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COMPTROLLER GENERAL OF THE UNITED STA- 
WMHINQTON.DC Z0840 

B-201224 

The Honorable Sam M. Gibbons 
Chairman, Subcommittee on Oversight 
Committee on Ways and Means 
House of Representatives 

Dear Mr. Chairman: 

Your November 8, 1978, letter asked us to review cer- 
tain aspects of the Professional Standards Review Organiea- 
tion (PSRO) program. As agreed with representatives of your 
Subcommittee, we looked into (1) PSRO compliance with De- 
partment of Health and Human Services requirements for re- 
viewing patient hospital care and for monitoring delegated 
reviews, ( 2 )  the desirability for PSROs to be given more 
responsibility for planning patients' postdischarge care, 
( 3 )  the extent to which physicians are paid for inpatient 
care provided to patients whose hospital stay has been de- 
termined to be medically unnecessary, and (4) the Depart- 
ment's control over PSRO costs for hospital reviews. 

This report discusses how noncompliance with applicable 
regulations and requirements has resulted in the payment for 
unnecessary days of hospital care. The Department's monitor- 
ing of the PSRO program did not disclose these instances of 
noncompliance. Also, the report discusses actions that the 
Department is taking to (1) obtain adequate control over hos- 
pital review costs and (2) implement review of physician 
services provided to hospitalized patients. The potential 
savings from reviewing these physician services does not 
appear to be significant. Finally, the report discusses the 
adequacy of postdischarge planning performed by hospitals. 

As arranged with your office, unless you publicly 
announce its contents earlier, we plan no further distribu- 
tion of this report until 14 days from the date of the 
report. At that time we will send copies to interested 
parties and make copies available to others on request. 

z?you2 

omptroller Genera 1 
of the United States 
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COMPTROLLER GENERAL'S REPORT DEPARTMENT OF HEALTH AND 
TO THE SUBCOMMITTEE ON 
HOUSE COMMITTEE 
ON WAYS AND MEANS 

D I G E S T  

More effective 
ment of Health 

- - - - - -  

OVERSIGHT, HUMAN SERVICES SHOULD 
IMPROVE MONITORING OF 
PROFESSIONAL STANDARDS 
REVIEW ORGANIZATIONS 

monitoring by the Depart- 
and Human Services (HHS) 

and Professional Standards Review Organi- 
zations ( P S R O s )  is needed to ensure that 
hospitals are not paid for medically un- 
necessary days of care for Medicare and 
Medicaid patients. (See ch. 2.) 

PSROs--established by 1972 amendments to 
the Social Security Act--are designed to 
make sure that health care services pro- 
vided under Medicare and Medicaid are 
delivered as effectively, efficiently, 
and economically as possible. This i s  
accomplished, in part, by reviewing the 
care provided to hospital patients. 

GAO reviewed the records of 809 acute 
care patients, at 39 hospitals in 
13 PSRO areas, whose hospital stay 
was determined to be either partially 
or entirely medically unnecessary. 
These patients incurred 1,779 days of 
hospital care that were determined to 
be unnecessary and were not paid for 
by Medicare and Medicaid. (See p. 4 . )  

If HHS, PSRO, and State requirements had 
been followed, an additional 384 days of 
patient care would have been denied for 
payment. These inappropriate days were 
related to 

--224 days for extensions of patients' 
hospital stays which were not consist- 
ent with HHS coverage requirements 
(see p. 111, 

Tear SheeS Upon removal, the report 
cover date should be noted hereon 1 HRD-8 1 - 2 6 



--148 days for delays in performing con- 
current reviews (see p. 13), and 

--12 days because of inconsistencies 
between PSRO and Medicare paying agent's 
procedures for counting patient days 
(see p. 15). 

In addition, one of the PSROs visited by 
GAO accumulated information which suggests 
that, during a 1-year period, 2,500 of the 
Medicare and Medicaid patients in its area 
had 9,300 days of hospital care inappro- 
priately certified as medically necessary 
for reasons that did not conform with HHS 
or State regulations and instructions. 
(See p. 9.) 

GAO's examination of HHS monitoring reports 
for the 13 PSROs showed no specific mention 
of the compliance problems discussed above. 
In addition, HHS regional officials said 
that they were unaware of these deflcien- 
cies. (See p 7.) Also, PSRO monitoring 
of concurrent review functions being per- 
formed by hospitals does not appear to be 
adequate. (See p. 8.) 

PAYMENTS TO PHYSICIANS FOR 
MEDICALLY UNNECESSARY DAYS OF 
HOSPITAL CARE DO NOT APPEAR LARGE 

Many hospital officials believe paying 
physicians but not hospitals for medically 
unnecessary days of hospital care is in- 
equitable because physicians, not hospitals, 
discharge patients. 
believe that denying physician charges for 
inpatient services, on days when inpatient 
care is not needed, would provide the doc- 
tors with an incentive to discharge patients 
earlier. (See p. 18.) 

- 

PSRO and HHS officials 

GAO's review of 809 claims involving adverse 
determinations detected only 128 claims in- 
volving $8,000 in payments to physicians for 
hospital services provided on days that the 
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hospital was denied payment because the 
patients' stays were not medically neces- 
sary. (See p 18.) 

Because nationally the number of adverse 
determinations is relatively small-- 
1 percent of the 4.8 million patient ad- 
missions subject to P S R O  review during 
the first half of 1979--and the amounts 
paid to physicians for hospital services 
to patients not needing hospitalization 
also appear to be relatively small, GAO 
believes that the potential for savings 
by focusing reviews in this specific area 
is limited. (See p. 22 ) 

/ 

CONTROLLING HOSPITAL 
REVIEW COSTS 

Concern has been expressed by the Congress 
and others regarding the cost of P S R O  hos- 
pital review. In response to these con- 
cerns, HHS plans to reduce the average cost 
of patient review primarily by not review- 
ing areas which do not appear to offer a 
potential for cost savings or improved 
care. (See p. 24 ) 

To strengthen PSROs' control over these 
review costs, HHS issued instructions in 
April 1979 which required hospitals to 
justify all costs over those previously 
estimated and agreed upon. The instruc- 
tions required (1) PSROs to review and 
comment on the hospitals' costs and (2) 
Medicare paying agents to consider the 
P S R O s '  comments In May 1979, HHS pro- 
posed regulations that would require 
that hospitals and P S R O s  to establish 
budgets and review plans. The regulations 
were published in final form on October 10, 
1980. (See p. 25.) 

In GAO's opinion, the regulations should, 
if properly implemented, provide HHS 
and PSROs with better control over hospital 
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review costs Also, in December 1980, 
the Congress passed legislation that would 
provide HHS and PSROs with additional 
leverage to control the review costs of 
delegated hospitals. (See pp 25 and 26.) 

PATIENT DISCHARGE PLANNING 

Some PSRO officials believe that they should 
have more authority over discharge planning 
because hospitals do not adequately plan for 
posthospital care. Discharge planning in- 
cludes arranging the transfer of patients 
to long-term care facilities.' (See p. 11.) 

For the 39 hospitals included in GAO's re- 
view, hospital discharge planning appeared 
to be adequate. About 100 of the 809 pa- 
tients included in GAO's review had their 
stays extended, and hospitals were paid, 
for a total of 1,351 days, after their 
need for acute hospital care ended. Of 
these days, 1,127 were correctly extended 
and paid primarily because hospital staff 
had documented that no suitable long-term 
care bed was available for these patients. 
The other 224 days extended should not 
have been certified for payment by PSRO 
reviewers, but GAO believes that inade- 
quacies in hospital discharge planning 
were not a principal cause (See p. 12 ) 

- 

RECOMMENDATION TO THE 
SECRETARY OF HHS 

The Secretary should direct the Admlnis- 
trator, Health Care Financing Administra- 
tion, to require that monitoring activi- 
ties of the Office of Professional Standards 
Review Organizations emphasize the extent 
that PSRO and hospital concurrent review 
activities comply with HHS coverage and 
procedural requirements. 

iv 
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HHS AND PSRO COMMENTS 

Although HHS agrees with GAO's recommendation 
and is taking corrective action, its comments 
on the draft report state that it believes 
that GAO's review was slanted because the 
PSROs  reviewed ranked relatively low in the 
agency's January 1979 program evaluation and 
GAO focused on adverse determinations where 
some lack of medical necessity had already 
been identified. (See pp. 16 and 22 and 
app. IV.) Comments received from one PSRO 
are discussed in appendix V. 
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CHAPTER 1 

INTRODUCTION 

The Social Security amendments enacted in October 1972 
(Public Law 92-603) authorized the Department of Health, 
Education, and Welfare 1/ to establish independent Profes- 
sional Standards Review-Organizations (PSROs) nationwide 
PSROs review health care services provided under the Medi- 
care, Medicaid, and Maternal and Child Health programs 

Medicare provides health insurance benefits to the 
aged, the disabled, and those with end stage kidney disease. 
This program is estimated to cost about $33.1 billion in 
fiscal year 1980 
provides medically necessary services to persons who cannot 
pay for them. For 1980 this program is estimated to cost 
about $25.3 billion, including the States' share of about 
$11 billion. Under the Maternal and Child Health program, 
HHS provides grants to enable States to expand and improve 
medical services that help reduce infant mortality and 
promote the health of mothers and children, primarily in 
rural and poverty areas. These grants are estimated to 
be about $345.5 million for fiscal year 1980. 

Medicaid--a Federal/State program-- 

The Senate Committee on Finance recommended establishing 
the PSRO program as a partial solution to the dual problems 
of rising health care costs and the high incidence of medi- 
cally inappropriate services rendered to Medicare and Medi- 
caid patients. The Committee noted that the economic impact 
of the overutilization of services was significant It also 
expressed concern over the effect that such overutilization 
had in terms of the health of the aged and the poor. 

The amendments required PSROs to ensure that Federal 
funds are spent only for medically necessary services pro- 
vided in accordance with professional standards and in the 
appropriate setting. PSROs currently review services in 
hospitals and certain nursing homes. The 1977 amendments 
to the Social Security Act (Public Law 95-142) also require 
PSROs to review medical care outside institutions. The pro- 
gram is administered by the Health Standards and Quality 

- l/These activities became the responsibility of the Depart- 
ment of Health and Human Services (HHS) on May 4, 1980 

1 
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Bureau (HSQB), which is a part of the Health Care Financing 
Administration (HCFA). 

