A REVIEW OF HOSPITAL BILLING AND
COLLECTIONS PRACTICES

HEARING

BEFORE THE

SUBCOMMITTEE ON
OVERSIGHT AND INVESTIGATIONS

OF THE

COMMITTEE ON ENERGY AND
COMMERCE
HOUSE OF REPRESENTATIVES

ONE HUNDRED EIGHTH CONGRESS

SECOND SESSION

JUNE 24, 2004

Serial No. 108-107

Printed for the use of the Committee on Energy and Commerce

&

Available via the World Wide Web: http://www.access.gpo.gov/congress/house






A REVIEW OF HOSPITAL BILLING AND COLLECTIONS PRACTICES






A REVIEW OF HOSPITAL BILLING AND
COLLECTIONS PRACTICES

HEARING

BEFORE THE

SUBCOMMITTEE ON
OVERSIGHT AND INVESTIGATIONS

OF THE

COMMITTEE ON ENERGY AND
COMMERCE
HOUSE OF REPRESENTATIVES

ONE HUNDRED EIGHTH CONGRESS
SECOND SESSION

JUNE 24, 2004

Serial No. 108-107

Printed for the use of the Committee on Energy and Commerce

&R

Available via the World Wide Web: http://www.access.gpo.gov/congress/house

U.S. GOVERNMENT PRINTING OFFICE
95-446PDF WASHINGTON : 2004

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



COMMITTEE ON ENERGY AND COMMERCE
JOE BARTON, Texas, Chairman

W.J. “BILLY” TAUZIN, Louisiana

RALPH M. HALL, Texas

MICHAEL BILIRAKIS, Florida

FRED UPTON, Michigan

CLIFF STEARNS, Florida

PAUL E. GILLMOR, Ohio

JAMES C. GREENWOOD, Pennsylvania

CHRISTOPHER COX, California

NATHAN DEAL, Georgia

RICHARD BURR, North Carolina

ED WHITFIELD, Kentucky

CHARLIE NORWOOD, Georgia

BARBARA CUBIN, Wyoming

JOHN SHIMKUS, Illinois

HEATHER WILSON, New Mexico

JOHN B. SHADEGG, Arizona

CHARLES W. “CHIP” PICKERING,
Mississippi, Vice Chairman

VITO FOSSELLA, New York

STEVE BUYER, Indiana

GEORGE RADANOVICH, California

CHARLES F. BASS, New Hampshire

JOSEPH R. PITTS, Pennsylvania

MARY BONO, California

GREG WALDEN, Oregon

LEE TERRY, Nebraska

MIKE FERGUSON, New Jersey

MIKE ROGERS, Michigan

DARRELL E. ISSA, California

C.L. “BUTCH” OTTER, Idaho

JOHN SULLIVAN, Oklahoma

JOHN D. DINGELL, Michigan
Ranking Member

HENRY A. WAXMAN, California

EDWARD J. MARKEY, Massachusetts

RICK BOUCHER, Virginia

EDOLPHUS TOWNS, New York

FRANK PALLONE, Jr., New Jersey

SHERROD BROWN, Ohio

BART GORDON, Tennessee

PETER DEUTSCH, Florida

BOBBY L. RUSH, Illinois

ANNA G. ESHOO, California

BART STUPAK, Michigan

ELIOT L. ENGEL, New York

ALBERT R. WYNN, Maryland

GENE GREEN, Texas

KAREN McCARTHY, Missouri

TED STRICKLAND, Ohio

DIANA DEGETTE, Colorado

LOIS CAPPS, California

MICHAEL F. DOYLE, Pennsylvania

CHRISTOPHER JOHN, Louisiana

TOM ALLEN, Maine

JIM DAVIS, Florida

JANICE D. SCHAKOWSKY, Illinois

HILDA L. SOLIS, California

CHARLES A. GONZALEZ, Texas

BUD ALBRIGHT, Staff Director
JAMES D. BARNETTE, General Counsel
REID P.F. STUNTZ, Minority Staff Director and Chief Counsel

SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS
JAMES C. GREENWOOD, Pennsylvania, Chairman

MICHAEL BILIRAKIS, Florida
CLIFF STEARNS, Florida
RICHARD BURR, North Carolina
CHARLES F. BASS, New Hampshire
GREG WALDEN, Oregon

Vice Chairman
MIKE FERGUSON, New Jersey
MIKE ROGERS, Michigan
JOE BARTON, Texas,

(Ex Officio)

PETER DEUTSCH, Florida

Ranking Member
DIANA DEGETTE, Colorado
TOM ALLEN, Maine
JANICE D. SCHAKOWSKY, Illinois
HENRY A. WAXMAN, California
EDWARD J. MARKEY, Massachusetts
JOHN D. DINGELL, Michigan,

(Ex Officio)

(1)



CONTENTS

Testimony of:

Anderson, Gerard F., Director, Johns Hopkins Center for Hospital Fi-
nance and Management, Professor, Department of Medicine, Johns
Hopkins School of Medicine, Professor, Departments of Health Policy
?{nd 1IVIIIanagement and International Health, Bloomberg School of Public

ealth ..o e

Bovender, Jack O., Jr., Chairman and Chief Executive Officer, HCA .........

Collins, Sara R., Senior Program Officer, Health Policy, Research and
Evaluation, the Commonwealth Fund ...............coeevvviiiiiieiiiiiiiee e

Fetter, Trevor, President and Chief Executive Officer, Tenet Healthcare
COTPOTALION ..evvieeiiieiieeiieriieeieeeteeteesteesteeeteesaeebeeseessseesseeenseesseeeseessseensens

Jacoby, Melissa B., Associate Professor, University of North Carolina
at Chapel Hill, School of Law .........cccccovviiiiiiiniiiiieeieeieceeee e

Kuhn, Herb, Director, Center for Medicare Management, Centers for
Medicare and Medicaid Services, U.S. Department of Health and
Human ServiCes ......ccoceecerieieriiienenierie ettt sttt

Lofton, Kevin E., President and Chief Executive Officer, Catholic Health
TNIHIALIVES weeiiiiiiiiiie ettt e

Morris, Lewis, Chief Counsel, Office of Inspector General, Department
of Health and Human Services ..........cccocueeviieriiiiiienieeiiesieeiie e

Pardes, Herbert, President and Chief Executive Officer, New York Pres-
byterian HosSpital .........cccccooieiiiiiiieiiie ettt

Rukavina, Mark, Executive Director, the Access Project

Tersigni, Anthony R., Chief Operating Officer and Interim CEO, Ascen-
S10N Health ...ocoioiiiiieie e

Additional material submitted for the record by:

Bovender, Jack O., Jr., Chairman and Chief Executive Officer, HCA:
Letter dated July 19, 2004, enclosing response for the record ..............
Letter dated July 27, 2004, enclosing response for the record ..............

Clarkson, Douglas S., Assistant General Counsel, Tenet Healthcare Cor-
poration:

Letter dated August 5, 2004, enclosing response for the record ...........
Letter dated September 10, 2004, enclosing response for the record ...

Fetter, Trevor, President and Chief Executive Officer, Tenet Healthcare
Corporation, letter to Hon. John D. Dingell, dated July 20, 2004, enclos-
ing response for the 1ecord ..........cooiiiiiiiiiiiiii e

Lofton, Kevin E., President and Chief Executive Officer, Catholic Health
Initiatives:

Letter to Hon. John D. Dingell, dated July 20, 2004, enclosing re-
sponse for the record .........ccccvvviiiiiiiiieiiieecec e
Letter to Hon. James C. Greenwood, dated July 22, 2004, enclosing
response for the 1ecord .........ccoccieviiiiiiiiiiiiiieieeeeee e

Pardes, Herbert, President and Chief Executive Officer, New York Pres-
byterian Hospital:

Responses for the record ........ccoocveieeiiieeeiiieeeiee e
Letter dated July 22, 2004 enclosing additional responses ...................

Rukavina, Mark, Executive Director, the Access Project, response for
Bhe TECOTA ..oouuiiiiiiiie et et e

Service Employees International Union, prepared statement of ..................

Tersigni, Anthony R., Chief Operating Officer and Interim CEO, Ascen-
sion Health:

Letter to Hon. John D. Dingell, dated July 20, 2004, enclosing re-
sponse for the record ...........coccoviiiiiiiiiiiiiiee e
Letter to Hon. James C. Greenwood, dated July 22, 2004, enclosing
response for the 1ecord ..........cocoeciiieciiie e

The Cost of Care for the Uninsured: What Do We Spend, Who Pays,
and What Would Full Coverage Add to Medical Spending?, a report
prepared for the Kaiser Commission on Medicaid and the Uninsured ....

(111)

Page

15
91

37
103
23

130
85
135

97
31

79

782
832

596
801

795

819

1591

669

770

724
590

719
1237

575






A REVIEW OF HOSPITAL BILLING AND
COLLECTIONS PRACTICES

THURSDAY, JUNE 24, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 2:20 p.m., in room
2123, Rayburn House Office Building, Hon. James C. Greenwood
(chairman) presiding.

Members present: Representatives Greenwood, Stearns, Burr,
Bass, Walden, Ferguson, Rogers, DeGette, Allen, Schakowsky, and
Waxman.

Staff present: Mark Paoletta, majority counsel; Anthony Cooke,
majority counsel; Brad Conway, majority counsel; Michael J. Abra-
ham, legislative clerk; Edith Holleman, minority counsel; Amy
Hall, prsfessional Staff; Bridget Taylor, professional staff; Voncille
Hines, research assistant; and Dave Vogel, legislative clerk.

Mr. GREENWOOD. The subcommittee will come to order. Let me
begin by apologizing to all for the delay, it’s the unavoidable ex-
igencies of voting, but we welcome you all. The Chair recognizes
himself for the purpose of making an opening statement.

We convene this afternoon to review hospital billing and collec-
tion practices for uninsured/self-pay patients. Today in this country
an average working man or woman treated at a hospital can be
stuck with a bill that is double what managed care or government
programs pay. These are uninsured/self-pay patients who don’t
have the weight of an HMO to negotiate on their behalf, or don’t
qualify for government health assistance. Then, to add insult to
their injury, they are sometimes aggressively pursued for these in-
flated debts. The situation is unfair and it is unjust.

To put these hospital charges in perspective, let us look at a sim-
ple chart that paints a troubling picture. This provides a basic
breakout of hospital revenues and costs. Based on our research,
these proportions seem common in the hospital industry.

The black column, second from the left, is the cost to the hospital
for providing the service. On either side of the cost column, Med-
icaid and Medicare can be seen to pay, on average, a bit less and
a bit more, respectively. Third-party payers, such as insurers and
managed care, represented by the yellow column, pay within a
wide spectrum but, on average, provide profitable reimbursement.
The red column on the far right is what many hospitals expect the
uninsured and self-pay patients to pay. This charge to uninsured
and self-pay patients is, generally speaking, the hospital’s “charge

o))



2

master” rate. That term will come up a lot today, so let us talk
about charge masters for a moment.

Charge masters are catalogs of prices for all services and sup-
plies offered at a hospital. They sometimes run hundreds of pages
and contain thousands of line items. The prices in a charge master,
as indicated in the chart, can bear little relation to the actual cost
to the hospital. Indeed, some items on a charge master can reach
well over 1000 percent markup.

And these prices continue to grow each year increasingly out of
proportion to costs. In California urban hospitals, for example, the
average price mark-up over cost has risen from 174 percent in 1990
to 310 percent in 2003. Most hospitals, I think, will admit to being
hard-pressed to justify these charges. Rather, hospitals will explain
that charge master prices are the product of many complex and so-
phisticated market forces in health care, including government en-
titlements, managed care, and rising costs. There is, without a
doubt, a number of significant and powerful moving parts in health
care finance, but we must not allow the working class uninsured
to get chewed up in these machinations.

Hospitals will say they address the matter of high charge master
prices through their charity programs which provide care free or at
a reduced cost to the needy. Unfortunately, this too often covers
only some people for only certain services.

Further, I question whether we can be assured of the fairness or
reasonableness of charges which, in some instances, are merely dis-
counts from an already inflated number. For example, let us return
to the chart using the 2002 numbers. Even if an uninsured patient
had a 25 percent discount, he or she would still be paying twice the
cost. A partial discount off an inflated number seems very arbi-
trary. Even given all the well-administered, generous and com-
mendable charity programs offered by hospitals, ultimately, there
are still individuals who are expected to pay these full charge mas-
ter rates.

It would seem that through these charity programs hospitals are
trying to include the uninsured in a finance and accounting system
that appears simply not designed for or allowing for participation
by individual consumers. And if, in the end, managed care, govern-
ment programs and the uninsured are not paying the charge mas-
ter price, then what purpose does the current charge master struc-
ture serve?

Let us turn to what happens when someone is eventually asked
to pay these inflated bills. Hospitals will point out that they collect
only pennies on the dollar and, based on our investigation, this
would seem to be the case.

The question for our purposes here, however, is not what they ac-
tually collect, but what happens to the part they don’t collect? In
a September 2003 study, one nonprofit hospital in Connecticut was
found to have had over a 9-year period medical liens on 7.5 percent
of the homes in a community it purported to serve. A hospital may
indeed only collect 10 cents, but the other 90 cents may be secured
by the patient’s home. Many hospitals have claimed to have re-
cently revisited and revised their collection practices. While that is
encouraging, I remain concerned, however, when I read articles
like the two that appeared in the Wall Street Journal over the past
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couple of weeks, about two of the systems appearing before us
today.

In the first article, from yesterday, one hospital system conceded
that as many as half of those uninsured patients, possibly eligible
for discounts under a new charity program, were not told of their
potential eligibility. And they offered this admission, unfortunately,
only after being confronted with a report by an advocacy group al-
leging that large numbers of uninsured patients seeking care in
their facilities were not learning about available charity discounts.

The second article from 2 weeks ago described the case of a man
who recently had his bank account seized because of a 13-year-old
hospital bill from one of the systems here today. Perhaps what is
more troubling in the story and the age of the bill was the excuse
offered by the hospital. The hospital indicated that this was a mis-
take on the part of a lower-level hospital staff that, when brought
to the attention of senior executives, was immediately remedied.

Are the new commitments recently articulated by so many hos-
pitals to reform their billing and collection practices only known at
the management level? Are lower-level staff, who are actually the
front-line staff, aware of these new policies?

Not to put too fine a point on this, but the awareness, participa-
tion, and cooperation of this front-line hospital staff is vital. How
these hospital employees present payment options to a patient can
mean the difference between having a bill covered by a charity pro-
gram or placing the full amount on a high-interest credit card.

As a further illustration, one system with us today, in a customer
service training manual produced to the subcommittee, made an
explicit statement of “four main priorities when securing payment
on a self-pay account. Priority 1, obtain any insurance information;
priority 2, attempt to obtain payment in full or settle the account;
priority 3, negotiate a payment arrangement; priority 4, determine
fund eligibility.”

The manual goes on to say that billing agents should use their
discretion in applying these principles, but if an agent followed
these priorities, as written, a needy patient might never learn
about charity care before paying by a credit card or agreeing to an
unmanageable and unreasonable payment plan with the hospital.
How the billing process is executed and practiced by the hospital
staff is more important than any new written policy or any prom-
ises or pledges from management.

At the outset of this investigation, hospitals generally acknowl-
edged many of these concerns with billing and collection practices,
but claimed Medicare rules, in some instances, tied their hands
with respect to what they could do for uninsured and self-pay pa-
tients.

In December 2003, 5 months after the start of this committee’s
investigation, the American Hospital Association sought guidance
from the Department of Health and Human Services on these
rules. Two months later, both Secretary Thompson and the HHS
Office of Inspector General responded, largely rebuking the indus-
try’s positions. The final panel of this hearing will feature two rep-
resentatives of HHS, and will explore further with them this guid-
ance.
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In this regard, I will seek from HHS and the hospitals, an an-
swer to the question of why steps to address the situation have not
been taken until now. If hospitals believed that Medicare rules cre-
ated roadblocks to doing the right thing for the uninsured, why did
they not raise it with HHS earlier?

Cost-to-charge ratios are reported to HHS in Medicare costs that
the Agency must have seen this growing divergence between cost
and charges. Is no one at HHS watching to see whether their rules
and regulations are causing harm?

In December 2002, Trevor Fetter, CEO of Tenet Healthcare, who
is here with us today, made some very interesting remarks in an
investor conference call shortly after joining Tenet. This was al-
most 1% years ago, and in many ways he framed precisely the
issues for which we come here today. Quoting Mr. Fetter: “I would
like to turn to an issue that has bothered me for years. I mentioned
earlier that Medicare requires hospitals to set charges the same for
everyone. This means that the uninsured or underinsured patient
receives a bill at gross charges. In other words, the entire hospital
industry renders its highest bills to the customers who are least
able or likely to pay. The problems that this creates are obvious.
The bills are tremendous and incomprehensible to most people. The
patient leaves the hospital, presumably after some traumatic event,
and the hospital bill adds to the trauma. As a result, they don’t
pay. Thirty percent of the patients account for nearly 100 percent
of the collections from this group, 70 percent of the patients pay
virtually nothing, but Medicare requires that the hospitals make a
bona fide effort to collect. The administrative costs are huge. The
ill will that is generated among the patients is huge. And the whole
situation is far from ideal, from a social or economic perspective.
Tenet employs more than 5,000 people to render bills and attempt
to collect from these patients. It is ridiculous.”

Mr. Fetter could not have put more clearly into words what this
committee’s investigation is about. It is not unreasonable to as-
sume that Mr. Fetter was not the only member of the hospital in-
dustry to recognize this problem. If so, why is there action only
now? Were lawsuits and a congressional investigation necessary for
the industry to address this?

Finally, we will likely hear today testimony and comments about
the role of universal health coverage in the issues we are address-
ing in this hearing. In anticipation, let me say this: In Congress,
we have debated, and will continue to debate, the critical matter
of health care coverage. But since this committee started this in-
vestigation almost 1 year ago, we have seen concrete action improv-
ing the condition of uninsured and self-pay patients facing medical
debts. Our focus on billing and collection issues has yielded specific
and immediate results. I look forward to continuing and building
this direct approach to these problems that is helping real people
right now.

We welcome today representatives from the Department of
Health and Human Services, and the Chief Executives of Ascension
Health, Catholic Health Initiatives, HCA, New York Presbyterian,
and Tenet Healthcare.

We also welcome our panel of experts and advocates, Dr. Ander-
son, Ms. Jacoby, Mr. Rukavina, and Dr. Collins. Thank you all for
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joining us here today, and I look forward to your testimony. The
Chair recognizes the gentlelady from Colorado for an opening state-
ment.

Ms. DEGETTE. Thank you, Mr. Chairman. I agree with the chair-
man, this is a very important hearing on the hospital billing of the
uninsured and underinsured. In particular, I want to extend a wel-
come to Kevin Lofton, who is the President and CEO of Catholic
Health Initiatives in Denver, who is on the second panel today.

Each year, thousands of Americans without health insurance re-
ceive hospital care because of urgent and emergency situations.
Through no fault of their own, though, these patients are unable
to pay their bills. This puts both hospitals and patients in a quan-
dary. The hospitals have spent money and manpower providing
critical medical care, but they have no way to recover the cost. The

atients have incurred catastrophic debts. The amount could be
51,000, $10,000, or even $100,000, and have no ability to get the
amount of money necessary to pay off these bills in a proper period
of time.

The problem stems from the inevitable collision of uninsured pa-
tients needing health care and hospitals needing to be paid for
health care. Now, there are anywhere from 43 to 81 million Ameri-
cans who go without health insurance for at least part of a year.
This is a burden that neither our health care system or our pa-
tients can continue to bear. And as a result of this system, both pa-
tients and hospitals are facing severe financial pressures.

There is no question that some hospitals took collection efforts
too far. Everyone here is aware of reports of body attachments and
other types of financial penalties. The stories frankly are horri-
fying, and we must look into steps to protect patients from over-
zealous bill collectors. This hearing, though, must keep the problem
of hospital billing in context. Too many Americans are unable to
pay for health care because they do not have health insurance.

This subcommittee’s investigation reinforces the reality that the
entire health care system is extremely ill. Some hospitals seem to
view uninsured patients as revenue enhancers. Studies uncovered
that hospitals charge insured patients only 46 percent of the rack
rate for services. This pricing reveals that it is essential that pa-
tients have an advocate in the discounting process. In the current
system, the uninsured are the only ones who have no advocate.
Like any other type of debt collection, hospital billing and collection
practices can have a devastating effect on patients without the abil-
ity to pay. These patients, many of them still recovering from ill-
ness or surgery, may see their credit rating ruined and their finan-
cial lives destroyed.

As Professor Jacoby will describe, this could even mean denial of
housing or employment. This can spiral into a vicious trap. How
can these patients pay their hospitals without new income? And if
the patients have left the hospital still recovering from their ill-
ness,?how easy is it for them to negotiate with a billing depart-
ment?

Now, one Wall Street Journal article I read talked about a man
who was billed $22,000 for a 3-day hospitalization following emer-
gency appendectomy surgery. He couldn’t pay the $22,000. But the
problem we have, I will bet he couldn’t pay it even if under a fee
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reduction program his bill was cut in half, to $11,000. And that is
the problem we have.

Our second panel, comprised of hospital CEOs, will provide more
information on this price system and the collection practices. They
will also describe the steps that they are taking to improve their
billing systems. I am looking forward to hearing the details of these
plans for the uninsured because, up to this point, it has been un-
clear how robust these needed discount programs are.

The investigation of this subcommittee has been extremely com-
prehensive and valuable. Examination of this problem has brought
to light some specific examples of egregious billing practices, but I
hope that these stories do not overshadow the fact that both pa-
tients and hospitals are caught in the same vicious cycle. Hospitals
cannot be expected to absorb all the cost of serving the growing
number of uninsured and underinsured, and I am sure the chair-
man did not mean to imply that in his opening statement. What
this country needs is a system in which everyone has access to and
can pay for essential health care services, both emergency and pre-
ventive. Every American should have basic health insurance that
is affordable.

As this hearing will show, the financial burdens that our unin-
sured patients and our hospitals struggle with every day make this
an issue that can no longer be delayed and, frankly, it is a problem
that is getting worse and worse, both for the un- and underinsured,
afr}dhfor the hospitals which are trying to bear an increasing burden
of this.

Now, it would be easy for us to simply blame hospitals for over-
aggressive bill collection and too high rates, but it would miss the
larger point. Too many Americans are unable to pay for health care
services because they do not have health insurance. I hope this
hearing serves as the impetus for us to address this larger issue
that is at the root of the problem. And, Mr. Chairman, I would ask
unanimous consent to put Mr. Dingell’s opening statement in the
record, and also any other member of the full committee who wish-
es to insert an opening statement in the record.

Mr. GREENWOOD. Without objection, that will be the order.

Thanks to the gentlelady. Recognize the gentleman from Oregon,
Mr. Walden, for an opening statement.

Mr. WALDEN. Thank you very much, Mr. Chairman. I appreciate
the fact of the work of the staff on this issue, and certainly your
leadership on this issue, and recognize the problem that is before
us.

