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'r Crairman and nembers of the Subccrmittee, ve are
rleased to be here today to discuss the cost contalinnent
implicaticns of our report "Fealth Costs Can te Feduced by
illions of Cellars if Federal Agencies Fully Carry Cut CaC
Recomnendations" (HRC~80-6; November 13, 1279).

The Congress 1s concerned about the ever increasing
costs of the Government's health programs. Ve share these

concerns. The Covernment spends vast arnounts related to




health cere. The Fresident's budget for fiscal year 1981
estinmates that over $59 billion in Federal funds will finance
healtl services rendered to the elderly and disabled under
Medicare, the poor under Medicaid, and active duty and retired
Federal civilian and military perscnnel and their dependents.
Anocther $10.5 Lillion will provide health services to persons
eligible under the direct delivery systems cof the ﬁepartnents
of Lefense and llealth, Educaticn, and wWelfare and the Veteréns
Zdministration. An additionel $5.5 killion will finance
heslth-relateu grant and contract prodgrams administered by
EW's Fublic kealth Service. tMany c¢f these progrens, such

as Cormmunity liental Health Centers, itigrant Health Centers,
and Fanmily Planninc Clinics help provide needed rescurces
and/or pay for services rendered to eligible persons. C(thers,
such as Fealth Maintenance Crganization and health rléenning
prograns are ained at controliing overall health ccsts LY
develoring lower cost alternative delivery systens or prevent-
ing unnecessary expenditures.

Cver the years we have cdevoted & considerable amcunt of
effort tc looking at the administration and effect of the
Covernnent's involvement in health care. 1In cur reports we
have made many recémmendations for actions by the Conyress
or executive branch agencies which would reduce or darpen

increases in health costs. Sone of these actions were taken
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in whole or in part. Cthers were unct. In the interest of
stinulating the Congress and/cr the agencies to tale & fresh
look at these recommendaticons which had not been imnlenmented
or fully imrlenented, &nd at the conditions wiich lead us to
nane those reconnendaticrs, we develored the reprcrt we will
ve discussing today.

Cichtv=four of our reports on health rrogrars issued
fron Januvary 1574 throucgh Cecember 1878 contained 2€2 cost-
saviny recommendations. The Congress or responsible Federal
egency fully c¢r substantielly imrplerented €0 cf these recom-

cetions and nillions cof dollars have been sevec. fHowvever,
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the other 1464 reccrmendations had been onlv partielly inple-
rented or not implermented &t sll. If the Ceonuress and the
zcencies implenent these reccommendations, additicnel nillicns
vould e saved.

Cverview of Ccst-Eaving
Fecocrnendations

In the direct delivery health progrars nmcst c¢f cur
reccruriendations were aimed at
--rreventing the construction or prurchase ¢f unneeded
or ovversized health facilities and eguipment, and
--getting the vdrious Federal agencies directly
providing health services to share resources whenever
feazsible, thereby eliminating or preventinc unnecessary

duplication.
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For tie health financing progrems, our recocornmendztions have
generally been directed at assuring that

~-providers are not overpaid for the services thev
render,

--progran fraud and abuse are identified and controlled,
ana

--the States and contractors administering the
proyrams comply with Federal laws and regulations.

Cur recomnendations on the PHS grant and contract health
rrograils were in the main designed to

-~-improve the efficiency of grantees and contractoers
so that they could lower or contain the costs of
rroviding services, and

—-improve the effectiveness of the programs.

The Congress and the Federal agencies have implenented
many of these cost-saving recpnnendations. few examples
in the areas of the Subcormmittee's interest are:

--The number of bLeds planned for Indian Health Service
facilities in the Mavajo area was reduced by 296,
saving $2.4 million in construction funds and £2.°€
millicon in annual cperating ccsts.

--The Congress anended the Medicare law to provide

incentives to patients with end-stage renal disease




tc dialvze &zt home and to remove a disincentive
tovard feceiving a kidney transplant. Fased on 1872
jdata, home dialysis was about £15,(000 a year less
costly than facility dialysis, and Lidney transplants
saved abcut $30,000 a year per patient over facility
dielysis.