PSRO REVIEW 

P S R O s  are groups of local physicians who review federally 
funded patients' health care to ensure that it conforms to pro- 
fessional standards and is delivered efficiently, effectively, 
and economically. Among other things, PSROs  review the medical 
necessity of hospital admissions and of extensions of patients' 
stays. This procedure is generally referred to as concurrent 
review. 

Typicslly, a PSRO review coordinator, such as a nurse, 
performs concurrent review by screening Medicare and Medicaid 
patients' admissions and extensions of stay. The coordinator 
refers records of patients who do not appear to need hospital 
services to a PSRO physician--known as the physician adviser. 
He or she reviews the records and rules on the medical necessity 
of the patients' admissions or extensions of stay. If the 
physician adviser believes a patient does not need to be hos- 
pitalized, the adviser discusses the case with the attending 
or admitting physician. If the adviser still believes hospital- 
ization of the patient is not medically necessary, an "adverse 
determination letter'' is issued to the patient, the patient's 
physician, the hospital, and the fiscal intermediary--such 
as Blue Cross--responsible for paying the patient's bill, 
informing them that except for grace days Medicare or Medicaid 
will not pay for medically unnecessary days. 

PSRO reviewers grant 1 grace day--2 more, if needed--for 
Medicare patients to arrange postdischarge care and relocate 
from the hospital. For Medicaid patients, each State pre- 
scribes whether grace days may be paid. 

PSRO reviewers may also review patient care after the 
service has been provided and issue "restrospective" adverse 
determination letters to advise the appropriate persons that 
the type of service provided was not medically necessary or 
appropriate. These letters are primarily an educational 
device; Medicare will usually pay for restrospectively denied 
days of hospital care. Each State prescribes whether it will 
pay for restrospectively denied days of hospital care under 
Medicaid. 

2 
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P S R O s  delegate concurrent review activities to hospitals 
which they find willing and able to perform this function. 
Such hospitals are referred to as delegated hospitals. P S R O s  
monitor delegated hospitals and are ultimately responsible 
for the quality of concurrent review performed in these 
facilities. 

Data collected by HSQB show that, during the first half 
of 1979, about 4.8 million patient admissions were subject 
to PSRO hospital acute care review. During this period, 
PSROs and delegated hospitals denied payments related to 
49,428 admissions--1 percent of cases sublect to review-- 
because the patients' hospital care was not medically 
necessary. 

PROGRAM STATUS AND FUNDING ----- 
In June 1980 there were 195 PSRO areas--concurrent review 

was being performed in 183 of these areas. 

The PSRO program is financed from both the Medicare trust 
fund and general revenue funds. Fiscal year 1979 prograin costs 
totaled $150 million--$65 million was from general revenue funds 
and $85 million was from the Medicare trust fund. 

OBJECTIVES, SCOPE, 
AND METHODOLOGY- 

The Chairman, Subcommittee on Oversight, House Committee 
on Ways and Means, in a November 8, 1978, letter asked us to 
review the (1) delegation of PSRO review functions to hospi- 
tals, (2) monitoring of delegated review functions by P S R O s ,  
and ( 3 )  P S R O ' s  role with respect to hospital discharge plan- 
ning for Medicare and Medicaid patients. We performed survey 
work in these areas and on March 23, 1979, met with represen- 
tatives of the Subcommittee. 

During this meeting, we agreed to look into (1) PSRO 
compliance with HHS requirements for reviewing patient 
admissions and extensions of stay and monitoring delegated 
reviews and (2) the desirability for P S R O s  to be given more 
responsibility for planning Federal patients' discharges and 
later care. These issues are discussed in chapter 2. 

We also agreed to look into (1) the extent to which 
physicians are paid for inpatient care provided to patients 

3 
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on days where the hospital stay was deemed not medically 
necessary or appropriate and ( 2 )  HHS' control over PSRO costs. 
These issues are discussed in chapters 3 and 4, respectively. 

In response to these agreements, we reviewed PSRO opera- 
tions at HSQB in Baltimore, Maryland, and at HHS regional 
offices in Atlanta, Chicago, Philadelphia, and San Francisco. 
We selected 13 P S R O s  (see app. 11), which are geographically 
dispersed. According to HCFA's January 1979 evaluation of 
the PSRO program, one of the P S R O s  ranked in the top 25 per- 
cent of the 96 P S R O s  evaluated in terms of reduction in days 
of care, two ranked in the second 25 percent, three ranked in 
the third 25 percent, and six ranked in the bottom 25 percent. 
One PSRO was not included in the HCFA evaluation. 

We reviewed various reports and statistical data to 
select 26 delegated and 1-3 nondelegated hospitals with sig- 
nificant numbers of adverse determinations. At these hos- 
pitals we reviewed the lesser of 25, or all of the Medicare 
and Medicaid patient records with adverse determinations 
during the past year. This resulted in our examination of 
809 patient records involving adverse determinations. These 
patients had 1,779 days of care that were denied by the PSROs 
and not paid for by Medicare and Medicaid. 

Because the P S R O s ,  hospitals, and patient records that 
we reviewed were not randomly selected, the results of our 
review cannot be projected to the rest of the PSRO program. 

We selected cases with adverse determinations for 
three reasons. First, we had to review patients whose hos- 
pital stay had been denied to respond to the request to 
determine the extent to which physicians are paid for in- 
patient care provided to patients whose payment for days of 
the hospital stay was denied 

The second reason pertains to our looking into PSRO 
compliance with HHS requirements for reviewing patient ad- 
missions and extensions of stay. Several HHS requirements 
pertain to the timeliness of P S R O  reviews. By comparing 
the number of hospital days actually denied with those that 
would have been denied if the reviews were performed in 
accordance with HHS requirements, we at$empted to measure 
the effect of PSRO compliance or noncompliance with HHS 
timeliness requirements. 

4 



The third reason was to identify any problems in dis- 
charge planning. 

We reviewed applicable legislation, HHS regulations and 
instructions, requirements developed by individual P S R O s ,  
and hospital review plans 
ports prepared by HSQB on individual P S R O s  and those pre- 
pared by P S R O s  on individual delegated hospitals. In 
addition, we reviewed P S R O  and hospital cost records and 
interviewed officials at HHS, the 13 P S R O s ,  and 39 hospitals. 

We also reviewed monitoring re- 
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CHAPTER 2 

HHS AND P S R O s  NEED TO MORE EFFECTIVELY 

MONITOR CONCURRENT REVIEW ACTIVITIES 

Some Medicare and Medicaid days of hospital care that 
are being certified and paid as being medically necessary do 
not meet HHS and PSRO criteria for such days of care. Some 
of the unnecessary days of care are being incurred and paid 
because PSRO concurrent review did not comply with HHS re- 
quirements. During discussions with HHS officials, we were 
informed that they were generally unaware of the incidences 
of noncompliance that we noted during our review. HHS' 
monitoring activities need to be more comprehensive with 
respect to PSRO concurrent review. Also, with respect to 
delegated hospitals, the monitoring activities of PSROs 
generally did not disclose these incidences of noncompliance. 

We examined the records of 809 patients at 39 hospitals 
which involved adverse determinations. Our examination was 
directed at determining if (1) hospitals were taking appro- 
priate discharge planning actions and ( 2 )  concurrent review 
and certifications of patients' stays conformed to PSRO, HHS, 
and State requirements. We found that hospitals were appro- 
priately planning for the discharge of Medicare and Medicaid 
patients; however, noncompliance with PSRO, HHS, and State 
requirements resulted in the expenditure of Federal funds 
for 384 days of medically unnecessary patient care. This 
amounts to an additional 21.6 percent of the 1,779 days of 
care that were denied for  these patients. These incorrect 
certifications were related to (1) inappropriate extensions 
of patients' hospital stays (224 days), (2) delays in per- 
forming concurrent review (148 days), and ( 3 )  inconsisten- 
cies between PSRO and Medicare paying agent procedures for 
counting days (12 days). In addition, one of the PSROs 
included in our review accumulated information which suggests 
that, during a 1-year period, 2,500 of the Medicare/Medicaid 
patients in its area had 9,300 days of extended hospital care 
inappropriately certified as medically necessary because the 
PSRO considered such factors as inefficient discharge plan- 
ning and convenience to the family, which HHS instructions 
say should not be considered in determining medical necessity 
for reimbursement purposes. 
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HHS MONITORING OF PSROs 

HHS monitors PSRO activities primarily by two methods: 
(1) periodic assessments by teams composed of HCFA personnel 
and peers from other PSROs and ( 2 )  day-to-day contacts by 
HSQB project officers In addition, the Post-Payment 
Monitoring Program, which features a postpayment review of 
a sample of admissions by Medicare intermediaries, provides 
an additional method for monitoring PSRO activities. (See 
our report "Need To Better Use The Professional Standards 
Review Organization Post-Payment Monitoring Program," 
HRD-80-27, Dec. 6, 1979.) 

HCFA officials told us that periodic assessments are 
directed primarily at determining if the PSRO has established 
appropriate guidelines, instructions, and working relation- 
ships to permit it to operate effectively. However, little 
is done to assess whether the PSRO is actually operating 
consistently with program requirements and guidelines. We 
examined the assessment reports for the P S R O s  included in 
our review and found no specific mention of the noncompliance 
issues discussed in this chapter. 

During meetings with HHS regional officials, including 
project officers, we were informed that they were unaware of 
the areas of noncompliance discussed in this chapter. This 
is apparently because the project officers' day-to-day 
contacts with PSROs do not involve direct monitoring of 
PSRO concurrent review activities. 