I spent several years on a community hospital board, a nonprofit
hospital board, before coming to the Congress, and every month we
would go through our billing, and every month we would write off
a goodly share for charity care. And I recall that the biggest shifter
of cost—if that is the right word—in the system was both Medicaid
and then Medicare that often had reimbursement rates that, frank-
ly, didn’t necessarily cover even the cost of care. And, so, those are
issues I think we need to look at. Clearly the billing issue, though,
is the legitimate one that needs to be examined, and I know many
of the hospitals have begun to do that, many are in the process of
doing that, and certainly the light that has been shed on this prac-
tice has moved that effort forward.
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It is interesting to note, however, that when it comes to the unin-
sured, there are some folks that probably do have the ability to
pay, and I got the census data. And it is kind of interesting to note
that of those who went without health insurance for an entire year,
8.2 percent had household income in excess of $75,000, and 20 per-
cent had household income over $50,000.

Interesting, too, as we look at how do you get health care cov-
erage, especially insurance, for folks who are these folks—and, in
some cases, obviously 20 percent have income over $50,000—43.3
percent are noncitizens of the United States, according to the cen-
sus population study; 33.4 percent are foreign-born. So, you have
76, 77 percent are either foreign-born or not citizens of the United
States, who are uninsured.

So, as we look at how do we reach out to provide affordable
health care, there is clearly a target group there that stands out
in certain need. And I know we work with those folks in many dif-
ferent ways.

I think this hearing is important. I think looking at the charge
master and what people are being billed, and whether or not those
are reasonable charges is very important for this subcommittee.
And so I look forward to the testimony of the folks from the various
panels, and hopefully together we can find a more equitable way
to make all this work and still allow hospitals to be able to keep
their doors open and provide care, including the enormous charity
care that is already given.

Mr. Chairman, thank you for your leadership, and I look forward
to the witnesses.

Mr. GREENWOOD. The Chair thanks the gentleman. Recognize
the gentleman from California, Mr. Waxman, for an opening state-
ment.

Mr. WAXMAN. Thank you very much, Mr. Chairman. This hear-
ing before the subcommittee today is a critical one. It is resultant
from an investigation which focused on a number of billing prac-
tices by hospitals which have resulted in unconscionable practices
in going after uninsured persons who owe debts far beyond their
ability to pay.

Turning bills over to collection agencies who engage in practice
of harassing individuals, garnishing their wages, going after their
homes, freezing their bank accounts, these activities have no place
in this country when the debt is occurred because of a person’s crit-
ical need for health care. Uninsured people who facing bills of tens
and even hundreds of thousands of dollars and no possible way to
pay need help, not harassment. The fact that medical bills and the
debt from those bills is the second leading cause of bankruptcy in
this country is, simply put, unacceptable.

I want to make a couple of critical points. First, we all need to
acknowledge that in the face of these revelations, the hospital in-
dustry has, by and large, responded with concern and a commit-
ment to stop the more abusive practices.

We will hear today of the adoption of policies designed to address
the more egregious abuses. And while I commend them for that,
the real test, of course, will not be in the signing of pledges to do
better, but in actually carrying them out and stopping these trou-
bling practices.
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The second point is, the clear and critical point here is that all
these problems occur because we have so many uninsured people
in this country. We know that over a 2-year period, over 80 million
people find themselves without insurance for some period of time.
This is completely unacceptable. We will never solve the problem
we are discussing today until that situation changes.

Third point, we know that the practice of uninsured people facing
the very highest charges is not just a problem for people getting
hospital care. While the bills might be the most overwhelming, the
fact is that uninsured Americans without drug coverage every day
face the problem of paying the highest prices when they can least
afford it. They pay more than people with insurance. They pay
more than citizens of Canada and other countries. And this is also
unacceptable, and I hope this subcommittee will show equal inter-
est in the problem in this area. After all, they have no one negoti-
ating for them to get lower drug prices, either.

Finally, I have to note that the policies now in vogue with the
Republican Majority of pushing health savings accounts and high
deductible insurance plans runs directly contrary to what is needed
to give people the assurance of coverage and access to favorably ne-
gotiated prices. It is unfair to our hospitals to ask them to provide
their most favorable discounted rates to insurers who have delib-
erately designed policies where people will face a long period of es-
sentially being uninsured because the deductible is so high. Hos-
pitals give discounts to insurers because they are assured of pay-
ment for essentially all of the services they provide, less a small
deductible amount. Asking them to provide the same discount to a
truly uninsured person is sensible and humane, but requiring
them, in essence, to do the same for uninsurers with deliberately
designed high deductible plans is another matter entirely. Asking
hospitals to bear the brunt of the unmet cost in the long period be-
fore insurance kicks in, asking them to protect the profits of insur-
ers is not a sensible policy and will ultimately hurt the very insti-
tutions that are on the front line of delivering care.

I look forward to hearing from our witnesses today and exploring
this issue further with the members of the subcommittee.

Mr. GREENWOOD. The Chair thanks the gentleman, and recog-
nizes the gentleman from New Hampshire, Mr. Bass, for an open-
ing statement.

Mr. Bass. Thank you, Mr. Chairman. This is indeed a very inter-
esting hearing. It is not simple. There are many different parties
involved. There is, if you will, problems and issues to be shared by
all. On the part of the hospitals, there are allegations of inflated
billing to the uninsured, unethical collection practices, but yet, on
the other hand, hospitals—most, if not in fact all hospitals, engage
in significant and important charity programs that provide essen-
tially deeply discounted services to the poor, and the reality is that
hospitals are not great profit centers nationwide anyway, we know
that. We just went through a debate on possible reimbursement
from the Federal Government, and we provided significant in-
creases in this area, and it wasn’t because the hospitals were being
over-reimbursed.

Patients are another factor. Most patients are insured, but those
that are not are divided, as my friend from Oregon pointed out,
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into some who can pay and some who cannot. And we do not want
to establish a situation where individuals who do not choose to buy
either managed health care or any form of health insurance can
qualify for benefits or payments under those circumstances.

And, of course, the insurance companies are another factor be-
cause they are the biggest—Dbesides the Federal Government—re-
imbursement mechanism, and they negotiate and they create dif-
ferences in prices because of their negotiating power, which is an-
other part of this complicated equation.

And, last, the Federal Government and its reimbursements for
Medicare and Medicaid is, I guess, probably the biggest reimburse-
ment single entity, and growing every day, that the relationship
that the hospitals have to determine what element of discount oc-
curs is a difficult one, and it is at times somewhat awkward or per-
haps arbitrary. So there are no clear answers here, but there might
be some interesting findings that come out of this hearing that will
help make the system more predictable, help the hospital commu-
nity perhaps make their collection processes and their billing proc-
esses more predictable and fair for those who really need health
services and cannot afford to pay for them.

I would also point out that I think that—I appreciate my friend
from California’s comments relative to health savings accounts—
but there are also other scenarios that could work out that would
be very beneficial to the process, if consumers really have a voice
in the process of paying for hospital care, at least the first-dollar
hospital care, through health savings accounts which provide ac-
countability and an incentive for patients to hold hospitals, doctors
and other entities accountable for the bills that are sent out, rather
than awaiting the lawyers to file suits, or interest groups, or com-
mittees of Congress to conduct investigations.

So, like all the hearings that this good subcommittee has, they
are important, but—especially in this case—there are no clear vil-
lains and there are no clear heroes in the process of investigating
this issue. And with that, I will yield back and look forward to
hearing from our witnesses.

Mr. GREENWOOD. The Chair thanks the gentleman, and recog-
nizes the gentlelady from Chicago, Ms. Schakowsky, for the pur-
pose of making an opening statement.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman, for holding this
hearing on hospital billing and collection practices. Many of the
issues that we will talk about today are the focus of attention in
Illinois and are being considered by the Legislature, investigated
by the State Attorney General’s Office, and debated by the hospital
community and the public.

I want to thank Mr. Greenwood, Mr. Dingell, and Ms. DeGette
for including a report on the Chicago situation called “A Failing
Mission: The Decline of Charity Care at Resurrection Hospital” in
the hearing record. I would like also to ask unanimous consent to
include a statement by the Service Employees International Union
that also addresses billing and collection practices in Illinois in the
hearing record.

Mr. GREENWOOD. Without objection, the material will be included
in the record.
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Ms. SCHAKOWSKY. Thank you. In fact, several Chicagoans have
traveled here today to attend this hearing because they have been
personally and extremely seriously affected. I want to recognize
them. Zaida Perez was a hospital nurse for 21 years. Her troubles
began when her working but uninsured husband was in a car acci-
dent in January 2003, and admitted to Advocate Lutheran General
Hospital. Two days later, her father died, and she faced $13,000 in
burial expenses. She was diagnosed with breast cancer and, fortu-
nately, was treated at Cook County Hospital, which helped arrange
payment for her bills. In March, Lutheran General sent her hus-
band a bill for $12,000. Although she asked for help in devising a
payment plan, no help was given, and in April the threatening calls
began. After a payment plan was finally worked out and payments
were being made, she was sued. Her husband’s wages were gar-
nished at the rate of $75 a week, until she finally got legal assist-
ance to erase her debt.

Lesszest George is a working single mother. Her 19-year-old son
spent 2 weeks in Illinois Masonic Hospital after he was shot in a
case of mistaken identity. Asked after the surgery who would be re-
sponsible for the bill, Ms. George signed the paper that was put be-
fore her, thinking that her son was covered by her insurance but
not realizing that he had lost that coverage upon graduation from
high school. She received a bill for $52,000. The hospital did work
to help her apply under the Victims’ Assistance Fund, but she was
denied. Instead of working with her for charity care, they filed a
lawsuit. Her son is now doing well physically, but is still uninsured
because, as a part-time student and part-time worker, he doesn’t
qualify for insurance.

Their stories underscore that hospital billing and collection prac-
tices can turn a medical injury into a financial nightmare as in the
case of Lutheran General Hospital and Illinois Masonic Hospital.
Or, as in the case of Cook County Hospital, those practices can pro-
vide the necessary financial assistance so that the focus is on get-
ting well, not dealing with collection agencies and lawsuits.

We need to address charity care policies, discriminatory pricing,
and abusive collection practices, but we must also recognize that
our health care system itself has failed Zaida Perez, Lesszest
George, and many other Americans. Despite working full-time, they
are uninsured and facing medical debts that will be hard to dig out
frorﬁ and that make it hard to care for their families’ ongoing
needs.

As we will hear, the problems of medical debt and the lack of af-
fordable health care are most acute for the uninsured. They are
more likely to forego care, are charged more for care in hospitals
and other settings, and are the most likely to face medical bank-
ruptcy. But being covered by insurance isn’t a guarantee by any
means. As Sara Collins points out in her excellent testimony, more
than one in three of the continuously insured reported problems
paying medical bills. We know that access to affordable health care
benefits, cost-sharing requirements and discounts varies not just by
whether you are insured or uninsured, but on the type of insurance
coverage you have. The bigger the group, the better the coverage.

We in Congress can act to solve these problems, or we can act
to exacerbate them. High deductible plans and health savings ac-
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counts will shift more cost onto individuals and families, increasing
the likelihood of medical bankruptcy. Limited tax credits for the
purchase of inadequate individual policies will not guarantee that
policyholders will be able to pay their bills. Instead, it is time that
we enact universal health care that assures access to comprehen-
sive, affordable care. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentlelady, and recog-
nizes the gentleman from New Jersey, Mr. Ferguson, for an open-
ing statement.

Mr. FERGUSON. Thank you, Mr. Chairman. I commend you for
your interest in the problems of the uninsured, and your leadership
in investigating how some of the Nation’s largest hospital systems
handle uninsured patients, and I have a great deal of interest in
the topic of today’s hearing.

There is much about our health care system in this country that
we take for granted. Our hospitals are the finest in the world. Our
doctors and nurses are the best trained. Our technology is the most
advanced. At the same time, I, like many, am deeply concerned
about the number of uninsured Americans.

About 1.2 million residents in my home State of New Jersey, or
about 15 percent of our population, are uninsured. Most of them
are from working families, good people who play by the rules, pro-
vide for their children, and pay their taxes.

I believe that every person should have access to quality health
care, adj that we in the Congress should be working to make
health insurance more affordable, but until that time it is impera-
tive that our health care system treats the uninsured and the poor
with respect and with mercy and with fairness.

From the evidence uncovered by this subcommittee, it is clear
that although oftentimes that is the case, it doesn’t happen every
time.

I commend the subcommittee for its role in prompting hospitals
across the Nation to examine how they handle uninsured patients.
These examples do not take anything away from the many hos-
pitals that, for decades, and in some cases for centuries, have pro-
vided charity care to the poor and the vulnerable. This is especially
the case of many of the nonprofit hospitals in my home State of
New Jersey and across the country that are sponsored by religious
organizations. In New Jersey, I give examples like St. Michael’s
Medical Center in Newark and St. Claire’s Hospital in Morris
County.

In this day and age of making your numbers and creating share-
holder value and growing the bottomline, I am awed by their con-
tinuing tradition and commitment to care for the poor. In many re-
spects, our Nation’s hospitals, especially those who focus exclu-
sively on care for the indigent, are the health care providers of last
resort. People can go to the hospital when they have nowhere else
to go for care. The proof is in the numbers.

A recent study by the Kaiser Commission on Medicaid and the
Uninsured estimated that uncompensated care in 2004 will total
more than $40 billion. Hospitals will account for about 60 percent
of that total.

Mr. Chairman, I ask unanimous consent that a copy of this
study, the Kaiser Commission Study, be entered into the record.
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Mr. GREENWOOD. Without objection, it will.

Mr. FERGUSON. Thank you. No one should feel good about these
numbers. The cost of uncompensated care at hospitals should con-
cern everyone. This is what Stuart Altman, a health policy expert
who teaches at Brandise University recently said on NPR about
unpaid bills at hospitals, and I quote: “They are a symptom of a
much broader issue, which is whether the hospital system is finan-
cially in good shape, or not, and that affects both access to care and
quality.”

I urge my colleagues on this subcommittee and members of the
audience here to heed those concerns. Again, I thank you, Mr.
Chairman, for holding this critically important hearing, and I cer-
tainly look forward to hearing from several panels of our witnesses
here today. I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman, and recog-
nizes the gentleman from Maine, Mr. Allen, for his statement.

Mr. ALLEN. Mr. Chairman, thank you for calling this hearing
today. It is an important subject matter, and I welcome all of our
witnesses.

Medical data is a serious problem faced by a growing number of
Americans who are uninsured or underinsured, and the process by
which hospitals charge and obtain payment from individuals with-
out insurance deserves careful scrutiny, especially considering that
medical data is a leading cause of personal bankruptcy in the
United States.

Hospital bills are just one service that many uninsured are pay-
ing out-of-pocket. They also have doctors’ bills, outpatient services,
and prescription drugs. Most people accessing hospital services
have some kind of third-party coverage, but those who are not in-
sured and have no one negotiating on their behalf for setting a
price, as happens with Medicare and Medicaid, have to pay the
charge master rate.

I am willing to guess that very few of the 44 million people who
lack health insurance today have a clue what a charge master rate
is, nor would the average uninsured person know that if they go
to the emergency room, they may be charged a good deal more than
a health plan is charged by a hospital to provide the same care,
often 2 to 3 times more. And while 120 days may seem like a rea-
sonable time to pay a $100 or $200 bill, the average cost of an
emergency room visit is between $500 and $1,000 for an individual
without insurance. I suspect that many uninsured would have dif-
ficulty paying a bill of that amount or more within 4 months, and
if they need just one overnight stay, they can wind up with a bill
of $4,000 or so in just 24 hours.

Some things could help. Transparency in the billing process, en-
rolling patients who qualify in a charity care program, establishing
reasonable payment plans for those who don’t. All of that can help
alleviate the anxiety associated with a daunting medical bill.

In Maine, all of our acute care hospitals are nonprofit. On aver-
age, self-paying patients make up about 7 percent of overall hos-
pital payments. And, currently, most of our hospitals offer free care
for patients who are between 175 percent and 200 percent below
of the Federal poverty level. And our hospital CFOs in Maine have
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been working together to develop guidelines regarding charity care,
sliding scale fees, billing and collections.

I realize that the chairman’s intention for calling this hearing
today is to examine hospital billing and collection practices, but
given the number of uninsured in this country and the rapid
growth in health care premiums, we need to look deeper. Health
insurance premiums in the U.S. rose 13 percent in 2003, the third
consecutive year of double-digit inflation. As a result, many em-
ployers are forced to increase cost-sharing or switch to products
which put a greater financial burden on employees, including so-
called “consumer-driven high-deductible health plans,” which I be-
lieve will only make the problem we are dealing with here today
worse than it is.

Congress, someday, must focus on how to make affordable qual-
ity health insurance available to all Americans, but today Congress
is simply stumbling along like a man shackled and bound in a
straightjacket, not limited really by physical barriers, but limited
by our ideological preconception about the role of government in
the private sector when it comes to health care. We are limited by
our own ideas in a way that is doing a great disservice to the peo-
ple of this country, and if we are going to make progress on the
larger issue in front of us, we have to work through that issue.

We won’t solve all those problems today, but I do welcome the
panels, and I thank the chairman for holding this hearing. With
that, Mr. Chairman, I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman, and recog-
nizes the gentleman from Florida, Mr. Stearns, for his opening
statement.

Mr. STEARNS. Thank you, Mr. Chairman. I congratulate you on
having this hearing. I think all of us realize we are not here to be
overly critical of the hospitals, or sort of beat up on, we are just
trying to arrive at some explanation of the reality between the cost
and the charges.

America’s hospitals, urban and rural, for profit and not-for-profit,
I think do a superb job of taking care of patients of every age and
health condition. I am very proud of the charitable outreach of the
hospitals in my congressional district and, with that, Mr. Chair-
man, I would like to put into the record a summary of my chari-
table hospitals into the record, with unanimous consent.

Mr. GREENWOOD. Without objection, the document referred to
will be made a part of the record.

Mr. STEARNS. Anyone who enters their hospital is treated, with-
out question, and I think they should seek payment for their serv-
ices. They have to make a profit for their shareholders or, if they
are not-for-profit, they still have to have enough profit so they can
have capital expenses. However, Mr. Chairman, there is a great
disparity between what a procedure costs and what is charged.
This accounting creature is called a “charge master.” Is it based on
some realistic computation of the factors involved in the care of the
individual, or is it a fictitious number in hospital finance? And we
all remember the “average wholesale price,” AWP system. And the
pharmaceutical wholesale pricing system, remember the hearings
we had on that, and the concerns we had on that.
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Dr. Anderson’s testimony says that in the 1960’s, while there was
a proliferation of uninsured Americans because they had become
tax exempt, there were no discounts, everyone paid the same rates.
The rates that insured and self-pay people paid were similar. Yet,
today, on the average, “self-pay patients are currently being
charged 2 to 4 times what people with health insurance coverage
pay for hospital services.” So, why are the self-pay patients paying
200 to 400 percent more? That is a legitimate question.

Also, as taxpayers have an interest in both Federal health pro-
grams and the tax benefits, I am interested to know the relation-
ship, if any, between the charge master, the taxes and the Med-
icaid reimbursement.

So, the question is, after we finish this hearing, where do we go
from here? Well, there are going to be some people that are going
to call for a price control. I don’t recommend that as a solution. I
think that out of the box, we should not have price controls, but
I think the three panels we have, and all the witnesses, are to be
commended for coming here, and I look forward to an open honest
debate on this. Thank you, Mr. Chairman.

[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. JOE BARTON, CHAIRMAN, COMMITTEE ON ENERGY
AND COMMERCE

Let me begin by thanking Chairman Greenwood for holding this hearing today.
I share his concerns with what we have been learning about the billing and collec-
tion practices of too many hospitals with regard to uninsured/self-pay patients.
Today I look forward to learning more about these issues as well as the steps the
hospital industry is taking to address them.

Hospitals across America have long been community leaders in helping those less
fortunate. Last year alone, hospitals provided $22 billion in charity care in their re-
spective communities. For this, hospitals should be commended.

There has been a substantial group of needy patients, however, sometimes left out
of these efforts. I am concerned that uninsured/self-pay patients are too often ex-
pected to pay far more than others for their care and then aggressively pursued for
this inflated debt. This is particularly troubling for me because my home state of
Texas, in 2002, had the highest rate of uninsured citizens at 28.5%. I am committed
to ensuring fair and reasonable treatment by hospitals in their billing and collec-
tions practices—for every patient regardless of their means or manner of payment.

All hospitals have specific charges for each service they provide and compile these
thousands of individual charges into one price-list catalog called the “charge mas-
ter.” However, these charge master rates do not reflect the actual cost and reason-
able profit of providing that service. Mark-ups have rendered these charges some-
times hundreds of percent above the actual costs to the hospital.

As health care costs continue to rise, these mark-ups also continue to increase.
A study just recently published shows that hospital prices increased 8% in 2003, the
sixth straight year of accelerating price increases and the largest one-year spike in
a decade. Managed care, commercial insurance, and the government pay hospitals
substantially less than charge master rates. But the uninsured/self-pay patient is
left with the short straw and the full charge. They are the ones often expected pay
these full mark-ups. They are the ones paying the sticker price. They are the ones
charged an arm and a leg in order to get one fixed.

The collection tactics sometimes used to pursue these inflated bills can be even
more disconcerting. There have been a number of reports and articles over the past
year describing some particularly aggressive collection practices. Collections are an
unfortunate reality of business life, but every corporation has a duty to make sure
any such policies and practices are measured and reasonable. And let me be clear,
I hold the individual corporation responsible, particularly in health care, for know-
ing and monitoring the practices of any collection agent acting on its behalf.

I am encouraged that the industry has seemed to have heard the message and
taken recent steps to revisit and enhance its billing and collection policies. However,
we all know policies can be little more than talk; the proof is in the results. I look
forward to hearing how your commitments have taken form in action—from the in-
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dustry, to the systems, to the hospitals, to finance departments and to the men and
women sitting across the table from an patient seeking to meet their fair obligations
in a fair and respectful manner.

I want to also say that I am pleased this Committee has been able to facilitate
communication between hospitals and the Department of Health and Human Serv-
ices on these matters and I expect that dialogue to continue.

I thank Chairman Greenwood again for his efforts and I look forward to today’s
testimony.

Mr. GREENWOOD. The Chair thanks the gentleman, and would
now call forward our first panel, consisting of Dr. Gerard F. Ander-
son, M.D., Professor of the Department of Health Policy & Manage-
ment and International Health, at the Bloomberg School of Public
Health. He is a professor in the Department of Medicine at Johns
Hopkins School of Medicine, and he is the Director of the Center
for Hospital Finance and Management, as well.

We also have with us Melissa B. Jacoby, Associate Professor,
University of North Carolina at Chapel Hill, School of Law; Mark
Rukavina, Executive Director of The Access Project in Boston; and
Sara Collins, Ph.D., Senior Program Officer, The Commonwealth
Fund, in New York. We welcome all of you this afternoon. I know
that you expected to be sitting there an hour and a half ago, but
we thank you for your indulgence.

It is the custom of this subcommittee to take testimony under
oath, and so I need to ask if any of you object to giving your testi-
mony under oath?

[No response.]

Seeing no objection, I also need to advise you that pursuant to
the rules of the committee and the House, that you are entitled to
be represented by counsel. Do any of you wish to be represented
by counsel?

[No response.]