--Cver £1.3 million in Federal funds was recouped in
Medicare and iHedicaid duplicate payments tc a large,
publicly owned nursing hone.

--The Congress anended the law to control non-srms-
length dealings amonu Health laintenance Crgenizaticns
and those who own or contrcl then.

--Cetection of lead poisoninc through increased screen-
ing was strenuthened. This should result in vrevent-
ing cases of mental retarcdation and save the coust of
treating patients.

Iowever, tne Conyress and the Federal zgencies need to
take actions to fully implement cther recommendaticns so that
aiditional savings can be realized. Fgain, a few exarnrles
"will illustrate what could be accomplished:
~-There is a need for greater sharing of health resouvrces

among the direct health delivery systens cf the Cepart-
nents of Cefense and Kealth, Education, and Velfare

and the Veterans Administration. Every l-percent




reduction in these systems' costs, achieved by sharing,
would save taxpayers about $10C millien,

~-When nursing home beds are unavailable to Medicare
and Medicaid patients, they stay in more costly
hespital beds. ©Data indicate that about $73 million
in Chio and about $216 million in rew York is being
spent on hespital services for such patients who
cculd be served adeguately by nursing homes 1if beds
were available.

--hbout $53 nillicn could be saved in fiscal vear 19€1
if States were permitted to award contracts competi-
tively for Medicaid laboratory services.

--Fayments to States for l!edicaid administration should
be based on performance standards. This would provice
States with incentives to increase contrcls over fraud,
abuse, and waste whiéh should gencrate large savings
in program costs.

--Inprovements in deinstitutionalizing the mentally
disabled would save the Government millions.

“r. Chairman, your February 11, 198C, letter expressed

particular interest in three of the reports coverecd in our
follow-up report. We will now address the cost saving po-

tential available from fully implementing the recommendations




in those reports.

tiediceid Expenditures for Ineffective
or Fossibly Effective Prescripticon
Crugs, '=-164031(2); February 15, 1674

In December 197G the Suryeon Ceneral recuested all HEW
agencies to prohibit the use of Federal funds for drugs which
the Food and LCrug Administration had classifiecd as ineffec-
tive or possibly effective. In 1972 we reported to EEV that
States were expending substantigl anounts under Medicaid for
such drugs and recomnended that Federal sharing for trese
expenditures be prohibited. In 1574 we again reported sub=-
stantial l'edicaid expenditures for ineffective and possibly
effective drugs (estimated at $8.3 million annually for just
three States) and repeazted our reconrmencdation. It has been

*

cver ¢ years since the Surgeon General's recuest, almost 3
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vears since our first recommendation, and € vears since our
second recommendation. There is still no prohibition against
using Federal funds to pav for these drugs under "edicaid.
Frohibiting Federal sharing in Medicaid expenditures
for ineffective and possibly effective drugs should in most,
if not all, States result in these drugs not being covered by
Medicaid. This in turn should result in the prescribing of
drugs which have evidence of effectiveness rather thean drucs

with little or no evidence of effectiveness. The health



care of Medicaid recipients would be improved and, hovrefully,
the costs of‘treating them for the condition which the drug
did not help wculd be reduced.

Preventinc Mental Petardation--

Yore Can Ee Tone, FPL—77-37;:
October 3, 1¢77

Cf the nany causes of mental retardation, we selected
seven inherited metabolic disorders which can be detected by
analyzin¢ a newborn infant's blood and treated to prevent
retardation. Ve wanted to see how effective early screening
rrcorans vere operating because prevention cf mental retard-
ation results in avoiding the costs of care and education of
the retarded by such prograns as special education, renagil*
itation services, and Medicaid. &also preventinc menteal
retardation saves lives and avoids human suffering.

tle found that most States had a program for testing
a blocd sanmple from newborn infants to detect one of the
inherited metebolic disorders--phenvlketonuria or FXU.
#lthough improvements were needed in many of these F¥U screen-
ing programs to reach all newborns, nuch of the benefits
were being realized. However, only a few States wvere screen-
ing for six other inherited metabclic disorders which can
cause mental retardation--maple syrup urine disease, hono-
cystinuria, galoctosenmia, tyrosinosis, histicdnemia and hypo-

thyrodism. All of these disorders can be tested for bv




using thé sane blocd sample and can bLe screened for little
or no additicnal cost if automated laboratory methods are
used on a large scale.

i'e estimated that the costs of screening all newborn
infants for the seven disorders and treating those identified
would be about $18.5 million a vear. Cn the other hand,
apout $437 nillion in costs of caring for those who would
becone retarded without screeniqg woulé be avcided. Cn a
Jiscountec basis, this represents a cost/benefit ratio of
$8.7C saved for eachk ¢1 expended. In addition, the lives
cf at least 50 children would be saved each year.