Regarding the use of the Post-Payment Monitoring Program, 
our December 6, 1979, report stated that HHS was not effec- 
tively using this program to manage PSRO concurrent review 
activities One of the stated purposes of the program is to 
help HHS assess individual PSROs. Under the,program, fiscal 
intermediaries review a 20-percent sample of claims related 
to Medicare inpatient admissions previously reviewed by a 
PSRO. Claims questioned by fiscal intermediary physicians 
are brought to the attention of the PSRO, which is expected 
to comment on the intermediary's findings. Reports are pre- 
pared which show the number of cases questioned by the inter- 
mediary and the number of cases where the PSRO agrees with 
the intermediary The reports show these numbers for each 
PSRO and each hospital We found that the program was not 
being effectively used by HHS and PSROs to identify and 
correct deficiencies in the PSRO concurrent review process 
because HHS had not issued guidelines or instructions on 
how the Post-Payment Monitoring Program is to be used to 
rreet its objectives. 
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In our opinion, HHS needs to establish an effective 
monitoring program so that it can identify areas where PSROs 
need guidance and direction. Without such monitoring, in- 
stances of noncompliance, such as those discussed in this 
chapter, could continue to go undetected. 

PSRO MONITORING OF DELEGATED HOSPITALS 

PSROs that delegate concurrent review activities remain 
responsible for the quality of the reviews being performed 
by the hospitals. To fulfill this responsibility, HHS re- 
quires PSROs to develop and implement a plan for monitoring 
the review activities of delegated hospitals. These plans 
are reviewed and approved by HHS. The PSRO monitoring ac- 
tivities have not, however, been effective in disclosing the 
deficiencies discussed in this chapter. 

INCORRECT CERTIFICATIONS OF 
THE NEED FOR HOSPITAL CARE 

Medicare/Medicaid patients have extensions of hospital 
care certified and paid for as medically necessary that do 
not conform to HHS or State criteria for medically necessary 
days of hospital care. According to Medicare instructions, 
PSROs can certify as medically necessary those days of care 
on which patients need acute hospital care or are awaiting 
the availability of a bed in a skilled nursing facility. In 
addition, patients can be assigned up to 3 grace days for 
arranging postdischarge care and relocating from the hospital. 

Under State Medicaid instructions, PSROs can certify as 
medically necessary, days of care on which patients need 
acute hospital care. Medicaid provisions with respect to 
grace days and certification of days of care while waiting 
for a bed in a nursing facility vary from State to State. 

During a 1-year period, one of the PSROs we visited 
accumulated information which suggested that it incorrectly 
certified 9,300 days of extended hospital care for Medicare 
and Medicaid patients. In addition, our review of 809 pa- 
tient records at 13 PSROs to determine the adequacy of hos- 
pital discharge planning activities and compliance with 
PSRO, HHS, and State requirements, showed that discharge plan- 
ning appeared to be adequate: however, 224 days of extended 
hospital care were incorrectly certified as medically neces- 
sary for reasons that were not consistent with HHS criteria. 

8 



rKnappropriate certification of 9 ,300  
days of extended care at one PSRO 

One PSRO (with over 100 hospitals) recorded extensions of 
care totaling about 9,300 days for about 2,500 Medicare and 
Medicaid patients for reasons that did not conform with HHS 
or State regulations and instructions The State's Medicaid 
nnstructions, regarding grace days and the medical necessity 
of hospital care for patients waiting the availability of a 
bed in a skilled nursing facility, are the same as Medicare's. 

The P S R O  classified extensions of medically necessary 
stays into 15 categories. (See app. 111.) In our opinion, 
the following two categories do not, however, conform with 
requirements for medically necessary days of care. 

Extension category 

1978 extensions 
Number of Certified 
pat lent s days 

(rounded) 
Delay in discharge not due 

to hospital 

Hospital has made all necessary 
arrangements, but discharge is 
delayed due to lack of trans- 
portation, snowstorm, admission 
policies of nursing homes, home 
care arrangements have been 
delayed, etc., as reflected by 
physician documentation 

Other 

To be used only when the remain- 
ing 14 extension categories do 
not describe the reason for the 
patient to remain in an acute 
care hospital as indicated by 
physician documentation ImDlies 

1,600 

- -  L 

no acute care is being given 900 
(underscoring added) 

6 , 7 0 0  

2,600 

Total 

9 

2 , 5 0 0  9,300 - 



The first category provided extensions for patients' 7 

whose discharges were delayed for various reasons. Neither 
the law nor the regulations provide for extending patients' 
stays for this category of reasons, although they do provide 
up to 3 grace days for arranging postdischarge care. In 
addition to the 6 , 7 0 0  days of care certified under this 
category, grace days were assigned for arranging postdis- 
charge care--which in effect provided duplicate coverage 
extensions for the same reasons. 

For example, in one case 35 days of hospital care were 
categorized as a delay in discharge not due to the hospital 
because the hospital's social services department was unable 
to successfully contact the patient's family to arrange for 
discharge planning The social service records indicate 
that the family had been dodging the hospital's calls In 
addition to the 35 days, 3 days were given and paid as grace 
days to arrange for the patient's discharge. 

In another case, a physician adviser approved 7 days of 
hospital care for a patient, whose attending physician had 
ordered placed in a skilled nursing facility. The physician 
adviser later approved 7 and then 5 more days of hospital 
care. During this 19-day period, the hospital's social serv- 
ice notes show many contacts with the patient's relatives 
trying to get the relatives to help arrange nursing home 
care, but with little results After the 19 days had elapsed, 
the physician adviser instructed the review coordinator to 
give the relatives 2 more days to obtain help or to get the 
patient's name on the waiting lists of two skilled nursing 
homes After the 2 days expired, 1 additional grace day 
was granted. The 21 days of approved hospital care were 
categorized as a delay in discharge not due to hospital. 
The review coordinator informed us that if the patient's 
relatives had placed her on waiting lists for two skilled 
nursing facilities when requested by the hospital, then the 
PSRO would have certified the patient for continued stay at 
the hospital under the category "unable to transfer to 
skilled nursing facility" until such care became available, 

The second category provided extensions for patients 
who received no acute care and were not awaiting the avail- 
ability of a bed in a lower level of covered care. For 
example, one patient had 3 days of hospital care certified 
in the "other" category because her physicians could not 
agree on what to do with her and the patient's daughter 
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'lived in another State. After the 3 days elapsed, the PSRO 
reviewer certified another 5 days under the delay in discharge 
category After the 5 days elapsed, Medicare benefits were 
denied except for 3 grace days 

The PSRO officials maintain that these two categories 
may have been misused by the review coordinators and may 
represent valid certifications if properly documented by the 
physician adviser This point is discussed in more detail 
in the P S R O ' s  comments on this report and our evaluation 
of those comments. (See app V . )  

PSRO officials said they prescribed the 15 categories 
to help identify incorrect extensions; however, they have not 
used them in this manner. For example, in 1978 one delegated 
hospital we visited accounted for nearly 20 percent of the 
6,700 days that the PSRO had recorded in the discharge delay 
category. The P S R O ' s  March and August 1979, monitoring re- 
ports which cover 1978 and the first seven months of 1979 
did not question the heavy use of this category and stated 
the hospital had fully complied with criteria for extensions 
and had recorded them in the appropriate categories 

Discharge planning adequate, but some 
extended stays inappropriately certified 

Some PSRO officials believe they should have more 
authority over discharge planning because hospitals do not 
adequately plan postdischarge care. However, the 39 hospi- 
tals we visited appeared to be adequately planning for the 
postdischarge care of Medicare and Medicaid patients 

Discharge planning is a hospital function which includes 
discussing the patient's needs with the patient and family 
and locating an available bed in an appropriate setting 
The law and regulations do not require PSROs to monitor 
individual cases or perform hospital discharge planning 
HHS requires review coordinators to notify the appropriate 
hospital officials if Federal patients appear to need dis- 
charge planning for transfer to another facility, such as 
a skilled nursing facility 

In the 39 hospitals visited, nurses or social workers 
planned postdischarge care They usually learned of pa- 
tients who needed discharge planning through reviews of 
admission notices and medical charts or referrals from 
attending physicians, nurses, or review coordinators. 
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Of the 809 patients included in our review, 99 had $heir' 
stays extended a total of 1,351 days after physician advisers 
determined that hospital care was no longer needed. These 
extensions did not, however, appear to be the result of poor 
discharge planning Seventy-five patients' stays were cor- ' 
rectly extended for 1,127 days for periods where dascharge 
planners had determined and documented that no suitable 
bed was available in covered facilities. In most of the 
other cases, the discharge planners were actively involved, 
but the physician advisers incorrectly certified extensions 
totaling 224 days 

--75 days for six patients whose transfers were delayed 
because they or their families were uncooperative. 

--126 days for 14 patients who were awaiting transfer 
to noncovered psstdischarge care. 

--23 days for four patients who were awaiting trans- 
portation or appointment of a legal guardian. 

For example, three patients' transfers from one hospital to 
skilled nursing facilities were delayed because the patients 
or their families were uncooperative in seeking placement. 
The reviewers certified 63 days for these patients without 
having documentation to show that nursing home beds were 
unavailable 

The reviewers at three other hospitals certified a total 
of 64 days for nine Medicare patients awaiting transfers to 
intermediate care facilities or private homes. Medicare pays 
for patients awaiting transfer to skilled nursing facilities, 
but not for those awaiting transfer to intermediate care fa- 
cilities or elsewhere. 
- 

In one of the three cases, the physician adviser on 
August 25, 1978, incorrectly extended the hospital stay of a 
Medicare patient scheduled for discharge to her home She 
remained in the hospital because her husband felt he could 
not properly care for her at home, but he said he would take 
her home on August 29. The physician adviser certified the 
continued hospital stay contrary to HHS criteria. On 
August 29, the husband again refused to take his wife home 
because home care was too expensive, and he had promised not 
to put her in a nursing home. 
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1 Finally, the patient's physician requested the PSRO 
physician adviser to deny further benefits, and the denial 
letter was issued on August 31 The adviser certified 
7 days to cover the delay from August 25 through August 31, 
which he attributed to poor discharge planning We believe 
the adviser's incorrect certification action, not discharge 
planning, was responsible for charging 7 medically unneces- 
sary days of care to the Medicare program PSRO review at 
this hospital was being performed on a delegated basis The 
PSRO's monitoring reports noted unexplainable delays in 
transfers to nursing homes, but characterized the problem 
as a delay in the hospital's discharge planning process. 