I didn’t think so. If you would then stand and raise your right
hands, please.

[Witnesses sworn.]

Mr. GREENWOOD. You are under oath, and we will start with you,
Dr. Anderson. You are recognized for 5 minutes for your opening
statement. Good afternoon.

TESTIMONY OF GERARD F. ANDERSON, DIRECTOR, JOHNS
HOPKINS CENTER FOR HOSPITAL FINANCE AND MANAGE-
MENT, PROFESSOR, DEPARTMENT OF MEDICINE, JOHNS
HOPKINS SCHOOL OF MEDICINE, PROFESSOR, DEPART-
MENTS OF HEALTH POLICY AND MANAGEMENT AND INTER-
NATIONAL HEALTH, BLOOMBERG SCHOOL OF PUBLIC
HEALTH; MELISSA B. JACOBY, ASSOCIATE PROFESSOR, UNI-
VERSITY OF NORTH CAROLINA AT CHAPEL HILL, SCHOOL
OF LAW; MARK RUKAVINA, EXECUTIVE DIRECTOR, THE AC-
CESS PROJECT; AND SARA R. COLLINS, SENIOR PROGRAM
OFFICER, HEALTH POLICY, RESEARCH AND EVALUATION,
THE COMMONWEALTH FUND

Mr. ANDERSON. Good afternoon, Mr. Chairman. You said we had
been waiting for an hour and a half, we have been waiting for sev-
eral months for this opportunity. I am glad you waited for my
birthday to give me the opportunity to testify today.

Mr. GREENWOOD. Which one is it, Dr. Anderson?
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Mr. ANDERSON. Fifty-three.

Mr. GREENWOOD. Fifty-three. You are under oath, Dr. Anderson.

Mr. ANDERSON. I understand. I direct the Johns Hopkins Center
for Hospital Finance and Management, the only academically based
research center focusing exclusively on hospitals. My written testi-
mony begins by explaining how we got to the current situation of
self-pay patients paying 2 to 4 times more for hospital services
than the uninsured patients. It concludes that the marketplace
does not constrain hospital charges for self-pay patients, and the
Members of Congress have done a better job than I could in ex-
plaining the reasons why.

What I would like to explain is why hospitals have these high
charges. The first one is the Medicare payments, outlier payments,
are partially based on charges. This encourages hospitals to main-
tain high charges.

Second of all, bad debt and charity care is typically calculated at
full charges. High charges make it appear that hospitals are being
more generous than they really are.

Third, some self-pay patients actually pay full charges. These
self-pay patients fall into three groups. The first are a very few
people with medical savings accounts. The second category are
international visitors. These are typically affluent individuals who
need a procedure that can be performed most effectively in the
United States. These individuals are willing to pay full charges
even at inflated rates. The third, and by far the largest group that
is asked to pay full charges, are the 43 million Americans who are
uninsured. The uninsured have very little bargaining power with
hospitals. My review of hospital practices suggests that less than
1 in 20 uninsured patients actually negotiate a lower rate with hos-
pitals.

Because hospital charges for a heart attack average about
$30,000 per admission, most uninsured Americans, even those
making $50,0000 or $75,000, are unable to pay full charges. Even
if they don’t pay, however, the toll on the uninsured can be sub-
stantial. People who do not pay are sent to collection agencies, and
some are driven to bankruptcy. One study found that nearly half
of all personal bankruptcies were related to medical bills.

The question, therefore, becomes what is a reasonable rate for
hospitals to charge self-pay patients, given that the marketplace
does not work? I propose four guiding principles for Congress to
consider.

The first, that the rates should be above what insurers and man-
aged care plans are currently paying hospitals; second, self-pay pa-
tients should not be asked to pay exorbitantly high rates; third,
self-pay patients should know in advance what they are going to
be asked to pay; and, fourth, the system should be easy to admin-
ister and to monitor.

And, therefore, I have two payment options for Congress to con-
sider. My preferred option is to mandate that the maximum a self-
pay patient should pay is the Medicare rate plus 25 percent. The
rationale for allowing hospitals to charge 25 percent more than
Medicare is based upon three factors. First, self-pay insurers pay
about 14 percent more than Medicare. I then add 1 percent for
prompt payment and, finally, I add an additional 10 percent be-
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cause the amount paid by private insurers is an average, and some
commercial insurers will pay more than the average. Adding these
three factors together results in a proposed payment rate of
Medicare+25 percent. The Medicare+25 percent rate is easily mon-
itored and adjusts for the complexity of the patient. It would be
continually updated by Medicare as Medicare updates its own PPS
rates. The major disadvantage is that it is not market determined.
In most markets, however, it would be above what the insurers and
the managed care plans are paying, and so it wouldn’t interfere
with the marketplace.

A second option is to allow hospitals to charge the maximum
they charge any insurer or any managed care plan. The advantage
is that, in fact, it is market determined. However, I see four dis-
advantages with this option. First, it would require regulations and
auditing to verify that the rate is really the maximum hospitals
charge any insurer or any managed care plan. Second, in order to
make the rate transparent, it would be necessary to keep the rate
in place for an extended period of time, probably a year. Third, it
would require hospitals to tell insurers and managed care plans
who is the worst negotiator. And, finally, it requires all payments
to be done on a per-day basis. Any other payment would probably
make comparisons difficult, and all this does interfere with the
marketplace.

Balancing the pros and cons of both options, therefore, I rec-
ommend Medicare+25 percent. It satisfies all four principles. It is
above what the insurers are paying, it is a reasonable amount, it
is transparent, and it is easy to monitor and verify.

In summary, both Congress and the hospital industry should rec-
ognize that hospital charges for self-pay patients are not deter-
mined by market forces and, second of all, Medicare+25 percent is
a reasonable amount for self-pay patients to pay.

I would be happy to answer any questions.

[The prepared statement of Gerard F. Anderson follows:]

PREPARED STATEMENT OF GERARD ANDERSON

Mr. Chairman, members of the Committee; my name is Dr. Gerard Anderson. I
have been working on hospital payment issues for many years. Between 1978 and
1983, I worked in the Office of the Secretary in the US Department of Health and
Human Services. In 1983, I was one of the primary architects of the Medicare Pro-
spective Payment legislation. Following passage of the Medicare Prospective Pay-
ment legislation, I joined the faculty at Johns Hopkins where I have been for the
past 21 years. At Johns Hopkins, I direct the Johns Hopkins Center for Hospital
Finance and Management—the only academically based research center focusing ex-
clusively on hospitals. I am also a professor of Health Policy and Management and
professor of International Health in the Bloomberg School of Public Health and Pro-
fessor of Medicine in the School of Medicine at Johns Hopkins University.

I would like to begin my testimony by highlighting several milestones in hospital
payment policy. Because of the evolution of hospital payment policy, self pay pa-
tients are currently being charged 2 to 4 times what people with health insurance
coverage pay for hospital services. These are not market rates and need to be lower.
After reviewing the milestones, I will then make a series of specific suggestions to
the committee that will make the current hospital payment system more equitable
to the self pay patients. My preferred option is that hospitals be limited to what
Medicare pays plus 25 percent.

CRITICAL MILESTONES THAT HAVE LED TO MARKET FAILURE IN HOSPITAL PAYMENT

One hundred years ago most hospital care was either free or very inexpensive.
In 1900, hospitals could provide little clinical benefit for most illnesses and were pri-
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marily places for housing the poor and insane who were sick. Hospitals were pri-
marily philanthropic organizations. They were established primarily in poor urban
areas.

Beginning in the 1920s, the ability of hospitals to improve the health status of
patients increased dramatically. For the first time, rich and poor Americans sought
out hospital care when they became seriously ill. Anesthesia expanded access to sur-
gery and antibiotics made it easier to treat infections.

Physicians had a wider range of services to provide to hospitalized patients. New
drugs and new equipment became available and better and more highly trained per-
sonnel were required to provide these services. The cost of providing hospital care
began to accelerate. In order to recover these higher costs, hospitals began to charge
patients for services. Hospitals developed a charge master file. Initially there were
only a few items on the list. It listed specific charges for each service the hospital
provided. A hospital day had one charge, an hour in the operating room had another
charge, and x-ray had a third charge, etc. As the number of services the hospital
offered increased, so did the length of the charge master file. There are now over
10,000 items on most hospital charge master files.

Before 1929, there was no health insurance and patients paid the hospital di-
rectly. In 1929, Baylor Hospital in Dallas, Texas began a program selling health in-
surance to school teachers in the Dallas County School district. Baylor created this
health insurance system because many of its patients were having difficulty paying
hospital bills. It became the prototype Blue Cross Plan. As the depression worsened
in the 1930s, the ability of people to pay their hospital bills also worsened. Blue
Cross and other types of insurance programs proliferated. These insurers paid
charges based upon the charge master file.

During this period, the charges were based on the cost of providing care plus a
small allowance for reserves. The markup over costs was typically less than 10%.

Private health insurance received a major boost during World War II when Con-
gress made health insurance tax exempt. After World War II, private insurers con-
tinued to pay the charges that hospitals had established. Over time, the ability of
hospitals to improve the health status of their patients increased, the kinds of serv-
ices provided by hospitals increased and the costs of hospital care began increasing
at 2 to 3 times the rate of inflation. By 1960, the typical hospital had established
a list of prices for approximately 5,000 separate items. There were no discounts; ev-
eryoile paid the same rates. The rates that insured and self pay people paid were
similar.

Hospitals set their prices for these 5,000 items on a few criteria. The most impor-
tant factor was costs. Charges were typically set at a given markup over costs, usu-
ally 10 percent. The hospital would estimate how much it cost to deliver a service
and then charge 10% more. The ability of hospitals to estimate cost for individual
services, however, was extremely limited by cost accounting. No hospital really
knew how much it costs to provide a particular service because cost accounting tech-
niques were not sufficiently detailed.

Market forces determined charges for only a few services. Child birth for example,
was one service for which patients could engage in comparative shopping. Pregnant
women had almost nine months advance warning that they would be admitted to
the hospital and their families could therefore engage in comparative shopping. In
theory, they could compare differences in the out-of-pocket costs and the perceived
quality between two hospital delivery rooms. Thus, hospitals kept delivery room
charges at or below actual costs.

For most services, however, it was often impossible for consumers to engage in
comparative shopping because either the admission was an emergency or their doc-
tor had admitting privileges in only one hospital. For most admissions, they had no
idea what services they would use during their hospital stay. They could not engage
in comparative shopping if they did not know what services they were going to need.
In addition, for most people, insurance paid the full bill and so patients had no fi-
nancial incentive to engage in comparative shopping.

MEDICARE BECOMES INVOLVED

When the Medicare program was established in 1965, Congress decided that the
Medicare program would pay hospital costs and not charges. This was the method
of payment used primarily by Blue Cross. Congress recognized that charges were
greater than costs and that the Medicare program would be able to exert little con-
trol over charges. A very detailed hospital accounting form called the Medicare Cost
Report, was created to determine Medicare’s allowable costs.

In order to allocate costs between the Medicare program and other payors, the
Medicare program required hospitals to collect uniform charge information. Uniform
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charges were necessary in order to allocate costs to the Medicare program. The
Medicare Cost Report could determine allowable costs for the entire hospital, how-
ever, it needed a way to allocate these costs specifically to the Medicare program.
Charges are used to allocate costs to the Medicare program. If, for example, 40%
of the charges were attributed to the Medicare program, then the cost accounting
system would allocate 40% of the costs to the Medicare program.

In order to prevent fraud and abuse, the Medicare program required hospitals to
establish a uniform set of charges that would apply to everyone. Otherwise, the hos-
pital could allocate charges in such a way that would result in more costs to the
Medicare program.

Hospitals continued to have complete discretion on how they established their
charges. The Medicare program did not interfere with how hospitals set charges for
specific services. One hospital could charge $5 for an x-ray and another hospital $25
for the same x-ray. A number of studies conducted at the time showed wide vari-
ation in hospital charges.

People with insurance generally had little reason to scrutinize their bills because
they had first dollar coverage. Insurance paid the full hospital bill. Also, patients
did not know what services they would need and so they did not know what prices
to compare. Insurance companies did little to negotiate with hospitals regarding
hospital charges in the 1960s and the Medicare and Medicaid programs did not pay
on the basis of charges.

In the 1970s, market forces still had a small impact on hospital charges. In re-
ality, the hospital had virtual carte blanche to set the charges. The number of sepa-
rate items that had a charge associated with them, doubled from 5 to 10,000 at the
typical hospital, where it is today.

Two major changes occurred in the 1980s that had a major impact on hospital
charges. First, Medicare created the Prospective Payment System which eliminated
any need for using hospital charges to allocate hospital costs. Second, most insurers
began negotiating discounts off of charges or using some other mechanism to pay
hospitals. As a result, any market forces that existed to limit what hospitals could
charge were almost completely eliminated.

In 1983, the Medicare program moved away from paying costs and instituted the
Prospective Payment System (DRGs). As the Medicare Prospective Payment System
became operational, the need for the Medicare Cost Report and therefore the need
for a uniform charge master file to allocate costs became less and less important.
Today, because nearly all of the Medicare program uses some form of prospective
payment, the requirement of a uniform charge master file by the Medicare program
is virtually unnecessary.

Managed care plans began to negotiate with hospitals in the early 1980s. They
wanted discounts off of charges in return for placing the hospital in their network.
They successfully negotiated sizeable discounts with hospitals. As insurers began to
compete with managed care plans in the mid 1980s, they also began to move away
from paying full charges and started negotiating their own deals. Some insurers de-
cided to pay on a per day basis, others decided to pay discounted charges, or a nego-
tiated rate. Nearly all private insurers and managed care plans stopped using full
charges as the basis of payment by 1990. They simply could not compete in the mar-
ket place if they paid full charges.

COST SHIFTING AND MARKET FAILURE

As each segment of the market developed a different way to pay hospitals, this
lead to a phenomenon known as “cost shifting”. As the Medicare program instituted
the Prospective Payment System (DRGs), the Medicare program began to limit the
amount that Medicare would spend. Faced with constraints on Medicare (and soon
thereafter Medicaid) spending, the hospitals began to engage in “cost shifting”.

To do this the hospital industry increased prices to commercial insurers. Given
that most commercial contracts were written to reimburse hospitals based on the
hospital’s own charges, it was relatively simple matter for hospitals to raise their
prices. When commercial insurers tried to raise prices to the employers, however,
employers began to examine alternatives. Employers slowly and then rapidly em-
braced managed care. Managed care expanded rapidly using their market power to
negotiate discounts off of charges with hospitals. Soon commercial insurers asked
for similar discounts. Private insurers continued to pay more than Medicare how-
ever in most cases.

Without the federal government, state governments, private insurers, or managed
care plans paying full charges, the regulatory and market constraints on hospital
charges were virtually eliminated. By 1990, the only people paying full charges were
the millions of Americans without insurance, a few international visitors and the
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few people with health savings accounts. These individuals had limited bargaining
power and were asked to pay ever increasing prices. Effectively, there was market
failure in this aspect of the hospital market.

Without any market constraints, charges began increasing much faster than costs.
In the mid 1980s charges were typically 25% above costs. Without any market con-
straints, it is now common for charges to be two to four times higher than costs.
Charges are also two to four times what most insurers pay. Most insurers, including
Medicaid, Medicare, and private payors, pay costs plus/minus 15 percent. Over the
past twenty years, the difference between what the hospital charges and what it
costs to provide care has grown steadily in nearly all hospitals.

Hospitals have been able to increase charges because self pay individuals have
limited bargaining power when they enter a hospital. They first must find a team
of physicians willing to treat them who also have privileges at that hospital. Then
they must negotiate with the hospital. Often they wait until they are ill before they
seek medical care. This further diminishes their bargaining power because it is now
an emergency. Often the hospital wants prepayment. Because most self pay persons
have limited resources and cannot make full payment in advance, this further di-
minishes their bargaining power.

Perhaps the most important constraint on their bargaining power, however, is
that they do not know what services they will ultimately need. They do not know
how long they will remain in the hospital, what x-rays or lab tests they will need,
and therefore they cannot know in advance what services they will require and
which of the 10,000 prices they should negotiate.

COSTS, AND WHAT INSURERS PAY IN PENNSYLVANIA

Using the most recent data available I compared what insurers pay and what hos-
pitals charge in Pennsylvania. As noted earlier, charges vary considerably from hos-
pital to hospital. Pennsylvania collects data on what hospitals charge and what in-
surers pay in Pennsylvania for different illnesses (www.phc4.org). For example, I
looked at the charges that Philadelphia area hospitals charged for medical manage-
ment of a heart attack in 2002. The average charge was over $30,000. Most insurers
paid less than $10,000.

WHY ARE CHARGES SO MUCH HIGHER THAN WHAT INSURERS PAY?

There are three main reasons why hospitals set charges 2-4 times what they ex-
pect to collect from insurers and managed care plans. The first is that Medicare
outlier payments are partially based on charges. The second is that bad debt and
charity care is typically calculated at full charges. The third is that some self pay
patients actually pay full charges.

In the Medicare program, a small proportion of patients are much more expensive
than the average patient. These are known as outlier patients. Medicare pays for
these patients outside of the DRG system. Medicare continues to use charges as part
of the formula used to determine outlier payments.

Recent investigations have shown certain hospital systems manipulating the pay-
ment system in inappropriate ways to over charge the Medicare program for outlier
patients. One aspect of this fraud was the exceptionally high amounts these hos-
pitals charged. Lowering the charges would diminish the over charges in the Medi-
care program for outlier payments and would reduce the level of fraud.

Second, hospitals routinely quantify the amount of bad debt and charity care they
provide. This helps with fund raising and is used to meet charitable obligations.
However, by valuing bad debt and charity care at full charges, these numbers vastly
ov(tler estimate the amount of bad debt and charity care the hospital actually pro-
vides.

There are three groups that still pay charges. The first are people who have
health savings accounts. Some of these individuals may be able to negotiate dis-
counts although most pay full charges. It is extremely difficult for one person to ne-
gotiate with a hospital, especially in an emergency situation. The hospital holds all
of the cards. Lowering the charges will benefit people with health savings accounts.

The second category is international visitors. These are typically affluent individ-
uals who need a procedure that can be performed most effectively in the United
States. These individuals are willing to pay full charges, even at inflated prices.

There are compelling arguments to charge international visitors higher prices
than Americans. Most can afford to pay and, in addition, they have not subsidized
the hospital sector in the United States through tax payments and other public sub-
sidies. On the other hand, in most other countries Americans are usually treated
free of charges if they have an emergency. An American injured while traveling in
Canada, Australia, France, etc would be treated free of charge or receive a very
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small bill. Although there is no data that I know of that would allow us to compare
the cost of care provided to Americans traveling abroad to the cost of care provided
to foreigners receiving care in the U.S., I expect it would be similar. In that case
it seems unfair to charge foreign visitors so much more for a service when Ameri-
cans receive care free of charge overseas.

IMPACT ON THE UNINSURED

The third, and by far the largest group that is asked to pay full charges is the
uninsured. There are 43 million Americans who are uninsured. The uninsured can
theoretically negotiate with hospitals over charges, but they have little bargaining
power. My review of hospital practices suggests that less than 1 in 20 uninsured
patients actually negotiates a lower rate.

Many uninsured people are unable to pay full charges. In fact, most studies sug-
gest that less than 1 in 10 uninsured people pay a portion of their charges and rel-
atively few pay full charges. In fact, in most hospitals only 3 percent of total reve-
nues comes from people who are uninsured. Self pay patients represent a very small
proportion of hospital revenues.

The toll on the uninsured, however, can be substantial. There are numerous re-
ports that show hospitals attempting to collect payments from the uninsured. The
people who do not pay are sent to collection agencies and some are driven to bank-
ruptey. One study found that nearly half of all personal bankruptcies were related
to medical bills (M.B. Jacoby, T.A. Sullivan, E. Warren, “Rethinking The Debates
Over Health Care Financing: Evidence from the Bankruptcy Courts,” NYU Law Re-
view 76, May 2001: 375). Another survey (D. Gurewich, R. Seifert, J Pottas, The
Consequences of Medical Debt: Evidence From Three Communities, The Access
Project, February 2003) found that hospitals were routinely requiring up front pay-
ments, refusing to provide care, or encouraging uninsured patients to seek new pro-
viders if they did not have health insurance. Many respondents found the terms the
hospitals were offering were difficult to maintain given the hospitals’ inflexible col-
lection processes and their own financial situations.

Nearly all hospitals do this to some extent. For example, a series of stories in the
Wall Street Journal examined the collection procedures at Yale-New Haven hos-
pital. The Wall Street Journal found that in 2002, the Yale-New Haven hospital was
lead plaintiff in 426 civil lawsuits, almost all of which concerned collections or fore-
closure lawsuits against individuals, compared with 93 lawsuits at a similarly sized
local hospital. Yale-New Haven Hospital also frequently engaged in aggressive col-
lections measures, such as wage garnishment, seizure of bank accounts, and prop-
erty liens. In 2001, the hospital filed 134 new property liens in New Haven, almost
20 times the number filed by the city’s other hospital.

BENEFITS OF LOWER CHARGES

If charges were lowered there could be two beneficial outcomes. First and most
important, fewer self pay individuals would declare bankruptcy. Second, more self
pay patients would be able to pay their bills if the charges were more in line with
prevailing rates.

GUIDING PRINCIPLES FOR SETTING RATES

The question therefore becomes what is a reasonable rate for hospitals to charge
Sﬁlf pay patients given that neither market forces or regulations constrain hospital
charges.

I propose four guiding principles. First, the rate should not interfere with the
market place. The rate that self pay individuals should pay should be greater than
what insurers and managed care plans are currently paying hospitals. Second, the
charges should not be substantially higher than what insurers and managed care
plans are currently paying hospitals. Individuals with limited bargaining power
should not be asked to pay exorbitantly high rates because they lack market power.
Third, the rate should be transparent to patients. Patients should know the prices
they will be asked to pay when they enter the hospital. Fourth, the system should
be easy to administer and to monitor.

TWO PAYMENT ALTERNATIVES

I have two specific suggestions for the Congress to consider.

The first is to mandate that the maximum a patient can pay is the amount paid
by Medicare plus 25%. I call this DRG+25%. The rationale for allowing hospitals
to charge 25 percent more than Medicare is based on three factors. First, private
pay insurers pay an average of 14 percent more than Medicare for a similar patient.
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I then add one percent for prompt payment. Finally, an additional amount (10%)
is added because the amount paid by private insurers is an average and some com-
mercial insurers pay more than the average. Adding the three factors together re-
sults in a proposed payment rate of DRG + 25%.

The advantages are that the DRG +25% rate is easily monitored and adjusts for
complexity of the patient. It would be continually updated by Medicare as Medicare
updates the PPS rates. The disadvantage is that the rate is not market determined.
In most markets, however, it would be above what insurers and managed care plans
are paying.

A second option is to allow hospitals to charge the maximum they charge any in-
surer or managed care plan on a per day basis. The advantage is that it is market
determined.

There are four disadvantages. First, it will require regulations and auditing to
verify the rate is the maximum they charge any insurer or managed care plan. Sec-
ond, in order to make the rate transparent, it will be necessary to keep the rate
in place for an extended period of time, probably a year. This interferes with the
market place. Third, it will require hospitals to tell all insurers and managed care
plans who was the worst negotiator. This also interferes with the market place.
Fourth, it requires all negotiations to be on a per day basis. Any other payment sys-
tem would be too complicated. This interferes with the market place.

