point?
| think the point that Dave made about the | anguage in
draft recomendation, that generally cannot be treated in
ot her settings, is exactly right, and | think it is at
odds with an inportant nade in the chapter.

Moreover, | strongly agree, Sheila, that the
recommendations related to the acute hospital, severity
and outliers and also | ooking at the SNF paynent system |
think they are critical parts of this chapter. So when we
get to the draft recomrendati on what | was going to
propose is to delete that |ast phrase about generally
cannot be treated in other settings.

DR. KAPLAN: Let ne just briefly try and answer
your question about hospitals-within-hospitals. A lot of
what you're asking | can't answer. | can't tell you but

difference in staffing or difference in cost structure
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because we don't have PPS costs. | think to look at it in
the pre-PPS world is fishy at this point.

We did make an attenpt to see if we could find
di fferences using our nultivariate nodels and the
instrumental variable approach, to find the differences
bet ween the hospital-wi thin-hospital patients or episodes
and the freestandi ng epi sodes, and we really were not able
to get stable paraneters. So we have to conclude at this
time that there isn't a difference. | want to nmake that
real tentative because it's really because we couldn't get
the stabl e paraneters.

Now i f we do re-do this work post-PPS we m ght
find a difference.

M5. BURKE: Should | assune, because it doesn't
suggest otherw se, that the growmh in these particular,
t he hospital -based, are follow ng the sane geographic

pattern, or are they nore distributed?

DR. KAPLAN: | think they're nore distributed.
First of all, alnmost all of the latest growth is hospital -
wi thin-hospital. They now represent 50 percent of the

| ong-term care hospitals. CMS nakes the point that every
| ong-term care hospital that has opened up since the PPS
went into effect is a hospital-w thin-hospital.

There is sone that have opened up in markets
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where | ong-termcare hospitals already existed. For
i nstance, the 35, 36 long-termcare hospitals that are
down in Louisiana, there are a couple freestandi ng ones
down there. But nost of those are hospital s-wthin-
hospitals. | would say that the new trend is al nost al
to hospital -within-hospital. So anything that's opening
up since 2001 --

M5. BURKE: But is it largely staying in the
same general geographic area?

DR. KAPLAN: No, they're spreadi ng out nore.

M5. BURKE: So they're going north, they're
goi ng west, they're going central

DR. KAPLAN: Right. 1'll give you an exanpl e.
For instance, in St. Louis there was a long-term care
hospital, a Kindred |ong-termcare hospital, the old
Vencor chain that's been here since, | want to say the
early "90s. Nowin the last few nonths there's been a
hospi tal -wi t hi n-hospital that's opening, one or nore in
St. Louis. So it's kind of hard to tell what | think
you're trying to get, is it market or is it because
conpetition that the hospitals are opening them up?

M5. BURKE: Right, or whether -- part of this is
my trying to understand how much of this is really driven

by the need for these services and by patient needs that
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aren't being net by other capacity, and whether or not we
are seeing in fact the spread across the country or
whet her they are staying largely in certain areas where
there's been a history and where the market m ght suggest
that there's an opportunity to conpete for patients where
there's already been a pre-established presunption that
these are a better alternative. |I'mjust trying to
under st and how wi despread this has becone as we | ook at
this going forward.

DR. REISCHAUER Can | just add a footnote on to
that? Early in the chapter you nentioned that 80 percent
of the revenue of long-termcare hospitals cones from
Medi care. We know there are sone ol der ones and sone
different types of ones. |If we just |ooked at the new
ones and the hospital s-within-hospitals is this |ike 95
percent Medicare, so one would presunptively conme to the
conclusion that it is an artifact of the Medicare paynent
systemthat has created the growmh that we're seeing?

DR. KAPLAN: | can only answer based on our site
visits, because we don't have cost report -- the share of
how much Medi care pays cones fromthe cost reports. W
don't have cost report since the PPS. Sonme of the
anecdotes we heard when we were out at site visits was

that nore than 80 percent is comng from Medicare in sone
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of these facilities.

DR. WAKEFI ELD: Just a couple of questions. On
the data that you have that show the |long-termcare
hospitals users have fewer adm ssions, will you remnd ne
what the categories of conparison were there? Lower than
just SNF or lower than readmtted back into the hospital,
rehab facilities, et cetera. So which category was that
conparison to?

Also related to that, would it be inappropriate
to suggest that after these criteria were put in place and
we started to say, because we're basically incenting that
patients be taken care of in different settings -- would
it be inappropriate to suggest that there be sone tracking
of any changes in readm ssion rates after the
accommodation of these criteria? Wuld there be sone
reason why we wouldn't want to do that, to nmake that kind
of a suggestion? |'mnot suggesting it as part of a
recommendati on but would that be a piece of information to
be | ooking at after the inplenentation, because we're
suggesting that there's sonme subset of patients that are
best treated in non-long-termcare facilities, or treated
at least equally well. Wuld that be worth continuing to
take a | ook at?

Then unrelated to those two points, the
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criterion that speaks staffing and the use of just
i censed personnel, that application of that criterion, it
sounds |i ke you were suggesting that basically all |ong-
termcare hospitals already staff naybe with just |icensed
personnel or at |east we're suggesting that they al
shoul d, rather than using aides. Am/| m sunderstanding
t hat ?
DR. KAPLAN. We're not suggesting that they not
staff with aides. What we're saying is for the staffing
| evel that we're tal king about that aides would not count
towards that. Only |icensed people would count towards
t hat .
DR. WAKEFI ELD: Part of the reason why | was
aski ng that was because acute-care hospital staff by and
| arge, or many of themthat I'mfamliar with, staff with
nurse aides as part of that mx of staffing. But | take
your point, it's the counting of that |level of staffing.
Then will you come back to my first point
for ne?
DR. KAPLAN:. Yes, | was going to answer your
first question. You were asking nme whether the
readm ssion anal ysis, who the conparison was. |[|f you
think of it, what we're conparing is people of equal

severity level. And we're conparing those that use |ong-
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termcare hospitals versus those that don't. So we
aren't conparing agai nst any particular setting. W are
conparing those who used ot her settings.

DR MLLER W0 use post-acute care.

DR. KAPLAN: Yes, it would be. 1It's an apple to
appl e conpari son.

DR. WAKEFI ELD: So based on the work you' ve done
woul d you find value in continuing to take a | ook at those
readm ssion rates between those that use |long-termcare
hospitals and all others over tine after these criteria
were applied and the patients start to shift out
differently in terns of where they're actually getting
services? Wuld that help tell us sonething about what
m ght have been triggered or not by the application of
these criteria?

DR. KAPLAN: | don't think it would hurt to
track it. | guess the point that | conme to on the
readm ssions is it's one of the few things that we have --
| actually think it's a fairly weak outcone neasure -- for
facilities that have to be licensed as a hospital. They
shoul d be able to handl e al nost everything, so we would
expect those readm ssions. But | think readm ssions are
al ways an inportant issue to track in every setting,

because Karen and the other quality people presented
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readm ssions for avoidable conditions are a huge quality
i ndi cator.

So yes, | think we should. But at the sane tine
| don't think we want to bank on that one. | think we
need a ot nore than that.

MR. HACKBARTH: Two nore comments then we need
to turn to the vote.

DR NEWHOUSE: 1'd like to foll ow on where
Sheila and Bob were and go naybe a few steps further and
actual |y propose anot her recommendation, which is that we
suggest a noratorium on new hospital s-wthin-hospitals.
see the hospital-within-hospital fundanentally is a threat
to the integrity of the prospective paynent system if you
can shift your long-stay patients off to another floor of
the hospital and get separately reinbursed.

As a second order and specul ative point at this
point, but it may well be that those patients are actually
different than the patients in the freestanding | ong-term
hospitals, and we get into a kind of freestanding -- |ike
we have freestanding versus hospital -based SNFs and t hese
are really two different groups of patients and this
system doesn't fit the other one any way, although I'd |ay
enphasis on the first point, that if we have a per-case

system for the acute hospital it seens to fundanentally
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threaten that to set up a hospital-w thin-a-hospital where
you can shift your |ong-stay patients.

MR SMTH  Very quickly. Ralph is surely right
t hat nmy suggestion of elimnating colum two on page three
of that chart doesn't solve the apples to giraffes
problem but leaving it there doesn't either. | wondered
whet her or not we can get sone episode data where it's
acute-care facility plus post-acute, or in those cases
where it is sinply a stay in an acute hospital ? So that
we really are | ooking at the episode here rather than the
current m sl eading use of the acute-care nunber in cases
where there's a discharge to a post-acute setting.

Second, denn, | think you' re right about
changi ng recommendation A, but | think part of what you
said in doing that suggests yet another new recomrendati on

Bui |l ding on Sheila's observation, we're not going to
fix this sinply on the long-termcare hospitals side.
W' ve got to address both the SNF and acute-care PPS in
order to get themworking together. | think that's where
Joe was headed, get them working together rather than
bei ng paynent-driven substitutes for each other.

Sonme nmaybe we can transl ate the observation that
Sally and Carol make at the end of the recommendati ons

into a third recommendati on which urges the reforns that
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they outlined in both the acute and SNF PPS as part of
getting this one right.

DR. KAPLAN: The only thing | want to say is
we' ve made the reconmmendati on on SNFs three years in a row
now. | just want to point that out, that it has been
three years.

MR. SM TH.  Just take advantage of the
opportunity to underscore our previous reconmendati on.

DR KAPLAN: But | think we need nore study of
t he acute-care hospital before we can really -- |
personally feel strongly that we do need -- we mght fix
things for long-termcare hospitals, but we mght be
nmessing things up for other sectors. | think it's a
bi gger issue than just for the 100,000 discharges in |ong-
termcare hospitals. That's my concern, is that we -- |
think it is inportant and | think it's work that we shoul d
do, but | just don't know that we should nake a
recommendation that CM5 run off and fix sonething that we
haven't studied, especially if you consider the conpeting
demands on their time nowwith MVA. | think we want to
give thema little better direction than -- fix it how?

MR. HACKBARTH. Help nme out. The sonmething in
t hat sentence, fix sonething, was what?

DR. KAPLAN: Fix the acute hospital PPS. W've
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already told themwe want themto fix the SNF PPS.

MR. HACKBARTH. What | thought we were saying is
that -- we can reiterate the specific recommendati on on
SNFs, and what | thought we were saying with regard to the
acute hospital is that we think these are areas that
require further study, as opposed to | don't think we've
got the foundation for saying we're reconmendi ng a
severity adjustnment for inpatient PPS. W may well do
that in the future, but we don't have the foundation for
t hat established right now

DR. KAPLAN: |I'msorry, | m sunderstood what
David was saying. So you want to reiterate the SNF PPS —

MR SMTH. W ought to do the SNF
recommendati on and we ought to underscore the need to |ay
the groundwork to --

MR. HACKBARTH  Exactly.

DR ROAE: | don't want to prolong this. W've
gone a long tine and | know you want to end this, but Joe
j ust suggested an additional reconmendation about a
moratorium | think if we we're going to do that we're
going to have to suggest until when? Usually noratoria
have -- until what happens? Wen is the end of a
noratoriun? Wiat are we trying to do, just call tinme-out?

Is it sonme kind of study or is it sonme kind of
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clarification, or are we calling for a cessation?

MR. HACKBARTH: Here's ny viewof it. Over the
course of the last two neetings at |east Joe and Bob and
Sheil a and maybe sonme others as well have expressed
concern about the hospital -w thin-hospital phenonenon.
Personally | find the way they presented it pretty
conpelling. I'mconvinced that it's sonething to watch
and | ook at.

Personal ly though, | feel it's a bit premature
to go to the step of recommending a noratorium | would
like to see nore evidence, nore data of the sort that
Sheil a was asking for, conparing the hospital -w thin-
hospital to the freestanding, so that we have a
foundati on, an analytic foundation for saying this |ooks
nore, pardon the expression, |like a PPS-unbundling tool
than an institution that is |like the freestanding. |
don't think we have that factual foundation established
yet.

Now | know t he counter-argunment would be, don't
let themproliferate rapidly while you' re getting the
dat a.

DR. REI SCHAUER  You're increasing the sanple
si ze.

[ Laughter.]
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MR. HACKBARTH. Personally | would prefer to do
the analysis first. A noratoriumin the context of the
Medi care programis a pretty significant step and | don't
like to take steps without nore analysis. M take on it.
Wel conme any reactions to that.

M5. BURKE: | wouldn't disagree with you, nor
woul d | necessarily disagree with Joe. | think it is a
question of timng and making sure that we are fully
informed. | agree with you that we ought not today
cont ai ned make that decision wi thout being fully inforned.
| think there are a series of questions around the nature
of the patient they are serving, what it says nore
fundamental | y about the hospital and about the structure
of the paynent system It raises issues about transfers.
There are a whole series -- all these issues are w apped
up with one anot her.

| think I would support your suggestion that we
gi ve nore thought and analysis to the nature of these
patients and the potential inpact. | don't want to either
di sadvant age the hospital, nor do | want to create an
incentive for nore fracturing. So | would support your
desire to get nore informati on and nmake a deci si on, but
for what it's worth, sinply say that there is concern.

That we are trying to understand it, and |let fol ks know
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t hat what we don't want to see is this unbundling. And
we're going to be |looking very closely at exactly who
t hese patients are, what it is that's being done, what is
the problemthey're trying to solve and is the right way
to solve it.

DR. NEWHOUSE: | don't see howit could fail to
be anyt hi ng but unbundling, because they've been an acute-
care hospital. If it hadn't been for the LTCH they woul d
have used some ot her --

M5. BURKE: O course that's the question which
I"mtrying to understand, which is what is the problem
that they are trying to solve? 1Is it a function of the
paynent systemthat does not adequately acknow edge that
there are patients of an acuity |evel and require
resources that we don't currently acknow edge or support?
| don't know. LTCHs devel oped for sone reason. They
devel oped in three towns or whatever, and what we now see
is this proliferation

| don't want it sinply to be taking advantage of
a paynent system but | want to understand -- the argunent
t hat many peopl e that have gone and spent tinme there
suggest that these are really qualitatively different
patients that require qualitatively different services.

want to understand how that reality exists, know ng that
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nost of these patients are not treated in LTCHs but in
fact are treated in our current hospital structure or
nursing home structure. What is it that we need to do
going forward that fundanentally takes care of the
patient? What is it that we need to do?

DR. NEWHOUSE: Wi ch, of course, could be true.

M5. BURKE: Absolutely. |'mnot assum ng that
it isn'"t. But fundanentally what it ought to be is a
paynent systemthat takes care of the patient,
irrespective of where the patient resides. M concern is
|"mnot sure | fully understand the difference and whet her
or not what we've allowed to have happen is in fact to the
advantage of the patient. Maybe it is, in which case we
ought to do it differently.

MR. HACKBARTH:. | think you' re making inportant
points and they apply both to the freestanding and the
hospi tal -wi t hi n-hospital, and the gist of what we're doing
here is saying that we believe that there ought to be
patient and facility criteria to help assure that this
expensive node of care is applied only to a much small er
subset of patients. That would apply in both instances as
wel | .

DR. NEWHOUSE: | was going to respond to Jack

but I think it's also a response you, because it's clear
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that the Comm ssion doesn't want to go to a fornma
recomendati on here, but that we should in any event
initiate a study here of who is using the hospital -wthin-
t he- hospital and whether in fact this reinbursenment system
fits that group, as opposed to all users of LTCHs.

MR. HACKBARTH: Ckay, we are well behind
schedule so let us turn to the vote. So we have --

DR. REI SCHAUER Can | just ask a point of
clarification on recommendati on A? You used an
interesting term which is Congress and the Secretary
shoul d col | aborate. 1Is this sonething that does not
require |egislative change?

DR. KAPLAN: | don't think we're clear as to
exactly what CVS can do w thout |egislative change and
what it can't.

DR MLLER Sone of it may. Most of it is
probably is adm nistrative, but sone of it nay and that's
what we're trying to do.

MR. HACKBARTH. We still may want to just delete
the col |l aborate and just say, the Congress and Secretary
shoul d define --

DR. KAPLAN: That would be great. W can do
that. W' ve taken the |ast phrase -- unfortunately I'm

not able to revise it right here, but we've taken the |ast
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phrase off of here and put an and between nedically
conpl ex, so that the recommendati on would read --

MR. DURENBERCGER: Can | ask about that? 1|'m
reading this first part as a preanble and the other part
as the inportant part, the criteria and so forth. I'm
| ooki ng at recommendation Awith this third line in it

which is, and generally cannot be treated in other

settings.

M5. RAPHAEL: We took that out.

MR. DURENBERGER: Not yet.

MR. HACKBARTH: That's the proposal, to take
t hat out.

MR. DURENBERGER: M question is whether we
should take it out or if there's an alternate.

If it stays as cannot be treated in other
settings then it draws a very bright line. But as a
preanble to getting into the criteria and sonme of the
ot her problens, it seens to nme that if the reality is --
and I"'mreflecting on my own community where we've had one
for 15 years, it's non-profit, it's part of a large health
system and everybody refers to it -- are not likely to be
-- these are people who are not likely to be treated in
ot her settings who are going into an LTCH.

MR. HACKBARTH: The problemis that in |arge
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swaths of the U. S., including nmy part of the country,
these institutions don't exist, either variety,
freestanding or hospital-within-hospital. So it literally
is not true to say that they cannot or should not or
primarily not, and that's one of the basic findings of our
wor k.

MR. DURENBERGER: | understand that, but |'m
back at Sheila's very last point which is the patient.

" mnot saying that in your part of the country patients
are always getting, these very conplex patients are al ways
getting all of the care that they need in one of your
regul ar acute-care hospitals. I'mreflecting only on ny
own experience which says, a lot of hospitals in ny
community would prefer to have a long-termcare acute
hospital, staffed as they are, for certain very conpl ex
cases, so they've created one in our community.

So I'mtrying to express a concern for the
patient and the inplication that in many places where the
| ong-term acute-care hospital it is because other
hospital s and other people in that community have deci ded
it would be better for patients to have this kind of a
specialty mx service. | sinply want to make that point.
Maybe we can't nmake it without -- | don't have the

| anguage to alter that either
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MR SMTH  Dave, isn't the recomendation as
nodi fied perfectly consistent with what you just said?
VWhich is really the first point.

MR. DURENBERGER: And | m ght not even be making
if we weren't taking it out.

DR. KAPLAN: Are you confortable with getting
rid of the collaborate to and have it read, the Congress
and the Secretary should define |long-termcare hospitals
by facility and patient criteria that ensure that patients
admtted to these facilities are nedically conpl ex and
have a good chance of inprovenent. Then go on to,
facility-level criteria should characterize this |evel of
care by features such as staffing, patient evaluation and
revi ew processes, and mx of patients. Patient-I|evel
criteria should identify specific clinical characteristics
and treatnment nodalities.

MR. MULLER  On conpl ex, conplex can nmean many
t hi ngs, so not too nuch wordsmthing. Are we neaning nore
conplex or do we -- is that the inplication here, based on
what we're finding, especially going back to this
conparison of, at least the way | read table three was
these are far nore conplex patients, otherw se they
woul dn't have paynent rates at the outlier point, five,

six times of the acute rate. So are we saying these have
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to be nore conpl ex than what would be seen in the acute
settings or just conplex?

MR. HACKBARTH. It is a conplication. | prefer
to leave it the way it is here. |If you add the word nore
then the reader anticipates that we're going to describe
the relative, relative to what, in the ensuing paragraph
and we don't have the basis for doing that. So |
under stand your point but | think it would conplicate
matters to add nore.

So draft recomendation A all opposed?

Al in favor?

Abst enti ons?

kay, draft reconmmendation B. | think we can
forgo the re-reading of it. All opposed?

Al in favor?

Abst entions?

Ckay, we are done.

Ckay, we have a brief public comment period, and
since we are well behind schedul e and have a | engt hy
agenda for this afternoon, as always | want you to keep
your coments brief and pl ease avoid repeating a prior
speaker's comments. |'malso going to ask that we [imt
comments to the two topics that we di scussed this norning,

nanmely the drug inplenentation issues and | ong-termcare
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hospitals. Thank you.

MR. KALMAN: Hello, ny nane is Ed Kalman. |'m
general counsel for the National Association of Long-term
Care Hospitals and | have two coments | would like to
make. Wth regard to slide three which was a
conpari son of Medicare expenditures to different sites of
care, acute hospitals and other post-acute |evels of care
I"d like to note that the |long-termcare hospital PPS
system has a short-stay policy. That is the standardized
is not applicable to all patients. CM has stated in the
preanble to its update rules that that's approximately 50
percent of the patients.

So therefore, in setting forth Medi care paynents
to these providers | would think it would be inportant
that the entire paynent system be referenced. For acute
hospi tal s paynent equals the standardi zed ti nmes the wei ght
and certain other adjustnents. For |long-termcare
hospitals that's not the case. It's the standardi zed
anount times the weight and a short-stay policy. So |
woul d hope that you woul d consi der that.

My second comment goes to the discussion on
rehabilitation which | thought was quite constructive. It
is the case that there are long-termcare hospitals that

are community resources, and this is nostly freestanding
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| ong-termcare hospitals, that serve rehabilitation
patients, both sick rehabilitation patients and
conprehensi ve rehabilitation patients. D srupting themin
their communities could have significant adverse effect on
patterns of care. | want to underscore to you so you
understand that. That neans patterns of care as to
crossover patients, because these institutions take care
of long-stay patients many tines that are on the juncture
bet ween Medi care and Medicaid, which is not a very
hospi tabl e place to patients. You're going to be
di scussing that this afternoon.

| do think, however, that the notion that these
patient should be paid the appropriate rate is extrenely
i mportant. When you discuss that in that portion of the
chapter | woul d hope you woul d have sone consideration to
allow ng these facilities to continue and to be paid for
these patients and an IRF PPS rate in rehabilitation units
within their hospitals, for which there is a need for
congressional authority.

Oherwise, 1'd like to state our association's
conpl ete agreenent with the notion that there should be
clearly-defined criteria. W're very happy that the staff
has chosen to reference the Q Os as a vehicle and note

that they can get up and runni ng very soon.
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Thank you very nuch

MR. LAUGHLIN: Good afternoon, |'m Rod Laughlin.
|'' m president of Regency Hospital Conpany in Atlanta,
Georgia. W operate 11 hospital-in-hospital LTCH
hospitals around the country. | want to address the issue
that these patients are routinely treated in the short-
term acute-care hospitals.

It really gets back to your definition of
treatment. | can look, and | do routinely every day when
| decide where to look for an opportunity to build a new
LTCH hospital, | pull the MedPAR data and | | ook at al
t he di scharges for Medicare and commerci al and everyt hing
el se, and | | ook by length of stay and by DRG There are
about 175 different DRGs that an LTCH would typically
treat so | can routinely access that data for people who
stayed 15 days or nore, 20 days or nore, and what have
you.

What | find that's proven true in | ooking at
hundreds of hospitals across Anmerica is that 2 percent to
3 percent of their ned-surg discharges will fall into the
175 DRGs that an LTCH could treat, and if you | ook at 15
to 20 days or longer, that group of people will have an
average length of stay of between 24 and 26 days. It

happens so often using those paraneters that it's just
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amazi ng.

What that neans is that depending on the size of
the hospital that we're dealing with, there are routinely
200 or 300 patients in that hospital that could benefit,
apparently, by being in an LTCH, because they have sone
nmedi cal condition, often just sinply nultisystemfailure
which is very difficult to treat, that nmeans they don't
respond in the short-term hospital.

What we have found in the LTCH that makes a
difference in the outcome -- and by the way, |'mgetting
an average of 55 percent to 65 percent of these patients
home, |' m sendi ng anot her 25 percent to SNF or rehab as
qui ckly as they're nedically strong enough to go. W are
|l osing 11 percent to 12 percent, which is substantially
better than the industry average of about 30 percent, and
we're getting those peopl e hone because of the nursing
hours and the respiratory therapy hours and the
mul tidi sciplinary programwe're applying.

| am delivering, and Mutual wll verify the fact
that we have the highest case-m x index of the patients in
the country. | have hospitals routinely just under the
new PPS systemtreating a 1.4 to a 1.65 case-m x i ndex,
which is very, very high. W're selecting the sickest

patients we can find fromthe post-hospital and anybody
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el se who refers in that comunity, and we're getting a
substantial group honme. But it's because | deliver eight
to 12 nursing hours per patient day. And that's not
aides. That's all licensed people -- based on the acuity
of the individual patient. | also deliver five hours of
respiratory therapy per respiratory day and two hours at
PT/ OT and speech across the total patient days. W run
this program seven days a week. It doesn't slack off on
t he weekend. We're selecting very, very sick people and
we're getting great results.

| believe that these criteria are the right
direction to go because they will elimnate sonme abuses
that I know very well, being in this industry, in certain
LTCH hospitals. The PPS systemis also going to elimnate
some abuses and change behavior over tinme in the future.

What | would say to you today is, | don't know
how you can make these decisions without getting the data
on outcones. Conmi ssioner DeParle said, | would be
willing to pay nore for better quality. Wen | started in
the LTCH business in 1992, obviously | saw that it was
about saving short-term hospitals sone noney for patients
that don't fit their mssion, that require things they're
not set up to provide. But what | have cone to understand

is that a properly-run clinical programin an LTCH can get
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great outcones for people and give themtheir |ives back.

If you just throw noney at the short-term acute
PPS without requiring a change in the way those hospitals
treat these patients, you won't get a difference in the
outcone for people. | amin the LTCH business and |I'm
passi onate about it because |'ve seen people get their
Iives back that were not responding even though they were
in sone of the best tertiary care hospitals in Anmerica.
It's that 2 percent to 3 percent that we need to | ook at
differently and | appl aud you for going through the
studies to get this information.

Thank you.

MR. HACKBARTH. Ckay, we'll reconvene at 1:30.

[ Wher eupon, at 12:45 p.m, the neeting was

recessed, to reconvene at 1:30 p.m, this sane day.]
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AFTERNOON SESSI ON [1:39 p.m]
MR. HACKBARTH. We are currently running about
20 m nutes behind schedule so we need to pick up the pace
just a little bit. Several of the presentations we have
this afternoon are basically informational in nature and |
hope that we can nove through themrelatively quickly.
hope the presenters will not interpret that as a | ack of
interest in what they are presenting but rather just the
practicalities of getting done on tine.
First up this afternoon is a presentation on
beneficiary financial resources and financial liability.
DR. ZABINSKI: W know that a prinmary goal of
the Medicare programis to inprove beneficiaries' access
to care and we al so know that financial burden due to out-
of - pocket spending on health care plays a key role in
beneficiaries' ability to access their care. So today |'m
going to discuss the current state of beneficiaries
burden due to out-of-pocket spending and al so | ook at
whet her that burden has been increasing or decreasing, and
t hi nk about how that burden m ght change in the future.
Before getting into the results of ny analysis |
think it's inportant to cover sone inportant points of ny
method. First of all, throughout ny analysis | wll

define out-of - pocket spending as the sum of out-of-pocket
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spendi ng on four conponents: the cost-sharing from
Medi car e-covered services, the services that are not
covered by Medicare, the Medicare Part B prem um and any
out - of - pocket prem uns on any suppl enental insurance that
a beneficiary has.

O these four conponents, non-covered services
have the | argest share of out-of-pocket, accounting for
about 50 percent of the total on average, followed by
suppl enental insurance prem uns which are about 31 percent
of the total out-of-pocket spending.

l'"d like to say a little bit about the data I
used. Generally | used two databases in ny analysis, the
MCBS cost and use file and the consuner expenditure
survey, both from 2001. Both are annual databases using
beneficiary's out-of-pocket spending over one year. The
bul k of ny, analysis uses the MCBS, but | did use the
consuner expenditure survey, or the CES, for a small part
of it.

The MCBS is an individual file whereas the CES
is a household file. Because of this difference in the
two files the results sonetines ook a little bit
different between the two files so | just thought |I'd tel
you about that ahead of tine.

When | used the MCBS | excluded two groups of

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

112
beneficiaries. First of all, | excluded the
institutionalized who are prinmarily people in nursing
honmes, and | al so excluded beneficiaries who are in
Medi care Advantage plans or other managed-care plans in
the Medicare program | excluded the institutionalized
because they have no data on suppl enental insurance
prem uns for supplemental insurance that they have, and
their expenditure data on prescription drugs in sonewhat
unrel i abl e.

| al so excluded beneficiaries in the Medicare
Advant age program or at that time since | was using 2001
it was Medi care+Choice. But | excluded them because their
health care expenditures tend to be under-reported
relative to beneficiaries in the traditional Medicare
progr am

One other thing about the MCBS is it has a
general problem of under-reporting of prescription drugs
expenditures. But a using a nmethod that | obtained from
researchers at CMs | attenpted to adjust for this under-
reporting.

Now a little bit about ny analysis when | used
the CES. Now that analysis also excludes the
institutionalized but that's because the institutionalized

are not part of that survey in any way. | did not exclude
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peopl e who are in Medicare Advantage or any other managed
care plans fromthe CES anal ysis because, first of all,
you can't identify themon that survey. Also | don't
think their under-reporting is as nmuch of a problemon the
CES as it is in the MCBS.

Finally, none of the results I"'mgoing to
present today reflect the inpact of the recently passed
MVA. The data that | have, as | said, were from 2001 and
that was well before the MVA was even in existence.

Let's turn to ny results. First let's | ook at
the current state of burden from out-of - pocket spending
for beneficiaries. This uses the MCBS. The nost common
measure of beneficiary's burden from out-of - pocket
spending i s beneficiary's annual out-of-pocket spending as
a percentage of their inconme. Using the MCBS | found that
t he out-of - pocket spending as a percent of incone has a
mean of 20 percent and that's illustrated by the | eftnost
bar in this diagram

| think at this point it's inportant to
enphasi ze two facts. First of all, Medicare pays for over
hal f of beneficiaries' health care cost so beneficiaries
out - of - pocket spending as a percent of incone would
probably be much higher if Medicare did not exist. Second

of all, the nean value of 20 percent | really want to
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enphasi ze is only one a nunber it hides substantial
variation in this nmeasure anong beneficiaries. For
exanpl e, we know that 10 percent of beneficiaries spent
| ess than 2 percent of their income on health care, and
that's illustrated by the bar for the 10th percentile in
the diagram At the same tinme, another 10 percent of
beneficiaries spend nore than 30 percent of inconme on
health care and that's illustrated by the 90th percentile
bar on the diagramto the very right.