'e recormnended that EINW (1) evaluate State screening
rrograns to identify those which are not effective and provide
necessary assistance, (Z) encourage and support expansion of
newborn screening to include treatable metabolic disorcders
in addition to PEU, and (3) encourege ancé assist ftates to
cooperate to establish cost-effective regionalized nmetabelic
screening prograns.

EFW is working on the recommendaticns and has encouraged
the States to expand their newborn screening programs and it
awarded 21 screening grants and a grant to Colorado to esta-
blish a regional screening program. FEW will need to continue

to encourage and assist the States with their newborn screening

w0




pregrans. Until the recommendations are fully irmplemented,
there will continue to be the loss of lives or unnecessary
costs of care and treatment from a lack of detection of meta-
belic disorders.

This report also dealt with efforts to prevent mental
retardation associated with prematurity and low birth weight,
chronosone abnormealities, rubella and neaslecgs, lead poison-
ing, PE hermolytic disease, and early childhocd environmental
coenditions. We found weaknesses in preventive efforts in all
these areas and made recormendaticns to improve prevention
efforts. Additicnal actions by FEW are still needed on
several cf these recommendations.

Attainable Eenefits of the
“edicaid Manacement Information

Svsten Are Lot Feing Realized,
HrRLC=78=151; Sertemkber 26, 187°C

In the early 1¢70s HEW cdevelcped and espoused the benefits
of a model Mecdicaid Management Information Syster (MIMICZ) in
facilitating the rayment cf provicder clcims under that yprogran.
In 1972 the Congress increased the Federal sharing rate for
these systems to 9C percent for development and installation
and 75 percent for operation. We reviewed three HIW approved
¥MMISs and found them to be underdeveloped, under used, and

not in compliance with all legal requirements for increased

funding.
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HMISs are supposed to provide the States with the infor-
nation necessary to manage their ledicaid programs and control
rrogram fraud and abuse as well as accurately pay for legiti-
mate claims. Fecause of weaknesses in HEW's approval process,
State MMISs were being approved for increased Federal sharing
even though they did not meet all requirements. Also, EHEW
could not effectively monitor or contrcl State adninistre-
tive costs because of the lack cf data on such costs.

The Surveillance and Utilization Review subgyster cf an
11IS€ prevides the main benefits over and above theose cof a
good claims processing svsten. The review subsvstem should
provide information that (1) assesses the level and cguality
of care provided to Medicaid recirients and (2) identifies
and facilitates the investigetion of suspected instances of
fraud or abuse by Medicaid providers and reciplients.

The review subsystem had not accomplished either of its
purposes effectively. It was underdeveloped, ineffective in
identifying potential misutilization, and of unproven value.
States generally were not.reviewing the cuality of care pro-
vided Medicaid recipients as required, and the subsystem was
not providing the data needed to help States do so. Cverall,
States were using a trial and error approach in using the
subsvstem and its reports.

We made a number of recommendaticns to HFW to improve

11




its I'NIS approval process and take action which should result
in improved State MMISs. IV established a Task Force tco
icck at I'MIS and HEV told us the Tas) Force would consider
our reconnendations.

Cverall, we concluded that Federel sharing in State

administrative costs should be based on how well the State

t
o

rerforns, nct on whether or not it has an approved MUIE,
reccnnerded that the Congress amend the law to so provide.
The Senate has passed a provision, as an anmendment to the
2dortion Assistance and Child Velfare Act of 1970 (H.R. 3434),
which would implement this recconrendation as vell as fut into
law many of the reccormendations &e made tc IFfw. Ve suppert
this provision. H.F. 3434 is currentlv with & conference
conniittee.