Reviewers at another of the three hospitals--also 
delegated--initially certified 12 days of care for a Medicare 
patient awaiting transfer to an intermediate care facility 
because they were not aware that Medicare is not supposed to 
pay for hospital days spent awaiting transfer to an inter- 
mediate care facility Later, the reviewers at this hospital 
also incorrectly certified 14 days of care for four other 
Medicare patients because they were not aware that the pa- 
tients were awaiting transfer to intermediate care facili- 
ties. Eventually, they retrospectively denied 22 of the 
26 incorrectly certified days. These days were still paid by 
Medicare In its monitoring reports during this period, the 
PSRO attributed delays in patient discharges to poor discharge 
planning, but did not note that the hospital's reviewers were 
unaware of Medicare coverage provisions or of the type of 
facility to which the patients were being transferred 

In our opinion, performance of the discharge planning 
function by PSROs could result in increased program costs 
without an offsetting reduction in the discharge delays 
However, HHS could reduce Medicare and Medicaid program costs 
by assuring, through educational and assessment procedures, 
that PSRO physician advisers understand and comply with 
regulations and related instructions on certified stays for 
patients awaiting discharge 

DELAYS IN PERFORMING 
CONCURRENT REVIEW 

Delay in pertorming concurrent review was another cause 
of payment for medically unnecessary days Actions were not 
always completed before patients' previously assigned stays 
expired. According to HHS regulations, PSROs must either 
approve or deny extensions by the end of the previously 
assigned stay 
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In 21 of the 39 hospitals we visited, PSRO reviewers 
did not deny the extensions of 81 patients' hospital stays 
until after their previously assigned stays had expired A 
total of 148 days elapsed between the end of these patients' 
previously assigned stays and the denial actions. These 
hospitals and patient days were categorized as follows: 
15 hospitals accounting for 92 days were delegated, and 
6 hospitals accounting for 56 days were nondelegated The 
reviewers at these hospitals either certified or retrospec- 
tively denied the elapsed days. Retrospectively denied 
days are payable under Medicare by a waiver and in one of 
the States we reviewed are payable under Medicaid 

Some of the delays in reviewing extensions were unavoid- 
able, but others were caused by correctable PSRO requirements 
or hospital practices as in the following examples: 

--One PSRO required the physician adviser at a non- 
delegated hospital to be from the medical staff of 
another hospital At one of this P S R O ' s  nondelegated 
hospitals, the physician adviser was frequently un- 
available During January and February 1979, he was 
available to look at cases on only 10 of the 42 work- 
ing days for 1 or 2 hours a day. Consequently, 11 of 
the 25 denial letters we reviewed were issued from 
1 to 8 days after the patients' previously assigned 
stays had expired, and 22 days were retrospectively 
denied. In addition, because of delays in reviewing 
four admissions, the physician adviser retrospectively 
denied another 6 days a$ medically unnecessary After 
we pointed out these delays to PSRO officials, they 
appointed another adviser who was to visit the hos- 
pital 5 days a week. 

--According to one delegated hospital's review plan, 
adverse determination letters could be issued up to 
2 days after the previously assigned stay ended 
Under its practice, the hospital did not usually begin 
its review until the last certified day Because of 
delays in completing reviews of 4 of 10 patients' 
stays we reviewed, the physician adviser retrospec- 
tively denied 5 days for one patient, 2 days for each 
of two patients, and 1 day for another patient. 

14 



I “ W e  examined the monitoring reports prepared by the PSROs 
for the 15 delegated hospitals and found no indication that 
the PSRO was aware that extensions at these hospitals were 
not being acted upon by the end of the previously assigned 
stay as required by HHS regulations 

INCONSISTENCIES BETWEEN PSRO AND 
MEDICARE PAYING AGENT PROCEDURES 

Incorrect payments also occurred because one PSRO used 
a method of counting allowed days that was different from 
the method used by the fiscal intermediary that paid the 
patient bills for Medicare At this PSRO, two of the three 
hospitals we visited received payment for 12 days of care 
that they were not entitled to 

This PSRO certified patient days in 24-hour periods 
For example, a stay of 5 days might last from noon January 1 
to noon January 6 ,  when the patient was discharged Under 
its procedures, the PSRO reviewer would certify the patient’s 
stay from the 1st to the 6th. 

This PSRO requirement normally caused no problems because 
paying agents paid for the day of admission but not the day 
of discharge Thus, they would pay for 5 days if a patient 
was admitted January 1 and discharged January 6 

Discrepancies occurred, however, when an adverse deter- 
mination was issued and patients stayed longer than their 
assigned grace days If a patient admitted at noon January 1 
received an adverse determination at noon on January 6, the 
reviewer would still intend certification from the 1st to 
the 6th to mean 5 days and could assign up to 3 grace days. 
However, if the patient stayed beyond the date his or her 
grace days expired, the agents would pay the hospital for 
6 certified days and the assigned grace days because no 
discharge day was involved Thus, Medicare would pay the 
hospital for 1 more day than the PSRO intended 

We pointed out the inconsistencies to PSRO and Medicare 
intermediary officials, who discussed but did not resolve 
the issue. Accordingly, we brought the issue to the atten- 
tion of HHS regional officials, who in January 1980 issued 
instructions, which if properly implemented, should resolve 
the problem. 
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CONCLUSIONS 

More comprehensive project officer monitoring and HHS 
assessments of PSRO and delegated hospital concurrent review 
are needed to assure that P S R O s  effectively monitor dele- 
gated hospitals and effectively review patient admissions 
and extensions of stays at nondelegated hospitals. Because 
of inadequate project officer monitoring and HHS assessments, 
HHS officials were not aware of the guidance and technical 
assistance that P S R O s  and delegated hospitals needed to 
minimize noncompliance in concurrent review. 

RECOMMENDATION 

Accordingly, we recommend that the Secretary of HHS 
direct the Administrator of HCFA to require that periodic 
PSRO assessments and project officers' monitoring emphasize 
the extent that concurrent review activities comply with 
HHS coverage and procedural requirements, including 

--PSRO requirements and hospital practices for extend- 
ing patients' hospital stays, 

--compatibility of P S R O  and hospital certification pro- 
cedures with the paying agents' payment procedures, 

--PSRO and hospital promptness in approving and denying 
extensions of patients' stays, and 

\ --PSRO monitoring of delegated hospitals. 

HHS COMMENTS AND OUR EVALUATION 

HHS concurred with our recommendation. (See app. IV.) 
In its comments HHS said that it has already proposed a 
revised PSRO performance monitoring system which includes 
a review of the P S R O s '  delegated hospital review system. 

Although HHS agrees with our recommendation and is tak- 
ing corrective action, its comments state that it believes 
that our review was slanted because as we had indicated on 
page 4, 12 of the 13 P S R O s  that we reviewed were included in 
HCFA's January 1979 PSRO program evaluation and 9 were found 
to be in the bottom 50 percent under that measure of effec- 
tiveness. HHS further states that our review was slanted 

I 

16 



because the 809 cases we reviewed involved patients who re- 
ceived determinations denying payment for hospital days of 
care because of a lack of medical necessity. 

Our reasons for selecting cases involving adverse deter- 
minations are explained on pages 4 and 5 of this report. With 
respect to our selecting 9 P S R O s  that-were in the bottom 50 
percent of HCFA's evaluation, we believe that the disclosure 
of this condition is necessary to identify possible limitations 
on the scope of our review. On the other hand, we believe that 
HHS may be placing an undue weight on HCFA's evaluation as it 
relates to the effectiveness of individual P S R O s .  For example, 
according to HCFA's evaluation, one of the P S R O s  we selected 
ranked 74th out of the 96 included in HCFA's evaluation and 
11th out of the 13 in its HHS region. In contrast, HCFA reg- 
ional officials have informed us that in their judgment this 
PSRO is the best in its region. 

Regarding discharge planning, HHS believes that P S R O s  
should have more authority to monitor a hospital's discharge 
planning efforts and to be able to deny hospital days, if 
they have evidence that the hospital is not making a good 
faith effort to place patients. According to HHS, P S R O s  do 
not, nor should they have responsibility for the discharge 
planning for individual patients. 

We do not disagree with HHS' position as to the appropriate 
role of P S R O s  in this function. P S R O s  do have the authority 
to monitor a hospital's discharge planning efforts and should 
deny payment to hospitals for all days of care that are not 
medically necessary. This includes days of care incurred be- 
cause appropriate arrangements for postdischarge care have not 
been made. However, P S R O s  often do not deny payment for days 
of care that are not medically necessary under HHS' criteria. 
In addition, for cases where days of care are being justified 
as medically necessary on the basis of hospital documentation 
that appropriate nursing home beds are not available, if PSRO 
monitoring finds that this documentation is not based on good 
faith efforts the P S R O  should notify the fiscal intermediary. 
The fiscal intermediary has the authority to rebut waiver of 
liability for "alternate care" days inappropriately certified 
as 

on 

necessary when an appropriate bed was available. 

Comments from 
pages 9 through 

the PSRO whose activities are discussed 
lllare discussed in appendix V. 
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CHAPTER 3 'p I 

PAYMENTS TO PHYSICIANS FOR MEDICALLY UNNECESSARY 

DAYS OF HOSPITAL CARE ARE NOT LARGE 

Many hospital officials believe paying physicians but 
not hospitals for medically unnecessary days of hospital 
care is inequitable because physicians, not hospitals, have 
the authority to discharge patients who no longer need such 
care. PSRO and HHS officials told us that denying physicians' 
charges for inpatient services would provide the doctors with 
an incentive to discharge patients when hospital care is no 
longer necessary and, thus, reduce the number of days that 
Medicare and Medicaid patients are hospitalized. In addition, 
savings would be realized to the extent that payments for 
unnecessary physician services are denied 

Based on available information, however, the amounts 
involved do not appear large enough to result in significant 
cost savings nationwide In addition, denial of payment for 
physician services under Medicare could place the financial 
burden on the beneficiary, and the physician could be paid 
anpay 

PAYMENTS TO PHYSICIANS FOR SERVICES 
ON MEDICALLY UNNECESSARY DAYS OF 
HOSPITAL CARE 

Most doctors were not billing for hospital services pro- 
vided to patients on days when hospitalization was medically 
unnecessary, and the average amount billed for each such pa- 
tient was about $10 Among the 809 hospital claims involving 
adverse determinations that we examined, physicians were paid 
$8,00O--an average of $10 per case--or an average of $4.50 
per day--for hospital services provided on days that the hos- 
pital was denied reimbursement, because the PSRO had deter- 
mined that hospital care was not medically necessary. These 
payments were primarily for daily visits made by the patients' 
physicians. 