Anot her issue regarding the nean of 20 percent
is that it may be a little bit m sleading neasure of the
burden for what you might call the typical beneficiary.

For exanple, in this diagramwe show a val ue of about 10
percent at the median or the 50th percentile. What that
tells us is that half the beneficiaries actually |less than
10 percent of their incone on health care despite the

aver age bei ng 20 percent.

A rel ationship that has been frequently anal yzed
by researchers is the correl ati on between beneficiary's
i ncome and their burden from out-of - pocket spending. On
this figure we show that as beneficiary's inconme increases
inrelation to the poverty line their out-of-pocket
spendi ng as a percentage of incone tends to decline. For

exanpl e, out-of - pocket spending as percentage of incone
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has an average of 45 percent anong beneficiaries who are
bel ow t he poverty |line but an average of only 7 percent
anong beneficiaries with income greater than 400 percent
of the poverty line. Now |'d like to turn to the
concept of whether burden from out-of-pocket spending has
i ncreased anong beneficiaries. This analysis consisted of
| ooki ng at elderly households fromthe 1981, 1991, and
2001 consuner expenditure survey where | define an elderly
househol d as a household has at | east one nenber age 65 or
ol der. The anal ysis excludes the disabl ed under-65
beneficiaries because you can't identify such
beneficiaries on the consunmer expenditure survey and
that's why | only worked with the el derly.

The results of ny analysis are kind
indefinitive. | definitely can't determ ne whether the
burden of out-of-pocket spending has increased or
decreased. The answer depends on how you neasure burden.
For exanple, if we again use the neasure of burden from
the previous two slides, that being out-of-pocket spending
as a percent of income, it appears that burden has
i ncreased substantially over the timefrane we' re | ooking
at, 1981 to 2001. Basically | found that the nmean of this
nmeasure increased from 15 percent in 1981 to 26 percent in

2001 anong the el derly househol ds.
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But using an alternative neasure of burden in
househol d i ncone net of out-of-pocket spending | get a
very different result. What this measure indicates is
househol d incone that is available to pay for goods and
services after the household has paid for their health
care. | found this measure stayed nearly constant in rea
ternms from 1981 to 2001 lying in the $22,000 to $23, 000
range in 2001 dollars. Wat this suggests is that burden
from out - of - pocket spendi ng has changed very little over
this timefrane.

The reason we have these seemingly conflicting
results fromthe previous slide versus this slide is that
on the previous slide it reflects the fact that incone
increased by a slower rate or a snaller percentage than
di d out-of -pocket spending, while in this slide we refl ect
the fact that income increased by a greater nmagnitude than
out - of - pocket spendi ng even though i ncone increased at a
sl ower rate.

Next 1'd like to consider how the burden from
out - of - pocket spending nmay change in the future. ['ve
identified two key factors that would |ikely affect
beneficiaries' burden from out-of-pocket spending in the
comng years. One is a decline in the preval ence, or at

| east the potential decline in the preval ence of enployer-
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sponsored insurance or ESI as a source of coverage to
suppl enent Medicare. Such a decline will likely increase
the overal |l out-of-pocket spending because ESI tends to be
a relatively generous form of supplenental insurance.

The other factor is the prescription drug
benefit in the MVA which shoul d decrease out-of - pocket
spending in the aggregate.

First let's look at the decline in the
preval ence of enpl oyer-sponsored insurance. On the MCBS
it shows that typically the decline in the availability of
enpl oyer - sponsored i nsurance actually has been quite snal
anongst current beneficiaries. In this case | enphasize
| " mtal ki ng about current beneficiaries. For exanple, the
preval ence of ESI has dropped the nost anong beneficiaries
age 65 to 74, yet the percentage in that age group with
ESI decreased by only three points from 39 percent in 1993
to 36 percent in 2001.

However, other data show that a decline in the
avai lability of ESI is likely to be a nuch |arger problem
anong future retirees or people who have yet to enter
Medi care. A survey by the Kaiser Fam |y Foundati on
indicates that in 2003 10 percent of large firnms that are
defined as firns with at |east 1,000 enpl oyees dropped

coverage for future retirees. Moreover, 20 percent of
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those large firns said they are | east sonmewhat likely to
drop coverage for future retirees over the next three
years.

I n addition, the percentage of people working in
large firns is declining as well. That's an inportant
fact because large firns are nuch for likely to offer ESI
to retirees than are small firnms so this trend will also
reduce the nunber of beneficiaries with enployer-sponsored
i nsurance as a form of suppl enental coverage.

Now you may be wondering what's so inportant
about this decline or this potential decline in ESI. The
issue is that ESI is, on average, the nbst generous and
t he nost comon form of suppl enental insurance with 33
percent of beneficiaries having that type of
suppl enentation. However, if the survey fromthe Kaiser
Fam |y Foundation is any indication it may no | onger be
t he nost common form of suppl enental coverage in the
future.

Now alternatives to having ESI as a form of
suppl ement ati on i nclude purchasing a Medi gap pl an, which
is currently the option chosen by 28 percent of
beneficiaries, or one can enroll in a Medicare Advantage
or ot her managed-care option which at the tine of the data

that | have 16 percent of beneficiaries held, or a
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beneficiary could go wi thout supplenmental coverage which
is the status of 9 percent of beneficiaries. The key
point is that having sone of these options in lieu of ESI
will likely result in higher out-of-pocket spending and
could potentially affect their access to care.

Now | et's consider the drug benefit under the
MVA that will begin at 2006. The drug benefit wll
i ncrease out -of - pocket spending for sone beneficiaries but
decrease it for others and on net shoul d reduce
beneficiaries' out-of-pocket spending in the aggregate.

To get a strong understandi ng of how the drug benefit
coul d affect out-of-pocket spending we should get an
under st andi ng of the cost sharing for which the
beneficiary is responsible under the standard benefit.

On this slide | think it's easiest to work from
the bottomup here. At the very bottom we have the annual
prem um of $420 in 2006 as estinmated by CBO  Wrking up
the diagram the drug benefit has a deductible of $250.
Then if a beneficiary's drug expenditures go above $250
the drug benefit bill pay 75 percent of the expenditures
with a beneficiary facing a coinsurance of 25 percent.
This lasts until the total expenditures on drugs reach a
coverage limt of $2,250. Then if conbined drug spending

by a beneficiary in a program exceeds $2, 250, the
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beneficiary is then solely responsible for the next $2,850
in drug spending until reaching a catastrophic limt of
$5,100. At that point the beneficiary would have $3, 600
i n out-of-pocket spending on drugs plus $420 for the
premum Finally, for drug expenditures beyond a
catastrophic limt the program pays 95 percent of cost
with the beneficiary paying the remai nder.

Then to end ny presentation I'd like to
summari ze result of ny analysis of the inpact that
denogr aphi ¢ characteristics can have on beneficiary's
burden due to out-of-pocket spending. A notivation for
this part of the analysis was that we were asked to
exam ne the inpact that denographics can have on out - of -
pocket spending. The analysis consisted of conparing the
burden of out-of-pocket spending for groups of
beneficiaries who have the same characteristics with one
key characteristic being different. For exanple, |
conpared nmen age 65 to 69 who have ESI or enpl oyer-
sponsored i nsurance to wonen who are age 65 to 69 who al so
have ESI. This conparison allows us to get at |east a
sense of the inpact that gender can have on the burden of
out - of - pocket spending. Using simlar analyses | also
exam ned the inpact that supplenental coverage, marital

status, and age can have on burden. For each conparison I
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made | measured burden with two variables that | used in
this discussion. One is the out-of-pocket spending as a
percentage of incone, and the other is inconme net of out-
of - pocket spendi ng.

The results of ny analysis reveal ed greater
burden from out - of - pocket spending if a beneficiary is
unmarried rather than marries, is a wonan rather than a
man, i s older rather than younger, and has Medi gap rather
than ESI. 1In general the results were driven nore by
differences in incone rather than differences in out-of-
pocket spending. That is, characteristics that reflect
relatively high burdens of out-of-pocket also tend to
reflect relatively | ow incones.

To close I'd like to say that this work is
i ntended as an appendi x to the June report. The purpose
of the work is to conpile a database that will all ow
MedPAC staff the capability to quickly exam ne the inpacts
of things like policy changes and to perform ot her
anal yses simlar to this one.

M5. ROSENBLATT: | thought this was excellent.
There's one thing, if it's possible to add to the chapter
for the June report, the figure B-2 that you showed, out-
of - pocket spending varying with the nean of 20 percent and

then in the 90th, the highest people spendi ng about 35
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percent. You have a very interesting paragraph in there.
You say, the average nmay not even provi de a neani ngful
representation of the typical beneficiary. The average of
20 percent is twice as |large as the nedian val ue of 10
per cent .

Usi ng the Jack Rowe rule that nost people | ook
only at the graphs, would it be possible to have a graph
t hat takes out the extrene and | ooks at it fromthat
perspective? [|'mjust thinking that because the nean is
so different than the nedian, people who just |ook at the
graphs are going to get walk away it's a 20 percent
nunber. |If we can avoid that | think that woul d be
benefi ci al .

DR RONE: Wth respect to the enphasis on
enpl oyee- sponsored i nsurance, which I think is
appropriate, | have a sense that you nay -- sone of these
data may exaggerate the nunber of Medicare beneficiaries
who are retired who actually have ESI. You m ght want to
consider the distinction between an enpl oyer offering
insurance to retirees and an enpl oyer who just offers
access to the network discounts that are in the plan for
their active enpl oyees because does not subsidi ze the
paynent at all.

So that what happens is an enployer m ght have a
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full policy for their retirees and their retirees m ght
pay sonme portion of the prem umand the costs are covered.
Then the enployer says, | can't afford that anynore so
here's what I"'mgoing to do. |'mnot going to give you
i nsurance anynore, but we are going to give the | ower
rates that we get that Aetna, who is our insurer, or
Wel | poi nt who's our insurer, has negotiated with the
network, with the physicians and the hospitals or the
pharmacy for that matter for the cost of the nmedicine. So
you get to buy at the discounted rate but you have to pay
t he whol e thing yourself.

Those people don't have insurance. You say that
t hey have enpl oyer-sponsored i nsurance, ESI. They are not
insured. They are paying everything out of their own
pocket, but they have a discount. If you |ook at what's
happening | believe a | arge proportion of enployers are
going to route.

DR ZABINSKI: | think that's correct, yes.

DR. ROAE: When you call them and you say, do
you have a retirenent health benefit, their answer would
be yes. But they really are not insuring their retirees
and they're not paying anything out of the conpany.

So that definition, it mght be worth goi ng back

to Kaiser and asking themif they differentiated, or

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

124
maki ng sone statenent about that.

DR. ZABI NSKI: Just about that, the information
| have about who's got enpl oyer-sponsored insurance,
that's fromthe MCBS. As far as whether there in a
circunstance that you describe where the beneficiary is
paying the entire premumyou can't really tease it out
fully. But the Kaiser Fam |y Foundation study that |
cited inalittle bit different context also tal ks about
this trend towards having a beneficiary pay the entire
premumand | think we can nention that. | think that
woul d be a real good idea.

MR SMTH.  Just very briefly. | wonder if we
know anyt hi ng about expenditures that don't get made. The
next step here it would seemto nme is, given the burden
and whether it's growing or not -- | understand we don't
know, but the distribution of the burden particularly as
it affects particularly | owinconme beneficiaries would
suggest or at |east cause one to wonder whether or not
there are expenditures that aren't being nade. Part of
| ooking at financial liability and the adequacy of the
systemin terns of what it tosses onto beneficiaries is
trying to get a handle on foregone expenditures,
expenditures that don't happen that shoul d.

DR. ZABI NSKI: Basically saying people that
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shoul d get care but don't?

MR SMTH Right. One of the things that Joan
old us this norning thinking about getting ready for the
drug benefit is, in sone circunstances, confronted with a
hi gher tier copay associated wth a drug, the expenditure
doesn't get nade at all. That's an inportant piece of
this puzzle. I'msure we can't do it by the June report
but it would be inportant in terns of understanding this
burden to get an understandi ng of what the burden for
medi cal | y-appropri ate expenditures | ooks |ike and then
figure out how nmuch of that gets made.

DR REI SCHAUER: If we had that, we would have
the answer to a | ot of other questions.

MR SMTH It's not a trivial question or an
easy one.

DR. NEWHOUSE: | have a suggestion for another
chart or analysis that you may or nay not be able to do in
time for the June report. You followed the customary
tradition of measuring annual out-of-pocket spending
rel ative to annual incone. That seens to ne to be
reasonably useful for someone who is cash-fl ow
constrai ned, which would be not atypical in this
popul ation. But for a burden calculation it seens to ne

sonmething on a longer-termbasis is better because |arge
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out - of - pocket nedi cal doesn't necessarily happen every
year. | think the MCBS has sone kind of rotating panel,
right?

DR. ZABINSKI: Right, basically one-third of the
panel is new every year. People are in three years.

DR. NEWHOUSE: So | wonder if you could do a
t hree-year analysis with what you' re show ng as percentage
of spending as a percentage of inconme and so on for a
t hree-year period instead of a one-year period to see how
much of the skewness flattened out.

DR. ZABINSKI: Just a few thoughts on that. |
really like the idea of doing nmultiple years is sonething
that | think is a great idea. | have one concern about
sanple size. |If you work with three years of data you'l
end up with a sanple of about 3,000 which for the entire
group is fine. But if you start cutting into groups,
worry a little bit, |like eight wonen 65 to 69 who have
enpl oyer - sponsored i nsurance.

DR. NEWHOUSE: Either give it to ne for the
whol e 3,000 or pool a couple years, pool a couple three-
year sanpl es.

DR ZABINSKI: Al right. | see what you nean.
My ot her concern, maybe |I'm confused about it right now

and it's not as difficult as | think, but how to handl e
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peopl e who switch categories. People age and they start
in the 65 to 69 group in the first year, but then they
turn 70 hal fway through your three-year cycle, how does
one classify then?

DR. NEWHOUSE: Adopt sone convention, starting
age or mddl e year age or sonething.

DR. ZABINSKI: | like the idea though.

DR. REI SCHAUER. Dan, you nentioned at the
begi nning that the data here is not particularly good.

Remi nd ne what fraction of incone is actually reported, 60
percent, 50 percent?

DR ZABINSKI: | worked with sonebody at CBO who
shall remain nanel ess, but by his estimate it |ooks to be
nore |like -- at |east when he conpared it to the current
popul ati on survey, using that as a benchmark it's 12
percent, 13 percent too | ow.

DR. REI SCHAUER But the CPS is | ow too.

DR. ZABI NSKI :  Probably.

DR. REISCHAUER I'mnot criticizing it, it's
just | would nake a little bit nore out of that.

Another thing | was really surprised about, and
| look forward to aging here, in the sense that you said
the CIP discovered that 9 percent of people in the CIP had

assets over $1 mllion.
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DR. ZABINSKI: So you think that's a lot? M
take was that's not very many.

DR REI SCHAUER It depends on what we're
counting. |If we're counting pension assets, particularly
in a defined benefit, a capitalized value of a defined
benefit plan it probably isn't.

DR. ZABINSKI: No, ny understanding is that's
not in there. Let nme tell you why |I think it's low, or ny
initial take was that it's lowis that all these experts
on retirenment say you should have $1 nmillion in assets
when you retire to retire confortably, and if only 9
percent of people are there, we're all in trouble.

DR. REI SCHAUER. But those sane experts say,
nost of you are going to be mserable. Should and are are
two different things.

The other question | had is, on sonme of these
what we do about dividing incone and assets anong the
spouses? Because the nedical expenditures you clearly can
associate with an individual. The resources that that
famly unit has you can't. Wen you go to sonme of these
| ater tables where you were | ooking at ESI versus Medigap
| was wonderi ng whet her what | was | ooking at was pure or
the ESI applied to a couple, sone individuals and sone

coupl es m xed together. \Wereas, the Medigap we know

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

129
applies only to an individual.

DR. ZABINSKI: If | follow what you're tal king
about, first of all, at the beginning | tal k about assets,
just tal k about beneficiary's asset situation. But
t hroughout the analysis | strictly rely on out-of - pocket
spending relative to incone.

DR REI SCHAUER: How do we do the incone for a
coupl e?

DR ZABINSKI: What | did was, on the MBS
spending is recorded at the individual |level. Nowif
sonebody lives alone their incone is also at an individual
level. Nowif they're married they report joint incone
with the spouse. What | did in that case is | divided the
income by 1.26. You're asking, where did he come up with
t hat ?

DR. REI SCHAUER: No, that's fine.

DR ZABINSKI: 1'Il stop there then.

M5. RAPHAEL: | have a question on form \Wat
determ nes if sonething goes into the appendi x or becones
a full-fledged chapter in our June report?

DR MLLER On this one, there's actually a
couple things that you' ve seen in the last year. W did a
set of charts on a question that had come up on PLI -- |

can't renenber -- and we cane through and had a set of
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pictures to try and answer that question. There is sone
push to do sonme nore of that. Instead of |ong dispositive
chapters, that kind of thing, when you have an issue that
lends itself to data, trying to do sonme of that.

That coupled with the fact that we're just
breaking ground on this, we're not really tal ki ng about
what we're doing. W're just painting a picture in then
it's really building a database to go forward, pushed us
to an appendi x on this.

MR. HACKBARTH. This seens different in
character. |It's strictly descriptive. Mst of our
chapters, if they don't make policy recommendations, they
go nore into the policy issues. Here it's really strictly
descriptive data.

DR WOLTER This is a little different |ine of
guestion and it's not the intent of this chapter and
perhaps it's already been done, but it would be
interesting just to the see a sumary of how policy
affects this in terns of the percentage of out-of-pocket
agai nst the total charge; rural-urban, geographic
variation, inpatient care, outpatient care, physician
care. Because it seens to ne fromthe data we've | ooked
at over the last year or two that, for exanple, out-of-

pocket spending in hospital outpatient | believe, as a
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percentage, is higher than inpatient. | may not be
remenbering that right. But it would just be interesting
to put a little package of that together. It m ght
i nfl uence how one thinks about policy and out - of - pocket
spending in the different sectors.

MR. HACKBARTH: Ckay, thank you very nuch, Dan

Next is dual eligible beneficiaries.

M5. MJUTTI: This presentation will focus on
several new anal yses that we've done on dual eligibles.
This conpl enments the work that we've done earlier and wll
be part of a chapter, a draft of which you' ve received.
W' re addi ng these new anal yses. One will be nore
detailed findings on the conposition of the dual
popul ati on and their spending patterns. Another one that
Susanne will present on is how | ong have dual s been dual s.
And a third one is our analysis of dual beneficiaries'
access to care. VWiile Dan is not initially presenting any
information here he is avail able to answer questions
because he did much of the work on the spending and
conposition of the dual population. In the future we
hope to follow up on this work, |ooking particularly at
the quality of care for dual beneficiaries. | know that
was an interest of at |east one nenber of the conmm ssion.

We'd also like to ook at policy options to inprove their
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access and quality and cost-effectiveness of their care.
At the end of the presentation we | ook forward to hearing
your coments not only on this material which we plan to
incorporate in the chapter but also the whol e chapter
al t oget her.

As we di scussed |ast nonth the dual popul ation
i s not denographically honbgenous, nor is it all equally
costly to the Medicare program As w th non-dual
spending, it's concentrated in a mnority of
beneficiaries. To get an understanding of the conposition
and the spending patterns of the population we divided the
popul ation into six subgroups, three under disabled and
the sane three categories under aged. W al so aggregated
the three categories for disabled as well as aged so you
actually see eight lines of data there. Let ne give
credit, this work builds on stuff that Chris Hogan and
Sandy Foot has done with respect to the disabled
popul ati on.

A coupl e words about our nmethod. First we
pul l ed MCBS data over two sets of three years. This was
to allow a sufficient sanple for us to cut it as finely as
this analysis required. Then we aside the beneficiaries
to categories using a hierarchy. So that if people had

mental or cognitive problens they were assigned to the

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

133
ment al and cogni tive subgroups regardl ess of whether they
had difficulties with ADLs. So sone of those people in
the nental and cognitive category definitely have probl ens
with activities of daily living. For those people
assigned to the other categories, they do not have nental
or cognitive problens as we neasured it.

We identified people with nental and cognitive
probl ens through a conbination of survey responses,
di agnosi s information on clainms, and prescription drug
use. W sought to count only those who have serious
mental illness including denentia and nental retardation.
W did not try to capture people with depression only in
this analysis. Wen assigning beneficiaries to a category
based on imtations in activities of daily living we used
survey results only.

As wth our earlier analysis we found that just
over one-third of the duals are disabled and under 65;
about two-thirds are aged. O the disabled, about half
have nental or cognitive problens. O the aged, about
one-third have nental and cognitive problens. Perhaps
surprisingly, just less than half of the aged dual s have
difficulty with | ess than two ADLs. The conposition of
dual s has changed sonewhat over the |last few years. The

proportion of duals under 65 and di sabl ed has increased
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from 28 percent to 34 percent. This appears roughly
commensurate with the increase in the popul ati on of
di sabl ed overall in the Medicare population. There's also
been a small increase in the portion of duals, aged and
di sabl ed conbined, that are nmentally and cognitively
di sabl ed.

By | ooking at aged and di sabl ed dual
beneficiaries together we can summarize our findings in
anot her way; 39 percent have nmental or cognitive
limtations, 20 percent have difficult with two or nore
ADLs but do not have cognitive or nmental problens, and
over 40 percent have difficulty with less than two ADLSs,
but again, don't have nental or cognitive problens.

On this slide we | ook at Medicare spendi ng
| evel s by subgroup and conpare themto non-duals with the
sanme characters in the 1999-2001 tinme period. It is
inmportant to focus on the fact that here we're just
presenting the Medicare spending totals, not total
spending for the beneficiaries which would al so include
Medi cai d spendi ng and out - of - pocket spending. W find
that the nost costly group of duals here is the aged with
mental and cognitive limtations, and then next cones the
age with difficulties with two or nore ADLs. The disabl ed

overall are less costly to Medicare than the aged. And
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certainly the | east costly groups are those with
difficulties with | ess than two ADLs.

When conpari ng Medi care spending for duals to
non-dual s, the disabled are statistically significantly
different than their non-dual counterparts. However,

Medi care spending on aged duals is not statistically
significantly different than spending for non-duals in any
of those subgroups, and the asterisks indicate the
statistical significance on the slide there.

The simlarity in Medicare spending for aged
dual s and non-dual s should not mask the differences in
total cost between the two popul ati ons however because the
aged duals are nore likely to be in nursing honmes than
aged non-dual s, nuch of their spending is reflected in
Medi cai d spending and that's just not shown here.

We al so took a | ook at how Medi care spending is
di stributed by service for duals conpared to non-duals.

For this analysis we just |ooked at those living in the
community. On this chart the nunbers reflect the percent
of Medi care spending on each of the selected service. As
you can see, the bulk of spending for both duals and non-
duals is for hospital inpatient and physician care.

don't think that's very surprising. But we do see a few

statistically significant differences between the two
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groups, as indicated by the asterisks.

First, a greater proportionate of Medicare
spending is devoted to home health care for duals than
non-duals. And second, a great portion of spending is
devoted to both physician and SNF care for non-duals as
conpared to dual s.

This chart builds on the | ast one by adding two
colums with data fromthe 1993 to 1995 period. This
conparison allows assess us to see if there's been a
change in spending patterns, and if there has been, is it
consi stent across both duals and non-duals, or does it
just apply to one group. The asterisks here indicate
statistically significant differences across the tine
period. So we can see for non-duals, the portion devoted
to each service category changed. The portion spent on
hospital and home health care declined, while the portion
spent on physician, OPD, and SNF care went up.

Just to be sure you're followi ng me here, for
exanpl e, on hospital care in the "93 to '95 period, the
non-dual s hospital care had a portion of about 52.2
percent of their total Medicare spending. By '"99 to '01
it declined to 49.1 percent. Spending for duals changed
also. As with non-duals, there was a decline in the

portion spent on home health and in increase in the
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portion spent on physician and OPD care. There was no
statistically significant change in the portion spent on
SNF or inpatient care.

Wth that, let me turn it over to Susanne.

DR. SEAGRAVE: In response to a question from
t he Conm ssion we anal yzed the | ength of tine dual
eligible beneficiaries tend to remain on Medicaid. It is
i mportant for policynmakers to understand the |ength of
time beneficiaries remain on Medicaid because it affects
whether, and if so how, they m ght want to consider
tailoring policies such as policies that encourage care
managenment to this particular population. A couple of
caveats to note about this data. First, the data likely
under-represents the nedically needy dual eligibles as
t hese beneficiaries are nmuch nore difficult to identify in
admnistrative data. The other thing to note is that we
i ncl uded beneficiaries who had gaps in their Medicaid
coverage in this, because the question that we were
interested in |ooking at was how long in total people
tended to renmain on care. But the people who had gaps
were in the mnority in this data.

We found that dually eligible beneficiaries
tended to remain on Medicaid for relatively |ong periods

of tinme. This chart include Medicare beneficiaries who
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first becane eligible for Medicaid in 1994, 1995 or 1996,
and we have data on these people through 2002. The total
hei ght of the first bar represents those people on
Medi caid for | ess than or equal to one year. The second
bar represents those on Medicaid for between one and two
years and so on. The yellow sections on the top of the
bars indicates the percentage of these beneficiaries who
died in each of the tine periods.

As you can see fromthe bar on the far right, a
full 47 percent of these beneficiaries stayed on Medicaid
for six to nine years, or through the end of 2002.
shoul d note that some of these beneficiaries could have
kept going on Medicaid past the period we were able to
observe.

Conversely, only about 14 percent of these
beneficiaries are in the bar on the far left, indicating
that they were on Medicaid for one year or less. O this
14 percent, about 40 percent of those died in the first
year.

Thi s anal ysis suggests that policynakers shoul d
keep in mnd that dual eligibles tend to stay on Medicaid
for relatively |long periods of tinme, when designing
policies targeted to this population. For exanple, these

results may make care nmanagenent options nore neani ngfu
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for this popul ation.

Sarah Lowery will now discuss our findings
regardi ng dual s' access to care.

M5. LONERY: Are dual eligibles able to access
to health care they need? This question is particularly
rel evant for this popul ati on because, one, they exhibit
characteristics associated with needing care, |ike they
have limtations in activity of daily living, as well as
they rate their health status poorly. And two, they often
have characteristics that may hinder their ability to
obtain care; for exanple, they are often poor and poorly
educat ed.

One way to neasure beneficiaries' access to care
is by asking beneficiaries thenselves to rate their access
to care. Two surveys that do this are the CAHPS, the
Consuner Assessnent of Health Plan Survey, and the MCBS,
both of which are adm nistered by CM5. Results fromthese
surveys in 2001 show that nost duals report good access to
health care. O the questions that we anal yzed, between
75 percent and 93 percent of dual eligible beneficiaries
highly rate their access to care.

Medi care beneficiaries with other sources of
suppl enent al coverage, such as enpl oyer-sponsored coverage

or Medigap, rate their access to care nore highly than
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dual s however. The exception to this is beneficiaries
wi th other sources of public supplenental insurance, such
as that fromthe Departnent of Veterans Affairs. These
beneficiaries do not rate their care as statistically
different than dual s.

Beneficiaries w thout supplenental insurance,
those with just Medicare. defined as Medi care-only
beneficiaries, may or may not report better access to care
than dual eligibles. Results depend on the access of care
that is neasured.

Now we' | | | ook at these measures.

When asked if they had a usual source of care
like a particular clinic, doctor, or nurse duals respond
yes nore often than Medicare-only beneficiaries. Duals
access to personal doctors, nurses, or facilities appears
to be good. Duals also report that they delay care due to
cost less often than Medicare-only beneficiaries.
Intuitively, this make sense since duals have little out-
of - pocket liability. The majority have Medi caid coverage
for services that Medicare does not cover and for cost-
sharing associ ated with Medi care-covered benefits.

In response to questions asking how often they
got imedi ate care when needed or got a pronpt routine

heal th care appoi ntnment, Medicare-only beneficiaries
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responded usually or always nore often than duals. This
suggests that duals may have slightly nore probl ens
accessing both inmediate and routine care than do
beneficiaries with only Medicare. These differences are
statistically significant but are not very great, as you
can see fromthe slide.

When asked the broad, overarching question of
whet her the beneficiary had any problem getting necessary
care we find conflicting results. This question to asked
on both surveys and on the MCBS we find no difference
bet ween dual s and Medi care-only beneficiaries responses.
However, on CAHPS duals report that they have slightly
nore problens getting necessary health care than Medi care-
only beneficiaries. Both duals and Medicare-only
beneficiaries appear able to see a specialist when needed
and both groups appear satisfied with their personal
doctor, specialist and overall health care.

So overall when conpared with Medicare-only
beneficiaries duals have a slightly nore difficult tinme
accessing i medi ate and regular care, but they are nore
likely to have a usual source of care and less likely to
del ay care due to cost. Again, these differences are
statistically significant but are generally small. Both

groups rate their health care and providers highly.
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It's inportant to keep in mnd that both MCBS
and CAHPS are beneficiary satisfaction surveys, which can
be bi ased and influenced by factors such as soci oeconom ¢
status and education |levels. For exanple, one bias that
can affect survey responses is the tendency of respondents
to answer in a way that they perceive to be consistent
wi th societal norns rather than based on their own
personal experience. Studies have shown that survey
participants with | ower inconme or education |evels exhibit
bi ases such as this, and therefore these denpgraphic
groups satisfaction with their access to health care may
be overestimated. It is inmportant to keep this in mnd
for duals in particular because they are poorer by
definition and may often have | ower education |evels.