> REPCRTSE INFACTINC CU

s
i
HEALTL CCST CONTAIINENT

~he Subcommittee also asked us to discuss three recent
Ca0C repcrts which could have an impact on health care cost
containment.

tospitals in the Same Aresa
Cften Fay Wwidely [ifferent
Prices for Comparabl
Supply Items, ERD-8(-3%5;
January 21, 1980

At the reguest of the Chairman of the Sthcormmittee on

Eealth of the Senate Finance Committee, we surveyed the
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prices paid for about 40 items by various hcspitals in six
najor cities. The cities were Atlanta, Cincinnati, Columbus,
tfiami, Pittsburg, and Seattle.

lie found wide differences in the prices paid for the
sane cr comparable items. For example, in Seattle one
hospital paid $2.42 for a cylinder of oxygen while another
paid $5.37. In Cincinnati one hospital paid $3.19 for irri-
gating solution while another paid $1.17. 1In Fittsburgh one
hospital paid $4.20 for a roll of instrument recordinc paper
while another paid $1.12. In Atlanta onec hospital paid 51.22
for a flourescent lamp while another paid $.58.

Cverall, there was at least a 10C percent price differ-
ence between the hichest and lowest price fcr 22 percent of
the items where cecmparisons could be nade.

mhe nost freguent plausible explanation was that hospitals
do not share price information and, thus, were not aware
when they were paying more than ancther instituticn for the
same item.

EFWw and its Medicare intermediaries hacd cevoted scant
attention to the costs of items routinely purchased by hos-
pitals because they believed such activities would not be
cost effective.

Recognizing that regulatory or monitering activities by

the Governnent or its contractors result in some added costs,
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we analvzed the price data, as well as the annual volumes pur-
chased, to identify these high-dcllar high-volume items where
the potential decllar savings appeared to be the ¢greatest.

&lthough the number of items meeting this criteria
varied frowm city to city, we identified five such items which
offered substantial potential savings for hospitals in at
least twe of the cities. Tctal savings for these five items
for the hosgpitals surveyed wouléd be about $150,00C annually.
Fecause our review was limited to less than one-half of one
vercent of the hospitals participating in the lledicare
program, it is likely that potential savincs for these five
iteris alone could améunt to nmillions of dollars.

Accordincly, we rroposed that FEV instruct its interne-
diaries tc gather price information on the £five items and
communicate such information to the hospitals they service
to facilitate the exchance of price information.

'rW agreed, in part, with our recommencations; however,
before it issued instructions to all intermediaries, HFU
wanted to conduct an experiment with at least cne internecdiarv.
Need to Better Use The
Professional Standards
Review Crgenization Post-

Fayrment Monitoring Program
HRL=-80-27; lecember 6, 1978

Professional Standards Review Organizations--FSECs--are

organizations of practicing physicians designed to assure
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trhat health care services, provided under !edicare and
Medicaid, are delivered as efficiently and economically as
possible--principally in hospitals. PSRCs review the mecical
necessity and appropriateness of inpatient admissions and
length of stay and prospectively deny rayrent for nedically
unnecessary care.

Cver the past several years, considereble emphesis and
study has been yiven to the cquestion of whether this activity
can function effectively as a cost containment mechanisn,

Th other words, is the $150 million spent to finance PERC
activities coffset bv reduced Medicare or lNedicaid utilize-
tion?

a

While there have teen disagreerments as to the methoc-

clogies tc be used in answering this cuestion, it is clear

1

]

that only a 1 or 2 percent reducticn in "edicare hospit
utilization can be an important factor in deternining the
cocst effectiveness of PSRCe.

Prior to the implementaticn.of the PSRC progran, lMedi=-
care fiscal intermediaries, such as Elue Crcss, reviewved
hospital claims for medical necessity. Although the FERCs
assumed the responsibility for deternining medical necessity
for payment purposes, under the post-payment nonitoring

program the intermediaries randomly sample and review 20
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vercent of the claims related to the inpatient admissions
reviewed by a PSRC. The intermediary's doctors identify

any disagreement with the PSEC determinatious. Zccording

to HEV, the objectives of the post-paynment monitoring pregran
are (1) to provide an educational tocl to assist PFSPCs in
fulfilling their responsibilities, and (2) to assist EFV in
evaluating hcw effectively FSPCs are functioning.