For surgical patients, physicians generally do not bill 
for daily visits because postsurgical care is usually included 
as a part of the fee for the operation. For the 809 claims, 
the hospitals were denied and did not receive payment for 
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1,779 days. We were able to identify only 128 claims where 
physicians were reimbursed $8,000 for services provided on 
522 of these days. Although these amounts are not statis- 
tically projectable because our selection of hospitals was 
directed to facilities with the larger numbers of adverse 
determinations, we believe that it fairly represents the l o w  
realm of activity of physicians' billings in this area. 

During the f;lrst half of 1979, about 4 8 million Medicare 
and Medicaid hospital admissions were subject to PSRO review. 
Of these, about 49,000 cases (1 percent) involved denials of 
all or part of the hospital bills because PSROs had determined 
that some hospital days were not medically necessary. Thus, 
assuming $10 per claim, the payments for physicians' services 
applicable to these denials would amount to about $490,000 
or the equivalent of $1 million annually. 

In 1979, Medicare reimbursements alone for physicians' 
services were about $5.8 billion of which about 60 percent 
($3.5 billion) involved physician services provided in a 
hospital setting. During the same period, we estimate that 
denials of Medicare payments for physicians' services on the 
basis that such services were not necessary amounted to over 
$100 million. Thus, viewed in perspective the potential addi- 
tional savings that might result from focusing on payment for 
physicians' services for PSRO denied days of hospital care 
seems rather limited nationwide. 

On the other hand, denying such physician payments could 
alleviate the basis for the hospitals' concern that they rather 
than the physicians are being inequitably penalized for care 
ordered by the physicians. Also for the individual PSRO that 
generates relatively large numbers of adverse determinations, 
such a focused review could be productive. 

PROGRESS TOWARD REVIEWING 
PHYSICIANS' HOSPITAL SERVICES 

The 1972 amendments to the Social Security Act require 
PSROs to review physicians' and hospitals' professimal health 
care for medical necessity, quality, and appropriateness. 
HHS issued interim guidelines for review of hospital care 
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in November 1974; however, it did not establish draft instrucr 
tions for review of physician Services until November 1978 
and April 1979 

In the memorandum transmitting the April 1979 instruc- 
tions, HHS directed P S R O  officials to immediately establish 
informal arrangements with fiscal agents responsible for Med- 
icare or Medicaid payments to physicians to inform them of 
physicians providing hospital care to patients to whom adverse 
determinations apply As of June 1979, at least 8 of the 
13 P S R O s  we reviewed had not arranged to advise Medicare pay- 
ing agents (carriers) of the physicians' fees for inpatient 

services that should be considered for nonpayment. In July 
1979, HHS' Medicare Bureau instructed Medicare paying agents 
to immediately arrange to receive and consider PSRO adverse 
determinations on physician services Although these deter- 
minations would not be-binding on physician payments until 
formal arrangements were established, paying agents were to 
"strongly consider" them 

At least three Medicare carriers we visited started re- 
viewing claims for physicians' inpatient services before HHS' 
April 1979 draft instructions Only one of these carriers 
considered PSRO determinations of the need for hospital care. 
This carrier, however, reviewed physician services only for 
patients hospitalized for more than 30 days The other two 
Medicare carriers independently determined the medical nec- 
essity of some physicians' inpatient services, but did not 
check their determinations with the P S R O s  before paying the 
physicians. 

In addition, two of the eight State Medicaid agencies 
visited--California and Maryland--had instructed physicians 
not to bill the programs for days on which the PSRO determined 
that hospital care was medically unnecessary These instruc- 
tions were issued in February 1975 and May 1977, respectively. 

Based on our review of two Maryland P S R O s ,  it does not 
appear that this instruction has been effective in prevent- 
ing physicians in those areas from claiming and being paid for 
hospital services provided on days that the PSRO determined 
were medically unnecessary for hospital care. However, the 
amounts being overpaid do not appear to be significant. Our 
sample of six hospitals in Maryland included 15 Medicaid pa- 
tients who had a total of 64 days of hospital care denied. 
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We laequested physician payment information for these 15 pa- 
tients from the Maryland Department of Health and Mental 
Hygiene. We learned that the physicians for nine of these 
patients were reimbursed a total of $473 for services provided 
after the patients' hospital stays were denied by the PSRO. 
For example, the PSRO denied reimbursement to the hospital 
after one patient's 16th day of care The patient remained 
in the hospital for another 8 days Tne patient's physician 
billed Medicaid a total of $156, which included $ 8  a day for 
each of the 8 denied days The State agency said it would 
try to obtain repayments from this physician and the other 
physicians who were paid the $473. 

HHS officials informed us that they are now pilot testing 
a computer software package to assist P S R O s  in reviewing physi- 
cians' inpatient care. 

PATIENTS' LIABILITY FOR PHYSICIAN 
SERVICES UNDER MEDICARE 

Under Medicare, the patient is protected from financial 
liability for unnecessary physician services, including those 
provided in a hospital, when the physician accepts assignment 
for the services he or she is providing--the physician has 
agreed that his or her total charge for a service will be the 
Medicare reasonable charge excluding deductible and coinsur- 
ance amounts. When the physician does not take assignment, 
the patient is responsible for paying the physician, and Med- 
icare simply reimburses the patient for allowable and med- 
ically necessary services based on 80 percent of Medicare's 
reasonable charges. 

About half of physician services are provided on a non- 
assigned basis. Denial of inpatient physician services pro- 
vided to Medicare patients can, therefore, result in placing 
a financial burden on the beneficiary. 

We discussed this problem with HSQB officials, who said 
they were drafting proposed regulations that would remove this 
burden from the patient by having Medicare reimburse the pa- 
tient even though the services were found to be - not medically 
reasonable and necessary. 

Adoption of such regulations could serve as an additional 
disincentive for physicians to accept assignment, and the 
Congress has indicated concern with the fact that more and 
more Medicare claims are unassigned and that this trend is 
increasing the financial burden placed on Medicare patients 
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In our opinion, adoption of such regulations could serve as 
a disincentive for physicians to accept assignment because, 
if a case were not under assignment, and the PSRO or Medicare 
paying agent found certain physician services to be not med- 
ically reasonable and necessary, the physician could still 
bill the patient for the services, and the patient would be 
reimbursed by Medicare. However, if the case were under 
assignment and certain physician services were found to be 
not medically reasonable and necessary, the physician would 
not be reimbursed--thus, the disincentive to accept assign- 
ment. 

1 

CONCLUSIONS 

We believe that significant savings cannot be expected 
from denying payment for physician services provided to 
hospitalized patients for days when the stay has been deter- 
mined to be medically unnecessary HSQB statistics show that, 
during the first half of 1979, only about 1 percent (49,000 
patients) of the 4 8 million acute care patient admissions, 
subject to PSRO review, involved denials of hospital stays. 

Our review of 809 denied cases showed that physicians 
were reimbursed for an average of about $10 per case for 
services provided to hospitalized patients whose days of 
hospital care were being denied as not medically necessary. 
We could only confirm that physicians were paid for services 
on these days in 128 (16 percent) of the cases. Therefore, 
the potential to reduce payments to physicians for hospital 
services provided to patients whose hospital care has been 
denied as medically unnecessary appears to be limited, and 
the potential to encourage physicians to have their patients 
discharged earlier by not reimbursing them for services pro- 
vided on denied days of hospital care also appears to be 
limited 

HHS COMMENTS AND OUR EVALUATION 

HHS stated that it was not clear whether we were recom- 
mending that (1) physicians services under Part B of Medicare 
not be reviewed or (2) there should n o t  be any linkage between 
the determination of medical necessity of the hospital stay 
and the need for physician services during that stay. 

We were recommending neither. Our review was directed 
to finding out the extent that physicians were being paid for 
inpatient care on days that payment for hospital care was 
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denled and whether there would be significant savings if Med- 
icare paying agents systematically identified, reviewed, and 
perhaps denied such payments. 

We concluded that it would be unrealistic to expect to 
reduce program payments significantly on a nationwide basis 
by focusing on reviews of payments for physlcians' services 
provided on PSRO denied days, based on (1) HSQB statistics 
that showed that the PSRO denials involved only about 1 per- 
cent of hospital admissions and ( 2 )  our review of 809 denials 
which identified physician payments totaling $8,000 relating 
to only 16 percent of such denials. Therefore, we could not 
support a recommendation to establish such a system nation- 
wide 

In this connection, Medicare Part B paying agents (car- 
riers) process about 130 million claims a year at a cost of 
about $3 a claim using highly automated claim processing sys- 
tems, and we believe that the costs of identifying the rela- 
tively few claims relating to about 100,000 PSRO denials 
should also be considered before proposing that the systems 
be modified to focus carrier reviews on such claims 
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CHAPTER 4 1 
I 

CONTROLLING HOSPITAL REVIEW COSTS 

HHS did not propose regulations to effectively control 
delegated hospitals' costs for performing PSRO review until 
May 1979, more than 6 years after enactment of the 1972 
amendments to the Social Security Act. 

NEED AND PROGRESS TO CONTROL 
HOSPITAL REVIEW COSTS 

Concern regarding the cost of PSRO hospital review has 
been expressed by HHS, the Office of Management and Budget, 
and the Congress For example, the House Appropriations 
Committee, in its report on the fiscal year 1979 Labor and 
Department of Health, Education, and Welfare Appropriations 
Bill, expressed concern about the costs of the PSRO program 
and stated that it is imperative that the program demonstrate 
that it can operate at a lower cost and within a prescribed 
budget. 