Another limtation of only analyzing survey data
to determ ne whet her beneficiaries have good access to
health care is that these datasets are unable to describe
whet her beneficiaries received appropriate health care.
W plan to look into this further, together with our work
on quality.

Now we wel conme your conments on this
presentation and the draft chapter.

MR. HACKBARTH: Any questions or conmments?

DR REI SCHAUER The first few pages where you
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are trying to lay out who's eligible for what | thought I
understood until | read this. |It's even nore conplicated
than | thought, and | think you made it even nore
conplicated than | nowthink it is, in the sense that what
nost people are interested in is the what, and then the
who. By the what, they're the full dual eligibles, and
there are a required budget and then there's an optional
bunch. | don't know if the people between 73 percent and
100 percent of poverty which at state option can receive
full dual, whether the state w thout a waiver can offer a
nore limted benefit package for those folks than to
others. | don't think so. | know the nedically needy
they can, but | don't think they can for them

But you meke it sound |i ke these guys are really
QWBs that sone states are deciding to give sonething el se
to, whereas, there's the required dual eligible fol ks, 73
percent of poverty and bel ow, states have the option to
expand that up to 100 percent of poverty and a nunber of
states have. Then there's the QvBs, which federal |aw
requi res everybody bel ow 100 percent to get it, and the
SLI MBs, et cetera. | have a suggestion for maybe how to
arrange the chart, if you think it makes sense.

| then had a question about the nental health

paynent rates. This is on page 24. 1In scenario A, is it
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true that if the Medicaid rate is $50, Medicaid has to pay
$12.50, but if the Medicaid paynent rate is $49.99 it pays
zero? Because | thought Medicaid didn't have to pay
anything over it's own paynent rate.

M5. MJUTTI: Actually let nme spend a nonent
t hi nki ng about that and I'Il clarify that.

DR. WAKEFI ELD: |Is the PACE program just for
dual eligibles or were you just taking about it when it's
applied to dual eligibles? | couldn't tell. It's
di scussed on page 32.

M5. THOVAS: In order to participate in PACE you
have to be Medicare or Medicaid. You don't have to be
bot h but nobst people are, and there are processes to get
capitation paynents fromeach program But if you're only
Medi care, of course there's only a Medicare. |If you're
only Medicaid, there's only Medicaid. But typically, 95
percent of the folks in PACE are dual.

DR. REI SCHAUER I n that conplex chart, table
two, under the ADLs the dual thing doesn't add to 100.

M5. MJTTI: | caught today too. |It's supposed
to be 45 percent on the first one.

DR REI SCHAUER: Then | would, the first tine
you nention the word Medicaid |I would put parentheses or a

comma, neans-tested program It isn't till about page
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seven that you say that, and | think it brings nore
understanding to sone of the things you' re saying about
inconme | evels and other things early on.

MR. HACKBARTH: Thanks.

Next is purchasing strategies.

M5. MJTTI: Last nonth we presented our work
pl an and summary findings for our draft purchasing
strategi es chapter. As you may recall, the purpose of
this effort is to explore the range of strategies that
private purchasers and ot her governmental purchasers may
be sing to inprove the efficiency of health care delivery.
Qur thought here is that this experience may provide ideas
for the managenment of the Medicare fee-for-service
program

Since the |l ast neeting we have revised our
findings, incorporating your coments as well as
addi tional research. W have also added to the chapter a
di scussi on focusing on the strategies used by the private
sector to address concerns about the appropriateness and
quality of imaging services. This includes a brief
assessnment of the extent to which the federal governnent
is using simlar strategies. Kevin will provide further
detail on that in a nonent.

Qur final new part of the draft raises several
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of the fundanental issues that nust be addressed if these
strategies are considered for fee-for-service Medicare,
and Jill say that a bit about this. First, let ne just
turn it over to Kevin though and say that we | ook forward
to getting your coonments on the chapter as a whole at the
concl usi on.

DR. HAYES: We'Ill talk now about the inmaging
section of the chapter. One way to think about it is as a
kind of case study. It gave us an opportunity focus in on
a particular type of service, provide sonme additiona
detail on private insurers' purchasing strategies. The
other thing it allowed us to do was to |look for parallels
or simlarities between the strategies of private insurers
and current activities of the federal governnment, either
on the part of CM5 or in the case of, as we'll get toin a
m nut e, mamography facilities of the Food and Drug
Adm ni stration.

So why i magi ng services otherwise? First off,
we have the matter of |ast year's June report. Recal
that we had a chapter there on growh and variation in the
use of physician services. One type of service we paid
particular attention to was inmaging. It was a case where
we found quite a bit of variation geographically in use of

the services, and it raised questions, as other research
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has done, about whether there is sone overuse of these
servi ces.

The ot her reason to consider inmaging services
froma purchasing strategies standpoint has to do with the
panel that we had at last nonth's neeting. Froma staff
st andpoi nt our perception was that the panel generated a
fair anmount of discussion anong conm ssioners and was
overall well-received, so we wanted to try to sumari ze
what the panelists said and then, as | say, link that to
current federal policy.

So the next part of our plan here for this
chapter is to just to sumari ze what we heard fromthe
panelists. |In general we can see that they tal ked about a
nunber of different strategies. It's useful | think to
categorize theminto two groups. W have the first three
strategies profiling, preauthorization, beneficiary
education. These were strategies that we heard about
otherwise in interviews with health plan executives. One
way to perceive what the panelists said was that it wasn't
anyt hing particularly uni que about inmaging services with
respect to these strategies.

On the other hand, the last three, the safety
standards, privileging, and coding edits did come across

as having been honed a fair anpbunt to focus in on
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particul ar issues surrounding i magi ng services. They
really were intended to address half a dozen or so
different problens that the private insurers had
identified in the market areas where they are operating.
They include such things as proliferation of inmaging
equi prent, lack of famliarity with new i magi ng nodalities
on the part of sonme physicians, concerns about self-
referral, direct-to-consuner marketing of inmaging
services, repetition of imaging studies, and poor quality
of imaging equi pnent, or just in general concerns about
the technical quality of inmaging services.

What 1'd like to do nowis just briefly
sumari ze what we said about those latter three strategies
for the chapter. Turning first to the matter of safety
standards and i nspections, we heard about a study which
showed that failure rates on inspections of inmaging
facilities approached 50 percent, dependi ng upon the type
of practitioner operating the facility. Different kinds
of problenms were identified, a couple of themhad to do
first off wwth the age of equipnent; just use of old
equi pnent, used equi pnent, that kind of thing. The other
was i ncorrect equipnment, wong equi pnent for the job. W
had the vivid exanple of dental equipnment used for x-rays

of toes.
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So what we have here is a strategy that is
essentially in two parts. W have, one, the devel opnent
of standards, and the second has to do with the field work
of actually inspecting the facilities. Wen we |ook at
current activities of the federal governnent we see a
couple of parallels here. The first has to do with the
wor k of the Food and Drug Administration in inspecting on
a regul ar basis sone 9,000 or so outpatient inmaging
facilities. They do so under authority of the Mammography
Qual ity Standards Act that was passed in 1992.

The ot her area where we see sone simlarities
has to do with the rather extensive program of survey and
certification that is adm nistered by CM5. The standards
i nvol ved here go by a couple of different nanes, one,
conditions of participation, the other, conditions of
coverage kind of depends on the type of the service and
setting. But in any case, what we're tal king here about
is a set of standards primarily for institutional
services, hospitals, SNFs, that kind of thing, sone Part B
coverage having to do with renal dialysis facilities. But
t he not abl e exception here is physician services that are
not subject to survey and certification at all with the
exception of the last itemthat's |isted here which has to

do with clinical |aboratory services. Under authority of
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the dinical Laboratory I|Inprovenent Anendnents passed in
1988 CM5 is doing survey and certification of clinical
| abs, many of which are in physician offices. So that's
the story with respect to this first strategy, standards
and i nspections.

Then we can turn to anot her strategy,
privileging, which can be defined as a policy of
restricting paynent to certain physicians based on things
i ke specialty, qualifications or other criteria. This
strategy too is responding to concerns about technical
quality as are the safety standards, but al so concerns
about proliferation of equi pnment and self-referral.

CVB has sone experience with this kind of a
strategy. The obvi ous exanple here has to do with the
policy having to do with coverage for services provided by
chiropractors. There is essentially one service covered
here and that's mani pul ati on of the spine. O her exanples
have the do with a recent policy adopted with power-
operated vehicles, also known as scooters. Here because
of sone concerns about fraud and abuse and rapid
acceleration and growh in use of these devices CM5 has
established sone criteria saying that only sel ected
physi ci ans can order these things. This would be

physi ci ans specializing in rheumatol ogy, physical

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

151
medi ci ne, orthopedic surgery, or neurol ogy.

The other thing that we could do here is to link
the idea of privileging with limts on self-referral. As
you know, under the Stark |aws there are restrictions on
self-referral. Physicians cannot referred Medicare or
Medi caid patients to entities which they or nenbers of
their famly have a financial interest. These entities
covered by the law include radiol ogy services, but other
things too like | aboratory services, physical therapy,
honme heal th, and durabl e nedical equi pnment.

The topic of self-referral admttedly is a very
conpl ex one, one that we'll take on in the context of work
on a report concerning specialty hospitals, a report that
you' || hear about tonmorrow. But suffice it to say for now
t hat we have a contractor working on this wth sonme | ega
expertise in the area. But for now let nme just say that
one way to think about what the panelists said |ast nonth
in the context of self-referral is that they view their
privileging policies as a way to fill a gap that's not
addressed by Stark. That would be that if we think about
Stark as covering things |like referral to the |lab down the
street, the imaging center down the street, that |eaves
then the other formof self-referral, which is referral of

patients to in-office equi pnent; the orthopedi c surgeon
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who has an MRl machine in the office. So we could view
the privileging strategies of private insurers as a way to
address that formof self-referral not addressed by Stark.

That then brings us to the third strategy here
which is coding edits. This one fromour perception seens
to be the one that's nost simlar to current Medicare
policy. Recall that these coding edits are rules that are
i nvoked during clains processing to nmake deci si ons about
whet her or how nmuch to pay for billed services. Medicare
has a system a nechanismin place for devel opi ng these
edits called the correct coding initiative, a transparent
process that allows for input fromthe physician
community. The result is a set of edits that are in the
public domain, and it turns out that private insurers
often use those edits. They then add to themin a couple
of different ways.

For exanple, they m ght have edits that conpare
billed services to practice guidelines. They mght also
make sone paynent adjustnments when nultiple services are
billed on a single claim A good exanple of this would be
conput ed t onogr aphy services where they would pay a ful
paynent for -- inmagine a patient comes in for two CT
services, one of the abdomen, another of the pelvis. They

woul d pay the full rate for one of the procedures, but a
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di scounted rate on the second one.

Medi care has a simlar policy like that now for
surgi cal services, but nothing for anything other than
that and certainly not for inmaging services.

So just to wap things up here, we have heard
froma panel. W' ve heard about a nunber of ideas, see
sonme parallels between what private insurers are doing and
Medi care policy. The question nowis, should we go
further in learning nore about ways to perhaps adapt these
policies for the Medi care progranf

Next steps in doing so would include things |ike
| ooki ng nore closing at what private insurers are doing,
conparing that to Medicare and existing policy, and
under standing better what the feasibility is of actually
i mporting some of these strategies.

The other thing to | earn about would be just
ef fecti veness, and what kinds of savings experience the
private insurers have had with these strategies, what the
inplications are for quality and that kind of thing.

Jill nowis going to talk about the idea of next
steps from a broader perspective on purchasing strategies
overal | .

DR. BERNSTEIN: Looki ng ahead to where we go

fromhere, the chapter ends with a very brief overview of
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some broad eval uation issues. The first have to do with
the current structure of the Medicare program and the
chapter includes a brief overview of sone issues rel ated
to law and regul ati on and to Medi care' s purchasing
authority. The other issue | ook nore closely at the
specific issues surroundi ng individual purchasing
strategi es and what they m ght nmean in fee-for-service
Medi car e

A basic question is, how would different
purchasi ng strategies affect Medicare beneficiaries? W
woul d al so want to know how a purchasing strategy m ght
affect the delivery systemthat serves beneficiaries and
therefore mght affect their access to care. And finally,
could the Medicare program adm ni ster a particul ar
strategy effectively?

We | ook forward to your comments on this and the
rest of the chapter.

MR, HACKBARTH. Questions or coments?

DR. NEWHOUSE: There was a suggestion made at
one point in this chapter on the availability of CVB
clainms data to other carriers for purposes of profiling,
and since in many markets many carriers have very snal
mar ket shares it's not really feasible for themto

profile. | was wondering if we should nmake a
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recommendation to the Congress that they authorize that,
since ny understanding is that CM5 is worried that that's
beyond their pay grade to do.

MR. HACKBARTH: Any reaction to that?

M5. MJUTTI: W definitely heard that froma
nunber of people that we interviewed, that they would be
anxious to get that data, and we understood that CV5 was
uncl ear whether they had the legal authority to do that.
There was privacy issues raised, concern about people
being able to identify beneficiaries. But the advocates
of having access to that information pointed out that they
t hought that it could be done in a way so that
beneficiaries' identification was suppressed. But | think
sonme peopl e are concerned about the physician
identification being so avail abl e.

MR. FEEZOR  That was nentioned at the top of
page 10, that gets into what she just said and would be a
place if we want to insert that.

MR. HACKBARTH. O her questions, conments?

MR FEEZOR® Mne dealt nore with -- Kevin,
first off thank you for your view on the imging. W
sonehow need to really drive home just the growm h of that
even nore than perhaps we do.

My comrent that struck nme nost and | felt we
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wer e maybe shortchangi ng our readers a bit was in the
reference to the health resource accounts. W talk about
conceptually what they're used for, but we don't nention
the fact in terns of the pretax, post-tax. W don't get
into any discussion on that, and | think that woul d be
very hel pful to have that spelled out a little bit nore.
And then particularly the ability to do any rollover on
that, and whether or not we are tal king about active
ver sus passive incone, since the latter is nore applicable
to retirees.

Then one ot her observation, and if didn't cone
out in your analysis or discussion with other third-party
payers, but all on the centers of enphasis, centers of
excel l ence | noticed that geographic distance was not
listed as an issue that had to be dealt with. | knowin a
coupl e of prograns that we | ooked at when | was on the
payers' side, that was a very real thing, the ability to
nove | arge anounts of that specialty to areas that were
nore than 70 or 100 mles away frequently; was a big
issue. One of the ways we dealt with that was basically
comi ng up with an acconpani nent benefit where you actually
pay for famlies hotel for a brief period a time. |If that
was not found or any of the folks that you interviewed

that was not an issue, then not. But otherwise, it seens
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to ne that's one of the things, real barriers to using the
centers of excellence, centers of enphasis.

DR. WOLTER: 1'd just underscore, think the
self-referral issue is a very inportant issue and we do
have areas that are well-defined where it's clearly
identified as a conflict of interest, and then we have
ot her areas where it remains not very well-defined. It is
conplicated but I think it's an inportant issue which is
driving lots of investnent in various parts of the health
care sector today. So I'll be quite interested to see
what your contractor conmes up with and how we m ght
approach defining that even nore.

| think the other thing I would just nention in
ternms of approaches to the rapidly growing cost in inmaging
-- and | certainly don't have ny hospital or physician or
rural hat on right now -- but it is one of the highest
margin activities in health care. | think that doesn't
nmean that people are necessarily doing a |ot of
i nappropriate things. There's |ots of reasons why imagi ng
has grown and people need the service, but it is very high
margin, so | think paynment rates are certainly part of the
i ssue.

DR MLLER Kevin said this but I'd just like

to draw it out for people, and you' ve touched on it again
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so | just want to say it. | think there's one path that
we w Il pursue and plan to pursue where we're going to
| ook at self-referral and tal k about how it got where it
is and how the rules apply. This gets particularly
conpl i cated because we're tal king about in-office types of
activities where self-referral gets incredibly
conpl i cat ed.

The point | just want people to track on is,
what Kevin was rem nding us that the panel said is, they
go at that issue differently. So they may, instead of
going through a self-referral exercise, go through a
privileging exercise. | realize for Medicare that's a
very conplicated policy area. But | just wanted to draw
that point for you, that for the private sector, sone of
these people go at that issue a little bit differently,
which is not to say that we won't be taking that issue on.
| just wanted to nake sure that that point caught people's
attention.

MR. HACKBARTH: (O hers?

Li ke All en Feezor, | thought that maybe we coul d
el aborate a little bit nore on why we elected to include
i mgi ng as an exanple within this. | think we just cross-
reference sone previous Medicare work, but | think it

m ght be hel pful just to el aborate on the growmh and the
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i ke without prejudging in any way what policy measures,
if any, ought to be taken.

But | do feel like this is a good area for us to
expl ore next year and do intend to conme back. Maybe we'll
decide it is a fruitful area; maybe not. | don't know
But | think there are a nunber of reasons, not |east of
which is what we heard fromthe panel last tinme, that we
ought to take a close | ook at this.

DR. NELSON: Sonewhere see if you can insert a
sentence about the role that direct-to-consuner
advertising of these capabilities is playing, because |
don't know how it is in other markets but there's sure a
| ot of stuff on the air about open CTs, and it's not
unheard of for patients nowto go into their physicians
and say, my knee hurts, | want a CAT scan on it. The
demand nmanagenent piece of this is sonething that at |east
needs to be acknow edged.

DR. STONERS: | just read an article again the
ot her day about the increase in x-ray use and that kind of
thing is connected to the PLI crisis in the country, and
there's a lot nore -- we've always had trouble nmeasuring
def ensi ve nedi cine and all of that, but there are sone
t hings com ng out about that particular crisis going

across the country now, increasing the anount of inmages
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and ordering them quickly than we did five or six years
ago when that person asked for the knee or the abdom nal
pain or whatever. W're a |ot quicker to get the higher-
priced scanning and that kind of thing than we were a few
years ago. That's definitely true in our enmergency roomns.

MR. HACKBARTH:  Anyt hing el se?

Gkay, thank you.

Next is another descriptive piece on the
characteristics of independent diagnostic testing
facilities and anmbul atory surgical centers.

MR. WNTER  Thank you. As Genn said, I'll be
tal king about two types of facilities that focus on
di fferent kinds of outpatient services. One you' ve heard
about before and that's ASCs. The other type we'll be
di scussing for the first tine and that's independent
di agnostic testing facilities or IDTFs. W'Il|l be | ooking
at | DTFs because they're a growi ng provider of inmaging
services and are an exanple of how CMS has attenpted to
regul ate the provision of these services.

So here's the overview of the presentation.
First 1'Il explain what |IDIFs are and what services they
provide. W'Il |look at the growh of spending for |IDTF
services, raise sonme policy questions and think about next

steps. Then we'll turn our attention to a couple of ASC
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rel ated issues. We'Ill continue our analysis of the extent
to which ASCs specialize in certain services, which wll
be useful as we think about the devel opnent of a new ASC
paynent system Finally, we'll discuss the
characteristics of markets in which ASCs are | ocat ed.

A facility that provides diagnostic service that
i s independent of a hospital and physician office mnust
enroll with Medicare as an IDTF. Later on I'Il explain
the details of this definition. Medicare spent about $740

mllion for | DTF services in 2002. This includes both

program spendi ng and beneficiary cost-sharing. |nmaging
procedures accounted for about 85 percent of all |DTF
spendi ng, or $630 mllion. The renmainder was prinmarily

for tests, such as el ectrocardi ograns and cardi ac stress
tests.

To put this in perspective, total Medicare
spendi ng for imaging services paid under the physician fee
schedul e was about $8 billion in 2002. So |IDTFs accounted
for about 8 percent of imagi ng spendi ng.

This chart shows the distribution of |IDTF
spendi ng by type of service. MR was the |argest category
at 41 percent, followed by tests, cardiac catheterization
and rel ated i magi ng, other echography, which is

ul trasound, and CT, or conputed tonography. |DTFs are
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pai d under the physician fee schedule at the sane rates as
physician offices. Under the fee schedul e, Medicare nmakes
separate paynents for the technical conponent and
pr of essi onal conponent of a test unless both conponents
are furnished by the sane provider. The technical
conponent covers the cost of the equi pnent and non-
physi cian staff while the professional conponent covers
t he physician work invol ved.

As you've heard before in other contexts,
spendi ng on imagi ng services paid under the physician fee
schedul e has been growing rapidly. It increased by 27
percent between 2000 and 2002. Spending for the portion
of these services provided in IDTFs grew nore than three
times as fast during this period. The fastest growth in
| DTF services occurred anong cardi ac catheterization and
rel ated i maging, CT, and nuclear nedicine. W identified
2,400 I DTF entities in 2002 using 2002 Medi care cl ai ns.
This represented a 35 percent increase from 2000. Each
entity may have nore than one |ocation which nay be fixed
or nobile, such as a trailer. W identified 3,600
separate |l ocations in 2002 which is an average of al nost
1.5 per entity.

We al so | ooked at what kind of services high-

vol unme | DTFs provided. W wanted to |earn what share of
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these facilities specialize in a single type of procedure.
That is, they derived at |east 90 percent of their
Medi care revenue froma single procedure category. W
found that only 30 percent specialize in one category of
services, which was nostly MRl or tests.

We also plan to | ook at the geographic
distribution of IDIFs and the characteristics of markets
in which they' re | ocated.

The rapid growth of |IDTF spending raises the
foll owi ng questions. Wy did CMS create this category and
how does CMS di stinguish | DTFs from physician offices?
What rul es does CMS apply to I DIFs, and how are they
nmoni t ored? Medicare created the |IDTF category for
freestandi ng diagnostic centers in 1998. Previously these
entities were largely unregul ated by CMS or the states.
The O fice of Inspector General and CVM5 had found evi dence
of fraudul ent behavi or and i nappropriate use of services
by freestanding centers. There were also safety and
qual ity concerns. Thus, CMS devel oped the |DTF category
and its rules to address these problens.

To el aborate on the definition | gave you
earlier, a diagnostic center is considered to be
i ndependent of a hospital and physician office and thus

required to enroll as an IDTF if it is not a physician
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practice that is owned by one or nore physicians or a
hospital, if it primarily bills for diagnostic tests
rat her than other physician services such as eval uation
and managenent, and if it provides diagnostic tests
primarily to patients whose conditions are not treated by
physicians in the practice. |In other words, it's sole
purpose is to provide diagnostic tests, services to
patients who conditions are treated el sewhere.

A radiology practice is different in nature than
ot her physician practices because it primarily perforns
and interprets radiol ogical tests but does not treat
patients' underlying conditions. Thus, CMS applies
different criteria when decidi ng whet her a radi ol ogy
practice is a physician office. The radiology practice is
exenpt fromenrolling as an IDTF if the practice is owned
by a radiol ogist or hospital, the radi ol ogi sts provide
test interpretations at the |ocation where the diagnostic
tests are performed, and the practice primarily provides
prof essi onal services of the radiol ogist.

Sone di agnostic services are exenpt fromthe
| DTF rul es. These are mammography, which is regul ated by
the FDA, certain tests furnished by audi ol ogi sts, physical
t herapi sts, and clinical psychol ogists which do not

requi re physician supervision, and clinical |aboratory
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tests which are regulated by the Cinical Laboratory
| nprovenent Amendnents.

| DTFs are subject to the follow ng rules which
do not apply to physician offices that furnish diagnostic
tests. They're required to go through an enroll nent
process with the carrier in their your area. They nust
have at | east one supervising physician who oversees the
quality of the testing, the operation and calibration of
t he equi pnent, and the qualifications of the non-physician
staff. The non-physician staff nust be licensed by the
state or certified by a national credentialing body. Al
procedures performed by an | DTF nust be ordered in witing
by the beneficiary's treating physician. And finally, the
list of procedures they wish to provide nust be approved
by their carriers.

Before enrolling IDTFs in Medicare, the carriers
must verify through docunent review and a site visit that
the I DTF actually exists, that it nmeets the requirenents
that we nentioned on the previous slide, that the
equi pnent it uses is properly maintained and cali brated.
However, CMS does not specify the standards carriers
shoul d use in evaluating the equi pnent.

| DTFs are not subject to ongoing nonitoring such

as repeat site visits except under certain circunstances.

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

166
The O G plans to revi ew whet her services provided by | DTFs
are nedically necessary, there is adequate physician
supervi sion, and non-physician are properly licensed or
certified. The I1G s concern underscores why we're
interested in how these facilities are nonitored.

So where do we go next, both with regards to
| DTFs and on the broader topic of inmaging services?
Presumably our overarching goal is to control growmh in
t he cost and use of these services while at the sane tine
ensuring access to appropriate high-quality care. This
could be a difficult balance to achi eve between these two
obj ecti ves.

So what tools can we use to acconplish this
goal ? These could include sonme of the nethods that CMS
uses to regulate I DIFs as well as sonme of the private
purchasi ng strategies we heard about earlier. W could
al so think about incorporating some of the nethods that
t he federal government uses to regul ate mammography and
| aboratory servi ces.

Then finally, in what settings should we apply
these tools? Should they be limted to freestanding
facilities like IDIFs, or also apply to physician offices?
At the end of the presentation we'd like to get your

f eedback on these questions.
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Now I'I'l nove on to the ASC topics. For our
March report we tried to characterize ASCs by what
services they provide. W used 2002 clains data to
estimate the proportion of single specialty and
mul ti specialty ASCs certified by Medicare. This is an
i nportant issue changes to the ASC paynent system may
affect single specialty and nultispecialty facilities
differently. For exanple, a large reduction in rates for
eye procedures could have a bigger inpact on an
opht hal nol ogy ASC than an ASC that perforns a variety of
procedures. |It's also relevant because facilities that
specialize in one type of procedure nay be nore efficient
and thus have a different cost structure than a
mul tispecialty facility.

Since the March report we started to track
changes in the mx of ASCs over tine and we'd like to
share our results with you. | just briefly want to revi ew
our met hodol ogy. W sel ected hi gh-volume ASCs, those that
submitted at |east 1,000 clains, so that we'd have an
adequate sanple size to |look at, and we | ooked at their
share of Medi care revenue related to each physician
specialty. W define a single specialty ASC as one with
at |least 90 percent of revenue related to one physician

specialty. The others we classified as nultispecialty.
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Using this threshold we found that about half of
ASCs are single specialty, which is consistent with what
an industry survey has found. |In the future we may change
our definition to one based on the type of procedures that
ASC s provide rather than the specialty of the physician
providing them This would be nore consistent with how we
plan to categorize specialty hospitals as you'll hear
about tonorrow.

So using 2000 data we identified 750 high-vol une
Medi care-certified ASCs, and we found that 56 percent were
single specialty, nostly ophthal nol ogy or
gastroenterol ogy. By 2002 the nunber of high-vol ume ASCs
increased to over 1,200. Wile the nunber of single
specialty ASCs increased, they declined as a share of al
hi gh-vol une ASCs to 48 percent. This decline was driven
by a steep drop in the share of ophthal nol ogy ASCs from 37
to 27 percent. During the sane period Medicare paynents
to ASCs for eye procedures did not increase as fast as
paynments for all procedures.

I n previous MedPAC reports we' ve noted that ASCs
tend to be concentrated in specific states. W' ve now
started to drill down on what variables affect ASC
| ocation in specific markets. This should help us better

understand the factors influencing ASC growt h.
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The first question is what geographic unit best
approxi mates an ASC nmar ket area, a county, netropolitan
statistical area or MSA, or a market defined by patterns
of hospital use? W currently have a study underway t hat
uses data on where an ASC s patients live to help define
an ASC market area. |In the nmeantine, we have used MSA and
counties as proxies for ASC markets and | ooked at the
characteristics of areas with different |evels of ASC
concentration. Qur results from MSA and county anal yses
were simlar so I'll only be presenting the MSA results.
We divided MSAs into quartiles based on the
nunber of ASCs per 1,000 population in each area. W
conpared MSAs in the | owest quartile of ASC concentration
to MSAs in the highest quartile. Areas with the nost ASCs
tended to have snal |l er average popul ati on size, faster
popul ati on grow h, | ower nmanaged-care penetration, higher
poverty rate, and nore hospital beds and surgeons. There
was al nost no difference between high and | ow ASC areas in
terms of median incone, the share of the popul ati on over
65, use of all Medicare services, and beneficiary risk
scores.
Sonme of these results nmake sense. For exanpl e,
it's not surprising that ASCs tend to be located in

mar kets with faster popul ation growth, which probably
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i ndi cates a grow ng market for health care services, with
nore surgeons who can do the surgical procedures, and
| ower managed-care penetration which m ght indicate |ooser
provi der networks.

However, sonme of these results are puzzling.

For exanple, we would have expected ASCs to choose markets
wi t h hi gher nedian inconmes and greater Medicare service
use, which mght indicate stronger demand for surgical
servi ces.

We al so | ooked at the rel ationship between ASC
| ocation and the presence of state certificate of need
| aws that regul ate ASC devel opnent. In 2002, 61 percent
of ASCs were |ocated in the 24 states w thout these
requi renents. These states accounted for 57 percent of
the U S. popul ation and 56 percent of beneficiaries, so it
doesn't appear that CON | aws by thensel ves play a major
role.

For our next steps we plan to use multivariate
anal yses to isolate the inpact of variable while
controlling for other factors. W also plan to the | ook
at whether there are common factors that influence the
| ocati on of ASCs and ot her specialized entities such as
| DTFs and specialty hospitals.

Finally, we intend to exam ne whet her markets
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wi th high ASC concentration process are associated with
greater overall use of surgical services. This study is
part of our specialty hospital workplan which Carol and
Julian wll be discussing tonorrow.

This concludes ny presentation and | | ook
forward to your feedback and di scussion.

DR. STOAERS: | just want to nake a comrent. |If
you | evel out for quality and the physician knows the
facility and knows that it's going to provide essentially
t he sane service as what is provided in the hospital,
think one thing that explains this growh and that sort of
thing that | didn't see discussed in here was the fact
that usually the upfront charge to the patients in these
facilities is dramatically less than what it is in the
hospital. So you may want to get that average charge
dat a.