Balancing the pros and cons of both options, I recommend the DRG+25% option.
It complies with all four principles—it is above what insurers are paying, it is a rea-
sonable amount, it is transparent, and it is easy to monitor and verify.

RATE IS TOO LOW

Insurers may argue that they are entitled to more substantial discounts over self
pay individuals for two reasons—prompt payment and volume discounts. The
prompt payment argument has some validity. A two month delay in payment at a
6 percent interest rate is equivalent to a 1 percent savings. This is built into the
DRG +25% payment.

The volume discount argument is more complicated. In my opinion it has limited
financial impact, especially on medical services. Most insurers and managed care
plans do not guarantee a certain volume of patients and certainly they do not guar-
antee a certain case mix of patients. Instead, they agree to put the hospital on a
preferred list of hospitals. The patient and the physician still make the final deci-
sion regarding which hospital to select. The choice, therefore is fundamentally dif-
ferent from a purchase in the manufacturing or retail sector where a large volume
of goods or services is actually purchased.

The second part of the volume argument, however, is probably more important.
The same medical services will be used if the patient is self pay or insured. The
patient will use the same set of laboratory tests, spend the same time on the oper-
ating table, require the same nursing hours, etc. The medical services are what is
most expensive in a hospital and this does not depend on the volume of patients
that an insurer has.

INCENTIVES TO PURCHASE HEALTH INSURANCE

Some individuals with high incomes choose to self insure. An important and dif-
ficult question is whether these individuals should be able to get the benefits from
these lower rates.

One argument is that these individuals have voluntarily chosen to go without
health insurance and they should pay a much higher rate if they get sick. A second
argument is that these individuals should be given financial incentives to purchase
health insurance and that lowering the hospital rates for them will only induce
them to go without coverage.

Although there is merit in both arguments, the question is what is a fair rate for
them to pay when they get sick? When they need hospitalization they should pay
a rate that is somewhat higher than people with health insurance coverage pay. The
DRG +25% criterion meets this objective. This group of people should not be asked
to pay for the bad debts of other self pay patients any more than the insured popu-
lation. And, if the rates were reasonable they would be more likely to pay.

SIMPLIFICATION OF PAYMENT SYSTEM

The medical care system could be simplified if such a change were enacted. One
major change would be the elimination of the Medicare Cost Report. A second sim-
plification is that it would be easier to calculate any discounts that hospitals are
offering to low income individuals.
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The Medicare Cost Report was created in 1965 with the passage of the Medicare
legislation and the decision by the Congress to pay costs. The Medicare cost report
is now a document that is over 6 inches thick and requires many hours for hospitals
to complete. However, with the passage of the Medicare Prospective Payment legis-
lation in 1983 and subsequent adoption of additional Prospective Payment Systems
for outpatient care etc., there is no longer a compelling reason for maintaining the
Medicare Cost Report. Any information the Congress needs from hospitals to set
hospital payment rates could be summarized in a few pages. The only relevant in-
formation is the profit of hospitals and some information used to calculate graduate
medical education and disproportionate share payments.

Hospitals often give discounts to low income self pay patients. It is therefore key
to understand what is the basis for the discount. A discount from full charges is
not really a discount if it is still greater than what insurers and managed care plans
would pay. A true discount would be below what public and private payors are ex-
pected to pay. If the payment system for self pay patients were simplified
(DRG +25%) then it would be easier for them to determine if they are really getting
a discount and how much they were expected to pay. Currently the self pay person
does not know the real extent of the discount or how much they will pay.

SUMMARY

In summary, what should be done?

Both Congress and the hospital industry should recognize that hospital charges
are not determined by market forces. The only people paying full charges are those
with limited or no bargaining power.

The maximum that self pay individuals should have to pay for hospital services
should be DRG rate plus 25%.

I would be happy to answer any questions.

Mr. WALDEN [presiding]. Thank you, Dr. Anderson, we appre-
ciate your comments and testimony.
Ms. Jacoby, you are next. Welcome.

TESTIMONY OF MELISSA B. JACOBY

Ms. JAcoBy. I thank the subcommittee for inviting me to partici-
pate today. I am a law professor, and I study contracts and bank-
ruptcy, and specifically medical bankruptcy, which many members
of the committee have already mentioned, as has my co-panelist,
and I have been researching the impact of medical debt, illness and
injury on households of modest means, from the background of
someone who looks at contracts and bankruptcy.

The main observation I want to offer you today is this: Unin-
sured patients of modest means actually may be paying a steep
price for what hospitals and others characterize as “uncompensated
care.” In other words, charging uninsured patients the highest
prices coupled with assertive debt collection affects patients and
their families, even if the hospital ultimately writes off the entire
bill. And I think that government, industry, and individual hospital
policy should be evaluated with this in mind.

Millions of American families are in debtor/creditor relationships
on account of medical care, and this certainly may not be problem-
atic for those with generous incomes, high quality insurance and,
frankly, those with good luck. Modest income families, on the other
hand, struggle when they are personally liable for unexpected and
undiscounted hospital bills. A bill of even $500 or $1,000, as many
others have noted, can derail the budget of a working family, let
alone bills of $5,000, $10,000, or more. And certainly it is evident
that a lump sum often is infeasible. But even paying installments
with accruing interest has the potential to leave a patient in a
state of perpetual indebtedness.
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Debtor/creditor laws are not self-executing and do not require
that creditors call, pressure, threaten, sue, garnish, or record liens
on patients’ homes in an effort to get paid, and hospitals may be-
lieve no harm comes from trying to collect before they write off the
bills as bad debts or before they consider charity care eligibility,
and the complex way of the laws and regulations seem to make
this the easier course, but there is harm to patients and their fami-
lies even if the hospital never collects a dime.

We are finding a lot of medical related financial trouble in the
bankruptcy system, and we do estimate that half of all personal
bankruptcy filings are medical-related. In a study still underway,
uninsured medical bankruptcy filers have reported an average of
nearly $11,000 in medical bills since illness onset. And bankruptcy
filers with most medical diagnoses identify hospital bills as their
largest uncovered expense, or their largest medical expense.

Now, bankruptcy offers some benefits, some help to indebtedness
patients. For example, it stops debt collection attempts, it removes
liens that hospitals may impose on homes under some cir-
cumstances, and discharges some debts, although not all, but we
all know that bankruptcy has a lot of consequences. Among other
things, it ruins credit for 10 years, and may affect the ability to ac-
cess nonemergency health care in the future. No one sees bank-
ruptcy as a solution to the problems that we are talking about
today. And of course bankruptcy filers really are the tip of the ice-
berg. The financial impact of hospital billing and collection extends
to many households with similar problems, who never do file for
bankruptcy. For these households, like their bankrupt counter-
parts, defaulting on a hospital bill sent to collection results in nega-
tive credit report notations. Medical debt collectors actively do re-
port to credit bureaus.

Federal Reserve researchers who studied credit reports in 1999
estimated that medical bills accounted for more than half of collec-
tion agency actions listed on credit reports. Credit reports also may
list hospital lawsuits, judgments and liens. Notations related to
payment history and legal action reduce one’s credit score, and a
borrower with a low credit score, assuming she can get credit at all,
may be expected to pay as much as several hundred dollars more
every month for credit. This affects home buying, refinancing, and
sending kids to college, among other things. And, when employers
or potential employers or landlords also access these credit reports,
the ramifications can multiply.

Beyond the financial impact, hospital billing and collection prac-
tices may have a health impact. First, debt and collection may in-
duce stress, and a large body of interdisciplinary research suggests
that stress adversely affects health. Second, hospital debt may af-
fect future access to care. Half of medical bankruptcy filers report
chronic health conditions. They need more care in the future like
even those who do not have chronic conditions. Yet, health pro-
viders may turn away indebted or bankrupt patients, or patients
may be too embarrassed or fearful to seek care after being subject
to debt collection efforts.

So, I will conclude where I started. Uninsured patients of modest
means pay a steep price for what so often is characterized or even
touted as uncompensated care. This is an important piece of the
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puzzle, as lawmakers, regulators, and health care providers work
through the issues underlying this investigation.

I thank the subcommittee.

[The prepared statement of Melissa B. Jacoby follows:]

PREPARED STATEMENT OF MELISSA B. JACOBY, ASSOCIATE PROFESSOR, UNIVERSITY
OF NORTH CAROLINA AT CHAPEL HILL

Thank you for the opportunity to participate in this important hearing. I approach
this issue from the perspective of a law professor who studies and teaches bank-
ruptcy, contracts, and related subjects. While as a member of the Temple University
faculty in Philadelphia, and now as I join the faculty of the University of North
Carolina at Chapel Hill, I have been studying the impact of indebtedness and debt
collection on individuals and families with illness or injury.

In the current health care environment, patients often are debtors of their med-
ical providers.! Characterizing medical providers as creditors means little independ-
ently; the law gives creditors a set of tools to coax or require their debtors to repay,2
but does not require that creditors use them. Creditors generally exercise their dis-
cretion in using, or refraining from using, their debt collection toolbox depending on
the circumstances. Thus, for example, credit unions on the whole take a different
approach to debt collection than retailers.

A confluence of circumstances makes the hospital billing and collection situation
particularly troubling. Hospitals have zealously used their debt collection toolbox
even against patients who did not expect this liability (at all, or of this magnitude),
are of modest means,®> and may be suffering income loss alongside their illness or
injury.* Hospitals engage in debt collection activities amidst allegations that these
practices conflict with their missions, and despite arguments that they already re-
ceive significant governmental support to subsidize their care of modest income pa-
tients. To the extent that hospitals pursue collection before dispositively deter-
mining charity care eligibility,> some patients subject to collection for undiscounted
bills never should have been considered debtors in the first place.®

1See generally Melissa B. Jacoby, The Debtor-Patient; In Search of Non-Debt Alternatives, 69
BROOKLYN L. REV. (forthcoming 2004). Courts routinely characterize patients and providers as
debtors and creditors. See, e.g., Trevino v. HHL Financial Services, 945 P.2d 1345, 1348-1349
(Colo. 1997) (describing hospital as patient’s creditor, as patient received medical care for which
he agreed to pay); Porter v. McPherson, 479 S.E.2d 668, 673, 675 (W. Va. 1996); Bashara v.
Baptist Mem. Hosp. Syst., 685 S.W. 2d 307, 310-311 (Tex. 1985) (describing hospital patient re-
lationship as debtor-creditor relationship).

2Those tools include informal communications and threats, along with more formal ap-
proaches invoking the power of the state, such as filing lawsuits and instructing the sheriff to
levy on property.

3For a striking study showing low incomes of patients written off as bad debt after failed col-
lection, see Joel S. Weissman, Paul Dryfoos, & Katharine London, Income Levels of Bad-Debt
and Free-Care Patients in Massachusetts Hospitals; Does uncompensated care serve the truly
needy, 18 HEALTH AFFAIRS 156, 161 (1999). Yet, even uninsured and underinsured families bet-
ter described as middle class have trouble paying hospital bills. Middle income households al-
ready have committed their incomes to important fixed costs such as housing, transportation,
and child care, leaving little or no cushion. See ELIZABETH WARREN AND AMELIA WARREN TYAGI,
THE Two-INCOME TRAP: WHY MIDDLE-CLASS MOTHERS & FATHERS ARE GOING BROKE (2003).

4 See, e.g., Melissa B. Jacoby, Collecting Debts from the Ill and Injured; The Rhetorical Signifi-
cance, but Practical Irrelevance, of Culpability and Ability to Pay, 51 AM. U. L. REv. 229, 238
(2001) (overlap in debtors reporting job problems and medical problems in chapter 13 bank-
ruptcy); Melissa B. Jacoby, Teresa A. Sullivan & Elizabeth Warren, Rethinking the Debates Over
Health Care Financing: Evidence From the Bankruptcy Courts, 76 N.Y.U. L. REv. 375, 408
(2001) (overlap in debtors reporting job problems and medical problems).

58See, e.g., Ray B. Lefton, Developing Organizational Charity-Care Policies and Procedures,
HEeEALTH CARE FINANCIAL MANAGEMENT 52, 54-55 (April 2002) (describing hospital policies that
permit collection attempts to proceed against charity care accounts); Health Care Financial
Management Association, Principles and Practices Board Statement Number 15, Valuation and
Financial Statement Presentation of Charity Service and Bad Debts By Institutional Healthcare
Providers, available at www.hfma.org/resource/P and P board/Statement 15.htm (last
accessed June 1, 2004) (describing debt collection activity as part of “information gathering proc-
ess” to determine charity care eligibility).

6See, e.g., Universal Health Care Action Network of Ohio, A Well Kept-Secret: The Challenge
of Finding Out About Hospital Free Care in Cleveland Ohio (Oct. 2003). They also may have
been eligible but not enrolled in other programs that would have covered part or all of the costs
of their care. See generally General Accounting Office, Means Tested Programs: Determining Fi-
nancial Eligibility is Cumbersome and Can Be Simplified, GAO-02-58 (November 2001); Barents
Group LLC, Final Report On “Review of the Literature On Evaluations of Outreach for Public

Continued



26

The patient-hospital debtor-creditor relationship is different from many others in
its origin. If a consumer does not like the terms a store offers for the purchase of
a television, we expect that the consumer should be able to walk away. As one court
put it, however, when a loved one legitimately needs medical care, “the option of
walking away from the deal [is] simply unrealistic.””? Patients or family members
often seek hospital care and sign various hospital documents and agreements under
trying circumstances.8 These documents—frequently the basis of the hospital’s cred-
itor status®—may require that the patient or loved one promise to pay the full-
charge rate, and sometimes have required payment of attorneys’ fees, costs, interest,
or even penalties, if the bill goes to collection.

Hospital decision-makers may believe there is little harm in charging full price
and trying to collect before writing off these accounts as bad debt. Hospitals also
may be responding to incentives built into the complex regulatory environment;
even if current law and regulations do not expressly preclude discounts and more
lenient collection practices, it likely is easier to ensure compliance with the regu-
latory scheme by imposing full charges and engaging in assertive collection.

Given this situation, it is important to set the record straight: hospital billing and
collection practices can adversely affect patients and their families whether or not
those practices produce payment or ultimately are written off as bad debt.

1. Hospital collection activity has credit report implications

Medical bill collection activity hurts patients’ credit rating whether or not the ac-
tivity produces payment for the hospital. In the words of Federal Reserve research-
ers, “[plerhaps the most important factors considered in credit evaluation are a con-
sumer’s history of repaying loans and any evidence of money-related public actions
or non-credit-related collections.” 10 These researchers estimated that medical bills
accounted for nearly one fifth (18.2%) of court judgments recorded on credit reports,
and more than half (52.2%) of collection agency actions reported to credit bureaus,
many for rather small amounts of money.!! When a collection agency action, law-

Health Insurance and Selected Other Programs” (Mar. 31, 2002), available at www.cms.hhs.gov/
schip/outreach/rpt33100.pdf; Jennifer P. Stuber, Kathleen A. Maloy, Sara Rosenbaum & Karen
C. Jones, Beyond Stigma: What Barriers Actually Affect the Decisions of Low-Income Families
to Enroll in Medicaid? (The George Washington University Medical Center, Issue Brief, July
2000); Dahlia K. Remler, Jason E. Rachlin & Sherry A. Glied, What Can the Take-Up of Other
Programs Teach Us About How To Improve Take-Up of Health Insurance Programs? (National
Bureau of Economic Research, Working Paper No. 8185, Mar. 2001); Michael J. Perry, Evan
Stark & R. Burciaga Valdez, The Henry J. Kaiser Family Foundation, Barriers To Medi-Cal En-
rollment and Ideas for Improving Enrollment: Findings From Eight Focus Groups In California
With Parents of Potentially Eligible Children (Sept. 1998), available at www.kff.org/medicaid/
1436-index.cfm; Michael Perry, Susan Kannel, R. Burciaga Valdez & Chrstina Chang, The
Henry J. Kaiser Family Foundation, Medicaid and Children Overcoming Barriers to Enrollment:
Findings from a National Survey (Jan. 2000), available at www kff.org/medicaid/2174-index.cfm.

7Valley Hospital v. Kroll, 2003 WL 23416577 (N.J. Super. 2003) (“terms contained in the form
were non-negotiable. The hospital clearly exercised a decisive advantage in bargaining. Prior to
any treatment, a patient—or in this case someone acting on his behalf—was compelled to sign
it. The patient was in no position to reject the proffered agreement, to bargain with the hospital,
or, in lieu of agreement, to find another hospital”).

8 For example, a mother rushed her son to the hospital after an accident left him unconscious
and bleeding. After the hospital sued her for payment, she explained that “I signed where she
told me to sign, so they would give him medical treatment because he needed it because he was
bleeding out of his ears, out of his mouth, the bone out of his elbow was sticking out through
the skin.” Heartland Health Systems v. Chamberlin, 871 S.W.2d 8, 11 (Mo. App. W.D. 1993)
(holding patient’s mother liable under terms of admission agreement based on her signature).
See also Bethesda Hospital v. Kessnick, 174 B.R. 481 (S.D. Ohio 1994) (hospital acknowledging
that father signed form during very stressful time upon daughter’s admittance to hospital).

9 But see, e.g., Doe v. HCA Health Services of Tennessee, Inc, 46 S.W.3d 191 (Tenn. 2001) (re-
fusing to enforce hospital debt on basis of agreement due to indefinite price term, but consid-
ering value of services for purposes of holding patient liable on quantum meruit/unjust enrich-
ment theory).

10Robert B. Avery, Paul S. Calem, Glenn B. Canner & Raphael W. Bostic, An Overview of
Consumer Data and Credit Reporting, FEDERAL RESERVE BULLETIN 47, 60-61 (Feb. 2003) (em-
phasis added); My FICO (a division of Fair Isaac), www.myfico.com (reporting on credit history
components, including judgments and liens).

11Robert B. Avery, Paul S. Calem, Glenn B. Canner & Raphael W. Bostic, An Overview of
Consumer Data and Credit Reporting, FEDERAL RESERVE BULLETIN 47, 67, 69 (Feb. 2003). See
also Sara R. Collins et. al, The Affordability Crisis in U.S. Healthcare: Findings from the Com-
monwealth Fund Biennial Health Insurance Survey, The Commonwealth Fund Issue Brief #723
17-19 (March 2004); S. Felt-List, M. McHugh, & E. Howell, Monitoring Local Safety-Net Pro-
viders: Do They Have Adequate Capacity? 21 HEALTH AFFAIRS 277 (Sept/Oct. 2002) (reporting
on collection agency contacting the uninsured).
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suit, judgment, and lien all are listed on a patient’s credit report, the adverse effects
of one default not only multiply, but linger.!2

As suggested above, the credit report and credit score are key determinants of
whether a patient will receive credit and, if so, what the terms will be.13 In addition,
the Fair Credit Reporting Act permits credit reports to be used for a variety of other
purposes, such as employment-related inquiries.!4 Thus, one expensive trip to a hos-
pital, followed by zealous collection and reporting, can bring about a host of unex-
pected negative effects.

2. Large medical debts and collection activity contribute to bankruptcy

Bankruptcy researchers have discovered that almost half of personal bankruptcy
filers have significant medical debts and/or say that illness or injury was a reason
for their bankruptcies.!5 A variety of studies find between one third to more than
half of bankruptcy filers owed debts directly to medical providers at the time of fil-
ing,!¢ and these understate the problem because they do not include medical bills
charged to credit cards or rolled into home mortgage loans. Bankruptcy filers sixty-
five or older had the highest rate of reporting that illness or injury was a reason
for filing bankruptcy.!?

Even insured patients may see their credit ruined through medical-related bank-
ruptcy.!8 The majority of those in medical-related bankruptcy say they have some
insurance at the time of filing.!® Among married joint bankruptcy filers who were

12 Accounts placed for collection, civil suits, and judgments can be reported for seven years for
most purposes, but the seven-year period starts and ends at different times for each notation.
Fair Credit Reporting Act §605, 15 U.S.C. §1681c. Information about failure to pay medical
debts will affect credit nothwithstanding the fact that recent amendments to the Fair Credit
Reporting Act impose additional conditions on the handling of medical information.

13Regularly updated charts on the “My Fico” website show that a borrower can pay several
hundred dollars more on a loan each month because of a low credit score. www.myfico.com (last
accessed June 4, 2004).

14See, e.g., Fair Credit Reporting Act §604, 15 U.S.C. §1681b (listing permissible purposes
of furnishing consumer report, including employment purposes, and specifying conditions); id at
§ 1681k (procedures relating to reporting of public record information for employment-related in-
quiries).

15See Melissa B. Jacoby, Teresa A. Sullivan, & Elizabeth Warren, Rethinking the Debates Over
Health Care Financing: Evidence From the Bankruptcy Courts, 76 N.Y.U. L. REv. 375 (2001)
(46.2% medical-related filings); Bruce Jancin, Medical Bills Cited in 55% of U.S. Bankruptcy
Cases, SKIN AND ALLERGY NEWS (Aug 2003).

16 See, e.g., Hugh F. Daly III, Leslie M. Oblak, Robert W. Seifert & Kimberly Shellenberger,
Into the Red To Stay in the Pink: The Hidden Cost of Being Uninsured, 12 HEALTH MATRIX 39,
56 (2002) (47% with medical debt among Legal Aid Society of Greater Cincinnati clients who
sought assistance with bankruptcy filings in 2000-2001); Ed Flynn & Gordon Bermant, The
Class of 2000, AM. BANKR. INST. J., Oct. 2001 (56.2% of chapter 7 no-asset bankruptcy filers
with medical debt on bankruptcy schedules); Melissa B. Jacoby, Teresa A. Sullivan & Elizabeth
Warren, Rethinking the Debates Over Health Care Financing: Evidence From the Bankruptcy
Courts, 76 N.Y.U. L. REv. 375, 387 (2001) (31.2% reported owing money to “health care pro-
viders, services, supplies” at time of filing bankruptcy); Champaign County Health Care Con-
sumers Medical Billing Task Force, How Medical Debt Affects Champaign County Consumers;
A Community Report on Medical Debt-Related Bankruptcies and Small Claims Lawsuits (July
11, 2002) (58% of cases in Central District of Illinois in December 2001 involved debts owed
to medical providers). For a less recent study finding a high incidence of medical debt, see Susan
D. Kovac, Judgment-Proof Debtors in Bankruptcy, 65 AM. BANKR. L. J. 675 (1991) (80% of judg-
ment proof chapter 7 debtors in Tennessee district had medical debt, with mean amount of over
$7,800 in mid-1980s). In a recent study, one couple owed $200,000 of medical bills not covered
by insurance, while another debtor accrued $20,000 debt a year for care of her husband who
had been in a coma for five years. See Melissa B. Jacoby, Collecting Debts from the Ill and In-
Jured; The Rhetorical Significance, but Practical Irrelevance, of Culpability and Ability to Pay,
51 Am. U. L. REv. 229, 248-249 (2001).

17 See Melissa B. Jacoby, Teresa A. Sullivan, & Elizabeth Warren, Rethinking the Debates Over
f{ealtﬁz Care Financing: Evidence From the Bankruptcy Courts, 76 N.Y.U. L. REv. 375, 397-398
2001).