Responding to these concerns, the HHS' Office of Profes- 
sional Standards Review Organizations has established the 
objective of reducing the average cost of reviewing the care 
provided to each hospitalized Medicare/Medicaid patient from 
an average of about $13 in 1977 to $8.70. HHS plans to meet 
this objective primarily by requiring that concurrent reviews 
be concentrated on areas where improved utilization or quality 
of health care is needed instead of reviewing all patient 
admissions and extensions of care 

Presently, HHS is implementing regulations that should 
give individual PSROs the authority they need to ensure that 
hospitals performing delegated review limit their reviews and 
expenditures to the extent necessary to meet this $8.70 goal. 

P S R O s  have not had adequate control over expenditures 
for PSRu review by delegated hospitals. In March 1977, HHS 
issued guidelines requiring delegated hospitals to submit, 
to their PSRO, estimates of the future cost for performing 
concurrent review. These estimates are to be submitted 60 
days before each Medicare cost reporting period. P S R O s  were 
required to approve an interim cost per review for each del- 
egated hospital and to furnish copies of the approved rate 
to the hospital and the Medicare intermediary. The inter- 
mediaries periodically reimburse the delegated hospitals at 
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the approved rates. These amounts are paid from the Med- 
icare trust fund. 

At the end of their cost reporting periods--usually 12 
months--delegated hospitals were required to report to the 
Medicare intermediary their actual direct costs for PSRO re- 
view. The intermediary was required to examine each hospi- 
tal's report and determine if the costs were reasonable and 
allowable. The intermediary then adjusts the reimbursement 
to equal actual reasonable and allowable costs which could 
be more or less than the original estimate approved by the 
PSRO.  Under this system, HHS and the PSROs had little con- 
trol over the amounts that delegated hospitals spent on PSRO 
review. 

In April 1979, HHS issued instructions which should have 
helped to strengthen P S R O s '  control over the amounts delegated 
hospitals spent. The instructions required delegated hospitals 
to justify all costs over those approved at the beginning of 
the period. The PSRO was to review and comment on the hos- 
pitals' costs. The intermediary was required to consider the 
PSROs' comments when deciding the reasonableness of the hos- 
pitals' review costs. 

To gain more adequate cost control, HHS proposed regu- 
lations in May 1979 that would give each P S R O  a budget for 
hospital review. These regulations would require PSROs to 
develop budgets for nondelegated hospital review and to 
negotiate budgets and review plans with delegated hospitals. 
These regulations were published in final form on October 
10, 1980. If properly implemented the regulations should 
give HHS better control over PSRO hospital review costs. 

Furthermore, in April 1980 the Committee on Interstate 
and Foreign Commerce reported to the House of Representa- 
tives, H.R.  4000, "Medicare and Medicaid Amendments of 1980," 
which included an amendment aimed at increasing HHS and PSRO 
control over the cost of delegated reviews. 

According to the Committee report (Rept. No. 96-589, 
part 2), under present law P S R O s  are to consider only effec- 
tiveness and timeliness of review in making decisions to del- 
egate P S R O  review to hospitals. The Committee was concerned 
that, although individual hospitals may be able to demonstrate 
effectiveness and timeliness, they may not be able to undertake 
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these review activities as economically (on a cost per review 
basis) as the PSRO serving the hospital's area. Where this 
is the case, the Committee stated that the PSRO should under- 
take the review activities. Accordingly, the Committee pro- 
posed adding the word "efficiently" to the statutory standards 
that a hospital must meet to continue conducting delegated 
reviews. 

The Omnibus Reconciliation Act of 1980, Public Law 96-499, 
included this provision at section 925. 

CONCLUSIONS 

The October 10, 1980, regulations should, if properly 
implemented, provide HHS and PSROs with adequate control 
over hospital review costs. Also, the addition of the stat- 
utory language in to Omnibus Reconciliation Act of 1980 
should give PSROs additional control over the costs of del- 
egated reviews. 
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COMMITTEE O N  WAYS A N D  MEANS 
U S HOUSE OF REPRESENTATIVES 

WASHINGTON D C  20515 

SUBCOMMllTEE ON OVERSIGHT 
- 

N o v a b e r  8, 1978 

M r  E l m e r  B. S t a a t s  
Comptroller General 
General Accounting Off ice  
4 4 1  G Street ,  N.W. 
Washington, D.C. 

Dear M r  Staats 

The Ways and Means Oversight Subcommittee has  f o r  some 
t i m e  been concerned with t h e  e f f i c i e n c y  and e f f e c t i v e n e s s  of 
t h e  PSRO program Unfortunately,  t h e r e  cont inue t o  be real 
ques t ions  as t o  whether t h i s  program is achieving i t s  Congres- 
s i o n a l l y  stated purpose ID t h i s  context ,  l e t  m e  no te  t h a t  
t h e  General Accounting Off ice  has provided very va luable  assis- 
t ance  t o  t h e  Subcommittee and t h e  Congress by G A O ' s  past a u d i t s  
i n  t h e  PSRO area. The Subcommittee in tends  t o  cont inue its 
review of t h e  PSRO program and, thus ,  w e  would apprec i a t e  t h e  
f u r t h e r  a s s i s t a n c e  of t h e  General Accounting O f f i c e  

Publ ic  Law 92-603 r equ i r e s  P S R O s  t o  de lega te  review of 
h o s p i t a l  s e r v i c e s  t o  t h e  provider  h o s p i t a l  when t h e  provider  
is  ab le  and w i l l i n g  t o  perform t h e  review. Nonetheless,  P S R O s  
are requi red  t o  monitor delegated review t o  insu re  i t s  ongoing 
e f f ec t iveness .  W e  would l i k e  t h e  General Accounting Of f i ce  
t o  conduct an a u d i t  of  t h i s  monitoring func t ion  and t h e  dele-  
ga t ion  requirements gene ra l ly  i n  order t o  determine i f  maximum 
e f fec t iveness  and e f f i c i e n c y  axe promoted by the  p resen t  scheme, 
or i f  l e g i s l a t i v e  changes would be advisable .  I n  t h i s  connec- 
t i o n ,  s p e c i a l  a t t e n t i o n  should be pa id  t o  t h e  r o l e  and i n f l u -  
ence of  t h e  HEW budget Since budget pioblems r e l a t e d  t o  
Bureau a l l c c a t i o n s  may have a s u b s t a n t i a l  impact on e i t h e r  
t h e  p re sen t  o r  any f u t u r e  l e g i s l a t i v e  s tandard ,  a complete 
assessment of t h e  budget e f f e c t  appears necessary 

W e  would also hope t h a t  GAO could,  a t  t h e  same t i m e ,  re- 
view PSRO nionitoring of h o s p i t a l  conducted d ischarge  planning 
Does g iv ing  t h e  d ischarge  planning func t ion  exc lus ive ly  t o  
h o s p i t a l s ,  with loose  PSRO monitoring, a s su re  e f f i c i e n t  expen- 
d i t u r e  o f  resources? Would it be advisable  t o  s t rengthen  t h e  
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the PSRO monitoring role, or to transfer to PSROs direct 
responsibility for the discharge function? We would like the 
General Accounting Office to address these important policy 
quest ions 

Finally, we would also hope that at the conclusion of 
GAO's review in this area that the Subcommittee would be able 
to hear testimony from GAO on the general comparative effici- 
ency of delegated review status versus non-delegated status. 
I would suggest that GAO project personnel work out how to 
proceed on this issue with members of the Oversight Subcommittee 
staff. Specifically, I think a meeting would be appropriate 
after the results of the most recent OPEL PSRO evaluation are 
known The Subcommittee is planning to have a PSRO hearing 
in the latter part of August, 1979 It is at that time that 
we would hope to hear testimony from GAO on the topics men- 
tioned above 

In order to sek up a convenient meeting time ant! if there 
are any questions, please have your staff call either Mark Wincek 
or Sam Deramo of the Subcommittee staff (225-2743). Thank you 
for your continuing assistance 

Sincerely 4 Sam M Gibbons, Chairman 

Subcommittee on Oversight 
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PSROs VISITED 

1. Alabama Medical Review, Inc., Birmingham, Alabama. 

2 Greater Southern Arizona PSRO, Inc., Tucson, Arizona. 

3 .  California PSRO Area XXIII, Torrance, California. 

4. Kern County PSRO, Inc., Bakersfield, California. 

5. PSRO of Santa Barbara and San Luis Obispo Counties 
Santa Barbara, California 

6 Dade Monroe PSRO, Inc., Miami, Florida. 

7. Chicago Foundation for Medical Care, Chicago, Illinois 

8. Quad River Foundation for Medical Care, Joliet, 
Illinois. 

9. Baltimore City PSRO, Inc., Baltimore, Maryland. 

10. Prince George's Foundation for Medical Care, Inc., 
Riverdale, Maryland. 

11. South Carolina Medical Care Foundation, 
Columbia, South Carolina. 

12. Northern Virginia Foundation for Medical Care, 
Falls Church, Virginia. 

13 Wisconsin Professional Review Organization, Madison, 
Wisconsin. 
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Category 

1 Change in 
diagnosis 

2 Patient not 
responding 
to treat- 
ment 

3 Complications 
requiring 
additional 
medica 1 
care 

Delay lab/ 
x-ray 
reports 

Scheduling 
problems 
with 
surgery 

Scheduling 
problems 
with 
lab/x-ray 

Unable to 
transfer 
to 
ski 1 led 
nursing 
facility 

Delay in 
discharge 
not due 

pital 
to hos- 

APPROVFD FXTENSIONS OF STAY 

use - 
Physician documentation in- 
dicates the original diag- 
nosis is no longer the pri- 
mary reason for continued 
certification because of 
acute medical necessity 

FOR ONE PSRO 1978 

Special Days of hospital 
instructions care approved 

Extend length-of-stay 64 592 
according to 50th per- 
centile of new diag- 
nosis from day of docu- 
mentation 

PSRO criteria or physi- A new diagnosis has been 
identified and is the pri- clan review should ap- 
mary focus of treatment ply as appropriate 

Physician documentation in- 
dicates there is little or 
no favorable reaction to 
drugs, treatments or 
therapies 

A complication is an added 
medical difficulty complex 
state, disease, or accident 
superimposed without being 
specifically related yet 
affecting or modifying the 
primary diagnosis 