But even nore than that, fromthe patient's
perspective, the copay or anount that -- because it's Part
B, or if the patient is a private pay patient or with sone
insurance is dramatically less. | referred to CAT scan
last month that was $2,000 in the hospital, cost a total
of $900 in one of these facilities. The patient's
responsibility dropped from $1,000 to $1, 100 down toe
$390. So | just think that part of the growh | know out
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in the rural community is just the fact that a lot of it
is patient driven. They're convenient. They can get it
at a nore econom cal cost. As we get a broader part of
our popul ation that doesn't have that enpl oyee insurance
and all the other things that they've had in the past this
is becomng nore and nore attractive as an econom cal
pl ace to get their health care done.

DR ROAE: | think while the nane says
di agnostic, sone of the procedures that are done in the
di agnostic vendors are actually therapeutic and not just
di agnostic, such as getting coronary angi ogram or an
angi oplasty. |Is that the case?

MR WNTER | don't see any clains for
angi opl asties or stents. Wen they do cardi ac
catheterization it's just the angiogram They bill for
two things. They bill for placenent of the catheter and
the related imaging is just an angiogram That's what's
showing up in the clains.

DR, REISCHAUER It mght be interesting to do a
case study of col onoscopy. Here's sonething that is newy
covered, nunmber one. Certainly is pretty far down on the
list of the things that people want to have done, is
pretty far up on the list of things that people should

have done and aren't having done, are done in outpatient
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settings and in ASCs, and probably, although I don't know,
much nore efficiently done in a non-hospital setting, |
mean fromthe standpoint of the individual. 1It's |less of
a hurdle and all that. To |ook at both the amount of this
that's going on in these kinds of settings versus
hospitals over a period of tine and see if we can ferret
out sonmething. | don't think you can argue that there's a
| ot of inappropriate colonoscopy going on. So we just get
rid of that issue and try and | ook at the pure what's |eft
in the market.

MR. HACKBARTH: So this would be a way of
testing whether these new types of facilities are
i ncreasi ng access, and attractive?

DR RElI SCHAUER. More attractive to individuals,
things |ike that.

MR. WNTER  The last couple of tinmes we've
| ooked at that, at the trends in site of care for
di fferent kinds of services, colonoscopy is increasing in
ASC essays relative to outpatient departnment and physician
of fice, but we haven't updated that in about a year and-a-
half or two years, so we could | ook at that again.

DR. REI SCHAUER. W can | ook across netropolitan
areas and see if an infusion of ASCs creates greater

utilization.
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DR. NELSON: A comment and a question. The
comment, | understand why these are conmm ngl ed, these two
categories of facilities for the purposes of your
research. But if this were to appear in the form of
chapters the audiences for it would al nbost certainly say
that anbul atory surgical centers are vastly different from
t han i ndependent testing facilities. One provides
t herapeutic services, the other diagnostic and so forth.
So after the work is done, if it sees the light of day in
publication | would hope that they would be separated in
sone fashion

DR. MLLER This was conpletely a convenience
of organi zing sone information for the purposes of
presentation here. W had a couple things that were
respondi ng to questions, couple of things were getting off
the ground. Ariel was doing both of themso we just
packaged it for -- these things are headed to different
homes in the | ong run.

DR. NELSON: | assuned that that was the case
but I wanted reassurance and thank you for that.

The second is that, | wonder the degree to which
these facilities has grown is a product of nanaged-care
contracts? \Were, for exanple, ny nmanaged-care entity

when | or a nmenber of ny famly needs an imagi ng service
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we go to one of these and it's because that's whomt hey
have a contract with, rather than sel ecting hospital
facilities to contract wth.

That may not be as nuch a factor in
Medi car e+Choi ce but their existence and growh rmay be a
product of managed-care penetration. | don't know and |
don't know that it's worth doing a ot of digging to find
out, but if there's an easy way to correlate those two it
m ght be interesting.

MR. WNTER As we did with the characteristics
of ASC markets we're also going to | ook at what are the
characteristics of markets with lots of |IDTFs and few
| DTFs, and one of those factors we'll |ook at is managed-
care penetration. So we can try to get at that at |east
broadl y speaki ng.

MR. MIULLER MW question is essentially the
sane. |If they have these costs and conveni ence
attributes, how are private payers incentivizing the use
of them the ASCs, the diagnostic facilities and so forth?
That in a sense is a test case because they have cl ear
financial incentives to do so, if in fact this steers
patients towards a | ower-cost or a higher benefit type of
setting. So if there's any evidence that we have that

there's clear incentives in that market to drive people in
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this direction versus the hospital outpatient setting and
so forth. That would be useful to see as an exanpl e of
t he questions we're asking.

MR WNTER We'll look into that.

M5. ROSENBLATT: | don't know how you get
statistically at this issue but Ray and | were just having
a side conversation here. There is sonething different
about these anbul atory surgical centers in terns of the
anbi ance versus a hospital. | really think that -- ['1]
count nyself in. Depending on what |'m having done, 1'd
rather go to an anbul atory surgical center just because
there's a different environnment than there is in a
hospital. | have a feeling |I'mnot unique in that.

MR. WNTER We've recently sonme site visits to
ASCs in the D.C. area, two endoscopy centers and a
mul ti specialty facility and they're very nice. M son
recently had surgery at an ASC in Montgonery County and it
was al so a very positive experience, so | can see the
attraction. Maybe not for him

M5. ROSENBLATT: 1've been to one in Beverly
Hlls where it | ooked nore |like a hospital spa.

DR RONE: | don't know nmuch about Beverly Hills
|"mjust a guy fromHartford, Connecticut, but | would say

a couple -- while anbul atory surgery centers are
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attractive and many of themthat's because they're new
because of this gromh. They're different in a nunber of
ways. Often the cost is |ower because the workforce is
not an organi zed bargaining unit whereas in hospitals they
ordinarily are. That's one of the other differences, not
that that should guide our policy one way or the other.

Secondly, there's very little training that goes
on in these facilities. There are very fewresidents in
these facilities. Usually when the procedures occur in
the hospital outpatient departnent, the residents are
rotating there, et cetera. These are often in renote
| ocati ons.

| think, thirdly, the patient population is
different. Alice is a good exanple of a healthy, young
worman who can go to an anbul atory surgery center. A
frail, older Medicare beneficiary wwth multiple
conorbidities is not as well managed always in that kind
of an institution, particularly if the procedure carries
greater risk of an adverse event because of the condition
of the patient.

So before we get irrationally exuberant about
t hese beautiful new spas and/or ASC, | think they play a
role. It's okay that there's not nuch training as |ong as

there's enough training, colonoscopies or whatever it is,
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for the residents to get the training that they need to be
able to take care of Medicare beneficiaries. They don't
need to be there for every case. So they do play an
inmportant role, but it's part of the picture and has to be
seen as part of the picture.

MR. WNTER Just to nmake a note here to Jack
our research on patient mx differences between ASCs and
out pati ent departnments supports what you're sayi ng about
the frailer and sicker patients go to outpatient
depart nments.

MS. ROSENBLATT: If | could just nake one
statenent in ny defense here before | get connected with
Beverly Hlls. This is probably another issue that we
need to be careful about. | was ill when | went to that
Beverly HiIls anmbul atory surgical center. It was done
under doctor's advice and if | had it to do over again
woul d have done the procedure in a hospital, not at the
anbul atory surgical center. So | really do think patients
i ke nyself are being sent to the wong venue at tines.

MR. MIULLER: Along those lines, sonme of the
states that have nore restrictions on things -- there's a
reason that they do ophthal nol ogy and those nore sinple
procedures, is literally you have one case that goes sour

in one of these settings because sonebody went there and
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there wasn't the appropriate backup, that usually then
| eads to sone kind of regulatory fever to stop their
explosion. So | know you don't have as much -- it's kind
of hard to -- your variable is nmore CON and non- CON, and
|"mnot sure there's any good way of sorting out a
variable there that has a little bit nore power than just
the on-off switch of whether you have CON or not. But
sonetines you do see that, that the regulatory climte
does change when sone nore conplex case is done and then
somet hi ng happens.

MR, DeBUSK: From a device standpoint, the roles
t hat anbul atory surgery centers play today will be
conpletely different in the future because of the research
and devel opnment and the dollars that are being spent today
on devi ces and what have you is around the 23-hour stay in
the surgery center. A great deal is going on there with
that. They're even doing hips at Duke University on an
out patient basis now So that is going to change.

MR. HACKBARTH. Anybody el se?

kay, thank you very nuch

Next is hospice care.

MS. BOCCUTI: Good afternoon. |In this
presentation |'mgoing to review a few of the points that

Sarah raised in the | ast neeting and note some growth
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trends in the hospice provider comunity. Then |I'm going
to di scuss sonme paynent refinenents that have been
proposed, and finally, I'd like to | eave plenty of tine
for the Conm ssion to discuss these issues and comment on
the draft chapter.

In brief, hospice is a set of palliative care
benefits for termnally ill beneficiaries with a prognosis
of six months or less to live if their illness runs an
expected course. The services covered within the hospice
benefit includes skilled nursing, therapy, hone aide,
homemaki ng, sone physician services, nutrition counseling,
nmedi cal social services, bereavenent and pastoral care,
respite care, prescription drugs, DME, and nedi cal
supplies. These services may only be provided for
pal l'iative indications because beneficiaries who el ect
hospi ce care nust forego curative treatnment for their
termnal illness. However, Medicare continues to cover
curative care for conditions unrelated to the term na
illness.

Once a beneficiary enrolls in hospice care, the
agency caring for the patient is paid a fixed anount daily
for that patient regardl ess of how often an agency staff
person visits the patient. 95 percent of paynents are

made at the routine health care level. The remaining 5
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percent of paynents are higher and are made when patients
are receiving inpatient care, continuous health care, or
respite care

There are two kinds of paynent caps. Although
nost agenci es do not receive them sone agencies have
publicly noted in their investor reports that they've
exceeded Medicare's total annual paynment cap, which in
2003 was about $18, 700 per served beneficiary. The
hospi ce paynent system has no outlier paynents. It also
has no case-m x adjustnment. Under current |aw daily
paynments are automatically updated annually based on the
hospi tal narket basket .

Gowh in the use of the hospice benefit has
been substantial. Anong fee-for-service beneficiaries who
di ed hospi ce has grown from about 16 percent in 1998 to 25
percent in 2002. The average nunber of days in hospice,
which is generally the nunber of days beneficiaries are in
hospi ce before they die, has increased to 55 days. The
medi an, however, has remai ned constant due to the steady
share of beneficiaries who are in hospice | ess than a
week.

Recal Il ing Sarah's presentation | ast nonth,
growt h in hospice use has been greatest anbng severa

types of beneficiaries, those that are the ol dest, those
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wi t h non-cancer diagnoses, and those who reside in nursing
facilities. It seens clear that in many cases we're
t al ki ng about the sane patients. That is, beneficiaries
who reside in nursing hones are nore likely to be ol der
and have termnal illnesses other than cancer, and with
all these factors have a |longer |ength of stay.

Finally, with nore people enrolling in hospice
and havi ng | onger hospice stays on average Medicare
spendi ng on hospi ce has increased substantially. CMS s
Ofice of the Actuary estimtes Medicare outlays to have
doubl ed between 2000 and 2003.

So the growth in hospice can be due to severa
factors. First, there appears to be an increase in the
demand for hospice care. |It's a formof care appropriate

for the dying popul ati on and beneficiaries and physi ci ans

are likely accepting and appreciating it nore. Indeed it
was in past years, and likely still is, underused by
Medi care beneficiaries with termnal illness. CM has

al so nade efforts through publications to physicians to
pronote the use of hospice care by appropriate
benefi ci ari es.

Second, new provider entry into the market,
which 1'll get toin a mnute, indicates that the

financial environnment for providing hospice care is |likely
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very favorabl e.

This table on this slide shows the types of
hospi ce providers in the industry. As you can see, not-
for-profit prograns remain the | argest share of the
i ndustry but their share has dropped slightly each year.
Movi ng down to the hospice types, we see four types:
freestandi ng, home health, hospital and SNF-based. | want
to make it clear here that the termfreestanding is
sonetines a bit of a msnonmer. |t does not necessarily
indicate that it's a brick and nortar freestanding
building. But rather it neans that the hospice is not
based on another type of provider. Also for clarity,
hospital -based facilities do not necessarily provide care
in a hospital. They're sinply owned by a hospital and may
provi de services in patient honmes. Freestanding
facilities conpose the | argest share of hospi ce agencies
as nost for-profit agencies are freestandi ng hospi ces.

Just as the nunmber of beneficiaries using
hospi ce has increased, so has the nunber of hospices. As
you can see in this slide, the nunber of for-profit
facilities has grown 25 percent, significantly nore than
facilities with other types of ownership. Freestanding
facilities have al so shown consi derable growh. CMS

collects this kind of data on an ongoi ng basis and they
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reported to us that growth in 2004 is continuing al ong
t hese sane trends. OCMS stated to us that provider growth
is primarily due to new facilities entering the market.

However, sone investor reports and articles in
t he busi ness trade press have noted acquisition of not-
for-profits by for-profits. Keep in mnd that because
hospi ce benefits are usually provided in patients' hones,
t he hospice industry can al so grow through increases in
its capacity. W have found that the nunber of high-
vol ume hospi ce agencies is increasing while the nunber of
| ow vol ume hospi ces is declining.

This final slide lists an array of policy
options and consi derations that have been proposed by
vari ous schol ars and organi zati ons including MedPAC in the
past. First here we have case m x. Case-m x adjustnents
attenpt a refine provider paynents to reflect the costs
for furnishing services to a given inpatient. 1n doing
so, case-m x adjustnents can inprove access to care for
patients with high cost care needs. Because the hospice
paynent system does not have a case-m x adj ust nment,
hospi ces have financial incentives to enroll patients
whose costs are expected to be | ow and deny enrol |l nent to
t hose with high expected care costs.

An article that was published in | ast week's

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

185
Journal of the American Ceriatric Society reveal ed that
sonme hospi ces deny admi ssion based on indicators that they
may have hi gh service costs. Specifically, 63 out of 100
California hospices surveyed in this study denied
adm ssi on based on at | east one reason. Reasons for
denyi ng patient adm ssions included their receiving total
parental nutrition, or receiving tube feedings, or
radi ot herapy, or chenot herapy, or transfusions, or |ack of
a caregiver in the home. This study found that the |arger
the hospice, the less likely they were to deny adm ssion
based on these kinds of criteria.

Hospi ce representatives also told us that
agenci es which do not feel that they have the resources to
care for a patient do sonetinmes deny enrollnment. |ndeed,
sonme expensive services such as chenot herapy were not
factored into hospice cost estimations when the benefit
was first established because they were not use in a
palliative way. Costs for the hospice benefit have not
been recalibrated to reflect any changes in hospice care
practice patterns.

Next we have |l ength of stay. Paynent
adjustnments related to |l ength of stay have al so been
suggested. Agencies with shorter |engths of stay have

hi gher average daily costs because the initial and the
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first day are nost costly. Sone have suggested speci al
paynents for the first and | ast day of care. This could
potentially be paired with paynent adjustnments from |l ong
hospi ce stays.

MedPAC anal ysis has found that patients in for-
profit facilities have, on average, |onger |engths of stay
than those in not-for-profit facilities.

Next on the list, rural adjustnment. Another
article published | ast week confirns other studies which
find that urban areas have hi gher rates of hospice use
than rural areas. Rural hospices al so have | ower vol une
on average than urban hospices. This |ow volunme nay raise
hospi ces' cost per case and sone have suggested that
Medi care paynents shoul d account for these differences.

Type of residence. Sone observers have noted
t hat hospice care for patients in nursing honmes may be
| ess costly than for patients who |ive at honme. The
i ndustry has noted, for exanple, that a hospice can save
on transportation cost when serving several patients
wi thin the sane nursing hone.

For dually eligible patients, hospice agencies
recei ve paynents from both Medicaid and Medicare. The
hospi ce then contracts with the nursing facility to

provide the room and board. Further research on service

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

187
costs and total paynents for hospice patients in nursing
facilities may inform paynment refinenent for this
popul ati on.

Qutlier paynents. CQutlier payments have been
suggested to cover the cost of patients with unusually
hi gh service costs. Along the sane |ines as case-m X
i ssue, outlier paynents could assist with access to care
for patients on expensive therapies such as palliative
chenot herapy. Hospices are paid on a per-di em basis but
there are no visit nunber requirenents as long as the
hospice follows the patient's plan of care. It mght be
useful for Medicare to collect nore data on the nunber
content of visits per patient as it does with honme health
delivery. This information would address provider
accountability concerns and al so hel p Medi care understand
the cost of providing hospice care.

And then to quality. Another area which the
Comm ssion nmay want to explore is quality inmprovenent and
reporting. Updating Medicare's conditions of
participation to include quality measurenent and quality
i nprovenent activities could be helpful. Most agencies
seek accreditation and in doing so neet quality
i nprovenent requirements. As in other provider settings,

the results of quality neasurenent could be reported
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publicly through a Medicare initiative. Sonme quality
measures that sone hospice providers are using include
whet her the patient was confortable or had effective pain
managenent, and whether the patient's choice of place of
death were foll owed.

Under eligibility, sone experts have noted that
t he six-nonth prognosis requirenent can be a barrier to
accessing appropriate hospice care. That is, people who
wi sh to give up all curative care for their illness are
unabl e to enter hospice if their physician feels unable to
predict their death accurately. Sonme have suggested that
hospice eligibility take acuity levels into account and
di agnoses as well so that people with termnal illnesses
t hat have | ess predictable diagnoses could receive the
advant age of hospice care before it's too late to benefit
fully.

Finally, managed care. Last nonth, Sarah
di scussed the paynment issues surroundi ng hospice care for
beneficiaries in managed care. |In review, beneficiaries
who el ect hospice care nust receive their palliative care
froma hospice agency rather than fromtheir nanaged care
plan. Plans receive a reduced nonthly paynent for hospice
patients but are no longer at risk for all their Medicare-

covered benefits. This paynment circunstance deters plans
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from devel opi ng and providing palliative care and
encourages a disruption in the patient's care. Sone
managed care plans have begun devel opi ng i nnovative end-
of-life care prograns but Medicare's paynent policy does
not support the use of such progranms. This paynent
structure has al so been found to increase Medi care costs
and add a high level of admnistrative conplexity to plan
paynent s.

That concludes ny presentation. | would be
happy to answer any questions.

DR. WAKEFI ELD: You nentioned earlier in your
comments that your data show that the nunber of |ow vol une
hospi ces is declining. Do you have a sense of where those
| ow- vol ume hospices are in ternms of geographic
distribution? So in other words, are they in places where
you al ready have maybe one or two or three other
alternatives available in a large urban area with a hi gher
vol une of hospice services, or do you have a sense that
sonme of those or a lot of them m ght be | ow vol une
hospi ces that exist in rural areas, so that we m ght be
| osing access to that set of services nore broadly to --
al beit sparse, but to popul ati ons neverthel ess?

| was interested in your comment about the fixed

overhead | ow volune issue. You cited sone article that
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have been published recently about that. GCbviously we've
| ooked at those rel ationships before in ternms of making
recommendat i ons about refining paynent policies to better
align them given those circunstances and the hospital
care. So I'minterested in that point as well. But for
starters, any descriptive info on the geographic
di stribution.

M5. BOCCUTI: | wish | could, and I'Il try and
| ook for it in other places. The place where | got the
i nformation on declining enrollnment |ow volune and
i ncreasing enrollnment in high-volunme hospices, or the
nunber of hospices. |It's not enrollnent -- is fromthe
Federal Register listing. Wile it's broken down urban,
rural, it's not cross-tabbed that way so | can't figure
that out. But I'll look in other areas. | think that the
article that | brought up doesn't | ook across tine, but
"1l ook at that again to see whether there's a decline.
But | bet that if | look a little harder | could
come up with sonme of that or talk a little bit further
wi th CM5, because they have the data and we have to figure
out what to ask for and howto get it. So | can |ook into
t hat . Did that answer your second question as well?
DR. WAKEFI ELD: It did.
M5. BOCCUTI: It's not a situation where | can
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say that it's inpossible to get.

DR. WAKEFI ELD: Even on the issue of |ow vol une,
you may not be able to go there either.

DR. RONE: This was very interesting and | think
we're making real progress. | have a couple points, some
of which I've said before but just to reiterate.

First of all, I think the data and the
information on length to stay deserves a little nore
anal ysis. You say that the length of stay went up to 55
days in 2002. The table 6.3 shows it at 52 days.

M5. BOCCUTI: It should be 55.

DR RONE: But even if it is up to 55 and you
say the nedian is constant, the nedian is actually
declining from18 to 17 to 16, and the 25th quartiles is
about the sane. So really the point is here that there
are an increasing nunber of very long stay, and that's
what's going on. The 25th quartile is about the sane. So
| think it's worth just giving people a little bit nore
i nformati on about that so they don't have to connect al
t he dots thensel ves, because they headline otherwise is
going to be, average length of stay increasing, and it's
artificial. There are a small nunber of people who have
very long stays, and that's a good thing | think. But

it'"s just a little nore information.
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The second thing is, | don't believe we should
have a cap, a nonetary cap on a benefit that we all agree
the greater use of it is better. There is cognitive
di ssonance for nme when we say we want to increase the
l ength of stay in hospice and then we have a benefit that
has a financial cap. Because what you are going to do is
have nore and nore people get up to the cap just before
they die and then get kicked out of the hospice. So it
just doesn't nake any sense to ne, if | understand that
there is in fact indeed a financial cap. So |I would need
to understand better how that works. But to have a slide
that says there is a financial cap and --

M5. BOCCUTI: Let nme say a coupl e things about
the cap. You're right, we haven't gone into a policy
anal ysis about the use of the cap. It came with the
benefit when it was first established to allay concerns
about it going wdely out-of-control and being a budget
issue. It is not conmon to hit the caps, but it is
happeni ng.

DR ROAE: | would think it's happening with
that small proportion of the people with the very |ong
stays that are bringing up the nean.

MS. BOCCUTI: It's for one agency. It's on an

agency by agency basis, and it's their total nunber of
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patients. So it's not an outlier.

DR RONE: | see. Maybe that was described in
detail. | mssedit.

M5. BOCCUTI: So what it's saying is if an
agency hits the cap then their paynents have exceeded the
cap.

DR RONE: | interpreted it, and | may not be
the only one, as a benefit cap on a beneficiary, so |
apol ogi ze.

| woul d agree that the nmanaged care situation is
archaic and | think managed care conpanies are just going
to go devel op better progranms with respect to care at the
end of Iife. To whatever extent you want nore Medicare
beneficiaries in managed care, that will be a problem
But | would agree with that.

| do think that the last thing I'll say and we
said this before, the six nonths requirenment, which is
basi cal | y asking people to wal k through a door that says
over it, abandon hope all ye who enter here, is not the
way people think about thenselves and their lives. A
hundred years ago when | was practicing nedicine | would
say to people, you' re not responding to these treatnents.
It doesn't nmean we won't keep trying. I'mtalking to ny

col | eagues. Sone other things may cone up and we're goi ng
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about what if you don't respond, and there are things that

you shoul d be thinking about and talking with your famly
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about, and there are other approaches to treatnent that
you mght find helpful. You don't just say, sign this
paper.

M5. BOCCUTI: That is a unique eligibility
requi renent to the Medicare hospice program In private
pl ans they don't often require that kind of a signature.

MR. HACKBARTH: Here again, it was a provision
that was added | think strictly out of fear of the cost.
Sheila will know all of this firsthand.

M5. BURKE: Let nme just go back to '83 when we
did this. The challenge at the tine was that we really
didn't understand nor fully appreciate how people would
experience this benefit and how the benefit woul d be
utilized. There was little experience in this country.
Connecti cut was one of the few places where it was
occurring. W looked to Great Britain for essentially a
ot of the stuff that was com ng out of there, and there
were a nunber of fears.

One, there were trenendous fears about drugs.
There was this great issue we were going to create an

entire nation of heroin addicts. There was a trenmendous
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fear but what we didn't know about palliative care.

Secondly, there are a concern that people would
bounce. That they would choose this w thout acknow edgi ng
that they were nmaking a choice about this as conpared to
curative care. There was a sense at the tine that people
had to in fact -- that you needed to encourage people to
make those decisions. It was a crude way of doing that.

W also didn't really know what the tinmefrane
was, whether it was six nonths, whether it was two nonths,
whet her it was a week, whether it was eight weeks. So
what you' ve seen over the years is a growi ng acceptance of
that as a nethod of care and a willingness to essentially
make these transitions, although the I engths of stay are
still too short. People tend to choose to |ate, for one
of the reasons you suggest, which is people hold out hope.
Peopl e want to know that there is in fact that
opportunity, and making that transition, making the
deci si on between seeking curative care and accepting and
maki ng a decision to seek supportive care is a very
difficult one, so people don't make it, as you know better
t han anyone.

So it was at the tine an attenpt to get a
benefit in place with [ittle understandi ng of how people

woul d use it, and trying to control the fear around what
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t he cost would be, what the utilization would be, who
woul d choose it, why they would choose it. And also, that
you wouldn't literally have people this week do hospi ce,
next week decide they want to go back in traditional care.
So it was trying to create an environnent in which that
boundi ng didn't take place.

We are way beyond that, and the refinenents that
are suggested here, and a greater appreciation and
understanding clearly is what has to happen. But it was
done with the best of intentions given howlittle we knew
and our intention to do the best we could wth what we
knew at the tine.

M5. RAPHAEL: | think there is sonething el se
t hat happened and it is not as preval ent today, but in the
|ast five to six years there has been a ot of O G reviews
of the six-nmonth requirenment and a nunber of hospices were
cited for having cases that didn't fit in because the
physi ci an had not prognosticated accurately, which is very
difficult to do anyway. | think that has had a chilling
ef fect which takes a longer tine to dissipate than one
woul d t hink, even though that has receded and there's been
a CVs proclamation, go forth and don't be inhibited by
this unduly. | still see a |lot of hospices being very

skittish about this particular requirement. So it's
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al nost becone a nore forceful part of the programin the
| ast few years.

MR. HACKBARTH. Do we have sufficient
informati on from outside the Medicare program whether
it's private payers or other countries, whatever, at this
poi nt, that we could say this requirenment can be
elimnated w thout dire consequences, financial or
ot herw se?

DR. ROAE: |'ve been looking at this recently
and | don't believe so. | think that what happened for a
long tine is many health plans foll owed Medicare's
policies with their eligibility requirenments, as they do
with respect to coverage of things. |It's easy to defend
and who knew to do it differently. Now people at |least in
our firmare starting to look at this a little
differently. | don't think we've accunul ated enough
experience, but | think a reasonable policy recomendation
woul d be to change the six-nmonth requirenment on the part
of physicians to 12 nonths. Twelve nonths is really very
different and a mght relieve sone of the concerns that
Carol has just indicated.

| think that there could be a statenent about
the fact that curative care could continue to be offered

but some recognition of the fact that you're in a
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different stage. But this business about prom sing never
to ever |et anybody give you anything that m ght be
interpreted as curative is just too nuch to ask people.
|"msure there are people in the field, and I"'mnot in the
field, who have experience with this. But |I do think
t hese recent cases have been a problemand | think 12
nmont hs woul d give us a |l ot nore room

M5. BURKE: | think there are a nunber of pieces
inthis. One is the piece in terns of the determ nation
that you are seeking palliative as conpared to curative
care and that conscious decision to sign off. The second
is the cap. The third is the six-nmonth. You could
i magi ne nodi fying one of those without putting the others
at risk.

For exanple, you could go to 12 nonths, |eave
the ot her pieces in place and begin to understand
adjustnments to that and still probably not run the risk of
the program or the benefit going out of control. The
guestion is which of those pieces to nove before you nove
the other to see what the result would be. |If that's the
great inhibitor at the nonent, maybe doing that to 12
wi t hout renoving the requirenent they make a deci sion or
the cap, or just the cap based on sone better

under standi ng of acuity, mght be the way to begin to
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mani pul ate those pieces w thout great risk.

M5. RAPHAEL: There's been nuch nore erosion of
t he demarcation between curative and palliative and |
think we've dealt with that. | don't think the cap is a
maj or barrier frommy know edge nationally. | think the
six-month is.

And one other point that you made | think is a
barrier, which is if you don't have a fam |y menber who
can participate, that is a barrier. W have many Medicare
beneficiaries who are w dowed and don't have a famly
menber or don't have a child living in close proximty.
Anyway, | think that we should focus on the six-nonth
because | think that remains as the major issue.

DR. NELSON: Carol, you said that there has been
erosi on of the demarcation between curative and
palliative. Wuld you clarify that for ne? Use
congestive heart failure as a case in point, where it
m ght be damm hard to say what was palliative in terms of
medi cati on.

M5. RAPHAEL: Congestive heart failure is a
probl em for many reasons because you tend to have very
great difficulty in predicting what the I ength of |ifespan
will be for congestive heart failure. That and

Al zheimer's patients are the nost difficult to predict.
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But | think in ternms of using chenotherapy, it's no | onger
prohi bited to do chenot herapy for people who are in
hospice, and | think that's what | nmeant. So for cancer
patients there's |less of these barriers.

DR. ROWNE: But regardl ess of whether or not
Medi care prohibits it, you're still asking the patient to
sign a document which says -- and | don't think that
docunent has changed any in the last 20 years. So that's
the barrier that we're concerned about, |ess than the
clinical practice barrier. W need sone advice about how
to handle that | think

DR, REISCHAUER In a sense the length and the
cap are redundant at sone point. The |onger you nake it -
- if you say it can be up to a year -- the nore likely it
is that the cap will be constraining rather than the days
will be constraining. So | think in a way --

DR. NEWHOUSE: No, because you can keep goi ng
Wi th successive periods of eligibility.