18 See, e.g., Fair Credit Reporting Act, §605, 15 U.S.C. § 1681c (permitting bankruptcy cases
30 be listed for ten years “from the date of the entry of the order for relief or the date of adju-

ication).

19 See Melissa B. Jacoby, Teresa A. Sullivan, & Elizabeth Warren, Rethinking the Debates over
Health Care Financing: Evidence from the Bankruptcy Courts, 76 N.Y.U. L. REv. 375, 399-400
(2001). Whether they experienced gaps in insurance, however, is an important question that
warrants further study. See generally Congressional Budget Office, How Many People Lack
Health Insurance and For How Long? (May 2003) (nearly 60 million people were uninsured at
any point within 1998); Hearing on the Uninsured, Committee on Ways and Means Sub-
committee on Health (March 9, 2004) (statement of Douglas Holtz-Eakin, Director of the Con-
gressional Budget Office, figure 1).
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insured at the time of their bankruptcy filings, almost 40% reported owing debt to
a provider of medical services or supplies.20

3. Large hospital debts and collection activities adversely affect patient
health

In addition to financial costs, patients suffer health-related costs from hospital
bills.2! The first relates to the health impact of stress.22 Some researchers are con-
cerned specifically about the negative impact of indebtedness and related financial
trouble on certain diseases or conditions.23

Owing a significant debt can be stressful on its own. The stress is exacerbated,
however, by a zealously pursued debt collection process. While still in a hospital
bed, a patient may receive a visit from a hospital representative to discuss pay-
ment.24 Once home, the patient may start to receive letters and phone calls pro-
posing ways of taking care of the bill. The calls will get pressing when the first debt
collector takes over,2> and get even more assertive if the hospital enlists the services
of a secondary debt collector.26 Debt collectors will threaten to report the patient’s
delinquency to credit bureaus and/or threaten to file a lawsuit. If they follow
through on the latter,2” the litigation process itself can be intimidating. Although

20 See Melissa B. Jacoby, The Debtor-Patient; In Search of Non-Debt Alternatives, 69 BROOK-
LYN L. REV. table 1 (forthcoming 2004).

21 See generally Melissa B. Jacoby, Does Indebtedness Influence Health? A Preliminary Inquiry,
30 J. L. MED. & ETHICS 560 (2002).

22See generally M. Katz, Stress, Conirol, and Psychological Interventions, in STRESS AND
HeALTH AMONG THE ELDERLY (M.L. Kykle et. al, eds., 1992); W.R. LOVALLO, STRESS AND
HEALTH; BIOLOGICAL AND PSYCHOLOGICAL INTERACTIONS (1997); A. O’Leary et. al, Stress and
Immune Function, in CLINICAL DISORDERS AND STRESSFUL LIFE EVENTS (T.W. Miller ed., 1997);
Steven C. Ames, Glenn N. Jones, & Phillip J. Brantley, A Prospective Study of the Impact of
Stress on Quality of Life: An Investigation of Low-Income Individuals with Hypertension, 23
ANN. BEHAV. MED. 112 (2001); P.A. Barnett, J.D. Spence, & J.R. Jennings, Psychological Stress
and the Progression of Carotid Artery Disease, 15 J. HYPERTENS. 49 (1997).

23 See, e.g., Patricia Drentea and Paul J. Lavrakas, Over the Limit: The Association Among
Health, Race and Debt, 50 SOCIAL SCIENCE AND MED. 517 (2000); Simon Hatcher, Debt and De-
liberate Self Poisoning, 164 BRITISH J. PSYCHIATRY 111 (1994); Richard Reading & Shirley Rey-
nolds, Debt, Social Disadvantage and Maternal Depression, 53 SOCIAL SCIENCE & MED. 441
(2001); Steven Hope, Chris Power, & Bryan Rodgers, Does Financial Hardship Account for Ele-
vated Psychological Distress in Lone Mothers?, 49 SOCIAL SCIENCE & MED. 1637 (1999); G.W.
Brown & P.M. Moran, Single Mothers, Poverty and Depression, 27 PSYCHOLOGICAL MED. 21
(1997); Robert J. Havlik, Allexander P. Vukasin, & Stephan Ariyan, The Impact of Stress on
the Clinical Presentation of Melanoma, 90 PLASTIC AND RECONSTRUCTIVE SURGERY 57 (1992);
Hilary Graham & Clare Blackburn, The Socio-Economic Patterning of Health and Smoking Be-
havior Among Mothers With Young Children on Income Support, 20 SOCIOLOGY OF HEALTH &
ILLNESS 215 (1998); H.G. Morgan et. al, Deliberate Self-Harm: Clinical and Socio-economic char-
acteristics of 368 Patients, 127 BRITISH J. PSYCHIATRY 564 (1975); J.H.J Bankroft et al, The Rea-
sons People Give for Taking Overdoses, 128 BRITISH J. PSYCHIATRY 538 (1968). See also GILLIAN
PARKER, GETTING AND SPENDING: CREDIT AND DEBT IN BRITAIN (1990); DAvVID CAPLOVITZ, CON-
SUMERS IN TROUBLE: A STUDY OF DEBTORS IN DEFAULT (1974); M. RyaN, SociAL WORK AND
DEBT PROBLEMS (1996); E. KEMPSON ET AL, HARD TIMES? How POOR FAMILIES MAKE ENDS
MEET (1994).

24 See Rhonda L. Rundle & Paul Davies, Hospitals Start to Seek Payment Upfront, WALL. ST.
dJ., June 2, 2004, at D1; Patrick Reilly, Extracting Payment; Hospitals try collecting before pa-
tients leave ER, MODERN HEALTHCARE, Nov. 17, 2003, at 8.

25 Healthcare collection is its own segment of the collection industry. See, e.g., ACA Inter-
national, The Association of Credit and Collection Professionals, Collections Information, avail-
able at www.acainternational.org (last updated 2/16/04); ACA International, The Association of
Credit and Collection Professionals, Healthcare Collections (last updated 3/1/04). Hospitals most-
ly pay their collectors on contingency. See id.; Tom Jajny, The What, Why and When of Col-
lecting Patient Balances, MEDICAL PRACTICE MANAGEMENT, July/Aug/2003, at 33. Debt collectors
of course are expected to act within the limits permitted by the Fair Debt Collection Practices
Act and related laws. See, e.g., Federal Trade Commission Bureau of Consumer Protection Opin-
ion Letter to J. Russell Gibson, III (February 21, 1990) available at www.ftc.gov/os/statutes/
fdcpa/letters/gibson90.htm (opinion letter on whether “day 1” “pre-collection” services for hos-
pital fall within FDCPA); Federal Trade Commission Bureau of Consumer Protection Opinion
Letter to Thomas Isgrigg (November 10, 1992) available at www.ftc.gov/os/statutes/fdcpa/letters/
isgriggl.htm (opinion letter on whether activities of agency with respect to delinquent medical
accounts fall within FDCPA).

26 Robert M. Frohlich, Effective reassignment of accounts can decrease bad debt, HEALTHCARE
FINANCIAL MANAGEMENT 36, 37 (1994) (describing use of subsequent collection agency place-
ments, lawsuits, and credit bureau reporting).

27 See, e.g., Champaign County Health Care Consumers Medical Billing Task Force, How Med-
ical Debt Affects Champaign County Consumers; A Community Report on Medical Debt-Related
Bankruptcies and Small Claims Lawsuits (July 11, 2002) (in study of small claims court records,
finding 20% of plaintiffs were not-for-profit health providers).
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liability is determined quickly in many cases, other cases—and the associated stress
and uncertainty—linger for years after the original hospitalization.28

Whether or not the lawsuit results in a court judgment, concerns about the mag-
nitude of the hospital bill may increase if the patient’s liability includes court costs,
execution costs, and perhaps even the hospital’s attorneys’ fees. 29 Patients also un-
derstandably fear what comes after a court judgment: a judgment entitles a creditor
to garnish wages, attach bank accounts, or direct a sheriff to levy on property within
limits imposed by state and federal exemption laws. Even if a patient has property
of little value, the prospects of loss can be frightening and devastating.3¢

Aside from the health impact of stress, large medical debts can dampen a pa-
tient’s likelihood of receiving future medical care. Medical providers may refuse to
give non-emergency care, or patients indebted for prior care may fear to seek
more.3! This is especially troubling for patients with chronic problems. Debt, there-
fore, may exacerbate the health care access problems experienced by the uninsured
and underinsured.3? Large hospital debts and related financial distress also make
it harder to afford adequate food, safe housing and other basic necessities.33

4, Lell.rge hospital debts and collection activity directly affect patients’ fami-
ies

The financial and health effects of hospital bills and debt collection are not limited
to patients. They apply to their loved ones as well. This is particularly true when
hospitals seek to hold family members liable for patients’ care. As noted previously,
hospitals sometimes do so on the basis of signatures on admission forms. For exam-
ple, in one case, an eighty-year-old widow was mourning the death of her husband,
who had suffered several debilitating illnesses, when the hospital sued her for more
than $257,000 for his hospital bills based on her signature.3* Other times, hospitals
seek to hold spouses liable on other grounds, such as the doctrine of necessaries.3s

28 See, e.g., County of Santa Clara v. Vargas, 139 Cal. Rptr. 537 (Cal. App. 1977) (medical care
given in 1969, payments made until 1974, and this case report published in 1977); Mercy Hos-
pital, Inc. v. Carr, 297 So.2d 598 (Fla. App. 1974) (published appeal in 1974 for debt incurred
in 1968); Orthopedic & Reconstructive Surgery, S.C. v. Kezelis, 496 N.E.2d 1112 (Ill. App.1986)
(reported decision in 1986 for dispute over medical bill for services in 1978).

29 See, e.g., Sholkoff v. Boca Raton Community Hospital, Inc., 693 So0.2d 1114 (Fla. App. 1997)
(mterpretmg and upholding patient authorization agreement 1mposmg collection costs, attor-
neys’ fees, and interest at the “highest rate permitted by law” if patient does not pay in full
within 45 days) See generally William J. Woodward Jr., Enforcements of Money Judgments: Ob-
Jectives and Restrictions, in 9 DEBTOR-CREDITOR LAW 37-24 (Theodore Eisenberg, ed. 1990) (dis-
cussing allocation of costs).

30Even among the lowest income quintile, 40.6% of families owned houses and 56.8% owned
cars according to the 2001 Survey of Consumer Finance. Arthur B. Kennickell et. al, Recent
Changes in U.S. Family Finances: Evidence from the 1998 and 2001 Survey of Consumer Fi-
nance, FEDERAL RESERVE BULLETIN 1, 19 (Jan. 2003).

31D. Andrulus et. al, Paying for Health Care When You’re Uninsured: How Much Support Does
the Safety Net Offer?, The Access Project (Jan. 2003); Bruce Jancin, Medical Bills Cited in 55%
of U.S. Bankruptcy Cases, SKIN AND ALLERGY NEWS (Aug 2003); ELIZABETH WARREN & AMELIA
WARREN TyAGI, THE TWO-INCOME TRAP; WHY MIDDLE-CLASS MOTHERS AND FATHERS ARE GOING
BROKE (2003); D. Gurewich, R. Seifert, & J. Prottas, The Consequences of Medical Debt: Evi-
dence from Three Communities, The Access Project (Feb. 2003); Carol Pryor & Deborah
Gurewich, Getting Care But Paying the Price; How Medical Debt Leaves Many in Massachusetts
Facing Tough Choices, The Access Project (Feb. 2004).

32See, e.g., U.S. Census Bureau, Supplemental Measures of Material Well-Being: Expenditures,
Consumption, and Poverty 1998 and 2001, P23-201, 10 (Sept. 2003) (reporting on percentage of
families who needed to visit doctor or hospital but did not go); John Z. Ayanian et. al, Unmet
Health Needs of Uninsured Adults in the United States, 284 J. AM. MED. Ass’N 2061 (2000)
(nearly %5 of long term uninsured adults and 1/3 of short term uninsured adults reported not
being able to see physician when needed in the past year due to cost).

33See generally Sara R. Collins et. al, The Affordability Crisis in U.S. Healthcare: Findings
from the Commonwealth Fund Biennial Health Insurance Survey, The Commonwealth Fund
Issue Brief #723 (March 2004); Carol Pryor & Deborah Gurewich, Getting Care But Paying the
Price; How Medical Debt Leaves Many in Massachusetts Facing Tough Choices, The Access
Project (Feb. 2004). See also U.S. Census Bureau, Supplemental Measures of Material Well-
Being: Expenditures, Consumption, and Poverty 1998 and 2001, P23-201 (Sept. 2003) (reporting
on households living with inadequate food, in homes with leaky roofs, and in neighborhoods with
abandoned buildings, smoke or fumes, and where they are afraid to walk at night).

34 See Valley Hospital v. Kroll, 2003 WL 23416577 (N.J. Super. April 17, 2003). Medicare and
Medigap had paid the hospital hundreds of thousands of dollars, but the hospital argued it could
balance bill the patient’s widow for its full charge once Medicare Part A benefits had been ex-
hausted. Nearly three years later, the court granted partial summary judgment in favor of the
patient’s widow on the balance billing issue.

35 According to courts and commentators, hospitals have been the principal users of the doc-
trine of necessaries, leading to the conclusion that this doctrine is more of a hospital debt collec-

Continued



30

Even if the spouse is ultimately is not held liable, he or she has been placed through
an additional ordeal at a time of great emotional distress.

5. Medical-related financial products are not necessarily the solution

Various studies have observed the use of third party credit for medical bills.36
This shifts the burden of collection and risk of non-payment away from the medical
provider. Providers understandably find this prospect attractive even though they
incur costs associated with processing credit card charges.3?

Some health care providers and third parties are taking this to the next level:
they are joining forces to offer medical-specific credit products to patients.3® Many
of these products do not shift the risk of non-payment entirely away from providers,
but the risks and burdens on the whole seem far lower for providers than those as-
sociated with the traditional billing and collection process.

These products have received little systematic attention at this point and they
raise a host of issues. According to a quote in the American Medical News, the di-
rector of the American Medical Association Institute for Ethics worries that these
products may result in “further commercialization of the patient-physician relation-
ship,” and that cards targeted toward those with poor credit histories “are in es-
sence endorsing the idea that impoverished patients who have the worst credit his-
tory should sign up for another credit card, which by the way will pay [medical pro-
viders] off first.” 39

For purposes of this hearing, however, it suffices to say that these products do
not seem to address the needs of uninsured hospital patients. A $40,000 credit card
bill is not much better than a $40,000 hospital bill, and may be worse. Some medical
credit products offer interest free installments for limited periods, but the interest
rates jump to 20% or higher thereafter. Even at a lower interest rate, the patient

tion device than a spousal support device. See Medical Center Hospital of Vermont v. Lorrain,
675 A.2d 1326, 1329 (Vt 1996) (“virtually all necessaries cases are hospitals seeking payment,
often due to last illness”); Shawn M. Willson, Comment, Abrogating the Doctrine of Necessaries
in Florida: The Future of Spousal Liablity for Necessary Expenses After Connor v. Southwest
Florida Regional Medical Center, Inc., 24 FLA. ST. U. L. REv. 1031, 1043 (1997) (“In the last
fifty years, all of the Florida cases in which a party invoked the doctrine involved unpaid med-
ical expenses. In case after case, hospitals sought to trap an unwilling spouse into making pay-
ment on a debt for which he or she did not contract”). However, some state courts abolished
the doctrine of necessaries on constitutional grounds, leaving to the legislatures whether to
enact a gender-neutral statute. See, e.g., North Ottawa Community Hospital v. Kieft, 578
N.W.2d 267, 273 (Mich. 1998) (holding doctrine of necessaries no longer is part of Michigan’s
common law, and thus “neither husband nor a wife is liable, absent express agreement, for nec-
essaries supplied to the other”).

6See, e.g., Sara R. Collins et. al, The Affordability Crisis in U.S. Healthcare: Findings from
the Commonwealth Fund Biennial Health Insurance Survey, The Commonwealth Fund Issue
Brief #723 (March 2004) (among those with medical debt, approximately one fifth ran up credit
card debt or incurred debt secured by home); Glenn B. Canner et. al., Recent Developments In
Home Equity Lending, 84 FEDERAL RESERVE BULLETIN 241, 248 tbl.8 (1998) (increase in bor-
rowers indicating medical expenses as use for home equity lines of credit and loans); Peter J.
Brady et. al, The Effects of Recent Mortgage Refinancing, FEDERAL RESERVE BULLETIN 441, 446
(July 2000) (39% of 1998 and early 1999 refinancings used for consumer expenditures, which
includes medical expenses among a list of other things). This is not an entirely new phe-
nomenon, however. Even a study in the 1970s found medical costs a major reason for consumers
taking out personal loans. Thomas A. Durkin & Gregory E. Eliehausen, 1977 Consumer Credit
Survey, 80, table 15.1 (Washington DC Federal Reserve Board, 1978).

37See, e.g., Julie A. Jacob, Credit to your practice: Letting patients pay with plastic, AMERICAN
MEebIicAL NEws, July 29, 2002.

38 See, e.g., Tyler Chin, In the cards: Getting Paid with Plastic; Innovations in the credit and
debit card industry are giving physicians new options for collecting bills, AMERICAN MEDICAL
NEws, Jan. 12, 2004; Mike Stobbe, Credit card agency cuts hospitals’ losses, THE CHARLOTTE
OBSERVER, July 11, 2003; www.accessonemedcard.com; Michael Unger, Just What the Doctor Or-
dered; Schein’s One- Stop Service Ranges from Equzpment to Personal Finance, NEWSDAY, Dec.
30, 1996, at C7 (discussing MedCash credit cards, with interest rates eventually rising to 19%)
News Release PracticeXpert Launches Pxpert Medical Credit Card Program (Sept. 4, 2003) (ac-
quiring delinquent accounts from physician and transferring balance to credit card, which can
be used for other purchases as patient re-pays); News Release, King Thomason Group Enters
into Agreement With Medical Capital Corporation to Market KTG’s TotalCare Medical Accounts
Receivable Credit Card Program (April 23,2004); www.kgth.com/main/totalrecovery.htm (citing
95% approval rate for private pay patients); Citibank Health Card Program, www.citibank.com/
us/cards/cardserv/healtherd/cons—benefits.htm (card for family health needs, offering 3 month
interest free period with rate of nearly 22% thereafter, and default interest rate of over 25%);
HELPCard, www.helpcard.com (interest rate of prime plus 11.9%); www.healthEZ.com (encour-
aging employers to offer to employees as supplement to health plans); DeeDee DePass, How
HealthEZ Got Fit, STAR TRIBUNE, www.carecredit.com.

39Tyler Chin, In the cards: Getting Paid with Plastic; Innovations in the credit and debit card
inzdlést(r)"i are giving physicians new options for collecting bills, AMERICAN MEDICAL NEWS, Jan.
12, 2004.
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may face a perpetual oppressive obligation.4® To the extent lenders and providers
encourage medical-specific home equity products, it is worth noting that
undiscounted hospital bills rolled into home mortgage loans raise the stakes further;
home equity loans for large medical bills reduce retirement security through the loss
of equity, and may lead to home loss altogether.4!

In addition, one again needs to consider the credit report implications. Credit
cards and loans are trade accounts that have a wider range of credit-rating effects
than medical debts. Thus, in addition to all of the previously discussed effects of
medical debt, the mere existence of a trade account can affect the patient’s credit
score, particularly if the liability is large or if the patient recently opened other ac-
counts. In addition, the lender is likely to regularly report any lateness in repay-
ment, further affecting the patient’s credit rating. Given these risks, medical-specific
credit products are not likely to offer the solution to the problems being discussed
today.

Thank you again for the opportunity to participate in this important hearing. I
would be glad to help the Subcommittee however I can.

Mr. WALDEN. Thank you for your testimony, we appreciate it.
Mr. Rukavina, we appreciate your being here today, and look for-
ward to your comments.

TESTIMONY OF MARK RUKAVINA

Mr. RUKAVINA. Thank you, and I would like to thank the sub-
committee for this opportunity today. I am the Executive Director
of The Access Project. We are a national resource center working
with local groups that are trying to expand access to health care,
and over the past few years we have produced a number of reports
on medical debt.

Medical debt is an enormous problem in this country. The Com-
monwealth Fund recent survey identified that half of Americans
with no health insurance had problems related to medical bills or
accrued medical debt. And maybe surprising to some here today,
more than half of the uninsured experiencing these problems used
all or most of their savings to pay medical bills.

I would like to make three main points, then offer some rec-
ommendations. First, the uninsured are charged the highest fees
for care. They are given a raw deal when it comes to hospital bill-
ing. Though many uninsured patients get the necessary medical
treatment that they need from hospitals, they are charged the
highest fees for that care. Paying for medical care is a burden, it
is crushing for the uninsured. People with insurance pay a dis-
counted rate, but uninsured patients pay full charges.

The Wall Street Journal reported on a 25-year-old uninsured
woman from New York City, who was billed $14,000, not including
doctor’s fee, for a 2-day appendectomy stay. Medicaid would have

aid about $5,000 for this procedure, and Medicare just under
58,000. She was ineligible for either program and was charged the
full rate. This is wrong, and it is not isolated to New York State.

For years, as we have heard, hospitals have blamed this unfair
practice on Federal Medicare rules and regulations. We were
pleased when earlier this year Secretary Thompson clarified that

40This essentially was the problem experienced by Quinton White with respect to his hospital
bill payment plan. See Lucette Lagnado, Twenty Years and Still Paying; Jeanette White is Long
Dead But Her Hospital Bill Lives On; Interest Charges, Legal Fees, WALL ST. J., March 13, 2003,
at BI; Lﬁcette Lagnado, Twenty Years—and He Isn’t Paying Any More, WALL ST. J., April 1,
2003, at B1.

41See, e.g., Federal Trade Commission, Facts for Consumers, cNeed a Loan? Think Twice
About Using Your Home as Collateral, available at www.ftc.gov/bep/conline/pubs/hoepa.htm (last
accessed June 4, 2004).
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hospitals could offer discounts to uninsured patients. Hopefully this
will bring an end to the practice of price gouging uninsured pa-
tients, but discounting fees will not be enough.

My second point is that the uninsured need help to pay for their
medical care, and to enroll in existing financial assistance pro-
grams. Most uninsured patients are not able to pay for their care
in full. Fortunately, for some of the uninsured, programs exist to
help them, programs like Medicaid, children’s health insurance pro-
grams, and the hospital’s own charity care policies. But many unin-
sured patients are simply unaware of these programs, and they
need help in applying for them. Too few hospitals provide such as-
sistance, but it doesn’t have to be this way.

We found a very effective program at Cooley Dickinson Hospital
in Northampton, Massachusetts. Hospital case managers visit each
uninsured patient and review their individual health care needs.
They help patients complete program applications, they refer them
to a local network of physicians offering care on a sliding fee scale,
and they help them apply for hospital charity care. They have en-
rolled hundreds of patients in Medicaid and other programs. The
hospitals gain needed revenues, the patients avoid crushing debt,
both are better off.

The crucial point here is that case managers review payment al-
ternatives with patients at the front-end of the process, not when
bill collectors are pounding on their doors. Without such help,
many patients would be reluctant to go back to the hospital.