Physician documentation 
reflects the presence of 
a complication 

Physician documentation in- 
dicates that reports are not 
available and this is the only 
reason for the patient s con- 
tinued stay 

Physician documentation that 
surgery cannot be scheduled 
due to distance, surgeon not 
available the anesthetist not 
available, or the schedule is 
full 

Physician documentation that 
lab/x-ray procedures cannot 
be done due to distance full 
schedule, specialist not 
available 

Physician documentation indic- 
ates patient must remain in an 
acute care hospital due to lack 
of an appropriate bed in a 
skilled nursing kacility 

Hospital has made all necssary 
arrangements, but discharge is 
delayed due to lack of trans- 
portation, snowstorm, admis- 
sion policies of nursing homes 
home care arrangements have been 
delayed, etc as reflected by 
physician documentation 

Considerations when 
using this reason 

--Severity of com- 
plications 

--Treatment of 
original diag- 
nosis continues 
and is still the 
primary reason 
for patient's 
hospitalization 

--May be necessary 
to change to mul- 
tiple diagnosis if 
treatment has more 
than one focus 

Other certified days 

Physician adviser con- 
sult necessary 

Other certified days 

Physician adviser con- 
sult necessary 

Other certified days 

Physician adviser con- 
sult necessary 

Other certified days 

Physician adviser con- 
sult necessary 

Discharge planninq 
should be in process 

Other certified days 

Physician adviser con- 
sult necessary 

123,658 

58,002 

451 

558 

371 

18,098 

6,662 
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Category 
- 2 Review 

program 
delay 

-10 _ _  Delay in 
adverse 
ini t ia 1 
determina- 
tion 
process 

11 Surgical 
procedure 
required 

12 Other 

13 Suspected 
diagnosis 
confirmed 
as primary 
diagnosis 

14 Terminal 
illness 

15 Need for 
continued 
observa- 
tion or 
care 

Use - 

Timeliness of review siqnlfl- 
cantly hindered because re- 
view coordinator or physi- 
cian adviser absent due to 
illness distance holiday 
or weekend 

Review coordinator should 
maintain documentation 

To be used when attendinq 
physician disagrees with 
decision of physician ad- 
viser and further physician 
reviewer consultation is not 
immediately available 

Review coordinator should 
maintain documentation 

Physician documentation in- 
dicates a significant pro- 
cedure (one that carries 
operative or anesthetic 
risk) has been performed 

Use only when reasons 1 to 11 
and 13 to 15 do not describe 
the reason for the patient to 
remain in an acute care hos- 
pital as indicated by physi- 
cian documentation 

Implies no acute care is 
being given 

Physician documentation in- 
dicates suspected, probable 
rule out, possible, or ques- 
tionable diagnosis is con- 
firmed 

Applies when initial days 
have been assiqned under 
signs and symptoms 

Physician has documented 
patient is felt to be 
moribund 

Implies acute care is being 
given or that adequate 
care is not available in a 
nearby nursing home 

Physician documentation 
indicates patient is prog- 
ressing but is not yet well 
enough to be discharged or 
to be moved to a lower level 
of care or no diagnosis has 
yet been substantiated (as 
when signs and symptoms have 
been used for admission diag- 
nosis) 

Special Days of hospital 
instructions care approved 

Other certified days 623 

Physician adviser 
consult necessary 

Other certified days 

Physician adviser 
consult necessary 

53 

Assign length-of- 105,771 
stay for continued 
stay at 50th percen- 
tile of operation 

Physician adviser 
consult necessary 
when no acute care 
is being given 

Assign extension to 
50th percentile of 
confirmed diagnosis 
less days assigned 
under initial days 

If beyond 50th per- 
centile assign to 
75th percentile 

Discharge planning 
should be in 
process 

2,593 

16,624 

6 948 

233 982 

Total 
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D E P A R T M E N T  O F  H E A L T H  A N D  H U M A N  S E R V I C E S  

O F F I C E  OF T H E  S E C R E T A R Y  
W A S U l N G 7 0 N  O C  2 0 7 0 ~  

OFFICE OF IRSPECTOR GENERAL 

JllL311w 

Mr. Gregory J. Ahart 
Director, Human Resoyrces 

Div 1 s ion 
United States General 
Accountlng Office 

Washington, D.C. 20548 

Dear Mr. Ahart: 

The Secretary asked that I respond to your request for our 
comments on your  draft report entitled, "HHS Should Improve 
Monitoring of ct>e Operations of Professional Standards 
Review Organizatlons." The enclosed comments represent 
the tentative position of the Department and are subject 
to reevaluation when the final version of this report is 
received. 

We appreciate the opportunity to comment on this draft 
report before its publication. - 

Richard B. Lowe 111 
Acting Inspector Genera l  

Enclosure 

32 



APPENDIX IV 
1 I '  

APPENDIX IV 

COMMENTS OF THE DEPARTMEN7 OF HEALTH AND 
H U M X S E R V I C E S  ON THE GENERAL ACCOUNTING OFFICE 

DRAFT REPORT ENTITLED, "HHS SHOULD IMPROVE MONITORING OF 
THE OPERATIONS OF PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS" 

General Comment  on GAO's Concluslpns 

GAO reviewed t h e  records f rom 13 PSROs involving a total of 809 patients Twelve of 
t h e  13 PSROs studied by C A O  were evaluated in t e r m s  of reduction of days of c a r e  in  
HCFA's 1979 program evaluation and nine of these  were found t o  be in t h e  bot tom 50 
percent for  t h a t  measure One of t h e  13 PSROs has received a warning for  possible 

Termination for  poor performance. The study was fu r the r  slanted in t h a t  all of t h e s e  
patients had received determinations denying some  pal t of their  hospital s t a y  because of a 
lack of medical necessity 

Additionally, during t h e  period of ths  study, monitoring of PSRO review decisions was 
performed by Medicare fiscal intermediaries Since t h e  CAO report  does not state 
whether i ts  findings were also identdied in the  intermediary momtoring reports,  it is 
difficult t o  determine d t h e  u t e d  f a l u r e  of t h e  Heal th  and Human Services (HHS) 
regional officials to be aware  of these  compliance problems s temmed f rom a parallel 
weakness in intermediary monitoring or to a f a l u r e  in t h e  use of a v a l a b l e  information 

GAO reviewed the  physicians' claims submitted fo r  hospital days determined by t h e  PSRO 
to be medically unnecessary and concluded t h a t  significant savings cannot be expected f o r  
this review. W e  question whether t h e  study was adequa te  t o  support this conclusion In 
addition, t h e  report is not c lear  as to what  action GAO is now recommending Is t h e  
recommendation tha t  physician services under Pa r t  B of Medicare not be reviewed or t h a t  
t h e r e  should not be any l inkage between t h e  determinat ion of medical necessity of t h e  
hospital s t ay  and the  need f o r  physiciah services  during t h a t  stay' 

PSRO review of physician services extends beyond t h e  l imited scope of t h e  l inkage of 
Parts A and B of Medicare. This review is part  of t h e  process by which physician profiles 
are developed so t ha t  abe r ran t  practices may  be identified and corrected I t  is also a 
ma t t e r  of continuing complaint t h a t  a hospital will b e  denied payment for  which t h e  
physician t h a t  orders t h e  c a r e  is apparently paid GAO has also expressed t h e  opinion t h a t  
planned regulafions concerning t h e  liability for  physicians' services under Medicare,  t h e  
"without fault  regulation," would serve as a disincentive to physicians to a c c e p t  
assignment %us conclusion ignores t h e  fact tha t  t h e  malor f o r c e s  
influencing t h e  assignment r a t e  under Medicare a r e  reimbursement levels, t imeliness of 
Payment, and the  paperwork involved in making claims and  not whether pat ients  will be 
ult imately liable or not. 

W e  disagree 

CAO Recommendation 

That the Secretary of HHS d i rec t  t he  Administrator,  Health Care  Financing 
Administration, t o  require ~ t h a t  periodrc PSRO assessments  and project officers '  
monitoring emphasize the ex ten t  t h a t  concurrent review activit ies comply with H H S  
coverage and procedural requirements including 

-PSRO requirements and hospital practices f o r  extending patients'  hospital stays, 

-compatlbrllty of PSRO and hospital ce r td i ca t ion  procedures  with t h e  payinp, agents '  
payment  procedures, 
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-PSRO and hospital promptness in approving and denying extensions of patients'  stays, 
and - 

-PSRO monitoring of delegated hospitals 

Department Comment 

W e  concur. 

Monitoring activities can always be improved. However, the  issue of t h e  impact  of budget 
limitations on both t h e  intensity of monitoring activity and program implementation must 
also be considered For example, as a result of cost concerns a number of Professional 
Standards Review Organizations (PSROs), particularly those with small rural hospitals, a r e  
moving to alternative review systems t h a t  are retrospectively based While retrospective 
review may not achieve an immediate cost  savings associated with a single case, it does 
achieve the  more important and long-term educational impact  of PSRO review. 

In improving the monitoring of t h e  PSRO program, t h e  Department is concerned with 
outcomes of the entire review process, coverage and procedural requlrements being only 
two aspects 

A revised PSRO performance monitoring system IS currently being designed 
ttus proposed monrtoring system was distributed f o r  comment in March 1980 
a review of the PSROs' delegated nospital review system. 