DR. REISCHAUER But it's during a year. The
cap is for a year, average paynent per beneficiary over
t he year.

DR NEWHOUSE: But as | understand it, the
proposal was --

DR REISCHAUER |If the average rate got up at
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175 days from55 days | think we'd hit the cap.

DR NEWHOUSE: But as | understood it, it was
just to ask the physician to certify that the patient
would likely die within a year. But that doesn't
necessarily mean that the average use is going to go up.
It puts the physician less at risk.

DR. REI SCHAUER:  You don't have to worry if the
doesn't. But if you're fearful that extending that tinme
is going to lead to growh in the average tine span of
beneficiaries, then I'"'mjust saying that there is a
connection between these two and you shoul dn't get overly
worried. Just keep one. O I|I'mnot that worried about
your proposal is what |'m basically saying.

DR ROAE: [I'mnot worried about worrying you
about ny proposal. Because you don't want to spend the
money and | want the patients to be in the hospice.

DR. RElI SCHAUER: But we have to renenber that
the | atest RAND study suggests that people who participate
in this cost 12 to 18 percent nore than those who don't.

M5. BOCCUTI: Dependi ng on the diagnosi s.

DR. ROAE: | thought it was 4 percent.

MS. BOCCUTI: That's overall. He had a
different diagnosis in m nd when he was saying that.

DR. RONE: Actually what he had in m nd was that
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| hadn't read the study.

[ Laughter.]

DR REI SCHAUER | thought you hadn't, and
neither had I, but we could then have a conversati on about
it.

The ot her observation or question I'd like to
ask you is, with the Medicare drug benefit going into
effect, if we keep the paynent systemthe sane, in effect
aren't we boosting the margins of these entities? Because
one of the costs that they've been paying di sappears or
not ?

M5. BOCCUTI: The per diem paynent always was
meant to cover the palliative care prescription drugs.

Now if a patient has drug coverage it doesn't nean that
they're going to go and get those drugs -- they m ght get
them el sewhere, but the benefit still covers the drugs.

So it's going to have covered it just as it did before the
Medi care drug benefit.

DR, REISCHAUER But | was thinking, if | cane
in and | was a nmenber of this plan it wouldn't be paying
for the drugs?

M5. BOCCUTI: No. It's ny understanding that
t he hospice benefit would because that's always covered

t he drugs anyway.
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The only issued to bring up relative to the drug
benefit is that --

DR. REI SCHAUER. So when you go into hospice
then you have to stop payi ng your prem unf

M5. BOCCUTI: Unless you want it for non-
pal i ative care drugs.

DR. NEWHOUSE: Sonet hi ng el se may happen to you
that you can in fact curative care for

DR. REISCHAUER Is this going to be
conpl i cat ed.

M5. BURKE: The drugs in sone cases are uni que
enough that they're unlikely to be on a fornulary that you
woul d use in the normal course. It depends on the nature
of the drugs used in the hospice. |If they're pain
control, it would depend on what's in the fornmulary for
the basic drug benefit. You may still need things that
t he hospice wouldn't in the normal course provide
unrel ated to your --

M5. BOCCUTI: Right, if you have gout or --

M5. BURKE: Gout or any nunber of those things.
That would still be under the drug benefit.

M5. BOCCUTI: Maybe this is what you' re saying.
The drug benefit, the person probably has higher cost

sharing than what's in the hospice benefit. The hospice
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benefit is nil. So before the Medicare drug benefit there
was obvious financial advantage if the patient had a
termnal illness, there mght be sone incentive for them
to enroll in hospice to help with covering the oral pain
nmedi cations, if they didn't otherw se have drug coverage.
But that still may exist, and I have no data about the
demand relating to a drug benefit. But that could stil
exi st given that even if the person does have drug
coverage it's still nore financially beneficial to have
their drugs covered in the benefit. So that's really the
only interplay between the two.

MR. HACKBARTH. Any ot hers?

kay.

DR. RONE: \What are we going to do, make
recomendati ons?

MR. HACKBARTH. Not at this point, but we'll
take this up next year and in our next cycle and then nake
recomendat i ons.

Okay, we're going to have a quick clause while
we change the mc here.

The last itemtoday is chronic kidney di sease.

M5. RAY: Good afternoon. Recall that at |ast
nonth's neeting, Joan, Karen, Rachel and | discussed with

you i ssues associated with inplenmenting the chronic care
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i nprovenent program Section 721 of the MVA. Al so recal
that we will be including this analysis in our June 2004
report. We have revised the chapter to reflect your
comments fromthe March neeting, and please | et Sarah
Thomas know i f you have any additional conments.

In your mailing materials this nonth we included
in the revised chapter a case study on the potential of
care coordination services to inprove the quality of care
for patients with chronic kidney disease. The |ast
portion of the chapter includes the case study, and our
objective for today's session is the focus in on this case
st udy.

So let nme just go ahead and set sone context
here. The target conditions set forth by Section 721 are
di abet es, congestive heart failure, and chronic
obstructive pul nonary di sease. Chronic kidney di sease
patients will nost |ikely be anong the participants of
this program at |east some of them Diabetes is the
| eadi ng cause of renal failure. About 45 percent of
i ncident dialysis patients have di abetes, and about 30
percent have congestive heart failure.

Let me just to say here at this point that CVMS s
RFP to inplenent Section 721, however, excludes patients

wi th end-stage renal disease. |t does not exclude
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pati ents however before they progress to end-stage, so
chroni c ki dney di sease patients again will nost |ikely be
i ncl uded anong the participants.

This case study di scusses sone of the issues
surroundi ng chroni c kidney di sease that policymkers may
want to consi der when inplementing Section 721. So one of
the questions that we try to address is, does care
coordi nati on have the potential to inprove the care for
t hese patients?

The other thing | wanted to nention was, why did
we choose chronic kidney di sease for our case study? W
clearly could have sel ected other chronic conditions. W
sel ected chronic kidney di sease because of the
Comm ssion's longstanding interest in inproving the
quality of care furnished to renal patients.

So let ne define up front, what is chronic
ki dney di sease? People generally reach end-stage renal
di sease as a result of chronic progressive kidney disease.
t he national Kidney Foundation in their recent guideline
defines and divides chronic kidney disease into five
stages. That definition was included in the mailing
materials. Stage five is permanent renal failure, ESRD
In stage three, the National Kidney Foundation recomends

eval uating and treating conplications of chronic kidney
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di sease, and in stage four preparing patients for renal
repl acenent therapy. As | previously said, the
under | yi ng di sease that cause progressive kidney failure,
di abet es and hypertension, at |east diabetes is clearly a
target conditions and these folks will nost likely
participate in the program 721.

Wiy the interest in the potential of care
coordi nation for kidney disease? As the title nentions,
Heal t hy Peopl e 2010, one of its objectives is to reduce
new cases end-stage renal disease. ESRD, particularly
dialysis, is costly. Most patients who are ESRD are on
dial ysis. There are approxi mtely 300,000 dialysis
patients. Patients are hospitalized frequently -- about
twice a year -- and hospitalization and nortality rates
have remai ned high and rel atively unchanged during the
past decade. ESRD patients fit the profile of groups who
m ght benefit fromcare coordination as well as chronic
ki dney di sease patients, as | will show you. And finally,
ESRD has a negative inpact on patients' quality of life.

Qur review of the literature suggests that
del ayi ng or preventing end-stage renal disease nay be
possible. 1t may be acconplished by better care of
conplications of chronic kidney disease, |ike anema, for

exanple. Al so, better nmanagenent of conorbidities |ike
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di abet es and hypertensi on and ot her cardi ovascul ar
condi ti ons.

It's worth pointing out here that patients with
chroni c kidney disease are nore |likely to die of
cardi ovascul ar causes than to progressed to ESRD. It's
al so worth nentioning here that there are several prograns
that do focus on the pre-dialysis population. One in
particular is a large HMO in Southern California, and
another is actually an alliance, a western New York
alliance of insurers and providers. Both prograns attenpt
to identify chronic kidney di sease patients when they're
in stage three and four and then refer themto a renal
teamthat's conposed of nurses, physicians, dietitians and
soci al workers. The focus of the pre-ESRD care is on
conplications CKD, including anem a, placing vascul ar,
particularly AV fistulas, on proper nutrition, better
managenent of conorbidities, and patient education.

Anot her reason we are interested in the
potential of care coordination is to better prepare -- and
this is during the pre-ESRD period -- those stage four
chroni c kidney di sease patients who will progress to
permanent renal failure. There's sone evidence in the
[iterature to suggest that norbidity and nortality of ESRD

can be reduced if the conorbidities and underlying causes
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are better nmanaged.

Again, we're tal king about here surgically
pl acing an AV fistula, which takes several nonths to do
so, and providing education about the different renal
repl acenent therapy options, including honme dialysis and
ki dney transpl antati on.

Your mailing materials reviewed sone of the
l[iterature that suggests that ESRD norbidity and nortality
is reduced for patients who are referred to a renal team
earlier. To examne the potential of earlier intervention
anong chroni c ki dney di sease patients we contracted with
Direct Research LLC to follow chronic kidney disease
patients in the one year prior and the one year after they
first started dialysis. The goal of the study was to | ook
at the use and services and spendi ng based on the timng
of the patient's first visit to a provider with expertise
i n nephrol ogy, and Chris Hogan here will talk about the
benefits that he used to do so.

DR HOGAN:. My job was to find these people in
the clains and then track their costs and use of services.
You have to keep in mnd when you | ook at the results,
this is a retrospective study. W started fromthe first
date of dialysis, then we | ooked backward to the pre-ESRD

period, and forward into the ESRD period to track service
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use and costs.

Probably the nost inportant bullet point on this
whol e page is the next to the last. Mstly the only
people we can find are the elderly, and that's because if
you qualify for Medicare services based on ESRD only, you
start dialysis before you're on the Medicare program we
can't see your clainms. So we ad to find people who were
al ready Medicare enrolled and then | ook at their clains
before and after dialysis.

To make this as clean as possible, we took
Medi care's official dataset that tracks end-stage rena
di sease patients and matched it up against the clains to
make sure that we agreed with Medicare as to the initial
date of dialysis.

So Nancy asked ne to |look at a few indicators of
service, use and quality. Minly we wanted to see whet her
the patient was seen by a nephrol ogi st before the onset of
end- st age renal di sease, how soon before, how |l ong before,
and then what happened prior to and after? Particularly,
did they get sonme kidney disease related treatnments prior
to the onset of ESRD, and what happened to them after ESRD
began.

You have to keep in mind a fewthings. This is

sort of a rough-cut study. W |ooked for any nention of a
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physi cian specialty that being a nephrol ogi st and
physi cian specialty in Medicare is self-reported, so it's
self-reporting nephrologist. And if you had even one
visit we counted you as having had a consultation with a
nephr ol ogi st .

We have no way to make this popul ation | ook |ike
t he average incident ESRD patient because all we can do is
track the people who were already in Medicare before the
onset of ESRD. Probably nost inportantly, we did no risk
adjustnent. This is how the clainms shake out as you track
t hese people before and after the onset of ESRD. So we
didn't |look for the conorbidities. And the nunbers we
show you probably will not natch anybody el se's nunbers
because it's a very unusual population in that it's very
el derly for an ESRD popul ation. That's the only
popul ation for whomwe could find clains.

M5. RAY: So Chris classified our study
popul ation into four groups based on the nunber of nonths
between their first visit to a nephrol ogist and the start
of dialysis. Those four groups are, they first saw a
nephrol ogi st on or after dialysis, within 4 nonths before
di al ysis, between four and 12 nonths before dialysis, and
nore than 12 nonths before dialysis. So when | say late

referral patients |I typically nean those fol ks who didn't
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see a nephrologist until on or after they started
dialysis. And the early referral patients are typically
t hose that saw a nephrol ogi st nore than 12 nonths before
they started dialysis.

DR. REI SCHAUER  Just a question, sonebody who's
66 and has first dialysis at age 65 and six nonths --
you' re shaki ng your head.

DR. HOGAN. Actually, to make it as clean as
possible, | required themto have two years of Medicare
entitlement prior to the onset of dialysis. So they
actually had to be 67 before they started dial ysis.

DR. REI SCHAUER:  Concei vably they coul d have
seen a nephrol ogi st at age 48.

DR HOGAN: That's correct.

M5. RAY: That's right. This is just in the
period before dialysis.

DR. HOGAN. It's really the two years prior to
onset. And of course, if they were disabled they could
have been younger.

M5. RAY: Right. So | just wanted to reiterate
what Chris had said, that the results that we are going to
present to you are not representative of all incident
di al ysis patients because of the selection nethods that we

used. Qur study population is older on average than al
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i nci dent patients.

Second, as Chris also pointed out, these results
are not adjusted for potential differences in denographic
and clinical characteristics between our four groups.

So this pie chart shows you that 40 percent of
all patients saw a nephrol ogi st nore than 12 nonths before
they started dialysis. That's the good news. The not so
great news is that 45 percent did not see a nephrol ogi st
until four nonths before dialysis onset.

Chris also | ooked at when a patient first had a
claimfor chronic kidney disease; that is, |CD 9-585,
which is chronic renal failure. 51 percent had a claim
wi th that diagnosis code nore than 12 nonths before the
start of dialysis, and 18 percent had such a claimfour to
12 nonths before the start of dialysis, and 28 percent had
a claimone day to four nonths before the start of
di al ysi s.

Finally, another interesting piece of
information I'd like to mention that Chris just ran out
for us is the diagnosis of chronic kidney disease overal
anong the Medicare beneficiaries. Wiat Chris did was he
identified patients with at least two clains for that |ICD
9 of 585 which we are using as a proxy for chronic kidney

di sease, in a given year. So that diagnosis has increased
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fromO0.9 percent in 1996 to 1.6 percent in 2002.

Wiy is it increasing? The incidence of ESRD is
i ncreasing somewhat. And it could also be due to the
i ncreased awar eness of chronic kidney di sease.

DR. RONE: Is that age adjusted?

MS. RAY: No.

DR. HOGAN. But it's a relatively short tine
peri od.

MS. RAY: This is '96 to 2002.

DR. RONE: The average age of Medicare
beneficiaries --

DR. HOGAN. Crept up a bit, but not very much
over that period.

M5. RAY: Sone noving along to | ooking at the
use of services and outcones of the study population. In
this table of contrasted service use and outcones for the
early referral patients, those who saw a nephrol ogi st nore
than 12 nonths before dialysis and the late referral,

t hose whose saw a nephrol ogi st on or after the start of
dialysis. You will stay differences in the proportion of
patients who received at | east one nedication for chronic
ki dney di sease conplications |ike anem a or bone di sease.
This woul d be an injectable nedication. So it would be

erythropoietin, for exanple, for anem a.
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Rat es of hospitalization in the one nonth before
di al ysis are high for both groups, but yet again are |ess
for early referral patients. Use of AV fistula at |east
one nonth before dialysis is 30 percent for the early
referral versus 10 percent for the late referral patients.
Finally, there was a nodest difference in nortality one
year after dialysis, 25 percent versus 30 percent.

Turni ng our thoughts to spending, we do find
nodest differences in spending, $32,000 for |late referral
patients versus $27,000, and that was spent in the year
prior to dialysis. Again, there is approximtely a $5, 000
difference in the one-year after dialysis between these
two groups. You'll note that nost of the difference in
the one year before dialysis stens fromthe inpatient
spendi ng. Again that tracks back to the previous chart on
the rates of hospitalization in the one nonth before
di al ysi s.

Now this is spending for our entire study
popul ation. This tracks spending on a nonthly basis. So
mnus 12 is the twelfth nonth before dialysis, and plus 12
is 12 nonths after dialysis. The mnus one is that one
mont h before dialysis. You will see that spending peaks
in that nonth. Wen you |look at this sane bar chart,

separating out the early versus late referral patients,
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t he biggest difference you will see is in the nonth prior
to dialysis, particularly the inpatient spending.

So there's no surprise here that spending goes
up once they becone dialysis, and we' ve already spoken
about the spike in inpatient costs in the one nonth prior
to them becom ng end-stage renal disease. So then at
i ssue here is the potential of care coordination prograns
to reduce the hospitalization rate before and even after
di al ysis, and the inpact on spending after the program
fees would be included in the anal ysis.

So et me make just a couple of brief
conclusions. The literature suggests that earlier
intervention and the better managenent of patients with
chronic kidney disease nmay in sone cases delay or prevent
ESRD. Qur results showed that -- again, our results are
not representative of all incident dialysis patients --
but earlier referral of CKD patients to a nephrol ogi st may
reduce the norbidity and nortality associated with ESRD.
Care coordination prograns as configured under the | aw may
provi de opportunities to pronote earlier intervention and
i nprove managenent of stage three and stage four chronic
ki dney di sease.

Next steps that we could think of include

eval uati ng how well the contractors of 721 inprove the
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out cones of patients with chronic kidney disease, and to
exam ne the potential of different care approaches to
inprove the quality of care for these patients.

We' d be happy to take comments about this topic.

DR. REISCHAUER This is going to sound a little
gory. Wen we are conparing the costs, |I'm wondering
shoul d you take out the cost associated with the people
who died? The point is, if you | ooked at this over two
years and you kept the panel the sane then they woul d have
zero cost in year two and that's not the way one wants to
| ook at whether Medicare is getting a benefit or not from
this. But if you think there's the last year of life
probl em and every Medicare beneficiary is going to face it
sonetinme. Chris, you' ve probably thought about this a | ot
nore than | have.

DR HOGAN: | can offer sone comments. One, of
all the Medicare beneficiaries with high end-of-life cost,
ESRD pati ents have the highest. They al nost always die in
the hospital, so end-of-life costs are very inportant for
this population. M second thought was, the elderly ESRD
patients have an astronom cal nortality rate, 30 percent a
year die in this population. The average for all ESRD is
about 17 percent, and the younger ESRD is about 12

percent. So to have struck the elderly who died fromthe
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cost series entirely -- once they die we don't count them
in the denom nator anynore, so we don't |et the average
cost trail off with a bunch of zeroes on the end. W do
take the nont hs post-death out of the denom nator when we
cal cul ate our rates.

But it seenmed |ike such an inportant conponent
of cost that it was a judgnent call to |leave themin, but
it seened like a reasonable judgnent call to | eave t hem
in. W could certainly rerun the nunbers, exclude the
decedents. You'll see a lot |lower series, but |I'm not
sure that that's the nore rel evant series.

DR. RONE: A couple questions. | think this is
great that we're doing this, obviously. Wy didn't you
include transplant? The really el egant way to handl e
t hese patients is never to have themdi al yzed but to have
themgo right into a transplant, if they're seen well
enough ahead of tinme and get the work -- so |I'mtalking
about patients who were transpl anted but never dialyzed.

DR HOGAN: Never cane up

DR. RONE: Because that's really the way to do
it. You have a fam |y nenber who wants to donate. The
patient's renal failure is getting worse. Dialysis is
terrible, so you transplant the patient.

MB. RAY: | had considered that, and we can
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certainly do that.

DR. RONE: (Good; thank you.

M5. RAY: But we did put in rates of peritoneal
dialysis, and you'll notice with those rates of peritoneal
di al ysis how nuch | ower they are than all incident
di al ysis patients, again because of the age of our
popul ation. We're dealing with fol ks who are much ol der
on average than your incident popul ation, so rates of
ki dney transplantation will be even | ower anong our study
popul ation. That was my one thought of why | did not
choose to do that, but we certainly can. It's worth
| ooki ng at.

DR RONE: If you're | ooking at care nanagenent,
| think that whether they were seen by a nutritionist,
whi ch there should be a claimfor, wuld be a good
nmeasur e.

DR. HOGAN. That benefit only got covered
recently. So it's such a long tine series to pool enough
people to find --

DR. ROAE: But if you an epoch of the data in
which it's covered, because the thing that the
nephr ol ogi st does, after confirm ng that you have chronic
ki dney di sease, is send you to a nutritionist so that you

can start to get on the right diet, which is really what

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

220
it's all about, and then controlling your blood pressure
obviously. So that would be a nice nmarker.

The third is, | think one problemw th the logic
here, and you're very smart and |'m probably wong here
but that's okay, |I'mnot easily enbarrassed. You noticed
that 25 percent nortality in the year after dialysis
started in the ones that had been seen by a nephrol ogi st
and a 30 percent in the ones that hadn't, and you cone up
with a statenent that says there may be a benefit to
nortality. But let ne see if | got this right. [If you
see a nephrologist early then you're likely to be put on
dialysis earlier. That is, if you didn't see a
nephrol ogi st until the time that you start dialysis or
afterward, | bet your creatinine is higher when you're
starting on dialysis than if you had seen a nephrol ogi st a
year or two ahead of time and they were watchi ng and
wai ti ng.

If it's year after the start of dialysis and
dialysis is beginning earlier, then you woul d expect a
lower nortality rate in that first 12 nonths because the
people aren't as far advanced and as sick. So there's
something wong with ny logic and you tell nme what it is.

DR. HOGAN: |'m absolutely amazed that we have

nunbers that show that it's nuch better to be referred to
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a nephrol ogi st and you're di sagreeing with us.

DR. RONE: |'man insurance salesman. | used to
be a nephrol ogi st.

[ Laughter.]

DR. HOGAN. But the logic is it is very
difficult to draw a causal inference out of --

DR. RONE: |If you have the serum creatinine
val ues, | would bet that the serumcreatinine at the
outset of the dialysis under people who saw a nephrol ogi st
ahead of tine is lower. So | would take this statenent
out about the nortality. | don't think you can say
anyt hi ng about nortality.

DR. HOGAN. This is as another tough call
nmet hodol ogi cal |y because it was a retrospective study.
Your point is well taken. W took a crack at finding all
the CKD patients and then thinking of running -- at |east
to find the preval ence and running forward to see what
happened to them That would be a different study to do
t hat .

We al so took just an informal | ook at not risk
adj ust mrent, per se, but looking at a |ot of values for the
patients who saw the specialists and who didn't and it
| ooked |i ke the specialist was seeing the sicker patients.

So perhaps we could resolve this with a little nore risk

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

222
adjustnment to try and figure out --

DR. RONE: Up until you do a little nore | would
stay away from statenent, because -- you may be right but
we're really not confident that you're right until we do a
l[ittle nore study.

DR. NEWHOUSE: | agree with Jack. | think
there's going to be a tenptation to interpret it causally
if it's out there.

| had a picky, technical comment and a picky,
techni cal question. On the power cancellations, which it
| ooks like Chris did, the picky, technical comment is we
shoul d say what the assunption is on type Il error, which
wasn't there

DR HOGAN: Yes, | believe that's correct.

DR. NEWHOUSE: The question is, you show sanpl es
that woul d be needed for inferences in later years, and to
do that you need the intertenporal correlation, unless
you're just using the actual year to year spending.

DR. HOGAN. This is such a hard questi on.

MR. HACKBARTH. | was going to ask you the sane
thing if Joe didn't.

[ Laught er. ]

DR. HOGAN. We can go down this path but it

leads to all sorts of very difficult --

BRI GGLE & BOIT, Court Reporters 301-808-0730



© o0 N o o~ wWw N P

N NN NN R R R R R R R R R R
A W N b O O 0O N O O B O NN — O

223

DR. NEWHOUSE: | know, but it turns out that
even seemngly relatively small intertenporal correlations
matter a | ot for power calcul ations.

DR. HOGAN: Yes, the power cal culation that you
saw was one year at a tine, period.

DR. NEWHOUSE: That's what | suspect ed.

DR. HOGAN: It was the sinplest possible thing
to do. It is not clear how the care coordination deno is
going to be evaluated. The potential inpact of care
coordination on the nortality rate makes it a very
difficult thing to evaluate, because if |'ve suppressed
the nortality rate in year one I'mleft with --

DR. NEWHOUSE: No, it's not the nortality rate.
I"'mwilling to |l et you assune that the nortality rate --
maybe | shouldn't. You're saying you don't want to assune
the nortality as independent of the rate of spending.

DR. HOGAN: | don't know what to assune, and
|"ve asked a | ot of people and | haven't got a good
answer .

DR. NEWHOUSE: You can get a nunber on the
intertenporal correlation. That's not hard to do. And
you can put that into a power calculation. But then to
make sense of it you would need sone kind of |ndependence

assunption and that's probably not there. But the nunber
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that's here is not right either. Maybe you just don't
want to do the downstream the second year after start,
third year after start, nunbers.

DR. HOGAN: I'msorry, tell nme why that nunber
is not right.

DR. NEWHOUSE: Because basically observing two
peopl e for each of one year is better than observing one
person for two years because they're not independent.

DR. HOGAN: Yes, so what | --

DR. NEWHOUSE: And you're observing the sane
peopl e goi ng forward.

DR. HOGAN:. Right. | conpletely admt to doing
the sinplest possible thing and to ignoring that. But |
never got clear direction even fromthe Federal Register
notice as to whether the evaluation is going to be done on
were your costs in year three separate from-- | think
must be m sunderstandi ng what you're asking.

DR. NEWHOUSE: No, |'m assum ng that sonebody is
going to want to know the epi sode cost.

DR. HOGAN. The cunul ative three-year cost is
what you woul d rat her have seen?

DR, NEWHOUSE: Yes.

DR. HOGAN: | would love to do that cal cul ation.

And you want to see that in the report as opposed to a
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year at a tinme?

DR. NEWHOUSE: The one year will be the year at
a tinme, but, yes.

DR. HOGAN: You would Iike to see the three
years cunul ati ve done properly.

DR. NEWHOUSE: Yes, because if you are doi ng one
year at a time on the sane people, those cal cul ations are
not i ndependent.

DR. HOGAN:. Yes. | wll take that as the go-
ahead and go and do that.

DR, MLLER Can we get an estimate on how much
it's going to cost to find this out?

[ Laught er. ]

DR. STONERS: | may be junping ahead here too,
but when we | ooked at what the cost was for a year and
that kind of thing, it seens like to ne what we're | ooking
at froma cost standpoint is the cost-effectiveness of
chroni c care managenent or chroni c di sease nmanagenent. So
we' ve got X nunber of dollars here, if we take that to the
final step what would be the cost that was added on to
Medicare if this patient had been in sonme type of a
managed care program or managenment program or what ever?
Because it's the net net that's going to nmake a difference

here at to whether it was a cost effective thing for the
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Medi care programto do or not.

So |l think if we don't take this logic to the
next step in this chapter sonehow then it's not been nuch
gui dance as to whether or not this was a good programto
have or not to have. Only fromcost, not fromaquality of
care or whatever. But | think we need to sonmehow nmake
that |ast step at least in sonme kind of a discussion that
everything you see here in savings is not savings, if in
fact they've been in a new added-on expense chronic care
program So we're taking a glance at this chart |ike we
just saved $5,000 here. But we haven't because we've
incurred a new expense by contracting with these
i ndi vi dual s or whatever conmpany or managenment conpany or
what ever .

DR MLLER | think |I follow your point. W
shoul dn't be tal king about this as clear savings if our
hypot hesis is that sonebody is going to need sone kind of
managenment. There's a cost to that.

M5. RAPHAEL: | was wondering how you were goi ng
to exam ne the potential of different care coordination
nodel s? Because | think in a way this is a mcrocosmof a
group for whomthe now cl assical di sease managenent wil |l
not apply, where you really do need sone different nodels

given the conplexity of this population. W know that
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it's not out there. W don't know with the CClO to what
extent we'll really get some of the nodels, what they're
now cal | i ng case managenent nodels. So | was j ust
wonderi ng what your approach is going to be?

M5. RAY: That's a good question and this is
clearly sonething for the future that we would sit down
and think about. As a first step, there are a few
progranms out there that do focus in on the pre-ESRD
popul ati on and do provide some care coordination for that
popul ation, so would clearly be a first step.

To be honest with you, in ny search of the peer-
reviewed literature | did not find any studies with any
kind of statistical analysis on the pre-ESRD popul ati on
showi ng the benefits of such prograns. But that wll
definitely be a chall enge.

MR. HACKBARTH. Anyone el se?

kay, thank you very nuch

That concludes this afternoon's session. W'l
have a very brief public cooment. 1'd ask you to confine
your coments, if you have any, to things that we
di scussed this afternoon or this norning.

[ No response. ]

MR. HACKBARTH:. Ckay, hearing none, we wl|

reconvene tonorrow at 10:00 a.m For those of you who are
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used to 9:00, it is 10:00 a.m the public session

t onor r ow.

recessed,

2004. ]

[ Wher eupon, at 4:30 p.m, the neeting was

to reconvene at 10:00 a.m,
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PROCEEDI NGS

MR. HACKBARTH. |'msure Craig is going to
i ntroduce not just the topic but the speaker, as well.
but Nancy, welcone. Nancy and | knew each other a little
bit in Boston and had a few occasions to talk. So it's
good to have you with us.

MR LISK: I1'd like to introduce you to Nancy
Kane, Professor of Management in the Department of Health
Pol icy and Managenent at the Harvard School of Public
Heal t h.

Dr. Kane's research is focused on financial and
manageri al performance of health care organi zati ons.

Today she is going to discuss her work on I RS
form 990 as a data source for reporting on hospital
i nvestments, endownents and access to capital. This is
one of two reports mandated by the MVA that are due June
1st of this year which the Comm ssion will be discussing
t hi s norni ng.

After you're through with the di scussion of the
990 project with Dr. Kane, David, Jeff and I will discuss
t he ot her Congressional mandated report on the need for
and sources of current data to deterni ne the sol vency and
financial circunstances of Medicare providers.

DR. KANE: Thank you, Craig. Thank you
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Comm ssi oners and M. Hackbart h.

It's a pleasure to be here this norning to talk
about a subject that | probably know a | ot about it and
you probably don't want to know too rmuch about. So | wll
try to keep it brief brief. But |I guess Congress is
interested in nonitoring the financial health of hospitals
and understandi ng the inpact of not just Medicare but
ot her forces on the hospitals' financial condition, and
obviously is looking to the 990s as one of the nmjor
sources of information.

So what I"'mgoing to try to do today is give you
sone idea of how val uable and not so valuable at tinmes the
990s are as a source of information on these fairly
critical issues, and | think becom ng increasingly
chal | engi ng to under st and.