My final point is that the uninsured are intimidated and harmed
by overly aggressive collection practices. Some collection tactics
used by hospitals are simply deplorable. Aggressive practices have
been well documented, we have heard of some of them already
today. Patients have been hounded by collection agencies, sued and
subsequently charged high interest rates, have wages garnished,
liens slapped on homes, some have even been arrested and impris-
oned for the bills that they have incurred.

In Illinois, a woman who incurred just under $1700 in bills due
to a miscarriage, was briefly jailed after she missed two court hear-
ings on hospital bills.

I have five recommendations for American hospitals. One, lower
the fees charged to uninsured patients. Secretary Thompson clari-
fied this can be done, just do it and do it now.

No. 2, help the uninsured pay for care. Hospitals must assist un-
insured patients in applying for existing programs. This would pro-
vide hospitals with reimbursement for services, and help patients
avoid this debt—the Cooley Dickinson example is but one—we be-
lieve other hospitals could and should implement such programs.

No. 3, stop the aggressive collection actions taken against unin-
sured patients. American hospitals are the finest institutions in the
world. Unfortunately, the hospital billing departments and collec-
tion agencies used by some hospitals do harm patients, hauling
low-income uninsured patients to court is senseless. Hospitals
spend money to do this, with little financial gain, and such actions
ruin the credit of uninsured patients.

No. 4, we challenge the American Hospital Association to dem-
onstrate bold leadership and establish a financial assistance initia-
tive for uninsured patients. An essential component of this pro-
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gram would be to work in partnership with consumer and commu-
nity advocacy organizations to ensure that these policies are sen-
sible and understood by the uninsured patients in their community.
It should be guided by one basic principle, and that is “do no
harm.” Hospitals must begin to treat patients who owe them
money with respect and dignity, and hospitals should not ask Con-
gress or the Administration for additional resources until doing so.

My final point, we urge all hospitals to join uninsured consumers
ifn achrocating for a comprehensive system of affordable health care
or all.

Thank you for the opportunity to speak before you today.

[The prepared statement of Mark Rukavina follow:]

PREPARED STATEMENT OF MARK RUKAVINA, THE ACCESS PROJECT

Thank you for inviting me to speak before this panel on the important issue of
hospital billing and collection practices with respect to uninsured patients.

My name is Mark Rukavina, and I am the executive director of The Access
Project. The Access Project is a national resource center providing support to local
organizations seeking to improve access to health care. The Access Project works in
partnership with the Heller School for Social Policy and Management at Brandeis
University in Massachusetts. In our work with local groups since 1998, we have un-
dertaken numerous research and policy analysis projects and produced a series of
reports on subjects relating to health care access barriers. Over the last four years,
our work has increasingly focused on the problem of medical debt and its con-
sequences. Through our research, and that of others, we have learned that the prob-
lem is widespread and its causes diverse. Hospitals practices around pricing, billing
and collections are prominent among the causes of medical debt. The existence of
medical debt on a large scale, and the consequences of this debt, belies many preva-
lent misconceptions about the uninsured and their ability to access health care. In
my remarks, I would like to clarify some of these basic misunderstandings.

(1) The first misconception is that uninsured patients can get the care
they need from safety-net institutions for free or at affordable prices.

The Access Project documented the actual experiences of the uninsured through
a survey it conducted in 2000 of uninsured people who had received care in local
safety-net institutions. In the 24-site survey of nearly 7,000 uninsured respondents,
60 percent said they needed help paying for their medical care, and nearly half (46%)
said they owed money to the facility where they received care. For those who received
care in hospital emergency rooms, the percentages were even higher.

These findings are reinforced by other national research. For example, the Com-
monwealth Fund’s recent report, The Affordability Crisis in U.S. Health Care: Find-
ings from the Commonwealth Fund Biennial Health Insurance Survey (March 2004),
found that two out of five adults in 2003, and 6 out of 10 among those who lacked
insurance, had problems related to medical bills or accrued medical debt.

Moreover, medical debt has a direct effect on people’s ability to access health care.
In our 24-site survey, among the respondents with unpaid bills, almost a quarter
said the debt would deter them from seeking care at the facility in the future. In
another Access Project study, we interviewed low-income consumers with medical
debts in three communities. More than half said their medical debts made it harder
for them to get medical care. They reported that providers discouraged them from
seeking additional services by requiring cash payment upfront, flatly refusing care,
or encouraging them to seek new providers.

A 2000 study done by the National Association of Public Hospitals and Health
Systems found that even safety-net providers do not automatically provide free care
to uninsured patients. More than 80 percent of the public hospitals surveyed had
implemented cost-sharing plans and an increasing number implemented pharmacy
co-payment plans.

Medical debt can erode not only individuals’ access to care, but also their overall
financial security and that of their family. One survey found that more than a quar-
ter of families in which one or more members were uninsured reported having to
“change their way of life significantly” to pay medical bills, a figure that rose to
nearly 40 percent when all family members were uninsured. In the recent Common-
wealth Fund survey, among the uninsured respondents who had medical bill prob-
lems or medical debt, almost 4 in 10 said they were unable to pay for basic neces-
sities such as food, heat or rent; over half said they used all or most of their savings
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to pay medical bills; and more than 2 in 10 said they had taken on large credit card
debt or loans against their homes to pay medical bills.

(2) Another misconception is that uninsured people expect to get their
care for free, or are simply unwilling to pay for it.

In fact, the uninsured do pay a significant portion of their bills. As the Common-
wealth Fund survey indicates, many exhaust their savings, take out loans, or as-
sume large credit card debt to pay their medical bills. A recent report by the Kaiser
Commission on Medicaid and the Uninsured, The Cost of Care for the Uninsured:
What Do We Spend, Who Pays, and What Would Full Coverage Add to Medical
Spending? (2004), estimates that people who are uninsured for an entire year pay
over a third (35%) of their health care costs out-of-pocket, considerably more than
the 20 percent share paid by those with insurance. According to the report, the unin-
sured can be expected to pay 32.6 billion dollars for their care in 2004.

Our interviews with low-income people with medical debt found that many re-
spondents had a strong desire to pay off their debt and tried to negotiate payment
plans, but found that the terms of the plans hospitals offered were difficult to main-
tain, given inflexible hospital collection practices and their own tenuous financial
circumstances. Here are what some of our survey respondents told us.

“...they demanded I pay a certain amount bi-weekly. I couldn’t afford it. They
didn’t want to help. I was willing to pay some money, as much as I could.”

“I (said) I couldn’t pay $500, that I could pay $100, but the person answered
no, that it had to be $500.”

Moreover, not being able to pay their medical bills in full caused many people tre-
mendous anxiety and stress. Again, here is what some of our respondents told us.

“I am constantly worrying about my medical debt...I feel hopeless. I am a
single mom and think that in the future I will not be able to better my life.”

“Owing money affects every part of your life. You don’t stop worrying about
it anytime.”

“I couldn’t sleep...I just slept a few hours and it (the debt) even took my ap-
petite away.”

One factor that makes it especially difficult for uninsured people to cover the en-
tire cost of their care is that they are often expected to pay more for the same serv-
ices than other payers. Uninsured patients don’t have access to the discounts nego-
tiated by insurers or set by the government. Uninsured patients are expected to pay
full charges or “the rack rate.” A Wall Street Journal article in March of 2003 told
the story of Rebekah Nix, a 25-year old uninsured woman in New York who was
billed $14,000—not including doctor’s fees—for a two-day stay for an appendectomy.
The state’s Medicaid program would have paid about $5,000 for the procedure, and
Medicare about $7,800.

In testimony before the House Ways and Means Committee this past March, Uni-
versity of Southern California Professor Glenn Melnick showed that nationally, hos-
pitals increased their mark-ups—the amount charged over and above the cost of
care—from 159% in 1993 to 211% in 2003. Average mark-ups across states ranged
from 135% to 300%. Given this, it’s no surprise that the uninsured can’t cover these
costs.

Adding insult to injury, many hospitals enforce these payments through aggres-
sive billing and collections practices, a situation that has been documented in the
press and by various community groups. Reports of hospital billing and collections
practices in Connecticut, New York and Illinois led to a series of articles in the Wall
Street Journal. The Journal articles, as well as articles in other newspapers across
the country, have detailed cases of the devastating effects of harsh collections prac-
tices in which people were hounded by collection agencies, charged high interest,
had wages garnisheed and property attached, had liens put on homes, and were
even arrested as they struggled to pay their bills. For example the Journal docu-
mented the case of Quentin White, who had been paying Yale-New Haven Hospital
for over 20 years for the debt from his late wife’s medical care. The hospital charged
10 percent interest, placed a lien on the White’s home, and in 1996 nearly cleaned
out Mr. White’s bank account. Over the years, Mr. White paid nearly $16,000 on
what was originally a bill of just less than $19,000. However, his outstanding bal-
ance had ballooned to about $39,000 in 2003 because of the interest charges. In an-
other case in Champaign, Illinois, Marlin Bushman was arrested and jailed after
missing a court hearing on a $579 hospital bill. Kara Atteberry was briefly jailed
because she missed two court hearings on a $1,678 hospital bill incurred for a mis-
carriage.

Hospitals have used other tactics to improve their collection rate. Some have ar-
rangements with commercial banks to facilitate the initiation of loans to cover med-
ical expenses. Others have created open-ended credit accounts that are marketed as
Trouble-Free Payment Plans but fail to disclose interest rates or other fees at the
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time of application. We even know of a hospital that is issuing its own credit card
to patients.

Some hospitals take drastic measures through their collection agents. Earlier this
month, the Wall Street Journal reported on a practice in New York where hospital
collection agencies attach the bank accounts of patients with hospital bills going
back as far as 15 years. Some hospitals had even written off some of these bills and
had received partial reimbursement from a state-run bad-debt pool.

There should be no place for such high-pressure tactics used against low-income
people who have the misfortune of getting sick.

Given recent attention on this issue, the financial community is beginning to scru-
tinize hospital billing and collection practices. The Health Capital Group provides
an illustration. The Health Capital Group offers services to hospitals and other med-
ical providers relating to mergers, acquisitions and investment banking, as well as
an array of other related “transactional” services including sophisticated valuation
services. They recently expressed concern that hospitals failing to inform certain pa-
tients who might reasonably qualify for financial assistance or “charity care” would
be exposed to class action lawsuits as well as the possibility of direct intervention
from state attorneys general. They fear that this could create enormous contingent
liabilities that could, in turn, significantly impair their access to capital.

As a result The Health Capital Group announced that they will cease issuing
valuation opinions, validating bond ratings, rendering creditworthiness opinions,
certifying debt capacity, making recommendations to bond funds or issuing compli-
ance comfort letters and related analyses unless a hospital or hospital system dem-
onstrates that it has written policies and procedures to inform patients of financial
gssistance, pricing and collection policies and publicizes these policies and proce-

ures.

Just last week it was reported that a federal class action lawsuit was filed in fed-
eral courts in eight states against nearly one dozen non-profit hospital systems chal-
lenging whether tax exempt status should be granted to these institutions. Clearly
the billing and collection practices of hospitals that have created problems for unin-
sured patients are now creating problems for the entire hospital industry.

(3) A third misconception is that the “truly needy” are not billed or sub-
ject to aggressive collection actions because they qualify either for public
programs or for hospitals’ indigent care programs.

While most hospitals do claim to have financial assistance programs to assist peo-
ple without the means to pay for their medical care, research indicates that many
who might qualify for these programs never learn about them. In our 2000 survey
of the uninsured, almost half (48%) of those needing help paying for care said they
were never offered financial assistance, such as being informed about the facilities’
own charity care programs. Among those who received care in urban or suburban
hospital emergency rooms, 70 percent said they were never offered assistance. This
lack of information about available financial assistance is consistent with findings
from subsequent research that The Access Project and others have done, and is a
wholly avoidable cause of medical debt. Again, here is a comment from one of our
survey respondents:

“I would like the hospital to make the help office, the one that helps you pay
the bill, more accessible to the people. Because I have a lot of bills that could
have been paid, had they told me about that office sooner. Instead, my bills are
now in a collector’s office when I qualified for financial assistance, because they
did not give me the necessary information...”

In this regard, I would like to share with you The Access Project’s own experience
trying to obtain hospitals’ financial assistance policies. Last December, the Amer-
ican Hospital Association issued guidelines for its members recommending that all
hospitals have written financial assistance policies that they disseminate widely in
their communities. In 2003, both Tenet and HCA healthcare systems announced
with fanfare programs to help the uninsured with discounts and sliding scales.
Learning about the HCA program in the third quarter of 2003, and unable to find
information on their website, I contacted the company to request a copy of the pol-
icy. I received no response. I made another request a month later. Finally, in De-
cember, I was told that while the policy had been implemented, HCA didn’t want
to post it until they saw if it “worked as intended”, probably around the beginning
of the new year. In February of this year, we invited HCA, along with Tenet and
other area hospitals, to meet with community leaders in Florida to provide informa-
tion about their financial assistance policies. Unfortunately, both HCA and Tenet
declined to attend.

Only in late April, more than six months after we first requested information, did
the hospitals provide us with their policies. The Access Project is hopeful that work-
ing with these systems will be far easier in the future. However, I share this story
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to point out that if it takes the professional staff at a national health care resource
center over half a year to find out about the hospitals’ financial assistance program,
one can imagine the difficulties faced by uninsured people who try to do so, espe-
cially while they are ill and vulnerable.

It is possible for hospitals to inform uninsured patients of the financial assistance
programs that are available to them. However, providing information is often not
enough. Hospital can and must do more than that. We recently identified a program
at The Cooley Dickinson Hospital in Northampton, Massachusetts. Cooley Dickinson
case managers visit each uninsured patient and review their individual health care
needs. They help patients complete program applications, they refer them to a local
network of physicians offering care on a sliding fee scale and assist them in apply-
ing for hospital charity care. By providing this assistance, they have enrolled hun-
dreds of patients in Medicaid and other programs. The hospital gains needed reve-
nues and the patients avoid crushing debt. The hospital and the patient are both
better off. The crucial point is that case managers review payment alternatives with
patients at the front end of the process, not after the bills have been sent to collec-
tion. Without such help, many patients would be reluctant to go back to the hos-
pital.

(4) A final misconception is that hospitals and other healthcare providers
bear the full burden of providing care for the uninsured.

I have already discussed that the uninsured themselves in fact pay a significant
portion of the costs of their care. In addition, while hospitals definitely do bear a
portion of this burden, they also receive funding from a variety of sources to help
defray these costs. As Secretary of Health and Human Services Tommy Thompson
pointed out in a letter to the American Hospital Association, “Medicare and Med-
icaid have a long history of doing their part to help the uninsured that includes pay-
ing hospitals $22 billion each year through the disproportionate share hospitals pro-
visions to help hospitals bear the cost of caring for the poor and uninsured.” In addi-
tion, most states and many counties and local communities have programs that help
fund care for the indigent and uninsured.

A word is warranted here about the “uncompensated care” that hospitals provide.
Most hospitals report their uncompensated care as a combination of bad debt and
charity care, without disaggregating the two. While both types of uncompensated
care similarly affect a hospital’s bottom line, their effects on patients are starkly dif-
ferent. “Bad debt,” even after a hospital has written it off, still burdens the patient.
Collection efforts by outside collection agents may continue indefinitely, and the
debt may be a blot on a consumer’s credit record for years; it may hinder people
from buying homes, getting loans, or even affect their employment. So while from
the hospital’s perspective the services are uncompensated (at least that portion of
the bill a patient is unable to pay), from the patient’s perspective the bad debt
write-off is by no means “charitable” and should not be confused with the legitimate
benefits of a hospital’s charity care program.

Recommendations

The widespread problem of medical debt is clearly a symptom of much that is
wrong with our fragmented health care system that leaves so many people exposed
to lack of access to care and to financial ruin. While this situation cries out for sys-
temic solutions, some steps can be taken in the interim to reduce the burdens of
unaffordable health care costs on low-income uninsured people.

(1) Offer uninsured hospital patients discounts equivalent to those ex-
tended to people with insurance.

The current situation reflects the lack of clout that uninsured consumers have in
the healthcare marketplace compared to all of the other players—employers, insur-
ers, and providers. Charging the highest rates to those least able to pay is simply
unfair, especially when it comes to necessary medical care.

By itself, however, this is not sufficient. From the standpoint of the low- or even
middle-income consumer struggling to pay his medical bills, the salient issue is not
only the prices a hospital charges but also the availability of financial assistance
programs. Even with changes in hospital pricing practices—the immediate concern
of the subcommittee—problems of medical debt will remain for those who require
medical treatment but are unable to pay the (albeit reduced) fees for which they
are responsible. For low-income people, or those with very high bills relative to their
income, even discounted prices may not prevent devastating medical debt. For a
family earning slightly more than the federal poverty level, reducing a bill from
$50,000 to $25,000 does not provide enough help. For people at this income level,
a bill of a few thousand dollars, or even less, may simply be beyond their means
to pay.
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(2) Screen uninsured hospital patients and provide assistance to all pa-
tienl:s who are eligible for public programs to ensure that they are enrolled
in them.

This is a win-win situation for the hospital and the uninsured patient; it provides
hospitals with some reimbursement for services rendered, and it helps prevent peo-
ple from being saddled with unmanageable debt. We know of hospitals that have
adopted very proactive programs to ensure that all of their uninsured patients know
where to get help in applying for these programs. And they have continued to fund
these programs because they have found them to be financially beneficial to the hos-
pital as well as the patient.

(3) Have consistent and well publicized charity care policies for hospital
patients who are not eligible for public programs and stop aggressive col-
lection actions as an integral part of a hospital’s service to their commu-
nities.

In this regard, we are hopeful that the recent HHS guidance on billing and collec-
tions practices, as well new guidelines from the AHA and a number of state hospital
associations, will help to reduce the role hospitals play in imposing medical debt and
its harsher consequences. Hospitals must take a proactive role in informing their
patients of charity care and they must stop aggressive collection actions against un-
insured patients. Such actions cost hospitals money and provide little financial re-
turn while ruining the credit of uninsured patients.

(4) Establish clear rules of accountability for funds that hospitals receive
through the Medicaid DSH program and other sources to help defray the
costs of uncompensated care.

Disproportionate Share Hospital payments provide vital funding for America’s
healthcare safety net. Hospital receiving DSH payments should be required to pro-
vide details on how this funding is used to support services to poor and uninsured
patients.

(5) Build on the American Hospital Associations Guidelines and Prin-
ciples for Hospital Billing and Collection Practices by establishing a Finan-
cial Assistance Initiative for Uninsured Patients.

We call on the AHA to create an initiative with the purpose of providing financial
assistance to patients with no insurance. An essential part of this effort would be
for hospitals to work in partnership with community and consumer advocacy organi-
zations that work with, and represent, people with no health insurance. These com-
munity and consumer advocacy organizations could assure that hospitals have
transparent policies that are understood and supported by their uninsured patients.
Hospitals participating in this initiative would have clear, written policies governing
their practice for screening uninsured patients for financial assistance, as well as
for billing, charity care, and debt collection practices related to uninsured patients.
The AHA should enroll hospitals in this initiative to bring clarity and decency to
billing and collection practices. One basic principle could drive the initiative—Do No
Harm. Hospitals must start treating their patients of limited resources with dignity,
respeift and justice. If hospitals are unwilling to comply, legislation might well be
in order.

It is only after hospitals improve their billing and collection systems, that they
should seek additional funds to support the cost of providing health care to unin-
sured patients.

(6) Create a system of affordable health care for all.

We recognize that hospital bills are only one component of medical debt. As health
care costs rise and employers and insurers shift more of the costs on to consumers,
medical debt from all sources is likely to grow. While improved hospital financial
assistance programs are an important step in alleviating this problem, systemic ef-
forts that include all types of healthcare providers and significantly expand coverage
will ultimately be needed to address the underlying factors that leave many pa-
tients—both uninsured and insured—with unmanageable medical debt.

On behalf of the more than 43 million American with no health insurance, thank
you for the opportunity to testify today.

Mr. GREENWOOD. Thank you.
Dr. Collins.

TESTIMONY OF SARA R. COLLINS

Ms. CorLLINSs. Thank you, Mr. Chairman, for this invitation to
testify today. I am a Senior Program Officer of The Commonwealth
Fund. The recent reports of uninsured patients struggling to pay
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exorbitant hospital bills have lent a human face to a health care
system under enormous strain. Growing numbers of Americans are
experiencing gaps in their insurance coverage, gaps that expose
them to the routine cost of preventive care, as well as the cata-
strophic cost associated with serious accidents and illnesses. The
number of people without health insurance climbed to 43.6 million
in 2002, nearly 4 million more than 2 years before. At the same
time, national health care spending grew at a rate of 9.3 percent,
the highest annual increase in a decade. Health insurance pre-
miums rose even more rapidly, increasing by 13.9 percent in 2003,
the third consecutive year of double-digit inflation. Employers are
responding to rising premiums by sharing more of their cost with
employees and offering new insurance products that shift more fi-
nancial risk to their workers.

The Commonwealth Fund Biennial Health Insurance Survey, a
nationally representative survey of more than 4,000 adults, inter-
viewed people about the extent and quality of their health insur-
ance coverage in late 2003. The survey reveals growing instability
in insurance coverage, particularly among people with low incomes
and among minorities. More than half of adults under age 65 in
households earning less than $20,000 per year were uninsured for
some time during 2003. Nearly half of all Hispanics experienced a
time uninsured, and coverage for African Americans has worsened
considerably over the last 2 years.

The survey also found evidence of an erosion in the quality of
benefits received by people who have health insurance. Nearly half
of those who are insured all year through private coverage said
that they had experienced either an increase in the amount that
they pay for premiums, an increase in their share of medical bills,
or cutbacks or new limits in their health benefits. Erosion in cov-
erage appears to be impeding Americans’ ability to get health care.
The share of people with and without insurance coverage who re-
ported problems getting the health care that they needed because
of cost climbed to 37 percent in 2003. Those problems included not
filling a prescription because of cost, and not going to a doctor
when they were sick.

In addition, the survey found high rates of medical bill problems
among the insured and uninsured alike. More than 70 million
adults said that they had problems with their medical bills in the
last 12 months, or were paying off medical debt accrued over the
last 3 years. Problems included having difficult paying or being un-
able to pay bills, being contacted by a collection agency, or being
forced to make significant life changes. Medical bills are creating
financial hardship among many families. Among those who said
they had a medical bill problem, more than one-quarter reported
that they had been unable to pay for basic necessities like food,
heat, or rent because of their bills. More than two in five said that
they had used up all or most of their savings.