In cur Pecember 1879 report to the Secretary, we pointed
out that the post-pavnent monitoring program was not worling
as intencded primarily because FFYW had not issued cvuidelines
or instructicns on how the pregram should work.

[

For the four PSROs ve visited, where intermediary find-

ot

ings could be related tc total “edicare inpatient davs, the
intermediaries cuestioned the necessity ¢f 1 to £ rercent
of the days approved by the PSFRC anc officials at twe of the
four PSRCs ayreed that they had incorrectly approved 2.6
percent ané 4.2 percent cf the days as necessary when they
were not.

ks previously mentioned, a relatively small recuction
in Medicare hospital utilization can be an important factor
in making the PSRC cost effective. ¥e believe that the post-
paynent monitoriné program could be a more useful tcel to

PSRC and HEW management for improving the PSRC program and

we recommended that HEW issue instructions specifically on

16




hcw the program should be used tc neet this objective.

Pennsvlvania Needs an

Autemated Svsten to Letect
Medicaid Fraud and Abuse,
HRD-79-113; Seprt. 24, 1°27°

BPecause Fennsylvania did not have an autonated claims
processing and information retgieval systen, Medicald fraud
ané abuse could go undetected in the State. The State
relied cn manual claims processing to pay rany of its l'edi-
ceid clairs. This process was not ahle to systeraticelly
detect cleaims for ineligible perscns, durlicate claims,
inarrrepriate charges, or whether a third party, such as an

insurance company, was lizble for paying the claims. The

o

manual proccess relied on the ability of the claime rrocessors
to renenber fee schedules and prior clains in order to assure
rroper payrents. Also, EEVW estimated that, on the averace, &
claims prccessor had only about 5 seconds to process a clairm.
Pennsylvania's utilization review programn was primarily
2 manual operation--18 employees manually reviewed a S-percent
samprle of provider invoices and subjectivelv selected providers
to profile. Eecause the staff members review only a 5-percent
ncnrandom sample, an unknown number of progran abusers escape
detection. Fron Jénuary to March 1979 the staff reviewed
over 141,000 .invoices and recouped abcut $44€,000 throuch

provider repayments and prepayment clains adjustments. ifuch
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cf what the reviewers do manually on the 5-percent sarple
could be done autcmatically on all clains by an automated
claims processing and information retrieval system. Ve
concluded that the State needed such a systen.

Senator Schweiker who recuested our reviev introcduced
a bill, S.731, which would provide incentives to States to
develor automated systems. The bill also would implement
many of the recdmmendations made in our MMIE rerort which
we discussed earlier. The Senate adcrted a riodified version
cf this bill as an amendment to the Adopticn issistance and
Child welfare Act of 1979, E.P. 3424, The version of
F.R. 3434 passed by the House did not include this provi-
csion. Conferees have been arpcinted, hut as of larch 3,
138¢, had not net.

2DCITICMAL GAC EFFCRTS )
RELATEL TC COST CCANTAINUELT

I would like to discuss two recent efforts relatina to
hospital cost containment in general and Federal iledicaid
costs in particular.

Hospital Cost Containment
Efforts

The rapid rate of increase in hospital costs has and
continues to be one of the most serious rroblems confronting

the Nation. While many factors centribute to this rapid
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cost growth rate, many econonists centend that since hospitals
are renove¢ from the nornal economic facters of the narket-
rlace, much of the incentive for hospital ranagers to operate
their institutions efficiently is minimized. Many also agree
that the traditional cost-based retrospective method cf pav-
ing for hospital services has eroded any remaining cost

reduction incentive by essentially paying the cost of whatever

~

medical treatments are deemed aprropriate by physiciens and
hospitals.

any States, in fact 27, have attempted to modifv the
way in which hospitals are paid by adopting prograns under
which payments are bacsed on rates deternined befcre the ser-
vices are provided. These prograns, usually called prosyec-
tive ratesetting programs or prospective paynent prodarars,
are desigyned to help contrel rising hospital costs by provid=-
ing an external authority to establish or review the prices
that hospitals may charge and/or that third parties and
private pavors are required to pay for specified services.
mhese State programs vary in their authority to centrel hos-
pital payment rates with some being recuired by lew vhile
others are voluntary. Either type can have the authority to
determine or alter'payment rates or can be merely advisory.