Just keep in mnd, the 990s' purpose is an
i nformati onal docunent required by the IRS and it's used
by the IRS and sone state oversi ght agencies like the

attorney generals in charge of charitable assets in a

state. It's used by donors. |It's often read by the nedia
nore than anybody else. In fact, that's where a | ot of
the attention is paid to charitable organizations. |It's

often the journalists trying to learn howto read these

things. | have given many sessions, in fact, teaching
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journalists howto read these things.

But their main purpose is to decide whether the
organi zati on continues to nmeet requirenents for tax
exenption and that's quite a different purpose than trying
to ascertain financial stability. Mny of these
organi zations are small and oriented towards non-health-
related activities. So again, a very different focus than
what you m ght want to know about in a hospital. And
that's where sone of the issues cone up when you try to do
financial analysis. And | will be explaining those in
nore detail in a few m nutes.

The good news about the 990s is the public
di scl osure has expanded a lot in recent years, since
around ' 96 when the I RS began to require that charities
put their 990s in a public donmain and the Gui deStar web
site came into being and therefore people have access to
t hem wi t hout having to go to the organi zati on and stand
there and beg for the form 990, which | used to have to
do.

Who reports? All tax-exenpt organizations with
greater than $25,000 in gross receipts, excluding
churches. Hospitals that are religiously affiliated do
report so they're not exenpt. But this neans nore than

220, 000 public charities and 60,000 private charities file
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sone version of the IRS form990. It's a lot of
organi zations, a lot nore than the I RS can possibly audit
or even review in any one year.

The types of information included on the 990s,
it's a six-page formplus up to 40 or 50 pages of
attachments. There are 105 itens that are specified and
requested in the forns, and there's 45 pages of
instructions. So it's a lot of data around the revenue
expenses. That would be sort of |like an incone statenent,
functi onal expenses. Again because of charitable purpose
there's a real interest in the division of expenses
bet ween what the charity programis conparing to the
managenent expenses and the fundrai sing expenses.

There is a disclosure of program service
acconplishnents. There's sort of a balance sheet. [|'m
sayi ng sort of because ny standard, by the way, is the
audi ted financial statenents that are governed by
general ly accepted accounting principles. So when | sort
of devalue a little bit the 990, it's because it doesn't
guite conme up to the generally accepted accounting
principles version or the audited financial statenents.

It al so discloses conpensation because of the
charitabl e issues involved with inurenent that the IRS and

others are interested in. And one of the npbst val uabl e
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things the 990 does is it lists all of the affiliates and
subsidiaries of the entity that's reporting. W'Ill cone
back to that, though because that actually makes it hard
in other ways to understand the financial condition of the
hospi t al

That's sort of an overview of the 990s. Now |I'm
going to get into the specific question of how valuable is
the 990 as a data source for reporting on investnents and
endownents. One of the first things you m ght want to
know is how well do they report information you need to
know about investnents and endowrents? Under generally
accepted accounting principles, investnments are broken up
into these various categories that are used differently
dependi ng on where they're comng from So there's
restricted and unrestricted is the first category, where
unrestricted is available for general operating purposes.
Restricted it is restricted by donors.

The managenent of a hospital cannot use donor
restricted investnents for any purpose other than the
donor specified purpose. So those assets are not
avai l able to nmeet an operating deficit or repay debt or

any of the general operating purposes of the organization.

Their unrestricted assets are broken up into
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operating cash, board-designated i nvestnents which are
amounts of securities that the board has said should be
used, usually for capital purposes. They can al so
undesi gnate them so they are considered avail able for
general operating purposes.

And then a third category is trustee-held
i nvestments which are investnents set aside under some
sort of contractual arrangenents such as debt service
funds or self-insurance funds.

Only the top two categories of unrestricted
funds, operating cash and board-desi gnated cash, are
commonly used to create ratios that creditors woul d | ook
at for the availability of cash or days cash on hand as
part of assessing hospitals' financial health. So you do
need to be able to segregate out these categories to do an
effective analysis of hospitals' liquidity and days cash
on hand.

The bad news is in the 990 none of these
categories are recognized. Al investnents are reported
on one line itemon the balance sheet. So sonetinmes it's
di sclosed in the attachnments but the attachnents, as |
say, do take a little nore tine and are rarely collected
in any kind of automated form

Anot her issue around investnents, and one reason
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you might be interested in investnents is that they
generate income. And the incone generally cones in three
different classifications. |If you |look across the top of
nmy slide, the top row, there's dividends and interest
income, there's realized gains and | osses which is
basically what you realize when you sell the asset for
above or bel ow cost. And then there's unrealized gains and
| osses which is the fluctuations in market val ue of
i nvestnments that you continue to hol d.

Under generally accepted accounting principles
i nvestment incone hits the income statenent or not
dependi ng on which type of investnent it cones from So
if it's an unrestricted investnent it hits the incone
statenment unless it's unrealized gain and | oss, in which
case it does not hit the inconme statenent.

DR RONE: |1'd like to ask a clarification
because | just renmenber things as being a little different
than the way you stated them Nancy. so naybe you can
clarify this for ne.

| was under the inpression that for a restricted
gift of an endownent that, perhaps dependi ng upon the
| anguage of the deed of gift, capital gains on the corpus
can in fact be used for unrestricted purposes. And

therefore, would appropriately be included by rating
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agenci es and ot hers when they're | ooking at the financi al
stability of an organi zati on.

DR. KANE: Dependi ng on how detailed you want ne
to get. You're absolutely right, some donors do stipulate
that their endowrent is to be set aside in perpetuity.

But sonme of the return may be used for general purposes.

But it's not all.

DR. RONE: Sone organization that gets to be
nost of the --

DR. KANE: That's correct.

DR ROAE: So in arestricted category --

DR. KANE: Unfortunately, that's the genera
notion. There are states that allow hospitals to keep al
of that in a restricted account and have all of the incone
accrue to a restricted net assets until nanagenment chooses
touse it. So it will go back and forth. You have to be
able to read the footnotes, let ne put it this way, to
know when the restricted asset incone can be noved into
unrestri ct ed.

So in general, and I'mreally trying to keep it
general , depending on where the investnent incone is
coming fromit either hits the income statenent or it
doesn't. If it doesn't, it hits the change in equity,

change in net assets. And that's an inportant distinction
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in ternms of determning, for instance, your excess revenue
or your bottom i ne.

Unfortunately, the 990 doesn't keep that
distinction clear. So there are many tinmes when the 990
is looking at incone that should have just been a change
in net worth or net equity in the donor-restricted assets
that it classifies as incone that goes into what you woul d
call your incone statenent.

And that's one of the biggest problems with the
990. If you want to know the bottomline, you ve got a
m xture of restricted and unrestricted revenues in there,
and you need to know exactly which ones should go on the
bottom | i ne.

|"ve conpared these to audits and it's often
off. In fact, I'lIl give you an exanple of that.

MR. HACKBARTH. Thanks, Jack, for the question.

Just one rem nder before Nancy proceeds.

Because of the statutory deadline for this report, which
is June 1 of this year, this is going to be the only tine
that we discuss these matters. So it's even nore

i nportant than usual that if you have questions or you
have concerns, this is going to be your opportunity to get
themclarified in we're fortunate to have Nancy here to

hel p us do that.
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DR. KANE: So | won't be counted agai nst going
over ny tine?

| think just to show you how i nportant
i nvestment inconme is and understandi ng where it's com ng
fromand how much it is, this is a charge of a state that
| generated fromtheir audited financial statenents, not
the 990s. And what this shows you is the excess revenue
for all the hospitals in this state for the period '98
t hrough 2002 fromtheir audited financials.

What | want you to notice is how nmuch of a
di fference investnment inconme makes in the | evel of excess
revenue, which is the nunmerator by the way of your total
margin figure, which | know you'll be tal ki ng about again
inalittle bit.

So one of the things you mght notice fromthis
chart is that investnment income was driving the excess
revenue right up through 2000. And then suddenly, you
know ri ght when the stock market doesn't do too well.

2001, 20002 investnent incone practically disappears.

In that sense, the total margin woul d make these
hospital s | ook worse over this period. However, the green
is their operating inconme which is the result, basically,
of their patient service mssion. And you see it rising

over this sane period.
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So if you're just |ooking at total margin,
you' |l think oh, they're doing worse over this period.

But if you're concerned with how the third-party paynent
systemis operating or how the patient care mission is
doi ng, you get the exact opposite inpression.

So again, this is just to explain how inportant
it isto be able to pull out investnent incone and
understand its inpact on the bottomline.

|"mgoing to take this year 2002 --

MS. ROSENBLATT: Nancy, |'msorry.

When you're using the terminvestnent incone,
are you only counting what's comng in? O is it net of
what m ght be going out? |Interest expense.

DR. KANE: It's before interest expense, which
is actually an operating expense. There may be sone ot her
nets against it that relate to the cost of managi ng the
investnment fund but it's not counting interest expense
that you use to service your debt.

Let's ook at 2002 for a mnute. You'll notice
that i nvestnment income has practically di sappeared and
t hat ot her non-operating revenue is negative. | just want
to give you a sense of the magnitude of what's underneath
t hose nunbers, and to help you to see why it's inportant

to be able to pull out investnent inconme and its various

BRI GGLE & BOIT, Court Reporters 301-808-0730



© 00 ~N oo o b~ w N P

N RN NN R R R R R R R R R
A W N P O O 00 N O O B W N —» O

243
cat egori es.

This is that 2002 of that state. And you can
see that contributions are positive but investnments and
other entities, they're losing cunul atively about $5
mllion that year. |Interest and divi dends generated $31.8
mllion but that was al nost entirely offset by realized
and unrealized losses. That's basically the effect of the
stock market drop in 2002. So they end up havi ng negative
non-operating revenue.

But again, if you're trying to assess the
performance of an organization, it really does help to
under stand where the negativity is comng from And here
you can see very much it's related to the drop in market
val ue of investnents.

The next issue | wanted to talk about is capital
access. And these are neasures of capital access by
financial stability. This is the sane state that |'ve
been showi ng you all along. And as of 2000 we had roughly
seven years of data on these hospitals. What |1've done is
pull out seven of the key ratios that one would | ook at to
deternm ne capital access.

What |'ve al so done is categorized these
hospital s based on seven years of data as to whether they

were distressed, whether they had red flags, which neant
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t hey had some bad things in their performance that you
woul d worry about as an anal yst, whether it |ooked |ike
t hey had barely sustainabl e perfornance or whether they
| ooked advantaged, |ike they were had very strong
financial performance and it gave thema conpetitive
advant age.

This is one state. This is not, by the way, a
typi cal state necessarily. | don't know what a typica
state | ooks |ike because we don't have a national dataset
that does this this way. But it gives you a sense, by
categories the hospitals this way, how these seven ratios
differentiate across varying degrees of financial
distress. And it hel ps you understand why these ratios
are quite useful to have if you're going to assess access
to capital

What you see, very clearly, total margin pretty
much correlated with the financial stability or
instability, operating margin also very much correl ated.
Days in accounts receivable which is, by the way, one of
the ratios that you can get fromthe 990 pretty cleanly,
does not differentiate nuch across these four categories
inthis particular state. This is really how fast are you
col l ecting your revenue. It doesn't look Iike the

financial instability in this state is caused by sl ow
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paynent .

Days cash on hand, very closely related to
financial status. Again, you can't calculate that, as |
nmenti oned before, because of the poor categorizations on
the 990 of investnents.

Equity financing, which is a proportion of your
total assets financed by equity, pretty much correl ated
and you can get that froma 990 reasonably well. It's
actually close to the audited.

Debt service coverage you cannot get fromthe
990 but it's a key ratio used by creditors and you can see
again it's highly correlated with financial status.

Aver age age of plant, you can get fromthe 990
and it does show a relationship with the financial status
cat egori es.

DR ROAE: Nancy, I'ma little concerned if a
table like this is going to appear in the MedPAC docunent
because it indicates that MedPAC feels that an operating
margin of 1 percent is sustainable, makes an institution
sust ai nabl e.

These are not-for-profits, so there's no tax and
presunmably not many hospitals pay paynents in |lieu of
taxes. But there are capital expenditures that are

required. | just don't see 1 percent as being
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sust ai nabl e, maybe necessarily. W get into a |ot of
argument s about what the nmargin should be when we try to
figure out what the paynment adjustnents should be.

If we're going to publish this, | don't want it
out there for people to reference as MedPAC s definition
of a sustainable hospital.

DR. KANE: That's really up to you how you want
to categorize it. | will say a 5 percent total margin
does help and so does an eight-year-old plant, which is
ri ght about the national nedian.

DR. ROAE: But the operating margin on the slide
is 1 percent. And | don't think it's sustainable. You
can't sustain an institution and nmake any capital
i nvestnments over tinme at 1 percent in ny mnd, in ny
experi ence.

DR. KANE: Well, these places have actually
survived and are still doing very well in 2002.

DR REI SCHAUER. Wiy can't you? They have a | ot
of investnent incone and they choose to use that for good
pur poses.

MR. MIULLER: But Nancy said, we don't know what
is a representative sanple, and so forth

DR. ROAE: They don't have a | ot of investnent

i ncone. Mbst of their endowrent is restricted.
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DR. REI SCHAUER: |'m saying they may or they may
not. And | don't think we really know.

DR RONE: You can't tell fromthat, but there
are hospitals, and Ral ph's nay or may not be one of them
that would find a 1 percent operating margin to be the
only source they had of capital for IT inprovenents or
ot her kinds of changes in a market that demands those
ki nds of changes.

It just seens like a definition that maybe it's
the right definition. But |I'mnot sure we've discussed it
here at MedPAC

DR. NEWHOUSE: But isn't that a question of how
we just | abeled the colums?

DR. RONE: Absolutely. Maybe you want to cal
it stable.

DR NEWHOUSE: Shoul d there be some indication
of the range or variability within each of the col ums?

DR KANE: That's fine. | can do that.

DR. RONE: For the purpose of this analysis, but
it could be used for a different purpose. That's all.

MR. HACKBARTH: |'m not sure whether there is an
intent or not to include this particular table in a MedPAC
report. The way | understand it is Nancy's using this to

try toillustrate to us what's available on the form and
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how well it correlates with different |evels of financial
performance. And what |abel you attach to them we don't
need to focus on right now

Your point is well taken though. | hear you.

DR. KANE: Any other questions about these
rati os and what they nmean? And the fact that only three
out of the seven are available in a reasonabl e way out of
a 990.

| wanted to give you an exanple of, a conparison
actually, of a 990 versus the audited financials. And for
good neasure we threw in the Schedule G fromthe Medicare
Cost Report, which you may or may not want to tal k about
t oday.

What you see here on the incone statenment of
this very large teaching hospital is the net patient
service revenue across the audit, the 990 are close. The
Medi care Cost Report, for some reason, has a | ower net
patient service revenue. And that can be for a | ot of
reasons that I won't go into today, but | did wite a
whol e article about that, if you want to read it some day.

But where the 990 has real discrepancies with
the audit is under other operating revenue. And that's
the problemof the mxing of restricted and unrestricted

revenues where it's putting into the inconme statenent

BRI GGLE & BOIT, Court Reporters 301-808-0730



© 00 ~N oo o b~ w N P

N RN NN R R R R R R R R R
A W N P O O 00 N O O B W N —» O

249
revenues that the audits say do not belong there. They
bel ong as a change in net assets in a restricted account.

What that does, if you scroll on down to the
operating incone, it throws the operating income off by
about $20 million and makes it | ook better in the 990 than
it isin the audit.

Now sonme of you who are | ooking at the Medicare
Cost Report columm are probably sayi ng wow, | ook how cl ose
t he Medi care Cost Report is on the operating income. And
that's great and once in a while that happens.

But then if you keep on goi ng down bel ow t he
operating incone, here's where the Medi care Cost Report
gives you trouble. It doesn't properly classify the
investnment inconme. It calls it a donation, a
contri bution.

And then if you get to the bottom bottomline,
excess revenue over expense, the 990 continues to be off
by $20 million because it's got restricted revenues m xed
in there. But the Medicare Cost Report had this other
unfortunate area called other expense in which they put in
capi tal donations and ot her changes to net assets that
don't run through an incone statenment. But they ran
t hrough the inconme statenment on the Medi care Cost Report.

So you end up about $25 million off on the Medicare Cost
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Report in the bottomline.

kay, these are little nunbers on a percentage
basis. The audit gives you an operating margin of m nus
1.4 percent and a total nmargin of mnus .1 percent, both
of which are below that state's nedian operating and total
margin. The 990 does not | ook a heck of a |lot better
except that it raises this hospital into the top half of
performers in their state. And the Medicare Cost Report,
it depends on which nunber you want to pick, where they
land relative to the state nedi an.

So these are small nunbers. People say so what,
it all conmes out in the end. But actually, if you're
really trying to do financial analysis and conpare it to
their peers or their state or national data, even these
smal | nunbers that are operating income and total margin
make a difference. Therefore, it is better to have
sonmet hing accurate in trying to understand your bottom
line, your total margin and your operating margin.

Anot her hospital that is nmuch smaller shows
that small classifications can make a huge inpact. This
is acritical access hospital. Cbviously people are
concerned about their operating perfornmance and how wel |
they' re doing. They've been deened an essential comunity

hospital. If you | ook at operating incone on the audit
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t hey make $800,000. |If you look at it on the 990, they
| ose $39,000 as it relates to how they've classified their
expenses. And they are obviously not the sane
cl assification, whatever reason. It turns out they have

the sane total margin but a very different operating

mar gi n.

So if you look at the operating margin under the
audit it's 5.8 percent. One would conclude -- | think
even nmaybe Dr. Rowe woul d conclude -- that's probably

sustainable. But if you |ook at the 990, you go that's
not sustainable. It's mnus .3 percent.

So again, the classifications of your expenses
and your incone really need to follow generally accepted
accounting principles to get a conparabl e and sust ai nabl e
read on what's goi ng on.

There are other issues around 990s that are
inportant to appreciate. One is that they don't report
any faster than the Medicare Cost Report in ternms of
comng out. They are allowed to report five nonths after
the close of the fiscal year and many of them request
extensions and so you don't get themuntil eight or nine
nmonths after the fiscal year. |If you're relying on
QuideStar it's usually a two-year |ag.

So in 2004, right now, I'mable to get nost of
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the 2002s when | go in and | ook for a particular hospital.
So not an inprovenment over the Medicare Cost Report.

In terns of reporting inconsistencies, there's a
| ot of variability in the conpl eteness and the accuracy,
al t hough the CGuideStar disclosure has hel ped enornously
because now t hey know soneone can actually get access to
these things and read them But the problemis the IRS
really can't enforce any kind of reporting consistency.
Their audit staff reviews .43 percent or |ess 1 percent of
charitable 990 filings and it's pretty inpossible. And
they' re nostly | ooking for whether they're conpliant with
charitabl e requirenents, not whether they're financially
stabl e or have accurately reported their incone statenment
and bal ance sheet el enents.

In terns of electronic availability, the
CQuideStar is great but it's one by one by one, with again
the 40 to 80 pages at the end of the six-page form Those
of you who have used them have probably gotten a conputer
headache by going through, if you don't downl oad those
onto paper.

There are sone el ectronic datasets but they do
not pick up nost of the elenents that you would need to do
financial hospital analysis. For instance, the NCCS, the

Urban Institute collects these pieces of a 990 on a gig
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core dataset. |If you |look at the bal ance sheet itens they
pick up, the only one they pick up is total assets. So
you don't have any breakdown of anything that woul d be
useful to you for doing any of those capital asset ratios
or understandi ng i nvest nent categori es.

And | guess the last part that's really critica
to understand is the issue of affiliated organi zations.
The 990 and the Medi care Cost Reports and the audits and
have this problem except that it's easiest to figure out
froman audit whose reporting and what that means, in
terms of what you' re seeing and what you're not seeing.

So the next chart shows you, all these entities
are in one stage but it's a nulti-hospital systemand it's
in 2002. Wat you see is a parent conpany, a systemA, a
corporation B, a major teaching system and then seven
nore affiliates.

The Medi care Cost Report pulls out all the
yel | ow boxes here, the hospital, two physician practice
conpani es, and a real -estate conpany. The Schedule G on
t he Medi care Cost Report reports on all those entities.

The 990 reports on just the entity that's
outlined in pink, which is just the nmajor teaching
hospi t al

And the audited financial statenents give you a
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consol idated view of all of these entities as well as
consol i dati ng breakdowns on each one. So when you want to
| ook at financial status, it mght help to know what the
hospital is enbedded in, how the hospital is doing on its
own, and then howit's doing in the context of its |arger
organi zational affiliations.

And the next slide gives you sone sense of what
that means. | did do the ratios off the audit. On the
pi nk col umm the hospital only, the yellow colum the
single systemwith the Medicare Cost Reports picking up,
and then the green colum the consolidated health system
And what you see for our ratios, our capital access
ratios, is that the hospital is actually doing quite well,
a 3.2 percent operating margin, 6 percent total margin,
col l ecting receivables fine, 195 days cash on hand, al nost
five times debt service coverage, six-year-old plant,
pretty darned good.

The single hospital system does |ess well.
particularly on the operating margin, a little | ess cash.

But the consolidated system when you throw in
all of the entities, all the conmpanies, all the different
affiliations, the systemas a whole only a .2 percent
operating margin and a 2 percent total margin. And there

| am happy to agree that these guys don't |ook good. And
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| wouldn't classify the consolidated as a sustai nable
margin over all. Although they still have pretty decent
cash on hand and average age of plant.

I n general when you see these conpl ex
organi zations, if you have a healthy hospital, it is not
uncommon for that hospital to be what we call fromny MBA
days the cash cow for the system where the cash is | eaving
t he hospital and supporting all of these different
entities in varies ways, sone of which are quite strategic
and sonme of which I don't understand fully but perhaps
soneone el se can figure that out.

DR RONE: | think the reason it's not easily
understood is because you can't understand it fromthese
nunbers because there are m ssions beyond the bottomline,
the community m ssion or the educational m ssion, which
drive a lot of those other investnents so that they may
not | ook good fromthis point of viewbut it's still
inmportant to the institution or the board.

DR. KANE: And | think one of the things that
you as a group nay want to tal k about at some point is
when you' re thinking about how effective is a third-party
paynent system which mssion are you trying to cover
financially? And that's sonmething | guess you all can

work on in your spare tine.
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Another affiliate nodel that's actually a
problem fromboth the audit perspective and the 990
prospective and the Medi care Cost Report perspective, is
what I'mgoing to call the foundation nodel. That's
probably not generalizable, but this is an exanple of a
foundati on nodel in which both the Medicare Cost Report
and the 990 are trying to give you informati on about the
hospital entity but there's no bal ance sheet. It
basically has nost of the assets in the hospital entity
are what is called interconpany receivabl e or sonething
meani ngless. O this $177 mllion in assets, $105 mllion
is a receivable. So you don't really know anyt hi ng about
pl ants or debt or any of these. There's no data because
the data is all consolidated and the hospital system has
not created an audited separate entity statement for any
of the other entities.

So you have a foundation with $608 mllion in
assets, $350 million in investnents, $167 million in tax-
exenpt debt. But you can't find that fromthe Medicare
Cost Report or the 990 because it's all up there in that
foundation. What they say in hospital's 990 is we can't
do it. This foundation hospital is related to other
organi zations, the financial statenents are only avail able

on a consolidated basis so we can't give you a bal ance
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sheet. They do give you sort of an inconme statenent.

And that creates obviously a |lot of problens
because a |l ot of hospitals do follow this nodel where you
can't pull it out of the enbedded whol e.

To summari ze and maybe add a few nore points,
there are sonme benefits and there are sone drawbacks to
the 990. The good news is all private non-profit hospitals
do seemto be reporting on the 990 forns. The bad news is
publicly-owned hospitals and investor-owned hospitals do
not report a form 990 because they do not fall under the
charitabl e classification.

The bal ance sheet does provi de sonme usef ul
rati os although the bad news is you often have to use the
attachnments so it's labor intensive. I1t's not an
aut omat ed type of exerci se.

Wth some changes, which various organizations
that nonitor these 990s have suggested, the incone
statenment could be rmade nore usef ul

Al so very hel pful, when you're |ooking at an
audit, is to have the 990 to give you hospital |evel
detail when you can't get it fromthe audit. But they're
not filed electronically and the hospital entity data is
not audited. This is self-reported data and it doesn't

al ways correspond to the audit.
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| f one wants to do a | arge national sanple of
990 data and to tell you what's going on with the hospital
industry nationally, it requires an analyst to spend a | ot
of tinme because you don't have footnotes, you don't have
the right classifications of revenues or assets, there's
no cash flow statenent which is one of the key neasures
use for understanding financial health, and the
attachments are not uniformy provided.

So agai n, six pages of fornms, 40 pages of
attachments. An analyst would need a ot of tine. |['ve
timed nyself a couple tinmes. It takes anywhere from one-
and-a-half to two days to do five years off a 990, to get
them standardi zed in any way that you think you have sone
i dea of what's going on, although you still don't know for
the incone statenment what's operating and what's not
operating, what's restricted and unrestri ct ed.

And you cannot do any of this as a clerk. You
have to have a financial accounting background. You need
sonebody who's fairly well trained to do it.

DR. MLLER That was two days for one entity,

right?
DR. KANE: One entity, yes. That was ne.
DR. RONE: And that was you.
DR. KANE: Wi ch neans when ny husband does it
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it's three days.

[ Laught er. ]

DR. KANE: Findings, the 990s are a useful
alternative to the Medicare Cost Report when audited
financial statenents are not avail able at the hospital
entity level. 1It's very hel pful as a supplenment but it
does require a lot of analytic effort and trai ning.

The Medi care Cost Report is in electronic form
which is helpful, if they could make Schedule G a better
schedule. And | think the staff will be tal king about
that |ater.

And regardl ess of reporting source, there really
needs to be sone kind of effort to decide what entities
are you interested in. | think you should be interested
in both the hospital and the whole and be concerned about
what's going on across the hospital and it's whol e and
what kind of financial inplications the whole has.

But the reporting for that has not really
followed that. So for public policy purposes it is quite
hard to get a conplete picture of the hospital's financi al
condi ti on.

| think it that point | should stop. Any nore
guestions?

MR. MIULLER: Thank you for that very usefu
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presentation, Nancy, again.

| think, as you said right fromthe start in
your first slide, the report was created for another
pur pose. And when you have a report created for another
purpose it's very hard then to neet other objectives with
it. So | think in many ways it's sonewhat dispositive of
how one can use this. | look forward to obviously your
comments, and the staff, on how to better use the cost
report.

But | think your summary pretty much started
fromthe first slide, which said this is not what it was
created for.

Thank you.

MR. HACKBARTH. O her questions, coments?

DR WOLTER: Is there interest or is anybody
| ooki ng, other than ourselves, at the 990 and suggesting
that it be changed so that it would be nore useful? 1Is
the RS | ooking at this at all?

DR. KANE: | think the IRS is not |ooking at it
as a tool of financial analysis. Again, they' re going
back to their purposes. The Urban Institute's National
Center for Charitable statistics, NCCS, is |looking at the
990. | just read sonmething that was about five pages of

suggestions, sonme of which would make it nore useful.
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They do pick up on the restricted/ unrestricted probl ens.
They do pick up on the consolidation problens.

But again they are very nuch focused on the
charitabl e i ssues. They really want nore di sclosure on
conpensation and loans to insiders. So they're never
going to get, because they're |ooking at such a w de range
of organi zations, they're never probably going to get to
the level that you need to get with a hospital, which is a
huge entity. They're looking at these little tiny
organi zati ons, many of them conpared to hospitals.

So | don't see that upgrading to the |evel that
sonmeone whose organi zation is totally focused on a
hospital would get to, |like the Schedule G would be
focused on hospitals, could put in requirenments around the
way hospitals report data and be consonant with the audit
requirenents. | don't think the 990 will ever achieve
that | evel of conpliance or disclosure.

DR REI SCHAUER: Nancy, | thought that was a
summary of where we are and where we can't go. The fact
of the matter is that there's no way on god's green earth
that the IRSis going to nove in a direction that would
make this useful for what we want because its mssion is
different and is limted to that m ssion.

There will be electronic filing of the 990s

BRI GGLE & BOIT, Court Reporters 301-808-0730



© 00 ~N oo o b~ w N P

N RN NN R R R R R R R R R
A W N P O O 00 N O O B W N —» O

262
slowy taking place. So as Nancy says, it will be easier
to get the stuff off the basic form But rmuch of what you
want is in the appendices so it's not clear at all. And
that won't be electronically useful, | don't think. And
to the extent that we, at the Uban Institute, do del ve
into this area it really is to exam ne the evol ution of
the non-profit sector broadly defined.

So | don't think there's a |ot of hope in that
direction either.

MR. HACKBARTH. Any ot hers?

Schedul ed next is the staff presentation and |
think the general drift of the conversation here is that
the 990, per se, probably is not the tool to depend on.

t hi nk Nancy nentioned, at |east in passing, that another
direction to go is the Schedule Gin the existing cost
report and inproving that in certain ways. | think
that's, in part, what the staff are going to discuss with
us.

Sol'd like to have that. | hope, Nancy, you
can stay and the ensuing conversation nmay conme back to
some of issues that you've raised in your presentation.

Bef ore you go, could | just ask you a broader
guestion? obviously we, in MedPAC, have focused not on

the total overall margin for providers. |It's been our
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policy to look specifically at the Medicare nmargin for
hospi tal s base our recomrendati ons on that.

These Congressional requests are, of course,
requests we need to neet but they are sort of a different
thrust | ooking at the overall financial performance of
hospi tal s.

Looki ng however at the Medicare-only financial
status of hospitals, what we have seen recently is
declining Medicare margins for hospitals. And when we do
that cal culation, incidentally, we |look not just at the
inpatient but also if the hospital has outpatient
departnent, hone health, SNF. We |ook at all of them
aggr egat ed.