The recent conflict between uninsured patients and hospitals
over payment is a symptom of two underlying trends in the U.S.
health care system, growing instability in insurance coverage and
rapid growth in health care cost. The practice of hospitals billing
uninsured patients more than negotiated rates with insurers is
troublesome and will only increase access and medical debt prob-
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lems for uninsured families, and some hospitals’ methods to at-
tempt to recover medical debt from patients, charging high interest
rates, having collection agencies harass them, and placing liens on
their homes are simply deplorable. Developing policies that would
discourage hospitals from either practice is necessary but, in the
meantime, the pressures that gave rise to this conflict will continue
to grow apace. In the end, small policy changes will need to be ac-
companied by broad policy solutions that address the root cause of
the affordability crisis in U.S. health care, policies that would ex-
pand access to affordable health insurance and reduce the rate of
health care cost inflation. Thank you very much.
[The prepared statement of Sara R. Collins follows:]

PREPARED STATEMENT OF SARA R. COLLINS, SENIOR PROGRAM OFFICER, THE
COMMONWEALTH FUND

Thank you, Mr. Chairman, for this invitation to testify today on the growing af-
fordability crisis in the U.S. health care system. The recent reports of uninsured pa-
tients struggling to pay exorbitant hospital bills have lent a human face to a health
care system under enormous strain.! Growing numbers of Americans are experi-
encing gaps in their insurance coverage—gaps that expose them to the routine costs
of preventive care as well as the catastrophic costs of serious accidents and illnesses.
The number of people without health insurance climbed to 43.6 million in 2002,
nearly 4 million more than were uninsured two years before (Chart 1).2 At the same
time, national health care spending grew at a rate of 9.3 percent in 2002, the high-
est annual increase in a decade (Chart 2).3 Health insurance premiums rose even
more rapidly, increasing by 13.9 percent in 2003, the third consecutive year of dou-
ble-digit inflation (Chart 3).4 Employers are responding to rising premiums by shar-
ing more of their costs with employees and offering new insurance products that
shift more financial risk to workers (Chart 4).5 A severe fiscal crisis has led many
state governments to restrict eligibility in public programs such as Medicaid and the
Children’s Health Insurance Program (CHIP)—a development that is likely to in-
crease the number of people without coverage.®

The state of our nation’s health care system is creating profound conflicts between
providers, whose mission it is to care for patients, and patients, whose access to and
trust in the health care system is crucial to the maintenance of a vital and produc-
tive society. Private and public health care providers spend an estimated $35 billion
a year on care for uninsured patients that goes uncompensated.” At the same time,
evidence from the recent Commonwealth Fund Biennial Health Insurance Survey
shows that being uninsured or having gaps in insurance coverage interferes with
people’s ability to get the health care they need.® The Institute of Medicine warns
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wealth Fund, March 2004).

6M. Nathansan and L.Ku, Proposed State Medicaid Cuts Would Jeopardize Health Insurance
Coverage for 1.7 Million People: An Update (Washington, D.C.: Center on Budget and Policy Pri-
orities, March 21, 2003).

7J. Hadley and J. Holahan, “How Much Medical Care Do the Uninsured Use, and Who Pays
for 1t?” Health Affairs Web Exclusive (12 February 2003): W3-66-W3-81.

8S.R. Collins et al., The Affordability Crisis in U.S. Health Care: Findings from the Common-
wealth Fund Biennial Health Insurance Survey (New York: The Commonwealth Fund, March
2004).
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that leaving more than 40 million people without insurance coverage costs the U.S.
economy an estimated $65 billion to $130 billion annually in lost productivity.®

Rising health care costs are also creating conflicts in the workplace, as U.S. com-
panies, for lack of other options, shift more health care risk to employees in the
form of increased deductibles, greater premium sharing, and higher copayments.
Yet, Americans already pay more out-of-pocket for their medical care than people
in any other industrialized country.!®© Higher cost-sharing thus raises concerns that
even people who have insurance coverage will forgo needed medical care, face out-
of-pocket costs that might consume substantial shares of their income, or drop their
coverage altogether.!!

The Commonwealth Fund Biennial Health Insurance Survey, a nationally rep-
resentative survey of more than 4,000 adults, interviewed people about the extent
and quality of their health insurance coverage in late 2003. The survey revealed
growing instability in insurance coverage, particularly among people with low in-
comes and minorities. In addition, the survey found evidence of erosion in the qual-
ity of benefits among people who have health insurance. Gaps in insurance coverage
and rising health care costs are preventing large shares of both uninsured and in-
sured Americans from getting the health care they need. The survey also found high
rates of medical bill problems among uninsured and insured alike. Many families
with medical debt face stark trade-offs between life necessities like food and rent
and paying down their debt. Key findings from the survey and other recent reports
are discussed below.

INSURANCE COVERAGE IS BECOMING INCREASINGLY UNSTABLE

The Commonwealth Fund Biennial Health Insurance Survey shows that health
insurance coverage is becoming increasingly unstable. In the survey, respondents
were asked whether they were insured at the time of the survey and whether they
had lacked insurance at any time during the previous 12 months. Twenty-six per-
cent of adults ages 19 to 64 had experienced at least some time uninsured in 2003:
17 percent were uninsured at the time of the survey, and 9 percent had been unin-
sured during part of the previous 12 months (Chart 5). In 2001, the last year that
the Commonwealth Fund survey was conducted, 24 percent of respondents were un-
insured for at least part of the year.!2

Insurance instability is particularly acute among people with low incomes. More
than half (52%) of adults ages 19 to 64 in households earning less than $20,000 per
year were uninsured for some time during 2003, up slightly from 49 percent in
2001.13 The erosion of health insurance was most marked for families with incomes
between $20,000 and $35,000—35 percent were without coverage during the year,
up from 28 percent in 2001.'4 Sixteen percent of adults in households with incomes
between $35,000 and $60,000 experienced a time without health insurance in 2003.

Minorities experience similarly high rates of instability in coverage. Nearly one-
half (47%) of Hispanics were without health insurance at some point during the
year in 2003, with more than one-third reporting that they were uninsured at the
time of the survey (Chart 6). African Americans experienced a significant loss of cov-
erage in the 2001-03 period: the share without coverage jumped from 27 percent in
2001 to 38 percent in 2003, with most of the increase attributable to an increase
in those who were uninsured at the time of the survey (14% to 23%).!5

Other recent analyses of surveys that track people over time shows that many
low-income workers and minorities remain without coverage for years at a time. Re-
search by Pamela Farley Short and colleagues found that from 1996 to 2000, 42 per-
cent of children and adults under age 65 with incomes less than 200 percent of pov-
erty had been uninsured for more than one year, and nearly 3 of 10 (28%) were un-
insured more than two years.!¢ Michelle Doty and Alyssa Holmgren of The Com-

9 Institute of Medicine, Hidden Costs, Value Lost: Uninsurance in America (Washington, D.C:
National Academy Press, 2003).

10K. Davis, Making Health Care Affordable for All Americans, Invited testimony before the
Senate Committee on Health, Education, Labor, and Pensions hearing on “What’s Driving
Health Care Costs and the Uninsured?, January 28, 2004.

11S. Trude, Patient Cost-Sharing: How Much Is Too Much? Issue Brief No. 72 (Washington,
D.C.: Center for Studying Health System Change, December 2003).

12Increase statistically significant at p < .05.

13 Increase statistically significant at p < .05.

14 Increase statistically significant at p < .05.

15 Increase statistically significant at p < .05.

16 P.F. Short and D.R. Graefe, “Battery-Powered Health Insurance? Stability in Coverage of
the Uninsured,” Health Affairs 22 (November/December 2003): 244-55; P.F. Short, D.R. Graefe,
and C. Schoen, Churn, Churn, Churn: How Instability of Health Insurance Shapes America’s Un-
insured Problem (New York: The Commonwealth Fund, November 2003).
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monwealth Fund found that 37 percent of Hispanic workers with incomes under 200
percent of poverty who had been employed full-time in the 1996-2000 period were
uninsured for the full four years.!?

Insurance instability is also a serious problem among young adults ages 19 to 29.
In the Commonwealth Fund survey, 40 percent of young adults said that they were
without coverage at some point during the year. This is nearly twice the rate found
for those ages 30 to 64 who experienced a time without coverage in 2003. Age 19
is a critical turning point in insurance eligibility among both privately and publicly
insured young adults. Nearly 60 percent of employers who offer health benefits stop
covering dependent children at age 18 or 19 if they do not go on to college.!8 The
Medicaid and CHIP programs reclassify all children as adults at age 19, meaning
that most low-income young adults become ineligible for public coverage, since eligi-
bility for adults generally is restricted to very low income parents or disabled adults.
Jobs available to young adults are usually low wage or temporary—the type that
generally do not come with health benefits. A recent Commonwealth Fund report
found that more than half of high school graduates who do not go on to college expe-
rience a time uninsured in the year following graduation (Chart 7).19 Among those
who do go on to college, graduation also marks a break in coverage—nearly two of
five college graduates experience a time uninsured in the year following graduation.

Workers without insurance coverage are concentrated in small firms, which face
greater costs for coverage than do large employers and higher financial risks from
providing benefits to only a small pool of workers.20 But the long-term shift away
from manufacturing in the U.S. economy, coupled with declines in the rate of union-
ization in the workforce, has led to an increase in the share of uninsured workers
employed in large firms. A recent Commonwealth Fund report by researchers Sher-
ry Glied, Jeanne Lambrew, and Sarah Little found that from 1987 to 2001, the pro-
portion of uninsured workers who were employed by firms with more that 500 em-
ployees grew from 25 percent to 32 percent (Chart 8).2!

THE QUALITY OF HEALTH BENEFITS IS ERODING

In addition to declining insurance coverage, the Commonwealth Fund Biennial
Health Insurance Survey also finds evidence of erosion in the quality of coverage
among those with health insurance. Working-age Americans reported that they were
now paying more for their insurance coverage and more for their medical care than
they were one year ago. Two of five (43%) adults under age 65 with private coverage
who contribute to their premiums said that the amount they pay for premiums had
increased by a moderate amount or a lot in the past year, with nearly one of five
(19%) saying the amount had increased a lot (Chart 9, Table 1). More than half
(58%) of those with coverage in the individual insurance market said that their pre-
miums had risen by a moderate amount or a lot, with a third (34%) saying that
their premiums had gone up a lot. More than a quarter (28%) of people with em-
ployer or individual coverage said that their share of medical bills had risen by a
moderate amount or a lot.

In addition to paying more for their care, many privately insured adults also re-
ported that their health plans are cutting back or placing new limits on covered ben-
efits. The survey asked whether people had experienced reductions in the benefits
covered by their insurance plans. Reductions could dropping coverage for prescrip-
tion drugs, dental care, vision care, or mental health, or placing limits on benefits.
About one-fifth (21%) of people with private coverage said that their benefits had
been curtailed.

Taken together, increased premium shares, increased cost-sharing, and limits on
benefits affected large percentages of the privately insured. Nearly half of those
(49%) insured all year with private coverage said that they had experienced at least
one of these erosions in the quality of benefits. People with coverage through the
individual market were particularly hard-hit—61 percent reported a decrease in the
quality of their benefits (Table 1). Among adults with employer coverage, erosion of

17M.M. Doty and A.L. Holmgren, Unequal Access: Insurance Instability Among Low-Income
Workers and Minorities (New York: The Commonwealth Fund, April 2004).

18§ R. Collins, C. Schoen, M.M. Doty, and A.L. Holmgren, Job-Based Health Insurance in the
Balance: Employer Views of Coverage in the Workplace (New York: The Commonwealth Fund,
March 2004).

19S.R. Collins, C. Schoen, K. Tenney, M.M. Doty, and A. Ho, Rite of Passage? Why Young
Adults Become Uninsured and How New Policies Can Help (New York: The Commonwealth
Fund, May 2004).

20J. Gabel and J.D. Pickreign, Risky Business: When Mom and Pop Buy Health Insurance for
Their Employees (New York: The Commonwealth Fund, April 2004).

215, Glied, J. M. Lambrew, and S. Little, The Growing Share of Uninsured Workers Employed
by Large Firms (New York: The Commonwealth Fund, October 2003).
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health insurance benefits appeared to be most common among those in the highest
income category, with 56 percent of those earning $60,000 or more reporting a de-
cline in the quality of their coverage.

MANY AMERICANS SPEND SUBSTANTIAL SHARES OF THEIR EARNINGS ON HEALTH CARE

Depending on their insurance status or the particular provisions of their health
plans, Americans pay different amounts for their health care and their insurance
coverage. Most people with private insurance (employer-sponsored or individual)
contribute to their health insurance premiums. According to the Commonwealth
Fund survey, more than 75 percent of those with employer-sponsored coverage pay
part of their premiums, with 10 percent of single policy holders and a quarter (26%)
with family plans paying $2,500 or more annually (Table 2). Without an employer
to shoulder part of their premium costs, and without the benefit of risk pooling in
group plans, people with individual coverage pay much more for their premiums.
One-third (34%) of single policy holders in the individual market pay $2,500 or more
a year in premiums, and 15 percent have annual premiums of $5,000 or more. More
than half (52%) of single policy holders in the individual market spend 5 percent
or more of their income on premiums, and a quarter (26%) spend more than 10 per-
cent.

Most (66%) adults with private insurance coverage have a deductible. Of those
with employer-sponsored coverage, 15 percent have deductibles of $500 or more per
year and 5 percent have deductibles of $1,000 or more (Table 2). Three-quarters of
adults with coverage in the individual market pay a deductible: 44 percent have
deductibles of $500 or more and 30 percent have deductibles of $1,000 or more.

Nearly everyone with private coverage pays something out-of-pocket when they
obtain health care services. The Commonwealth Fund survey asks adults how much
they had to pay out-of-pocket over the last 12 months, excluding premiums, for their
own personal prescription medicines, dental and vision care, and all other medical
services, including doctors, hospitals, and tests. Two of five (41%) adults with em-
ployer-sponsored coverage pay less than $500 annually in out-of-pocket costs, a third
(36%) pay between $500 and $2,000 per year, 13 percent pay $2,000 or more per
year, and 10 percent did not respond or did not know (Table 3). People with cov-
erage in the individual market pay more than those with employer-sponsored cov-
erage—23 percent have annual out-of-pocket costs of $2,000 or more.

Adults with low or moderate incomes spend the greatest share of their earnings
on out-of-pocket health care costs. Of those with private coverage who had annual
incomes of less than $20,000, 29 percent spent 5 percent or more of their income
on out-of-pocket costs and 17 percent spent 10 percent or more (Chart 10). More
than one-fifth (23%) of those in the next income bracket ($20,000 to $34,999) spent
5 percent or more of their income on out-of-pocket costs. Among those with annual
incomes of $60,000 or more, just 2 percent spent that much on out-of-pocket costs.

The out-of-pocket costs of those who experienced a time uninsured are very dif-
ferent from those who were continuously insured by an employer. Nearly a quarter
(23%) of those who were uninsured at the time of the survey had no out-of-pocket
costs, while only 6 percent of those with employer coverage had no out-of-pocket
costs (Table 3). This indicates that many of those without coverage did not access
the health system, or received care that was partly or wholly subsidized. Still, for
many of the uninsured, out-of-pocket payments account for a large share of their
income: a third had annual out-of-pocket costs comprising 5 percent or more of their
income, and 18 percent had costs of 10 percent or more. Those who were insured
at the time of the survey but had experienced a time uninsured in the past year
also spent large shares of their incomes on out-of-pocket costs. Nearly a quarter
(23%) spent 5 percent or more of their income on out-of-pocket costs.

People who are insured by public insurance programs incur much lower out-of-
pocket costs than do those in private plans. A third (31%) of those insured continu-
ously by public insurance programs said they had no out-of-pocket costs. Another
third (34%) had costs amounting to less than $500 per year. Yet, even low health
care costs can figure prominently as a share of a tight household budget. One-fifth
(19%) of those with public insurance coverage and household incomes under 200 per-
cent of poverty spent 5 percent or more of their incomes on out-of-pocket costs.
Those with employer-sponsored coverage in that income range fared somewhat
worse: a quarter (26%) spent that much of their income on out-of-pocket costs.

INCREASING SHARES OF PEOPLE WITH AND WITHOUT INSURANCE REPORT PROBLEMS
GETTING NEEDED HEALTH CARE BECAUSE OF COST

The decline in the quality of private health benefits and the increasing instability
of coverage may be making it harder for people to access health care. The Common-
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wealth Fund survey asked respondents whether, in the last 12 months, they had
not pursued medical care because of cost. Respondents were asked if they had not
filled a prescription; had a medical problem but did not go to a doctor or clinic;
skipped a medical test, treatment, or follow-up visit recommended by a doctor; or
did not see a specialist when a doctor or the respondent thought it was needed. The
share of people who reported any one of these problems increased from 29 percent
in 2001 to 37 percent in 2003 (Chart 11). Those who were uninsured or who re-
ported a gap in coverage were most at risk of encountering these access problems
(Chart 12). Around 60 percent of this group reported that they did not get the care
they needed because of cost. But those with insurance coverage also reported dete-
riorating access to care. Nearly three of 10 (29%) of those who were insured all year
reported that they did not get the care they needed because of cost, up from 21 per-
cent in 2001.22

Problems accessing the health care system also are related to income, even among
those with health coverage. Nearly two of five (39%) adults who were insured all
year with household incomes less than $35,000 said that they did not get the care
they needed over the last 12 months because of cost. Obtaining prescription drugs
appeared to be a particular problem in this income group (Table 4). But even a
quarter (24%) of people with coverage in higher income brackets reported that they
did not get needed health care because of cost.

MEDICAL BILLS AND LINGERING MEDICAL DEBT ARE UNDERMINING THE FINANCIAL
SECURITY OF AMERICAN FAMILIES

Out-of-pocket costs for health care are negatively affecting the finances of those
who have gaps in coverage as well as those who are continuously insured. The Com-
monwealth Fund survey asked people about their ability to pay their medical bills
in the last 12 months, including whether there were times when they had difficulty
or were unable to pay their bills, whether they had been contacted by a collection
agency concerning outstanding medical bills, or whether they had to change their
lives significantly in order to meet their obligations. People who reported no medical
bill problems in the last 12 months were asked if they were currently paying off
medical debt that they had incurred in the last three years.

The survey found that 41 percent of adults under age 65 either had medical bill
problems in the last 12 months or were paying off accrued medical debt (Chart 13).
The problem was most severe among those who were uninsured at the time of the
survey or had experienced a time uninsured in the past year (Chart 14). Women
were more likely to say that they were coping with medical bills or debt than men—
70 percent of uninsured women reported medical bill problems or accrued debt
(Chart 15).

But even those adults who were insured continuously over the last 12 months
cited problems. More than a third (35%) reported that they had experienced prob-
lems with medical bills or were paying off accrued debt (Table 4). Moreover, among
those with bill problems or past debt, three of five (62%) said the bills were incurred
for themselves or a family member who had been insured at the time.

Among those who had medical bill problems or outstanding debt, 27 percent re-
ported that they had been unable to pay for basic necessities, including food, heat,
or rent because of medical bills (Chart 16). Two of five (44%) said that they used
all or most of their savings in order to meet their obligations. One-fifth reported
that they had run up large debts on their credit cards or had taken out loans
against their homes in order to pay their bills. People who were uninsured for a
time and/or had low incomes were the most severely affected (Table 4). More than
half (51%) of those earning less than $35,000 a year—regardless of insurance sta-
tus—said that they had used all or most of their savings to pay their bills. Forty-
five percent of those who were uninsured in that income category had been unable
to pay for basic living necessities.

CONCLUSION

The recent conflict between uninsured patients and hospitals over payment is a
symptom of two underlying trends in the U.S. health care system: growing insta-
bility in health insurance coverage and rapid growth in health care costs. Health
insurance has become both less available and more expensive to workers and their
families, and health care itself continues to become more expensive. Indeed, health

22Increase statistically significant at p < .05.
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care cost growth is expected to outpace the growth rate in the economy by a wide
margin for the foreseeable future.23 Against this backdrop, patients, providers, em-
ployers, workers, labor unions, and federal, state and local governments are strug-
gling to solve serious problems that stem from a far greater crisis. The practice of
hospitals billing uninsured patients more than negotiated rates with insurers is
troublesome and will only increase access and medical debt problems experienced
by uninsured families.24 And some hospitals’ methods to attempt to recover medical
debt from patients—charging high interest rates, having collection agencies harass
them, and placing liens on their homes—are simply deplorable. Developing policies
that would discourage hospitals from either practice is necessary. But in the mean-
time, the pressures that gave rise to this conflict will continue to grow apace. In
the end, small policy changes will need to be accompanied by broad policy solutions
that address the root cause of the affordability crisis in U.S. health care—policies
that would expand access to affordable health insurance and reduce the rate of
health care cost inflation. Thank you for the opportunity to be here today.

23B.C. Strunk and P.B. Ginsburg, “Tracking Health Care Costs: Trends Turn Downward in
2003,” Health Affairs Web Exclusive (9 June 2004): W4-354—W4-362.

24R. Abelson and J.D. Glater, “Nonprofit Hospitals Said to Overcharge Uninsured,” New York
Times, June 17, 2004; L. Lagnado, “Dunned for Old Bills, Poor Find Some Hospitals Never For-
get,” The Wall Street Journal, June 8, 2004; C. Pryor et al., Unintended Consequences: How Fed-
eral Regulations and Hospital Policies Can Leave Patients in Debt (New York: The Common-
wealth Fund, June 2003); C. Pryor and B. Seifert, Unintended Consequences: An Update on Con-
sumer Medical Debt (New York: The Commonwealth Fund, June 2004).
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National Health Expenditures’ ""?
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Chart 4
Percent of Employers with Increases
in Cost-Sharing, Reductions in Benefits
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Chart6
Uninsured Rates Highest Among Hispanics
and African Americans, 2001-2003
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R Chart 8
Share of Uninsured Workers

by Firm Size, 1987-2001
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Nearly Half of Adults with Private Health
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Percent of adults 19-64 with continuous coverage throughout past year

75
49
50 - 43
) 28
N ) .
0 N . . ;
Premium Benefits cut Share of medical Any of the three
increased"t bills | d* K in quality
of benefits

* increased a lot or a moderate amount.
1t Among those who pay any premium.

Source: The Commonwealth Fund Biennial Health Insurance Survey (2003).




50
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Chart 11
Cost-Related Access Problems

Have Increased, 2001-2003
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Chart 12
Lacking Health Insurance for Any Period

Threatens Access to Care
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Chart 14

Adults with Any Time Uninsured
Have High Rates of Medical Bill Problems

Percent of aduits ages 19-64 who had the following problems in past year:

8 Uninsured now O Insured now, time uninsured in past year U Insured all year

75 - 59 62
50 -
25 -
o “ T
Not able to pay Contacted by Had to change WMaedical bilis/ Any medical bil}
medical bills collection way of life to  debt being pald problem or
agency pay medicai off over time outstanding
bills debt

Source: The Commonwealth Fund Biennial Health insurance Survey (2003).

Chart 15

Half of Adult Women Have Medical Bill
Problems or Accrued Medical Debt,*
Uninsured at Highest Risk

Percent of adults ages 19-64 with any medical bill problem or outstanding debt

80 70 N Women O Men
60 50 49
40 32 26
20
0 T -
Total Uninsured Insured Continuously

* Problems paying/not able to pay medical bills, contacted by a collection agency for medical
bills, had to change way of life to pay bills, or has medical debt being paid off over time.

Source: The Commonwealth Fund Biennial Health Insurance Survey (2003).