We also agree that  greater  educational and assessment procedures will improve PSRO 
physician advisors' understanding and compliance with regulations In this regard, a 
contract  was awarded 1 lune 1980 to develop training modules for  physician advisors and 
review coordinators he aspect  of compatibility of PSRO and hospital certif ication 
procedures with the  paying agents' payment procedures will be included in t h e  training 
module 

A draf t  of 
I t  includes 

To determine PSRO compliance with HHS reqcurements for reviewing inpatient hospital 
care  and for monitoring patient reviews performed by hospital personnel, CAO examined 
t h e  records of 809 patients at 39 hospitals which involved adverse determinations From 
ths review, t h e  GAO determined tha t  HHS and PSROs need to more effectively monitor 
delegated hospitals' re  view activit ies 

The GAO based ths  recommendation primarily on two findings First, tha t  in 81 of t h e  
809 cases the PSROs' review did not occur within t h e  reqwred t ime f rame As PSROs a r e  
reqwred to comply with federally mandated t i m e  constraints this finding IS of concern to 
us. However, we do not believe tha t  ttus problem can be generalized t o  t h e  program as a 
whole due to the sample size and the  bias in  selecting only cases involving denials 

I t  must ~ I S O  be emphasized t h a t  denials were in fact issued in these cases, and t h e  long- 
t e r m  benefit from ttus activity is its e f f e c t  on changing pat terns  of provider or 
pract i t ioner  behavior 

Second, the GAO found tha t  in 24 of 809 cases t h e  PSRO incorrectly certlf led hospital 
c a r e  for papents awat ing  transfer to noncovered postdischarge care Over 30 percent of 
t h e  384 days tha t  GAO Utes warranting dsapproval a r e  related to the  unavalabil i ty of a 
bed at a lower level of care W e  a r e  familiar with t h e  implication of GAO's study t h a t  
PSROs are not aggressively issuing denials w h l e  a p a t ~ e n t  is a w a t i n g  placement in an 
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extended care facility HCFA pol~cy  is tha t  continued hospitalization md)' be considLrec' 
medically necessary i f ,  under Medicare, the patient needs skilled nursing care  and thar  
level of care is not avadable Under Medicaid, t h e  PSRO IS required to  certify medical 
necessity in conformance with the individual State's policy In t h s  area  PSROs 
legitimately point out that  there  a r e  medical and ethcal objections to denying Federal 
reimbursement for  hospital care when the  predictable result IS a deterioration in the 
patient's health From a cost standpoint, they argue t h a t  any savings from early denials 
WIN only be rllusory as the deteriorated patient wdl s m n  require hospitalization t o  
festabil ize Ius or her condt ion  at greater addttional expense 

Given t h e  sigruficant issues involved, it IS understandable and proper t h a t  PSROs are  
cautious In denying care  in arcurnstances where al ternat ive arrangements are unclear or 
inadequate 

With respect to the desirability for  PSROs to be given more responsibility for  planning 
patient's postdscharge care, there  ha5 apparently been some misunderstanding. PSROs do 
not have nor should they have responsibility for the discharge planning for  individual 
patients Under present policy, PSROs a r e  required t o  accept  documentation in the  
medical record t h a t  alternative care IS not a v a l a b l e  I t  is the  responsibility of t h e  fiscal 
intermediary to morutor t h e  hospitals' dscharge  planning effor ts  W e  believe t h a t  t h e  
PSRO should have more authority to monitor a hospital's discharge planning effor ts  and be 
able  to deny hospital days d they have evidence t h a t  t h e  hospital is not making a good 
fa i th  effort  to pIace patients 

In addition, by limiting its examination to cases which were ultimately denied, t h e  GAO 
was not able to consider whether there  were hospital stays tha t  could have been shortened 
If more aggressive discharge planning had occurred Therefore, we feel  t h a t  a legit imate 
issue for consideration is whether monitoring of t h e  hospital dtscharge planning should 
become a PSRO function 
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After our review, we provided the executive director 
of the PSRO whose activities are discussed on pages 9 
through 11 with a draft copy of chapters 1 and 2 of the 
report so that his organization could review and comment on 
the material that pertains to it before issuance of the 
final report We have incorporated the PSRO's comments in 
our report where appropriate. The PSRO's comments and our 
evaluation are discussed below. 

PSRO comment 

The 9,300 days of incorrect extensions (see p. 9) is 
an unwarranted projection because the classifications are 
made after the fact by the review coordinator and may not 
represent the real reasonswhy the physician advisers granted 
the extensions. GAO accountants concluded that there was 
incorrect certification of 9,300 patient days based on a non- 
representative and very limited review of workpapers, such 
as review coordinator worksheets, abstracts, and bills 

Our evaluation of PSRO comment 

These statements are not completely accurate. The 9,300 
days is not a projection, but rather actual days of patient 
care that PSRO review coordinators categorized as shown on 
page 9 and in appendlx I11 (numbers 8 and 12). We did not 
question the qualifications of the PSRO review coordinators 
regarding properly classifying extensions of hospital stays, 
particularly when the PSRO monitoring reports indicated that 
they were doing it correctly. Our conclusion that the 9,300 
days are incorrectly certified as medically necessary is based 
on the fact that the PSRO's descriptions of and instructions 
for using these two categories (numbers 8 and 12 in app 111) 
do-not conform to what is allowed by Federal law, regulations, 
HHS instructions, and instructions from the State's department 
of health and social services. This is discussed in more 
detail in our response to the next comment. 

PSRO comment 

GAO's accusation that the PSRO improperly extended 9,300 
patient days of care is completely unwarranted. The 9,300 
days of extension represented the medical judgment of the at- 
tending and reviewing physician that medical necessity existed 
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for each patient extended When a reviewing physician makes 
such a decision, he or she considers medical record documen- 
tation and attending physician judgment of the patient's 
physical, mental, social, and environmental status. The 
practicalities of finding a foster home for an infant, 
establishing legal guardianship for an incompetent individual, 
or a skilled nursing facility's no weekend admissions policy 
are considered when physician reviewers are determining the 
patient's need to continue in the hospital The PSRO believes 
this is consistent with the PSRO law. 

Our evaluation of PSRO comment 

As indicated by the examples on pages 9 through 11, we be- 
lieve that in granting extensions under the delay of discharge 
and other categories this PSRO was taking into account such 
factors as lack of cooperation from patients or their families 
which-HHS instructions say should not be considered. The Med- 
icare and Medicaid programs pay for medical care They are 
not intended as a means for paying for custodial care provided 
to incompetent individuals or infants waiting placement in 
a foster home 

Federal law, regulations, HHS instructions, and instruc- 
tions from the State are clear regarding what services are 
eligible for payment by these programs. For example, section 
1814(a) of the Social Security Act states that in order for 
inpatient hospital services to be eligible for payment, a 
physician must cerfify that such services are required to 
be given on an inpatient basis or that inpatient diagnostic 
study is medically required and such services are necessary 
for such purpose HHS instructions to PSROs (PSRO Transmittal 
No. 48 dated June 3, 1977) states: 

' I *  * *the law precludes payment for covered levels 
of care where the reason for such care is based 
on other than medical needs The PSRO must, 
therefore, distinguish (1) medically necessary 
hospital utilization from hospitalization 
based on such nonmedical reasons as convenience 
to patient, family or physician, administrative 
reasons, or reasons due to lack of available 
alternative levels of care: and ( 2 )  medically 
necessary covered care from medically necessary 
noncovered care. I' 
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The instructions provide, however, that inpatient services 
are eligible for payment if the patient is waiting to be 
transferred to a skilled nursing care facility and no bed 
was available in such a facility 

With respect to the certification of Medicaid days of 
care, the memorandum of unfierstanding between the State's 
department of health and social services and the PSRO pro- 
vides that the goals and methods for Medicaid review will 
conform to the standards and guidelines established by HHS' 
HSQB. The memorandum further states that the goals and 
methods are to assure that each admission is medically nec- 
essary and that each patient-stays only as long as is 
medically necessary 

PSRO comment 

There was no mention of the gross projections made in 
the report at the time of the exit interview, and this is 
the first opportunity that the PSRO has had to comment. 

Our evaluation of PSRO comment 

In its comments, the only thing that the PSRO refers 
to as a projection is the 9,300 days of inappropriate exten- 
sions. As previously indicated the 9,300 days of care re- 
present 2 of 15 categories that the PSRO used to classify 
extensions of patients' hospital stays One category (8) 
was designated "delay in discharge not due to hospital," 
and another (12) was designated "other." (See app 111.) 

Actually the 15 categories contain 8 categories which 
are designated ''other" or are described as being categories 
for "other certified days" including category number 8. The 
appropriateness of days classified in these various categor- 
ies was discussed during our closeout meeting with the P S R O ' s  
executive and associate directors This fact is documented 
in a later memorandum prepared by the associate director. 

PSRO comment 

GAO auditors evaluated physician judgments respecting 
the medical needs of patients without the review of the med- 
ical record 
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Our evaluation of PSRO comment 

This statement is not accurate. We did not evaluate 
physician judgments, with respect to the medical needs of any 
patient. We accepted the classification to the questioned 
categories as recorded by the PSRO or the delegated hospital 
after our review of some individual cases indicated that the 
classifications were accurate. 
categories related to the (1) consideration of nonmedical 
factors that HHS has instructed PSROs  not to consider in 
certifying the medical necessity of further hospital care 
and (2) additional granting of grace days, which in effect 
provides duplicate coverage for the same reasons. 

Our problems with using these 

PSRO comments 

Our conclusions concerning the adequacy of hospital dis- 
charge planning are not supported by the P S R O ' s  experience or 
the examples cited in this report (pp. 12 and 13). 

Our evaluation of PSRO comment 

Our conclusions concerning the adequacy of the hospitals' 
discharge planning function were based on our review of the ac- 
tivities of 39 hospitals and 809 adverse determination cases. 
Only three hospitals and 30 cases were applicable to this PSRO. 
Therefore, we would have a different perspective than the PSRO 
on the adequacy of the hospitals' discharge planning function 
and the desirability of providing PSROs  with additional auth- 
ority over this function. Also, we may have a narrower view 
of the hospitals' responsibilities for discharge planning than 
this PSRO. Our view was based on HCFA instructions which focus 
on the hospitals' supportive role to the attending physician 
in locating a suitable bed in an appropriate alternate facility 
consistent with the doctor's orders and also arranging for the 
transfer of patient records to assure the patient's continued 
care. 

Our review of the cases related to the PSRO indicated that 
a principal problem associated with delays in patient dis- 
charges involved the uncooperativeness of the patient's family. 
Apparently, this PSRO believes that good discharge planning 
would more timely identify and overcome such problems. While 
the P S R O ' s  position may have merit, we believe that for us to 
conclude that PSROs  should have more authority over the dis- 
charge planning function would require an assumption that PSROs 
could better obtain cooperation from a patient's family than 
the local hospital. We have no basis for such an assumption. 
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