And when we get back in the fall to | ooking at
Medi care financial performance of hospitals and noving
towards an update recomendation again frankly, I'ma
little concerned about what we're going to find given the
recent trend of significantly declining Medicare margins.

You're | ooking at the hospital sector froma
very di fferent vantage point, |ooking nore at the overal
fi nanci al performance of hospitals. |'d be interested
just in hearing your inpressions of what's happening, the
financial status of hospitals overall based on the work

that you do?
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DR. KANE: Well, as you know, | don't have a
national sanple. | do look at different states, often the
whol e state, but they're not representative. And | do
| ook at some of the indices that are in the public donain
such as the hospital al manac and sonme of the data that's
out there.

And | think hospitals, which you see often is a
peak going up to around 1997 and then they start to cone
down to around 2000, and then they start to nove back up
again. That really goes along with perhaps it's the
third-party paynent system paying better as the prem uns
have been allowed to rise.

But that's very general. There are big w nners
and there are big losers still out there. So as an
industry it's got a huge range in perfornance.

So | think generalizing about the industry is
very hard. Sonme of the bigger, wealthier, conpetitively
advant aged organi zations are doing very well, particularly
if they have basically a nonopoly strangl ehold on a
mar ket. \Whereas sonme of the smaller hospitals, maybe
nunber two or three or four in the marketplace, don't do
so well, often again related to the negotiation process in
the private sector.

So Medicare is not the only driver, obviously.
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So | think it's very hard to generalize. 1'd say they're
doi ng better as a whol e because of the pulling away of
sonme of the constraints on the private sector.
MR. HACKBARTH. Wy don't we proceed then to the

staff presentation? Craig, are you |eading the way on

t hat ?
MR, LISK: David' s actually going to introduce
t hi s.
MR. GLASS: Nancy's going to stay right here.
Good norning. This one is the second of the two
reports Craig referred to. W call it the data needs

report is the short title for this.

In Section 735 of the MMA, Congress required
t hat MedPAC report, as the slide shows, on sources of
current data to determ ne solvency and financi al
ci rcunst ances of Medicare providers. Not just hospitals,
ot her Medicare providers as well. And although we're
tal ki ng about Medi care providers, as d enn pointed out,
this is tal king about total financial performance and it's
all payers and all costs. It shouldn't be confused with
what we generally look at, which is financial performance
under Medi care, whether Medi care paynents cover the cost
of an efficient provider.

So this is looking at a different question and
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this is what Congress wanted us to | ook at.

Nancy Kane's di scussion just reflected the
benefits and costs of using the IRS form 990 as a possible
source of data and we're now going to discuss some ot her
sources of data and sonme neasures you night want to use of
financi al performance that m ght be useful for assessing
financial circunstances, as they asked us.

Both reports are due June first of this year
which is a little over a nonth.

The key questions we're going to talk about in
this briefing are first, what neasures used as indicators
of their profitability and solvency. Jeff's going to talk
about that. And then Craig is going to talk about what
sources of data can be used to construct the nmeasures and
how we can inprove our data sources. And then I'll sum up
when we get to the end.

DR. STENSLAND: To evaluate the total
profitability and sol vency of providers we've convened two
expert panels. The first was a panel of analysts from
government. The second was a panel of private sector and
acadeni c experts in financial analysis.

The two panel s thought that a provider's total
profit margin is a useful indicator of total financial

performance. But as Nancy Kane discussed earlier, the
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total margi ns can be dom nated by non-operating | osses
such as investnent gains. And so to avoid this problem
some anal ysts focus on operating margins. However, our
panel believes that operating margins can be inconsistent
due to the inconsistency in distinguishing between
operating and non-operating expenses.

Due to this inconsistency of reporting the
operating margins, the panel suggested focusing on total
margi ns in conjunction with the cash fl ow neasure when
calculating margins for a |large nunber of providers. Both
the total margin and a cash fl ow neasure, such as free
cash flow fromoperations, reflect the return to the
owners of the health care facility.

The panel al so discussed | ooking at the total
return to all investors in the facility. So if we wanted
to look at the investnment return to both stockhol ders and
bondhol ders, we may | ook at the return on investnent which
is the average return to those two types of investors and
is an indicator of the overall attractiveness of the
industry to private investors.

So far on the first slide | talk alittle bit
about profitability. Nowif we switch to | ooking at
sol vency, sone panels suggested we exanmi ne a cash flow

nmeasure cal |l ed EBI TDAR, which is earnings before interest,
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t axes, depreciation, anortization and rent. A provider
m ght be noving toward bankruptcy when its cash flow as
neasured by EBI TDAR is lowered that its required debt
servi ce paynents.

However, | want to stress that bankruptcy does
not always lead to closure. For exanple, as we renenber
froma few years ago, a |large nunber of SNFs filed
bankruptcy. Followi ng that they restructured their debt
and they continued to service patients.

While providers with a | ow but positive EBI TDAR
may be able to restructure their debts, it will be very
difficult for a provider with negative EBITDAR to
restructure its debts. These providers with negative
EBI TDAR are not generating cash flow that can be used to
pay their interest and rent expenses. So these negative
EBI TDAR provi ders, we expect themto nove toward cl osure
unl ess they can obtain transfers fromrelated entities.

The transfers may conme fromrelated entities
such as foundations or parent corporations. As Nancy Kane
di scussed, these transfers are often not reported on the
i ncome statenment. And they are not included when
conmputing the profit margins.

They are reported on the statenent of changes in

net assets. Therefore, when evaluating solvency it's
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i nportant to exam ne both the changes in net assets and to
cal cul ate a cash fl ow nmeasure such as EBI TDAR using a cash
fl ow statenent.

So far 1've tal ked about neasures of
profitability and we di scussed neasures of cash fl ow
relative to debt service requirenents. But when
eval uati ng sol vency, analysts al so cal cul ate days cash on
hand which is a neasure of the size of the provider's cash
reserves. 1In addition, analysts often exam ne financi al
| everage on the bal ance sheet using neasures such as the
debt-to-asset ratio.

To cal cul ate the neasures of profitability and
sol vency di scussed above, anal ysts would need to obtain
the follow ng four standard types of financial statenents:
an incone statenment, a cash flow statenent, changes in net
asset and a bal ance sheet. Now Craig can discuss with you
how we can obtain this information in a tinely and
accurate fashion.

MR LISKE We will now review five possible
sources of data to create the neasures that Jeff and Nancy
descri bed.

W' ve al ready discussed the RS form 990 so |
won't go into that because we've discuss the pros and cons

of use of that form
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Audi ted financial statenents are another source
of data that Nancy di scussed and they are prepared by
i ndependent auditing firnms according to generally accepted
accounting principles. They include all the forns that
Jeff just nentioned and are available for providers with
publicly traded bonds and for providers in sone states
where states require the filing of these, at |east for
hospital s and sone ot her providers.

They are, however, not conpiled on an organi zed
and consi stent database that may reflect the consolidated
entity and they may reflect the consolidated entity and
not the specific provider, although again from]looking at
those fornms you can potentially get a |lot of the
information on the individual providers within the
stat enments.

SEC form 10-Ks are a type of audited financi al
statenent filed with the SEC by publicly traded for-profit
corporations. They reflect the corporate entity and not
the individual provider. Thus SEC 10-Ks are filed for,
let's say HCR Manor Care Nursing Hone, Gentiva
Cor porations but not the individual hospital, SNF, hone
heal th agency or dialysis facility.

Surveys are another source of data that can be

used. The AHA annual survey provides data on the
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hospitals but is no nore tinely than the Medi care Cost
Reports. It does contain sonme other type of information
on total performance but sone of that information is not
publicly available. 1It's only available to the AHA
menbers.

The NHI'S, National Hospital Indicator Survey, is
sormet hing that we have used that provides quarterly data
on hospitals' total financial performance in ternms of
l[imted data in terns of total revenues and total
expenses. But only for a sanple of hospitals, not for
other providers. And it can't be used for judging
performance of an individual provider. It's only for the
i ndustry as a whol e. Medi care Cost Reports is what we
come down to next, which cover all Medicare providers of
services. |It's an electronic database. It includes not
just data on Medicare cost and paynents but the schedul e
G as we've tal ked about. And all providers who file cost
reports have this Schedule G Now, it may not be
identified as Schedule G for home health, for instance,
but they do file a simlar thing to what hospital's file
what's called Schedule G So we're going to refer it as
Schedul e G here.

So this contains data on a provider's total al

payer operations.
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Since the cost reports are one source of data
filed by all providers and available electronically, it's
worth spending a little tine discussing sone of the data
i ssues on the cost reports and in particul ar Schedul e G
These include the tinmeliness and accuracy of the
i nformation included, the consistency in the reporting
entity that's included on the provider, and the
conpl eteness of the data. 1In other words, do the cost
reports contain all the information needed to conduct a
t hor ough financi al anal ysis. Nancy Kane has covered
a lot of that issue in her discussion, as well.

Let's nove to tineliness. This chart shows the
nost comon cost reporting periods for hospitals. This
com ng October fiscal year 2003 data shoul d be avail abl e
for nost providers. |It's inmportant to understand sone of
the facts about the timng of Medicare Cost Report data.

Cost reports, at their earliest, are available
seven to eight nonths after the end of a provider's fisca
year. Providers have five nonths to conplete the cost
reports and then electronically submt themto the fiscal
internedi aries. Then the fiscal intermediaries have 30
days to approve those cost reports, nake sure they have
conpl eted them properly, and then another 30 days to put

t he approved cost reports into the data system for
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transm ssion to CMS.

CMS then has access to the data within 24 hours
at that point in time. This is the data that is used for
maki ng the cost report files the analysts use for
anal ysi s.

Now CMB can produce special runs so the data can
be available nore tinely after this point in tine. But
generally, in terms of the general comunity, CMS produces
gquarterly cost report files that are avail abl e about 45
days after the close of the quarter. But data can be
available a little bit nore tinely if special requests are
made.

So what are the prospects of having 2004 dat a,
let's say inthe fall? Well providers that begin their
fiscal year in July, the top line, they still have two
months to file their cost report with a fisca
internediary at that point in time. For providers who
file their cost report periods beginning in Cctober, their
fiscal year just ended so there's not |ikely going to be
any data for themin terms of speeding up the process.

And for providers who file their cost reports in January,
they are still in their fiscal year.

So in ternms of the timng, that's one of the

problens in ternms of length of the fiscal year and the
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| ength of the reporting.

The first cost report data containing
substantial 2004 data, in terns of for the people who
report who have July's fiscal year start dates, would
generally not be available until March of 2005.

| next want to tal k about the accuracy of the
cost report data and there are two issues consider here.
First 1'mgoing to talk about the auditing and cost
allocation. Only a small proportion of providers' cost
reports are audited. Wile there is a statutory
requi renent that dialysis facilities be audited at | east
every three years, there is no audit requirenment for other
facilities. On average, about 15 percent of providers
receive sonme formof audit every year

The audits are also focused on itens that affect
paynent or | should say basically only focused on itens
that affect paynent. For hospitals, audits may focus on
DSH and | ME adj ustnents, the direct GVE paynents, Medicare
bad debts and cost-reinbursed itens |ike organ acquisition
costs. For SNFs, audits usually focus on Medicare bad
debt paynents unless the audit picks up sonething el se
that they want to | ook at.

Items on Schedule G for the cost reports are

generally not audited since they do not affect paynent,
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al t hough sonme FIs may do sone checking in the desk review
process to see if Schedule Ginformation ties to audited
financial statenents, there is no requirenent that the Fls
do so.

Now one interesting aspect in our |ook here is
hospitals and other providers are required to submt wth
their cost reports a form 339 which is a survey
information that's filed with the cost reports. And with
that they are required to include a copy of their audited
financial statenments to providers to the FIs.

These audited financial statenments, though, are
not subject to FOA requirenents so they are not publicly
avai |l abl e but they are used by the internediaries for
doi ng sone checking if they find issues with the cost
reports.

Hospital s and ot her providers that don't have
audited financials for the specific provider still have to
submt financial reports that are used to conpil e what
m ght be the audited financial for the corporate entity
because they still have those pieces that go there. So
there is that information that is filed that | thought was
i mportant for you to understand that it is filed actually
with the cost reports.

Cost allocation issues primarily affect the
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accuracy of cost estimtes by departnent, inpatient versus
outpatient for instance, or between payers, Medicare
versus private payers. It does not affect the data used
to exam ne total all-payer financial picture of the
provi der.

Cost allocation is an inportant issue for the
Comm ssi on and accurately measuring Medicare cost and is
the focus of another study that we are in the process of
conducting, particularly for this sector costs for
i npati ent versus outpatient for instance.

Next there is no consistency in what providers
report as a reporting entity on Schedule G of the cost
report. It could be a systemwith affiliates, such as a
hospi t al - owned physician practice and real estate conpany
t hat Nancy had showed you. It could be just the core
provider. There is no consistency in what is actually
reported here.

So when we're | ooking at particul ar hospitals,
we are conparing potential apples to oranges. W' re not
consi stent here in what is gathered.

As Nancy Kane just reported to you, how the
entity is defined can have substantial inpact on
provi ders' financial circunstances.

Finally, as Jeff nmentioned, sonme of the base
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information required to devel op sone of the financial
rati os Jeff and Nancy di scussed are not avail able on
Schedul e G of the cost report, particularly the lack of a
cash flow statenment, from our panel, was considered a
maj or shortcom ng of the Schedule G of the cost reports.

Finally, | want to discuss the options for
overcom ng sonme of the limtations on Schedule G of the
cost reports. To increase the tineliness of the data you
coul d suppl enent with survey data, something simlar to
the National Hospital |ndicator Survey, which has sone of
its own shortcom ngs but have simlar surveys for other
types of providers. Such survey data could provide nore
tinely data on cost and revenue trends for a particul ar
sector but cannot be used to judge what m ght be happeni ng
for an individual provider.

Al ternatively, you could require providers to
submt quarterly data on financial circunstances,
sonmething simlar to the NH' S, but just as a requirenent
for Medicare rei nbursenent, for instance, data simlar to
what's reported on NHI S

Anot her option is you could require providers to
file a Schedul e G separate fromthe cost reports, breaking
it off fromthe cost reports because it's a separate

docunent in some sense but it's not what the basis of the
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Medi care cost determinations are. And it could be
separated. And our panel thought that was actually a good
i dea.

And it could be filed about at the same tine
that audited financials are required to be filed, about
three nonths after the reporting period.

To inprove the accuracy of the data, you could
requi re random audits of providers on Schedul e G data.

Audi ts, though, could be expensive dependi ng on the nunber
and extent of the audits.

One of the issues you have in terns of the
accuracy is providers don't have an incentive to
necessarily report this data accurately since there is no
checki ng.

So alternatively, you could have the Fls just do
a check at the desk audit process for checking with
consistent with the audited financials. And if providers
realized that was happening, they may be nore careful in
what they're doing on Schedule G

The reporting entity, including the Schedule G
is not consistent across providers and our panel thought
it would be nost useful to have Schedule G reflect data
for basically the snmallest corporate entity that contains

a provider. This allows for a nore appl es-to-appl es
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conparisons and gets the core facility's financi al
performance in terns of how, for instance, hospitals or
SNFs are doing on their core business rather than what
ot her things are happening with the other related
entities, for instance.

But our expert panel also thought it was
i nportant to have what's happening with the broader
organi zation, as well. So the consolidated reporting
woul d al so be inportant.

So at a minimum a conplete transaction report
woul d be hel pful to have in terms of transactions between
organi zations and the affiliated organizations related to
t he hospital and other providers or a consolidated
financial statenment. So essentially, two Schedule Gs in
ot her words.

Finally, Schedule G as conpleted in particular
does not include a cash flow statenent. Qur panel of
experts thought that the additional of a cash flow
statenment woul d make Schedule G and the cost reports much
nore useful . And finally, it would be hel pful though to
have Schedule G al so revised to use a standard financi al
statenent formand to conformto GAAP accounting
standards. It currently does not. And standardize

revenue categories such as operating and non-operating
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revenue, which are not currently avail abl e.
So what that, I'll turn it over to David.
MR GASS: | will just sumit up.
Basically, what we are saying is in summary, if
Congress wants to understand the total financial
per f ormance of Medi care providers, the nost direct route
is probably refining Schedule Gto report clearly defined
conplete financial information aligned with audited
financials. And you could also report it separately so
you could get it alittle earlier.
As Ral ph tal ked about in the last discussion,
Schedul e G was designed a long tinme ago and probably for a
di fferent purpose and it has sonme funny things on it like
vendi ng machi ne revenue and that sort of thing. It really
hasn't caught up with the current state-of-the-art or
general ly accepted accounting principles. So it's kind of
due for a redesign
This woul d give us the data to conpute, or give
Congress the data to conpute the multiple nmeasures
necessary to assess financial circunstances. These are
t he neasures that Jeff tal ked about. So Congress woul d
then want to conpute those multiple nmeasures, |ook at
total margins, |look at cash flow, | ook at changes in net

assets. That would enable us to evaluate profitability
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and sol vency.

And finally, we would want to | ook at trends
over tinme so we can see what direction the industry is
going in and to conmpute some of these nmeasures as
nmeani ngf ul averages. For exanple, capital costs and
i nvest ment performance. That m ght have a | ot of year-to-
year fluctuations so you' d want to | ook at it over several
years. So if there are any questions or comments on the
general organization or tenor of the report, we'd be happy
to hear those.

DR RONE: For nme, | think the questionis if we
had had these data before, and this updated Schedul e G as
you propose, |ooking back over the last four to five years
can we identify things we woul d have done differently?
Have we make ni stakes because of the gaps and the | ack of
specificity in the information that woul d have really nmade
a difference because changes like this are not sinple and
they take a while to do, et cetera, et cetera.

So are there specific years that we could say
gee, you know, if we had realized this was happening in
t he hospital sooner we woul d have not done what we did or
we woul d have done sonething differently? 1 think for
Congress or sonebody, that would be a question that |

t hink woul d be useful to point to if there are such
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i nst ances.

MR HACKBARTH. This is where the difference
bet ween the question that Congress has asked and the one
that we have focused on becones a bit confusing and
di sorienting. For reasons that |'ve discussed ad nauseam
| believe that when maki ng Medi care paynent decisions the
right thing to |l ook at is the Medicare margin.

| don't see that as sonmething you do by default
because we don't have accurate total margin information.
| think that's the right thing to do as a matter of
princi pl e. Now having said that, there are still lots
of issues around tineliness of the information and the
difficulty of making projections and the |ike.

DR. RONE: [off mcrophone.] 1In the policy this
could not be inportant. That's ny question. Wuld we
have done anything different?

MR. HACKBARTH. Havi ng said what | just said,
Congress did ask for how to best get information on total
margins and we're trying to answer that request.

So | don't think there's anything we woul d have
done differently. Now whether they woul d' ve done anyt hi ng
differently, that's a question for Congress to answer.

DR. NEWHOUSE: | agree with this general route

of bul king up Schedule G | think, Jack, although | agree
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that it would be helpful to cite instances where things
m ght have been done differently, that would be presunably
pretty specul ative.

| think there's a kind of legitinacy or face
validity problemto just nmaking policy with data that are
a couple of years old, that just on the face of it it's
better to have -- | think in the grand schenme of things
this seens |ike reasonably snmall potato kinds of changes
to me, that we're tal king about.

| have a coupl e of suggestions. As | understood
it, Craig, this is in  respect to the tineliness. Wthout
going to quarterly data, which | actually don't favor
because | think there's nore noise there because of where
you recogni ze revenue expenses and so forth.

MR. LISK: That's a good point.

DR NEWHOUSE: | think it's possible to
analytically | ook at each quarter's cohort or nonth cohort
if you want to go that far. So for exanple, the hospitals
whose fiscal year end date is the cal endar year, you
anal yze them You anal yze then the next quarter's cohort.
You can do an anal ysis each quarter if you chose to. You
don't have to. You can develop both a weighting factor to
say how each quarter's cohort brings you up to the ful

sanple or the universe. And you can, in principle, if you

BRI GGLE & BOIT, Court Reporters 301-808-0730



© 00 ~N oo o b~ w N P

N RN NN R R R R R R R R R
A W N P O O 00 N O O B W N —» O

284
want to go back and devel op an estinmate of the universe,
you could put together a kind of weighted average over the
guarters where the wei ghts declined as you went further
back in time, reflecting the fact that those were nore
uncertain estimtes as a predictor of the future. So
that' s one suggesti on.

And t he ot her suggestion is that, and | just
wasn't clear on what if anything we were saying here. It
may be useful, and I'Il bring this up again in the
specialty hospital discussion, if we had costs reported
both with and wi thout allocations. Because for sone
pur poses one would, | think, want to know the costs of
sonet hing before any allocated costs. And | don't see
that that would be any great burden

MR. LISK: There was at the panel -- I'mtrying
to remenber the name -- it was the direct contribution
margin, for instance if you re |ooking at a specific
service, for instance, with how you would treat the
al l ocated costs. The indirect costs would not be included
in that margin estimate. So you're seeing whether the
service itself is profitable or it's actual variable cost
itens.

DR. NEWHOUSE: Were you planning to include that

as a suggestion?
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MR. LISK: | guess that's a question of what we
cover and goi ng back to what we cover in ternms of
i nprovenents that are for the Medicare data versus the
total data. And yes, on the Medicare data we had
nmentioned that's something -- and | think it's sonething
t he Conmmi ssion m ght want to di scuss about what we coul d
be using ourselves in terns of how we could be | ooking at
the sector margins, for instance, if we're interested in
t hat .

DR. NEWHOUSE: | would think both we and the
Congress in ternms of -- I'mactually thinking of making
separate update recomendati ons. W m ght want to know
costs before allocations.

MR, LISK: Sure.

DR. NEWHOUSE: And then for particular policy
i ssues |ike specialty hospitals one may want to know t hat.

MR LISK: Yes.

MR. HACKBARTH. On the first part of it, |I'mnot
sure | totally understand all of the tineliness
suggestions that you nade.

DR. NEWHOUSE: As | heard the presentation, it
was kind of wait until all of the hospitals are in for
that fiscal year which neans that since we're reporting

gquarter by quarter, for the early reporters we're waiting
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along time. W're way back in tine for their cost
reports.

| was saying at a point in time you can either
| ook at just the cohort of the nbst recent reporters and
try to extrapolate fromthere. O what woul d be better
woul d be to go back in time but down weight the further
ago reporters because you're nore uncertain that their
picture further back is a predictor of the future.

MR. HACKBARTH: |'m not sure what the solution
is our whether in fact there is a solution on the
timeliness issue. Wien | read the draft text, | was a
little concerned that it read in a way that sort of
downpl ayed the tineliness problem It says one of the
[imtations in using cost report data is tineliness. On
average cost report data are about one year in arrears.

And | understand what you nean by that, but when
in fact we get to trying to nmake a recommendati on for
fiscal year 2006, we will be using fiscal year 2003 cost
report data.

So it feels like a lot bigger difference than
one year in arrears.

MR LISK: That's right and that's part of the
interpretation. And what you realize is at that point in

time that the Comm ssion is working, fiscal year 2004 just
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ended and the only cost reports really that potentially
coul d be available are those July reporters. But because
of the current timng, having five nonths to file, they
haven't even filed their cost reports yet. And there were
i ssues that were raised by our panel in ternms of in the
past, | think prior to '97, there was actually a three
month requirenment for filing for the cost reports. They
changed it to five.

But providers were asking for and granted
extensions frequently because they couldn't do it in three
nmont hs. And our panel really thought that they needed the
full five nonths to conpile that information

And there are other pieces of information that
they don't necessarily get and won't have conplete to
having their data absolutely conplete at that point in
time for the Medicare part of the cost reports.

MR. HACKBARTH. The reason | wanted to leap into
the queue here is that's an issue that's conme up
repeatedly within the Comm ssion. Here's a vehicle for us
to, if we have any ideas, make the recomrendati ons here.
So as we go around and have our discussion, nowis the
time.

DR REISCHAUER 1'd like to ask a question on

this, sort of a nodification of what Joe is suggesting.
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What we should be interested in is the change
fromone year to the next. And presunably, if you did
this quarterly the sanple of hospitals that report at the
end of July or the end of June fiscal year is the sane
fromyear-to-year. And if we |ook at the changes, in a
sense quarter to quarter -- not it's year over year but
you're sort of one group here and then the next it's
anot her group.

|f there were big trends going on, you would be
pi cking themup and it would be, in a sense, equivalent to
cont empor aneous -- as contenporaneous as you coul d get.

MR SMTH | have no reason to think there's
any systematic distribution. W'd have to check and nake
sure.

MR. MIULLER: That's what |'m saying, we can
certainly look at this idea.

DR. NEWHOUSE: There are actually sone
differences in what the hospitals are reporting but
they're stable. You can adjust for that.

DR. REI SCHAUER: And if you weren't |ooking at
| evel s but percentage of changes..

MR. GLASS: So as | understand what you want us
to do is check each of these courts, not a sanple of them

but everyone reporting at the end of that cohort, and do
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t hose.

M5. ROSENBLATT: It was ny turn. |'mgoing to
junp into this because | cone down nuch harder. As
sonmebody that spends nost of my work life working on
financials for the health plan industry, quarterly filings
to the SEC, | just don't get this. This nakes no sense to
ne.

Medi care is spending what, $400 billion a year

on hospital paynments or something like this? | would
require quarterly data subm ssion. | would require it
wi thin 45 days of the end of the quarter. | would tie

rei nbursenent to it. You don't submt wthin 45 days, you
don't get paid. O |ate charges or whatever. But | agree
wi th David. Changes are |ong overdue. This is insanity.

And | agree with a | ot of your what | would cal

| ower -1 evel recomrendati ons. | would add the cash fl ow.
| woul d add standard formats. | woul d add consol i dati on
rules. | would require conformty with GAAP. | would

create standards for what is operating and what is non-
operating. And | would just try to totally reformthese
t hings and get to financial soundness.

As a country, we are focused right now on
financi al soundness. W have, for the |last two years,

seen scandal after scandal. It's tine to totally change
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this thing.

[ Appl ause. ]

DR ROWNE: Let nme nake a comment relevant to
what Alice said. Qur conmpany is maybe not as big as
Alice's conmpany, but it's a big conpany.

[ Laught er. ]

DR. RONE: W close our quarter and | certify to
the SEC, under oath | think, within 10 worki ng days of the

end of the quarter. And we sign those things and certify.

And so five nonths, and we need an extension, is
just...

DR REI SCHAUER  But you guys are big for-profit
entities that are doing this anyway for nmarket purposes.
What about the 40-bed hospital in Mntana?

DR RONE: O it's only 40 beds it shouldn't
take that | ong.

[ Laughter.]

MR, MULLER W& m ght even get paid by that

DR. RONE: They should be done in three or four
days.
DR. STENSLAND: Maybe a question of

clarification fromAlice of what you' re | ooking for.

BRI GGLE & BOIT, Court Reporters 301-808-0730



© 00 ~N oo o b~ w N P

N RN NN R R R R R R R R R
A W N P O O 00 N O O B W N —» O

291

There's two bits of financial information and it
gets confusing sonmetines. The one is the information on
total financial performance, and that's |ike the Schedul e
Ginformation. And these hospitals are generating that
already. That's the kind that you're going to see on the
SEC form 10-Ks or 10-Qs.

But then there's also the cost reporting
i nformation which is what we generate the Medi care nargi ns
off of. And they aren't doing that on a quarterly basis.
So then we would have to require themto do sone sort of
gquarterly cost accounting if we wanted the cost accounting
data and a Medicare margin. If we just wanted a total
margin, it's nmuch easier because we can just say give us
what you al ready have.

M5. ROSENBLATT: But the total margin for SEC is
only the for-profits, right? Al you have are these 990
things that, from Nancy's thing, aren't very good. So you
need sonething |like an SEC on a quarterly basis.

But | go along with Medicare is paying a | ot of
nmoney. So | would require quarterly reporting so that
Medi care has the tools that it needs to do its nonitoring.

| would actually require both, but as a stopgap
nmeasure at | east Medicare, as this is huge payer, should

require some kind of reporting on a quarterly basis. And
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at a mnimumw thin 45 days. Because | agree with Jack
W're doing it a lot sooner than that and it's possible.

Even the 40-bed hospital probably has one or two
PCs and it can be done.

M5. BURKE: | think back to your original
guestion, denn, and that is that we have -- at |east as
long as |'ve been involved in the discussions here at the
Comm ssion, but for years even at the conmittee |evel,

t here has been a hue and cry about how antiquated the date
i s upon which we make deci sions, which is d@enn's point.

And that is there is a sense of being unable to
be equitable or nake w se decisions because we don't have
the data in front of us. And each year the staff
struggles to try and acconplish what cannot be done
because the data is literally not there.

| think Alice's point is exactly right, as is
Jack's. And that is | think there is an accounting that
has to be done finally. And that is that to the extent
that we want this systemto in fact be fair and be viewed
as fair and be viewed as being based on w se decisions, we
have to begin to get that data.

And a quarterly requirenment for the information,
in both cases, | think is not an unreasonable thing to

request.
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Now t hat al so recogni zes that the systens are
antiquated and many of the issues that have existed in the
past have been as a result of the governnent and what it
has asked for and how it's asked for it and how it changes
its rules along the road.

But | think there ought to be an agreed-upon set
of mnimumcriteria. | think the standardization issue is
also a critical one, so that we can in fact begin to see
this information in a way that is understandabl e,
irrespective of how the organi zation is organized and can
be conpared unit to unit.

So | have to say | absolutely agree. | think
we' ve gone beyond the point where we can argue goi ng
forward that we can begin to answer what are increasingly
conpl i cated questions w thout having this information.

And irrespective of the size of the
organi zati on, whether it's a home health organization or a
SNF or a 40-bed hospital or a 20-bed hospital, we have to
expect these people to be accountable. And that data is
the only thing that's going to hold them accountable. So
| think we have to get there.