Recently we conducted a review to deternine the inpect

of prospective ratesetting programs and found that generally,
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when conpared with the national average, States with such
programs were more successful in controlling the rate of
cost increases. States with programs applicable to eall
hosritals and with the authcority to determine or alter
hespital rules had the greatest success with growth rates
averagying several percentaye points lower than the nationeal
average.

‘ e also exarnined the extent to which hospitals across
the cocuntry have imrlemented selected managerent technigues
that could restrain hospital cost increases, such as patient
rreadmission testing, admission schedulinhg, energy conserva-
tion technicues, use of generic drucs, and nurse scheduling
systens. Ye sent a cuestionnaire to a naticnal sample of
2,8C0 heospitals and conducted case studies cf hospitels
claiming significant cost reduction impact from using one or
more of the cost containnent managenent technicues.

Cver &0 percent of the hospitals surveyed responded and
the results indicate that hospital managers nationwide have
not generally implenented many of the management technigues
that could significantly restrain hospital cost increases.
Even in States with a prospective ratesetting program there
was little differénce in the extent of hospital implementaticn
of the management technigues compared to the level of inple-

mentation in cost-reimbursement States. Cur case studies




decumented significant cost savings resulting from use of
nany of the ﬂanagement technigues.

Cur report is currently with EEW and cthers for comnment
and should be issuec¢ in final form by June 1 of this vear.
States Are lot Effectively

Icdentifving and Recovering !Medicaid
Cverpavments and Returning the Federal Ehare

/e recently completed a review cf State efforts tc
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igenci and return the Fec-
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eral share. we were concerned that large anounts cf Federal
funds were being tied up because of a lack of or ineffective
State rrccedures in this area. Vwe found that the five ttates
reviewed (Californiz, Florida, Georcizs, tlew York, and Sfouth
Carolina) had identified at least $222 nillion in substantiated
or potential coverpayments which had not keen collected. tliany
of these overpayments had been outstanding for cseveral vears.
Thus, the overraid providers have had, in effect, interest-free
loans of Federal and State mconey. In addition, because the
States are years behind in their audits (which are the rrirmary
neans of identifying overpaynents), nillions more in over-
payments have probably not been identified. These overpaynents
become harder and harder to recover the older they get,

We also found that the five States had recovered about

$18.7 million in Medicaid overpayments for which they had




nct returned the Federal shere on & tirmely basis. Scretines
States had held this cash for years without returning the
Federal share. In other cases, States were periodically
returning the Federal share o0f colliected overpaymen&s but
their procecdures for doing so were so slow and cunberscne
that large anmounts were continuously outstanding. t!loreover,
States usuallyv deposited recovered funds in interest-bearing
accounts but were inconsistent in sharing interest earned
with the Federal Covernment.

Cn several cccasions during our review, we repcrted cur
findings pertaining to these cash accounts to HEUW's Fealth
Care Financing Acéministration. ECFA tock positive and tinely

efforts to resclve the reported issues for the rerticular

n

States we visited. Furthermore, BECFA took the arproach we
used and told its regional offices to review all the Ftates.
HCFA's review is not complete but as of January 1880 it had
recouped $41.% million in Federal iiedicaid funds from 14
States-=-principally representing excess cash. In addition
it was in the process of recouping ancther $29.2 nillion
from 8 States--which principally represented the Federal
share of old unrecovered overpaynents.

The preponderance of HEW's regulaticons and policy

guidance supports the view that the Federal share of Medicaid




overpaynents should be refunded immediately after being
identified--although as a matter of practice the States wait
until collections zre made which often takes years. Ue
believe ELW should recoup the Federal share from the States
for such overpayments when they are identified, unless the
States denonstrate that thelr overpayment recovery systens
are effective and in conformance with KEW standards. We
nade reconmendations for designing such standards.

This concludes ny statement. We will ke happy to

answer any cuestions you may have.