MR. MIULLER: | think all of us, over the years,
have expressed a desire for nore tinely data in terns of

maki ng the right policy decisions. | think it's also
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important to not so quickly go fromthinking that the
Medi care Cost Report is that easy to file conpared to the
standard financial statenments. Mst entities do have
their financial statenents available on a nonthly basis
wi thin several weeks. That's different than filing a
Medi care Cost Report. So | think Alice's enthusiasm in
one way, |I'msure a lot of entities could file their
standard financial reports quite tinmely. That's different
fromfiling the Medicare Cost Reports and all of the kind
of changes that that requires.

So | think the thene here of how we revise the
Medi care Cost Report is a very inportant thene for us to
be pursuing. And | think the kind of discussion we've had
today is in the right direction.

But if you just basically want everybody to file
the financial report that they file for their own
pur poses, whether it's hospitals -- nost people are
tal ki ng about hospitals today -- but whether it's hospices
or imaging centers and so forth, | think the reality is
t hat people do have financially reports that cone out nuch
nore tinely than five nonths after a year. | nmean, people
do file nmonthly reports.

So | think we should decide do we want those

kind of reports? Do we want them on a sanpling basis, and
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so forth, conpared to filling out the Medi care Cost
Report? There's obviously a |lot of desire to have
standard i nformation that one can conpare. And whet her
one can truly filed a Medicare Cost Report within five
days after the end of quarter, | think is sonmething I'd
Ii ke to have the panel speak to, because you, in fact, did
talk to experts in the field. That's point one. So |
don't think it's an exact conparison, Alice, to say that
t hese providers don't have financial reports. They may
not have the Medi care Cost Report avail abl e that quickly.

A second point, we've had a | ot discussion today
-- and this may be nore appropriately focused to Nancy
than to this panel, but I'll throwit to you

We've had a | ot of conversation today about how
one treats inconme, especially investnent incone, in these
reports. 1'd like to ask a little bit about how we treat
costs, because one of the ongoing thenmes is whether there
are costs that are not allowable and to what extent
there's a systemic bias in the reporting of costs that
under states cost or overstates cost.

So whet her Nancy or anybody el se wants to speak
to that, you've given us sonme of your considerations on
how to think about the reporting of incone. But I'd |ike

to get a sense fromyou whether there's any kind of
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systenmi ¢ under reporting of costs that al so could go back
to Jack's question that m ght have changed how we anal yze
sone of these kind of issues.

Maybe 1'Il ask for some comments on the second
guestion first, about how report costs and how we
understand them And then perhaps if you help us
understand the difference between the -- and to go back to
the kind of fervor we have for quick reporting -- what's
the fastest one really could file a cost report if it were
nore sinplified? That would be ny second questi on.

DR. KANE: Medicare Cost Reporting is not ny
expertise. Years ago | did actually have to do desk
audits of cost reports at the state level and | do know
they can get pretty byzantine and | think there is sone
i ssue when you're trying to allocate costs by payer that
there is a lot of issues that create bias one way or the
ot her.

| used to teach students how to do that to
maxi m ze revenue, just to hel p them understand the paynent
system

So there's no question, as you try to take the
cost of the whole operating entity and divvy it up,
artificially sonmewhat, into payers or even product |ines,

there is some biases that get introduced depending on the
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incentives and who's going to use the data. So there are
bi ases.

Now when you're | ooking at financial statenents
there's | ess opportunity to under- or over-report,
al t hough where you classified it on the statenent there is
some opportunity, non-operating versus operating

So | would say on a cost report there are issues
of bias and | think everybody has known about them for
years, in terns of how you allocate them across product
lines or payers. But | think in the financial statenents
it's not as nmuch of a problem

MR. LISK: To the second question, on the
timng, in ternms of our panel discussion. Some of those
who are actually filing cost reports really said that they
t hought they needed the full five nonths to have
everything that they needed. So of it was information
that they needed. That's on the Medicare reporting in
terms of the current structure of the cost reports.

In terns of other ideas, in ternms of reform of
the cost reports, in terns of potentially sinplifying, you
potentially then get issues if you're trying to get nore
accurate estimates of costs in terns of dealing with cost
al l ocation issues. You potentially nake it |ess accurate

when you do sonme of those sinplifications, for instance.
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So that tends to go the other direction, potentially
requiring nore tinmne.

They did, though, feel that the Schedule G type
of information could be reported earlier and separated
fromthe cost reports and thought, in fact, that it
probably shoul d be separated. So that type of total
fi nanci al performance information could be -- and we said
one of the options was sone sort of nandated correl ated
report |ike we have for NHI S or sonmething like that. It
could be much nore conplete, in ternms of ideas. W
haven't scoped that out. But those are the types of ideas
that could be pursued if you wanted to get nore tinely
dat a.

Now nore tinely data |ike that, dependi ng upon
what information is collected, could get you not
necessarily on Medicare but could get you what the current
trends are in changes in costs per case or costs per sone
unit of service, for instance, that we currently just rely
on fromNH S, for instance, potentially is sone indicator
that we sonetinmes use

But that data has some serious limtations
because of the sanple size and other things like that. So
a broader reporting would potentially be beneficial. W

know providers can do it. There is reporting into
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Dat abank for sone of this informati on that many states
require.

MR. MIULLER: There's obviously an enornous
difference, like a 14 nonth difference between five nonths
after end of a fiscal year and 10 nonths after a quarter.
So we are talking such different tinme frames that 1'd |ike
to reconcile kind of our fervor for getting it 10 days
after a quarter end and then your sense of -- now
understand the difference you re drawi ng between the
Schedul e G and the cost report. But that seens to be such
an enornmous difference in time, 14 nonths, that it would
be useful for us to speak to what can be done on a nore
tinmely basis.

And if it's Schedule G we should perhaps nake
sone estinmates as to what a reasonable amount of tine is
to be able to secure that on a sanple that's sufficient to
be able to nmake any kind of policy judgnments of it.

MR. HACKBARTH. We're already overtine
substantially and since this is Friday | fear we're
getting to the point if we run over tine we're going to
start |osing people for our final segment.

| do want to give Nick and Pete the opportunity
to come or ask questions, they've been in line for quite a

while. But then we're going to have to cut it off and
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nove forwar d.

DR WOLTER: | would share Alice's enthusiasm
for noving ahead. | think it is disconcerting that with
the |l evel of expenditure that we don't tighten up
reporting.

| amstill, though, a little bit kicking around
whet her quarterly makes a | ot of sense in this sector.
There really are other reasons for it in the publicly
traded sector. So that m ght be one that we need to think
t hrough. But certainly an annual reporting that is |inked
back to audited statenments nmakes it off a | ot of sense,
and revising Schedule G nmakes a | ot of sense to ne.

| woul d hope that would be done along the |ines
t hough of | ooking at the cost report for other areas that
m ght be sinplified in addition to just addi ng new
requi renents. Because | think that cost report does need
a look and it needs some changes.

On a nore specific issue, I would hope we woul d
| ook at reporting of both operating and non-operating
mar gi ns because al though there is variability in how
organi zations put things into the operating side, for
exanple, that is tightening up over tine. And | think
they tell us each sonmething that is useful. And then

maybe over time it becones nore consistent.
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And as d enn pointed out, we have kind of gotten
into two sets of issues in this conversation. One is
Congress's desire to understand overall financial health
in the health care sector.

The second is what's going to help us? Wether
it's quarterly or annual reporting of this data, that
still doesn't get us to some of the issues we're facing in
terms of how is Medicare covering costs, particularly in
t he individual sector areas |like inpatient versus
outpatient. And | think we still have sonme very
significant issues there.

| certainly agree with our chapter that overal
Medi care margin is sonething that we should really use as
our |inchpin.

But underneath that, we're still struggling with
systens of paynent that are different for inpatient and
outpatient. And as we do updates, it's very, very hard to
know how to update those separately. And I think that
then |l eads to providers having different incentives in
t hose sectors in ternms of how they do their business
pl anni ng.

Those issues are not solved by whatever
direction we take on this particular data reporting.

MR. DeBUSK: O course, for the last four years
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| guess |'ve been nost vocal about old data and | totally
agree with Alice and Sheil a.

But you know, the whole cost reporting system
came out of a tine where we were on a cost-plus basis, the
ol d TEFRA system Perhaps we should look at it in a
different way. Maybe we should take the GAAP system and
| ook at nodifying what is needed on the cost report for
Medi care to the GAAP systemand try to standardi ze sone of
this. Because it's everywhere.

W need to break the old plate and start over.

MR. HACKBARTH. Ckay. | know there's nore that
could be said but I"'mafraid we really do need to nove on.
W' ve got conmm ssioners that need to catch airplanes. And
t he next subject, although it's just a plan for work, is
equally interesting and controversial, nanely the work
plan for specialty hospitals, the specialty hospital
st udy.

M5. CARTER: The MVA asked us to exam ne
specialty hospitals. And what was defined in the | aw was
for us to | ook at cardiac, orthopedic and surgery
hospi tal s.

The context for this study is the foll ow ng:
specialty hospitals, practically physician-owned

hospitals, represent a small but growi ng share of the
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hospital industry. GAO r reported |ast year that the nunber
of specialty hospitals had tripled and now nunber 100.

And there were 20 additional ones under devel oprent.

Anot her piece of context is the Stark anti-self-
referral law. This |aw prohibits physicians from
referring Medicare patients for certain services to
facilities in which they have a financial interest.
Hospital s are excluded fromthis ban. The idea being that
an individual physician gains very little fromthe range
of services provided by a hospital.

Lawrakers may have di fferent views and concerns
about specialty hospitals. In the MVA, Congress inposed
an 18-nmonth noratorium on excluding new hospitals fromthe
Stark self-referral ban. As a result, hospitals are
subj ect to the ban, effectively freezing the devel opnent
of specialty hospitals.

Congress al so requested two studies. HHS was
asked to ook at referrals and the differences between
specialty and community hospitals in the anmount of
unconpensated care and the quality of care that they
provi de.

W were asked to | ook at five areas, hospital
costs by DRG and to conpare physician-owned and comrunity

hospitals costs for the different types of specialty
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hospitals. W were asked to | ook as patient selection
within a broad category such as heart cases and to conpare
the m x of cases at specialty and community hospitals. W
were asked to | ook at payer mix and the financial inpact
of specialty hospitals on community hospitals. And
finally, we were asked to determ ne how the inpatient PPS
m ght be refined to better reflect hospital costs.

Qur report is due in February of next year.

In the last several nmonths, we've met with
vari ous representatives of specialty and conmttee
hospitals and these are the thenes that we've heard.
Supporters told us that the devel opnent of specialty
hospitals is often physician driven. Sone physicians want
to inprove the efficiency of the services and have becone
frustrated by the barriers they face in making
i nprovenents at the hospitals where they practi ce.

Supporters contend that specialty hospitals
focus on the types of cases that they do well and that
this concentration has many benefits. For exanple, they
have inproved facility designs, staff experienced in
treating a specific type of patient and standardi zed care
processes that produce services nore efficiently. These
features also result in quality of care that is conparable

or higher than the care provided at other hospitals. And
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t hese sane features also result in higher patient and
physi ci an sati sfaction.

Some specialty hospitals acknow edge that they
do select certain types of patients but contend that this
is responsible practice because specialty hospital s have
fewer services such as backup capability and consulting
physi cians on staff. Patients who are likely to need
these services are referred el sewhere so that they are not
exposed to unnecessary risk by having been admtted to a
hospital that cannot handl e their conplex nedical
condi tion.

Supporters noted that sone specialty hospitals
avoid entering small markets where comunity hospitals are
week. I n such situations the community hospital m ght
fail and it would | eave the specialty hospital to provide
services that they are not ready to take on.

This is what the specialty hospital critics told
us. They maintain that the devel opment of specialty
hospitals is driven by physicians' desire to raise their
incomes. To this end they argue that specialty hospitals
sel ect profitable DRGs and within those the unconpli cated
| oner cost of cases, l|leaving conmunity hospitals to treat
the unprofitable patients.

Critics also note that specialty hospitals are
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less likely to offer certain services |ike energency room
and unconpensated care. And because profitable cases were
selected and treated at specialty hospitals, conmunity
hospi tal s have di m nished financial ability to furnish
t hese services or to afford the kinds of inprovenents that
woul d nake them nore |like specialty hospitals.

This brings us to our study. Qur first task is
to define a specialty hospital. Based on the nmandate
| anguage, we will focus our study on physici an- owned
hospitals. W w Il exam ne cardiac, orthopedic and
surgical hospitals. W w Il base our definition on
specialty hospitals on the degree of concentration, that
is the share of a hospital's discharges in a single
clinical area. Though our definition will be based on
| ooking at the distributions of shares across hospitals,
it cannot avoid being somewhat arbitrary.

For conparison hospital groups, as requested in
the mandate, we wi |l conpare physician-owned specialty
hospitals with all community hospitals in their markets.
But because this community hospital group is very
het er ogeneous, we plan to conpare physici an- owned
hospitals with two ot her groups of hospitals. First,
community hospitals that are equally concentrated but not

physi ci an-owned. This will allow us to exam ne equally
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concentrated hospitals but different in terns of their
owner shi p.

A second group, particularly to exam ne the
i npact of specialty hospitals on conpetitors in their
markets, will look at community hospitals in the sane
mar ket that provide conparabl e services. These are the
hospitals that specialty hospitals nost directly conpete
with.

In different analysis, we plan to | ook at
di fferent conparison groups and, for exanple, in |ooking
at quality of care and naybe conpetition we m ght focus on
specific types of services within even the specialty
hospi tal range of services.

Now Julian will summarize the studies that we
have pl anned.

MR. PETTENG LL: As we described in the mailing,
we have anal yses planned in six areas identified on this
slide. In addition to that, we plan to nmake site visits
to several markets where physician-owned specialty
hospitals are located. This site visits will give us the
opportunity to interview people in the specialty hospitals
and in local comunity hospitals to better understand the
noti vations and the dynam cs of this phenonenon.

Now what |'d |ike to do is briefly wal k you
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t hrough the six analytic areas identified here.

Once we have a working definition of a
physi ci an-owned specialty hospitals and the conpari son
groups of conmunity hospitals, we will begin with sone
descriptive anal yses of the characteristics of the
specialty hospitals and the markets in which they are
| ocated. Hospital characteristics would include things
i ke the nunber of hospitals, their |ocations, size,
services offered and that sort of thing. W wll also
have sone information on their ownership arrangenents and
t heir Medicare and market shares. For the markets we
plan to contrast markets with and wi thout specialty
hospitals and will be able to assess whether they are
rural or urban in character, population characteristics of
the people living in the area, and sone ot her features of
the market and regul atory environnent.

The next topic is patient selection. This part
of the study will exam ne differences in DRG case-m x and
severity of illness within DRGs between physi ci an- owned
specialty hospitals and the comrunity conpari son groups.
Most of this analysis will focus on Medicare data,

Medi care case-mix and illness severity using clainms from
the 2002 MedPAR fil e.

For a few states we may al so exam ne case-m x
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and severity differences between specialty and conmunity
hospitals for the popul ati on covered by private payers.

In a third part of the study we will be | ooking
at differences in profitability across DRGs under
Medi care's inpatient prospective paynment system and we'l|
al so | ook at whether private payers paynment rates appear
to follow a simlar pattern across DRGs.

For the Medicare inpatient prospective paynent
systemwe will use data fromthe clainms and the hospital's
cost reports to estimate paynments costs and profitability
across and wwthin DRGs. For the private payers analysis
we w il be using the pattern of paynents per case in
private insurance clainms and will conpare that with the
pattern under Medi care.

If we find substantial differences in
profitability in the PPS we will then exam ne potenti al
refinements to the DRG definitions and to the way the
wei ghts are cal cul ated that m ght make profitability nore
uni form across DRGs and thereby reduci ng paynment
incentives for favorable selection and specialization.

The next part of the study will address the
quality of care. And here we'll be |ooking, to the extent
possi ble, at differences in the quality of care between

physi ci an-owned specialty hospitals and our conpari son
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group of our comunity hospitals. W wll use nany of the
same nortality and patient safety indicators that the
Comm ssion used in its quality chapter of the March report
this year. Qur ability to find quality differences in
this analysis will be limted you understand, of course,
because we're likely to have relatively few physician-
owned specialty hospitals and correspondi ngly snmall nunber
of cases to work with here in which we're trying to find
relatively rare events. Kind of a bad conbination

W will also |look at differences in | ength of
stay, transfer rates and di scharge disposition of
patients.

And then, as we were asked to do, we will also
exam ne the effects that specialty hospitals have when
they enter the market on beneficiary service use, program
spendi ng and, of course, the comunity hospitals’
financial outcones. Again, our ability to find much here
to answer these questions will be |imted because nost
specialty hospitals haven't been around for nore than a
few years. Consequently, we don't have very nuch
information to work with in terns of cost report data and
so forth.

W may be able to take a case study kind of

approach in a few markets where specialty hospitals have
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been around for four or five years and we nay have to be
satisfied with that because there's sinply no other data
avai | abl e.

Anot her way to get some sense about sonme of the
potential outconmes, at |east regarding substitution across
sites of service and inpact on programspending, is to
| ook at what's happened with the entry of ASCs into
mar kets. The advantage there is that ASCs have been
growing rapidly for a long tinme. They have been around a
| ot | onger and we have much nore data to |look at. And of
course, they are of interest in their own right. That's
the one study that Ariel tal ked about yesterday. So we'll
be doing that.

And then finally the | ast area, we weren't asked
specifically to do this, this is something that HHS was
asked to do. But it's amful hard to talk about this topic
wi t hout going into the origins and evol ution of the self-
referral policy. It's a very inportant part of the
context. |It's also one area of policy in which
nodi ficati ons m ght be made to address the underlying
i ssue of whether specialization of this kind is
appropriate and how one mght limt it. So we will have
an analysis of the origins and evolution of the policy.

W will also have sone anal ysis of other
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strategies that sone of the states have been consi deri ng.
This would include things like requiring all hospitals to
have a staffed energency room and other restrictive
policies that sort of raise the barrier to entry.

Now we' d be happy to take any questions or
coments or suggestions.

DR. NEWHOUSE: | have a coupl e of suggestions.
One is in the analysis of cost. It wasn't clear in the
draft you circulated but | think you should use costs in
the acute care hospital before allocation. That is
conceptually you want to know what costs woul d have been
incurred in the acute care hospital but for the care
moving out. So you do not want fixed costs in that
conpari son

And ny guess is that the unallocated costs are a
better approximation of that than the allocated costs.
But you shoul d use your judgnment. --

M5. CARTER:. So you're tal king about the
al l ocati on of overhead, not the allocation to Medicare?

DR. NEWHOUSE: Correct.

My second suggestion is on the control group.
There was a di scussion and, in fact, you alluded to it in
your presentation, of using a control group of comrunity

hospital s where specialty hospitals are | ocat ed.
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actually think you want two conparison groups. You'd like
to | ook at community hospitals where there's nore and
where there's fewer specialty hospitals to | ook at an
i mpact .

MR. MIULLER: | think you did an excellent job of
| ayi ng out the study design.

Goi ng by anal ogy back to sone of our concerns
seven or eight years ago about whether we have the right
ri sk adjustnent in the managed care plans and whet her
there's a | ot of opportunities by careful case sel ection
to profit handsonmely fromthe Medicare program | think
we should also | ook at to what extent the specialty
hospital s can underm ne the whol e PPS system because
obviously you get it in sone part here.

But in a system based on averages the extent to
whi ch one can ride bel ow the averages and take off cases
that do not -- take cases and aggregate themin a way, as
you point out in your analysis, by having this just in
three specialties, many of them not having a w der range
of services, not having energency roonms and so forth, a
| ot of the conplexity that goes into a nore general
setting is obviously not witnessed -- | nmean, | shouldn't
presune it but it may not be witnessed there. The GAO

study showed that as well.
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So I'd you to consider comrenting on the study
as to what extent this nmonent can, in fact, underm ne the
whol e integrity of the PPS system

M5. BURKE: | won't repeat it but |, in fact,
was going to nake the sane point that Ral ph was going to
make. | do want to understand that sort of fundanenta
guesti on about whether this really does underm ne the
whol e t hought as to how we built the PPS system

But at the risk of repeating yesterday's
argurments, | wonder whether there is anything that we will
| earn here or that we could |earn here that would i nform
us as well on the issues relating to the LTCHs.

There are simlar kinds of questions about
mar ket anal ysi s, about inpact on the community hospitals.
And | wondered if there isn't, as we |look at both of these
i ssues and build an understanding of the markets in the
community hospitals and what has happened in terns of
service mx, whether there isn't sone benefit sort of both
sides | ooking for some of these issues together and
perhaps | ooking to what extent there are simlarities or
answers that m ght be gl eaned fromeither study that woul d
hel p the ot her.

MR. PETTENG LL: | think sonme of the analysis of

DRG profitability and case selection within DRGs and t hat
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sort of thing would be very relevant to the long termcare
hospital problem By having said that, that's probably
the only part where there's sort of a direct parallel.

The rest of it, the study popul ation we have to | ook at
here in terns of markets and hospitals, the database in
effect, is very different.

DR WOLTER: | think this was very well put
together and certainly it's ambitious when you | ook at
| ooking at DRGs and the self-referral issues and all of
t hese things.

| think though, that if we get sonme good
i nformati on back that this could be very, very hel pful
And as you know, |I'mvery interested in the DRG
profitability issue because | think, even aside fromthe
specialty hospital issue within the not-for-profit
hospital sector itself lots of decisions around business
strategy get made on that basis which are not al ways
driven by what's in the best interest of the services
needed by the beneficiary. So | think that could take us
in a nunber of directions.

And then that | would just underscore, | think
the whol e issue of self-referral is so inportant and it is
a very difficult issue, an enotional issue. W have rules

about it in sonme areas but not in others. But when is it
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a conflict of interest to be referring to yourself and
when is it not? And there are gray areas here. But |
t hi nk that discussion can be quite val uabl e.

DR WAKEFI ELD: No rush. Go-ahead.

MR. DURENBERCER: W're on the sane plane, go
ahead.

DR. WAKEFI ELD: You're right, we are on the sane
plane, it's true. You're not l|leaving wthout nme, Dave.

You nmentioned in the text that you provided us
t hat proponents of specialty hospitals suggest that
patient satisfaction is perhaps higher for patients
treated in those facilities.

|s there anything that you coul d access that
woul d give us a sense fromnational datasets in conparing
t hese hospitals to non-specialty hospitals about the
patient satisfaction? Any read that we could get on that?

Because your quality data, as you indicated, are
pretty thin in terns of what you're going up to | ook at.
Coul d you do inpatient satisfaction or is that not going
to be an option?

MR. PETTENG LL: That's sonething we'll have to
explore. | hadn't considered that. But certainly, if
there are data at CMS, but |'mnot sure about that. W'l

have to talk to Karen and see what we can dig up.
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MR. DURENBERCER O course, since | nade that
crack about being your nother...

DR. WAKEFI ELD: Peopl e who weren't here
yesterday won't understand that.

MR. DURENBERGER: Al an, are you Medi care-
eligible yet?

DR NELSON: Yes.

MR. DURENBERCER Oh, there's two of us.

| have two suggestions. One of them does go to
sort of the heart of the study. But the study is really
great and it's really terrific.

One is sort of like a suggestion about focus.
And | think as |I | ook over what the specialty hospitals
say about thenselves, efficiency, quality, satisfaction,
i nnovation, and things like that, that is the same thing
t hat people care about. And so | just think if the focus
of the report, like the very last thing up there, really
is on answering the question which is what shoul d
communities look like in terms of high quality,
i nnovati on, access, choice, a whole variety of things like
t hat .

The ot her issues, which are the conplaints from
general hospitals, probably are not necessarily the first

choice of priorities by the vast majority of citizens,
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al t hough they are inportant to sonme and they do need to be
dealt with.

But if we focus this not just as one group
versus anot her group and who's right and who's wong and
so forth, but just think about it as a community of people
and highlight the things that people ought to be concerned
about, which are efficiency, quality, satisfaction,

i nnovation, access, choice and so forth, you can still get
to the sanme issue. But | think the report has nore
nmeani ng to | egislators who asked you for it.

The second one is related to that. |In the study
plan | think the selection of the communities you go to is
very inportant because there are communities in this
country that are already starting to deal in sone way with
this issue not just |egislatively.

And in that regard, if you would add to the I|i st
of people that you talk to purchasers, particularly |arge
enpl oyers. And if you can get beyond the sort of |evel of
frustration that they have when they see this conpetition
goi ng on and they know they're paying for it but they
don't understand it, try to understand better as you | ook
at various of these communities what role the purchasers
bel i eve, on behalf of enployees and all that sort of

thing, they could or mght be able to play in this whole
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process. | think it would give us sonme hel pful
i nformation.

And |' m assum ng the people at the Center for
St udyi ng Health System Change, who | know hel p us out at
various tines, can be helpful to you in both regards.

MR. HACKBARTH. Anybody el se?

Ckay, thank you very nuch

So we are now to the public comment period and
we will briefly accept coments.

Wth all the usual ground rules, which you
shoul d know very well by now.

MR. FENNINGER: | do indeed. And |'ve been told
before that if I'mthe only one up here I still don't get
all the tine.

Randy Fenninger. | represent the Anerican
Surgi cal Hospital Association, which is the trade
organi zation for about 60 of the 100 or so specialty or
surgi cal hospitals which have been identified. W
appreci ate the opportunity we have had so far to neet with
the staff and are delighted that they will be nmaking a
site visit or site visits.

| would note that each of your will receive, if
you have not yet received, an invitation to visit a

hospital as close to your honme as we can possibly find to
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gi ve you the opportunity to see what a specialty hospital
is and is not, because they are designed to do certain
t hings and they are not designed to do other things.

| think we all know what a comunity hospital
is either professionally or personally. W hope you wll
t ake advantage of the opportunity that will be provided
over the comng nonths to learn nore by such a site visit
either with sone of your staff or independently.

| would just add a couple of cautions.
actually think the design of the study, the way it was
laid out, is very good, it's very thorough and queues
cl osely to what Congress said.

I"'ma little bit concerned, having heard this
norni ng' s conversation and di scussi on about neasuring
revenues and costs and inpact, how you' re going to conpare
what may or may not be happening to comunity hospital
revenue and finances, given the difficulties you have
al ready defined in your previous discussions of neasuring
that exact element. And yet that's quite key, | think, to
the overall debate that is going on

So | guess we'll just all have to live with two-
year-old data in whatever you find because | don't think
you'll fix the one prior to the other.

A couple of things. First of all, |I would urge
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all of you to take a very open mnd into this debate and
di scussion. | think you pride yourselves on doing that
and | can only encourage you to continue to do that as
this goes forward. This has been contentious and
enotional, as you will know, in Congress and in
comunities where these hospitals are under devel opnment or
have been devel oped. And good analysis is an extrenely
short supply. W're very hopeful that we get nore good
anal ysis comng out of this particular effort.

We woul d suggest you take a very careful | ook at
why these hospitals grow up. Wy are they devel oped?
They are very unique to the conmunity setting in which
t hey occur, whether that's Durango, Col orado; Kalispell,
Mont ana; Mbdesto, California or sonme other city,

M | waukee, W sconsin which | refer to as ground zero of
t hi s whol e debat e.

But | think it's inportant that as you go
t hrough your analysis that you understand the rationale in
those comm ttees because they are different. And the
different kinds of hospitals are different. W represent
primarily hospitals that performelective surgery for
patients who are ot herwi se healthy, be they Medicare or
non- Medi care. You will find perhaps cardi ovascul ar

hospital s having a sonmewhat different structure, a
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different nodel, a different in the conmunity.

So just as you have commented in the past on
ASCs, they all don't | ook alike, they all don't function
alike, there are differences. And those will be
important, | think, to your consideration. And | urge you
to take cogni zance of that, as well.

As you go through this, it mght be interesting
as a sidelight to exam ne sone of the tactics that are
bei ng used in communities where these hospitals are either
consi deration or under devel opnent. As you do this
analysis at the staff level, | cite econom c credentialing
and exclusive contracting as two issues that you m ght
find interesting.

On the tinmeliness of data, the earlier
di scussion, | want to volunteer our association and our
menbers to be the first to say you want it in a week,
we'll get it to you in a week. Wat can we do to hel p?

W think we're efficient and we think we could probably
provide that information to you far nore quickly than it's
currently comng out, if that's at all hel pful.

Let ne close by saying it will be difficult |
think, and | think your staff has told you this, it is
going to be difficult to answer all of the questions with

a great deal of depth partly because of data |imtations
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in the Medi care data about our menbers and the conmunities
in which they operate.

W hope you will not use that as a reason for
encour agi ng Congress to extend the noratorium W know
that we are the new kids on the block. W know that much
of the data that you will be | ooking for is not going to
be readily available. W don't think that's a reason to
continue to aid and abet nonopolization by one set of
providers in many conmunities. And we hope you w ||
consi der that as you go forward and reach your concl usions

for your final report.

Thank you.
M5. THOWPSON: Hi, |I'm Ashley Thonpson with the
Anmerican Heart Association. And | just wanted to comrend

t he conmi ssioners for their discussion on the data needs
and the need for nore for tinely data.

Qur organi zation absolutely shares the sane
desire in this respect, and we've been working with the
hospital field in order to provide nore tinely data
t hrough avenues such as NH S and Dat abank, which have been
listed. And we do know that those have sone limtations.

What we wanted to share with you is, as you
continue this very inportant discussion, we share M.

Mul I er' s concerns about junping thoroughly into using the
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Medi care Cost Report and requiring a tinmely or a nore
timely turnaround of that docunent as it does contain sone
data that is difficult to obtain. W just want to | ook at
that nore thoroughly.

However, the idea of using Schedule G as an
avenue to get at nore tinmely information is sonething that
we would like to ook at with you. So we do want to offer
our help and assistance as you nove forward in this area.

Thanks.

MR. HACKBARTH. Ckay, thank you. W're
adj our ned. [ Wher eupon, at 12:17 p.m, the neeting was

adj our ned. ]

BRI GGLE & BOIT, Court Reporters 301-808-0730