53

Chart 16
More than Two of Five Adults

with Medical Bill Burdens Used All or Most
of Their Savings on Medical Bills
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Table 1. Changes in Health Benefits Among Insured Aduits, 2003
(base: adults ages 19-64, insured all year with private insurance)

Total in Millions

Changes in Health
Benefits
in Past Year
Cuts in benefits
Yes
No
Increases in paying
share
of medical bills
None
Increased a lot
Increased a
moderate amount
Increased only a
little
Premium increases
{base: respondents
reporting paying any
premiums)
None
Increased a lot
Increased a
moderate amount
Increased only a
little
One or more of the

Income Distribution*
Insurance Source {base: employer-based insurance}
Less $20,00 $35,00
Total than 0- 0-
Privat Employe Individ | $20,00 $34,99 $59,9% $60,000
e r ual 0 9 9 or more
{estimated) 108.4 100.8 7.6 9.7 13.6 30.8 36.3
21% 22% 14% 14% 148 22% 27%
75 75 84 77 81 75 70
56 55 66 61 67 54 48
9 9 14 8 8 8 9
20 13 21
19 13 11 25
16 6 15
15 . 17 13 18
40 42 27 47 48 43 37
19 18 34 19 15 15 21
24 24, 24 21 21 22 25
13 13 7 10 13 13 14
49 48 61 36 38 47 56

above changes
in health benefits**

Note: Columns may not sum to 100% because of rounding and because “Don’'t know/Refused to

answexr” not shown.

* Among respondents reporting
** Respondents whose premiums
whose share of medical bills
increased a lot or a moderate
Source: The Commeonwealth Fund

income.
increased a lot or a moderate amount, had cuts in benefits, or

amount ,
Biennial Health Insurance Survey (2003).
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Table 2. Annual Deductibles and Insurance Premiums, 2003
(base: adults ages 19-64, insured by private insurance when surveyed)

Current Insurance Source

Deductibles and Insurance Total

Premiums by Plan Type Private Employer Individual

Total in Millions
(estimated) 119.0 109.8 9.2

Annual Deductible Per

Person
No deductible 34% 35% 25%
Less than $100 6 7 6
$100-5499 27 28 11
$500~$999 10 10 14
51,000 or more 7 5 30
Undesignated 15 15 i5

Annual Premium Costs
Type of Plan
Single/Individual Plan 38 36 57

Family Plan 59 61 40
Single/Individual Plan
None 22 24 8
$1-$499 10 10 1
$500-$999 18 20 9
$1,000-$1,499 15 i5 13
$1,500-52,499 . 9 8 13
52,500 or more 13 10 34
Undesignated 13 13 12
Spent 5% or more of
income 20 16 52
Spent 10% or more of
income 7 5 26
Family Plan
None 19 20 4
$1-$499 5 6 0
$500~-5999 7 7 4
$1,000-%51,499 iz 12 7
$1,500-$2,499 13 14 5
$2,500 or more 28 26 &5
Undesignated 15 15 14
Spent 5% or more of
income 19 18 36
Spent 10% or more of
income 5 5 13

Note: Columns may not sum to 100% because of rounding.
Source: The Commonwealth Fund Biennial Health Insurance Survey (2003).
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Table 3. Individual Out-of-Pocket Costs Among
Uninsured, Insured, and Low-Income Adults, 2003
{base: adults ages 19-64)

Continuity of Insurance

Continuously Insured*

Tota
1 Insured
Adul Now, Time
ts Uninsured
19~ Uninsure in Past Continuocus | Employe Individu Publi
64 d Now Year 1y Insured T al c
Total Individual Out-
of~Pocket Costs in
Past 12 Months
None 12% 23% 14% 10% 6% 6% 31%
$1-%499 33 27 37 34 35 23 34
5500~$999 18 16 12 19 21 23 7
$1,000-51,999 13 10 8 14 15 15 8
$2,000 or more 14 17 16 13 13 23 9
Undesignated 10 7 12 10 10 10 11
Spent 5% or more of 17 23 12 22
income 33 10 18
Spent 10% or more of 9 14 6 15
income 18 4 10
INCOME BELOW 200% POVERTY
Total in Millions 59.4 20.5 8.7 30.2 16.6 1.9 9.7
Total Individual Out-
of-Pocket Costs in
Past 12 Months
None 19 23 16 17 8 14 30
$1-5499 34 28 40 37 40 37 37
$500-$9%9 14 16 12 13 17 11 7
$1,000~-$1,999 9 9 8 10 11 8 9
$2,000 or more 14 i8 13 12 13 20 7
Undesignated 9 6 11 i1 11 10 10
Spent 5% or more of 29 26 25 18
income 35 26 42
Spent 10% or more of 17 19 14 12
income 20 15 23

* “Other” insurance category (including military or veteran’s coverage} not shown.

Source:!

The Commonwealth Fund Biennial Health Insurance Survey

(2003).
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Mr. GREENWOOD. Thank you, Dr. Collins.

The Chair would notify the subcommittee that we will do one
round with 10 minutes each for the members, and recognizes him-
self for 10 minutes. And let me begin by making my own personal
stipulations about this issue.

No. 1, I believe that most hospitals treat most of the uninsured
fairly most of the time. I believe that many hospitals treat many
patients very unfairly many times. I would stipulate that people
who have financial obligations that they can reasonably manage
should be expected to meet those obligations, and I would stipulate
that we haven’t solved the issue of universal health coverage yet.
We are not going to do that today. No one in this Congress has fig-
ured out how to develop an approach to that for which he or she
can gain consensus among the stakeholders. That is why we
haven’t solved that problem yet.

Now, having said that, I have a question that I would like to
pose to each of the panels, and that is, is there any reason for any
hospital to charge any uninsured or self-pay patient its charges,
ever? Dr. Anderson.

Mr. ANDERSON. No, I don’t think so. I think when you are talking
about the full-charge master file, which is anywhere from two to
four times what everybody else pays, I don’t think there is a reason
to charge more than that.

Mr. GREENWOOD. More than

Mr. ANDERSON. More than what the Medicare program, what the
highest amount that a commercial insurer pays. I think that—and
maybe just a little bit more than that.

Mr. GREENWOOD. Which seems to me to be a no-brainer.

Mr. ANDERSON. Exactly.

Mr. GREENWOOD. Seems to be obvious. Someone is already—un-
less Donald Trump decides to go bare and walk into a hospital and
say, “I can just cover the charges,” fine, that is not what we are
talking about. We are talking about people who don’t have insur-
ance because either they have never had it, they can’t afford it,
they have lost it, that is what we are talking about for the most
part—or the young people who don’t think they need it, whatever
the issue may be. But the fact of the matter is, it seems to be quite
obvious to me that those people, they either go into the charity care
portion, or the hospital should give them a bill that reflects some-
thing like what insurance companies pay.

Mr. ANDERSON. So, somebody who makes $50,000, $75,000, and
has a heart attack in Pennsylvania, is going to have a $30,000 bill,
and I think Medicare would have a $10,000 bill, Medicaid would
have a $9,000 bill, Aetna might have an $11,000 bill. That seems
like a reasonable amount that person who makes $50,000 or
$75,000 should pay, not $30,000.

Mr. GREENWOOD. And to me, that is the whole point of this in-
vestigation and this hearing, and it isn’t rocket science. Ms.
Jacoby?

Ms. JacoBy. I have heard no such reason, but I do want to state
the limitation that I come to this from a very different perspective
from studying debt and bankruptcy, and therefore will defer to my
colleagues on that.
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Mr. GREENWOOD. That is okay. You agree with me, so you are
probably right. Mr. Rukavina?

Mr. RUKAVINA. Well, we have concerns for uninsured, low-income
uninsured patients, and believe that the fees should be set that
they enjoy the benefits that insured patients do, also.

Mr. GREENWOOD. Right. So you are agreeing with the proposition
that the uninsured shouldn’t be charged significantly more than
the insured.

Mr. RUKAVINA. Absolutely.

Mr. GREENWOOD. Okay. Dr. Collins?

Ms. CoLLINS. I definitely agree that the uninsured shouldn’t be
charged more than the insured.

Mr. GREENWOOD. Next series of questions for everyone. How
widespread do you think, if we know—and I think this is a difficult
thing to get a handle on—is the practice by which hospitals, in fact,
do charge uninsured patients their full charges?

Mr. ANDERSON. Well, I think they start out trying to get full
charges from everybody.

Mr. GREENWOOD. Now, let us put a point on this. When you say
“they,” you mean you think that is the widespread in most hos-
pitals?

Mr. ANDERSON. I think they, first of all, start out trying to get
full charges. Then what they do is they have a series of discounts
that they do if you are below a certain level of income.

Mr. GREENWOOD. And this is very important because this is our
concern—and I don’t know the answer to this question—and that
is, if an uninsured person is about to be discharged, and in comes
the billing clerk, I don’t know whether most hospitals say, “Okay,
you are uninsured, let us begin by seeing if you fit into our charity
category, or let us begin by taking a look at what your earnings
and assets are,” or whether they usually begin by saying, “Do you
have a VISA card?”

Mr. ANDERSON. I think it depends on the extent of the bill. If it
is $1,000, I think they will go for the VISA card. I think if it is
$30,000, they recognize that most people don’t have $30,000, except
for Donald Trump and a few others, and then they will start the
negotiation process. But it is not over their charges, it is over a dis-
count that they will do for charity care. But they will start with
the charges, which are very high.

Mr. GREENWOOD. And you said, I think, is that based on some
statistical evidence?

Mr. ANDERSON. We have looked at the hospital industry—and,
again, every hospital is different and every system is different—but
only about 1 in 20 people that walk out of the hospital have nego-
tiated a charge that is lower than the full rack rate when they
leave the hospital.

Mr. GREENWOOD. Does that include those that need to negotiate
because they weren’t asked to pay it all?

Mr. ANDERSON. That would not include those individuals. So, it
is just the people that actually went through a negotiation process.

Mr. GREENWOOD. So you are already excluding the charity care.

Mr. ANDERSON. I am already excluding the people

Mr. GREENWOOD. You are already excluding Medicaid/Medicare
insurance.
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Mr. ANDERSON. Certainly I am doing that.

Mr. GREENWOOD. You are saying that the uninsured who actu-
ally end up with some obligation because they are not charity care,
only 5 percent of those folks ever really have an opportunity to ne-
gotiate.

Mr. ANDERSON. Only do negotiate.

Mr. GREENWOOD. Only do negotiate. Ms. Jacoby, do you feel com-
petent to respond to the question of how widespread this problem
is?

Ms. JAcoBY. Well, I am under oath, so I should qualify that the
limited data or evidence that I have seen makes me very concerned
about the efforts to get money first and ask for eligibility informa-
tion later. The prophecies that I am familiar with do seem to en-
courage charity care eligibility considerations to come way later in
the process, or at least have the possibility of coming way later in
the process, and allowing collection to go forward on presumably
the full charge before considering that eligibility or having those
two prophesies wound up with each other, and of course that is a
very big concern to me.

Other data that I have seen suggests that most patients do not
even think to negotiate their bills with their health care providers
and especially at hospitals.

Mr. GREENWOOD. Mr. Rukavina?

Mr. RUKAVINA. Well, I would defer to the hospital panel in terms
of how widespread the issue is.

Mr. GREENWOOD. You will take their word for it, will you?

Mr. RUKAVINA. Well, I would hope that——

Mr. GREENWOOD. They will be under oath as well.

Mr. RUKAVINA. [continuing] they will be under oath as well. But
we do know, in working with groups across the country, that this
problem is experienced by individuals in communities in many
States across the country, and that hospitals appear to acknowl-
edge that they are charging higher rates, and oftentimes stating—
prior to Secretary Thompson’s clarification, certainly—stating that
they need to do that because of Federal Medicare rules and regula-
tions.

Mr. GREENWOOD. Dr. Collins?

Ms. CoLLINS. I can actually only point to anecdotal evidence, too.
I don’t know how widespread the problem is.

Mr. GREENWOOD. Fair enough. Dr. Anderson, I think it was in
your opening statement that you made reference to—you were de-
scribing why the charge masters exist to begin with, and you
talked about the Medicare formula, or formulae, that looked to
outliers, saw the outlier issue, and that it is advantageous for them
to have these higher charges when that calculation is occurring.

Mr. ANDERSON. Correct.

Mr. GREENWOOD. That leads me to think that if that is the only
reason they have them—well, let me rephrase that. That leads me
to think that the outlier issue should be resolved using a different
number.

Mr. ANDERSON. I think it should, in fact, be, and it is only——

Mr. GREENWOOD. And using a different number for the charge.
Let us say you told them to use the average of insurance com-
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pensation rates. You could change the formula in a second way so
that they could still wind up with the same number of dollars.

Mr. ANDERSON. You could do it that way, but it is one reason
why the reasons are so high, because the Medicare program cal-
culates outliers based upon full charges.

Mr. GREENWOOD. So, it would seem prudent to me to change that
situation so you would give the hospitals at least one less reason
to—so we wouldn’t be skewing the system creating an incentive,
having the Federal Government and the Medicare program create
an incentive for hospitals to make up mythological charges.

Mr. ANDERSON. I agree.

Mr. GREENWOOD. Anyone else want to comment on that point?

[No response.]

Final question for each of you. The time can now be sort of
demarked by as that before our investigation and before the com-
munication with the Hospital Association and the Secretary, when
there was this question about whether they were required to do
that, and then the point at which the hospitals have taken, I think,
some commendable steps to solving this problem. Have you noticed
or had the opportunity to observe any difference?

Mr. ANDERSON. I have not.

Mr. GREENWOOD. Because it doesn’t exist, or you just haven’t had
the chance?

Mr. ANDERSON. I just have not had the opportunity. It is just too
recent to have a chance.

Mr. GREENWOOD. Anyone else want to comment on whether you
think the world has changed in this regard since the hospitals have
initiated their voluntary efforts?

Mr. RUKAVINA. I would like to comment, Mr. Chairman. I think
that there is an openness on the part of the Association and many
of the hospitals to try and address this problem. Many of the
groups that we work with unfortunately have expressed some frus-
tration with the lack of actual written policies that do explain the
discount, that do explain the collection procedures used by the hos-
pitals and, very importantly, a lack of information on the process
for informing patients of these programs, the steps used to ask
questions.

Mr. GREENWOOD. Do you think Congress should require that pa-
tients be given some kind of information, that the hospital give
them some information upon admission, as to what their options
are for payment?

Mr. RUKAVINA. We would hope that that information would be
supplied to all self-pay patients, that the hospitals would in fact
work with those patients to ensure that the information is given
to them about existing programs, and assistance also provided to
them to enroll in those programs. Again, we think it would be fi-
nancially beneficial to the institutions, and helpful to these pa-
tients.

Mr. GREENWOOD. Dr. Collins, anything to add on this subject?

Ms. CoLLINS. No. I do think that transparency would be very
helpful in terms of people having access to information.

Mr. GREENWOOD. Thank you. My time has expired. The
gentlelady from Colorado.
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Ms. DEGETTE. Thank you, Mr. Chairman. First of all, let me say
that I agree with the chairman that charging the uninsured exorbi-
tant rates compared to, say, the insurance companies, I disagree
with that, too. But I want to explore with you how much reducing
these fees would really help solve the problem.

I believe, Dr. Anderson, you testified there are a range of reasons
why people are uninsured, but the primary reason people are unin-
sured or underinsured is because they can’t afford to pay for insur-
ance, correct?

Mr. ANDERSON. Correct.

Ms. DEGETTE. And most of those people tend to be lower-income
individuals, that is all the anecdotal evidence we have read and
testimony we have seen, is that correct?

Mr. ANDERSON. That is correct.

Ms. DEGETTE. Does anybody disagree with that?

[No response.]

So, here is my question. Let us say—and I don’t believe that the
chairman or anyone in the Majority would pass legislation like
this, but let us say we passed a law that required hospitals to
charge only a certain amount above Medicare or above their high-
est insurance rate, so we capped it. Would that really solve the
problem of the uninsured being able to pay their hospital bill?

Mr. ANDERSON. I don’t believe it would solve the problem, but it
would mean that the collections would go down because instead of
being responsible for a $30,000 bill, you would be responsible for
a $10,000 bill.

Ms. DEGETTE. Okay, I understand that, but for most of these
people—and I agree it should go down, but for most of these indi-
viduals, some I read about in the excellent series in the Wall Street
Journal and other places, they can’t even pay a $1,000 bill, correct?
So that is not going to help them, is it?

Mr. ANDERSON. No, but if you are getting a 50 percent discount
on $30,000, it is still $15,000. If you are getting a 50 percent dis-
count on $10,000, now it is $5,000. We are starting to get to a
range where at least some of the more affluent uninsured individ-
uals can, in fact, pay.

Ms. DEGETTE. Do you have any statistics about how many more
would be able to pay in that circumstance?

Mr. ANDERSON. I do not, but I think somebody making $50,000
or $75,000 might be able to pay a $5,000——

Ms. DEGETTE. What percentage of the uninsured are making
$50,000, because you had just testified that most of the uninsured
are lower income individuals. So, how many of the uninsured are
the people that are making $50-75,000?

Mr. ANDERSON. About 10 percent.

Ms. DEGETTE. Ten percent. So the rest of them are making a lot
less, aren’t they? Mr. Rukavina, what do you think about that? I
mean, again, I agree people shouldn’t be charged these exorbitant
rates, but I am not sure that most uninsured could even pay re-
duced rates.

Mr. RUKAVINA. I think that the discounts—we believe they are
necessary, though not sufficient. It is a fairness issue in terms of
the discounts being offered.

Ms. DEGETTE. Exactly right.
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Mr. RUKAVINA. Many of the uninsured that we have inter-
viewed—SEIU is here today, and they have interviewed a number
of uninsured individuals, a lot of the groups we work with across
the country—the uninsured are actually interested in paying some-
thing for their care. And it isn’t until they actually receive the bills,
that are oftentimes quite eyepopping, that they kind of throw their
arms up in despair.

Ms. DEGETTE. And that is where we get back to the other compo-
nent, that the hospitals should really work with folks from the
front end to establish payment plans and to explain, so that some
poor person is not sitting there recovering in their home and they
get a $30,000 bill.

Mr. RUKAVINA. We believe that would be the fiscally prudent ap-
proach for both the hospital and the uninsured patient.

Ms. DEGETTE. Now, Edith just told me that half of the uninsured
are below 200 percent of the poverty rate, does anybody disagree
with that?

[No response.]

Okay. And my second question is that a lot of people think that
the solution to this problem are the health savings accounts, that
if we let people have a health savings accounts which would have
high deductibles, that might solve the problem. What do you think
about that, Dr. Anderson?

Mr. ANDERSON. I am not a fan of health savings accounts be-
cause I don’t think that the American public—two things: One can
frequently negotiate with doctors, with hospitals, whatever, one-on-
one. You have got Aetna and everybody else negotiating hundreds
on one, thousands on one, why should an individual be able to ne-
gotiate?

The second thing is, I think patients don’t have the clinical infor-
mation to make decisions as well, quite often. And so they are not
the best informed, especially the Medicaid and Medicare recipient
are not the best informed individuals to make a lot of their deci-
sions.

Ms. DEGETTE. Anyone else have an opinion on the health savings
accounts? Mr. Rukavina?

Mr. RUKAVINA. Well, we think that more exposure will not help
the problem, that if people are more financially exposed

Ms. DEGETTE. You mean if they have to pay, say, $1,000?

Mr. RURAVINA. $1,000, $2500, that, in fact, it will be harmful to
the individual, and also to the hospital.

Ms. DEGETTE. It will be much harder to collect and it makes the
problem a lot bigger because you are not just trying to collect from
a small percentage of uninsured.

Mr. RUKAVINA. Again, I was asked the question earlier about the
hospitals and changes since earlier this year when some of this has
come to the fore. We hope to work with some of the hospitals to
better understand this problem as it affects insured patients, and
actually are looking at the increase in these high deductible poli-
cies and whether they do contribute to the medical debt problem,
and the uncompensated care problems of the hospitals in the coun-
try.

Ms. DEGETTE. Dr. Collins, what do you think about that?
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Ms. CoLLINS. I just wanted to cite some research by the Center
for Study in Health System Change that found if all Americans
had a $1,000 deductible health plan, a third would spend more
than 10 percent of their income on their health care in the event
that they were hospitalized. So, you are still looking at charges
that could exceed large shares of people’s income, particularly at
the lower level income ladder.

Ms. DEGETTE. Even for some of those people, it might send them
into bankruptcy and cause other severe financial problems just try-
ing to pay their deductible, correct?

Ms. CoLLINS. Yes.

Ms. DEGETTE. I didn’t get to you with my last question. I am
wondering if you think that the solutions which we all can agree
are important short-term bandaid type fixes—charity care and dis-
counting for the uninsured—are going to solve the financial prob-
lems with health care of the uninsured in America.

Ms. CoLLINS. I think that they are short-term solves to this prob-
lem. They certainly will not solve the problem in the long-run, and
there is no question that with the growing cost in health care, that
employers are going to continue to have to shift more of their bur-
den to their workers, raising the concerns that workers will become
more underinsured or drop their coverage all together. So, now I
think that there really needs to be a broader policy solution to in-
crease coverage of the uninsured.

Ms. DEGETTE. Now, in your study, in fact, that you cited today,
it seemed to me like everything is getting worse. There is more un-
insured. Insurance is more expensive, it covers less. Public health
care systems are being cut back, and people can’t pay their medical
bills. Do you see anything reversing those trends in the next 5
years?

Ms. CorLINS. Improving economy will certainly help, but re-
search by Paul Ginsberg just recently on health care costs predicts
that health care costs will continue to outpace the growth rate in
the economy for the foreseeable future.

Ms. DEGETTE. One of the things I noticed also in your study was
that the largest companies, the ones that employ 500 people or
more, the ones who should be providing excellent insurance, now
have 32 percent of their workers uninsured. This compares to the
medium size companies which actually had a small decrease in the
number of uninsured. What is happening with those larger employ-
ers, are they following sort of the Wal-Mart method of having tem-
porary or part-time employees, or what is going on?

Ms. CoLLINS. What really reflects broader changes in the econ-
omy away from manufacturing and toward the service industry is
the larger firms are now firms that are like Wal-Mart that tend not
to offer insurance coverage to all of their employees, or not any of
their employees, so looking more like small employers. Small em-
ployers certainly—workers in small firms currently make up the
largest share of the uninsured, but it certainly is growing in the
large firm sector.

Ms. DEGETTE. Ms. Jacoby, getting to you with the questions I
was asking, do you think that instituting this charity care and dis-
counting are really going to help the uninsured that you looked at
in your research?
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Ms. JAcOBY. I think that—do you mean in terms of discounts to
a lower amount

Ms. DEGETTE. Because of the population we are talking about
here, is it really practically going to make them not have to take
bankruptcy if they have the lower bills, and can you quantify how
many people?

Ms. JACOBY. I am concerned that even smaller bills can be a big
problem for the families that we are talking about. I think if we
look at the bankruptcy data, credit report data, and even the pub-
lished case law of hospital lawsuits against patients, we are finding
a real range of bills.

Ms. DEGETTE. What are some of the average medical bills in
these bankruptcies?

Ms. JAcoBy. Well, in the average medical bills in bankruptcies,
some of the latest data would suggest that they are well over
$10,000, on average, since illness onset, at the time of filing. We
need to be careful because that may not include amounts that are
included on credit cards. I know that The Access Project has done
other work on this finding that nearly half of all bankruptcy filers
have medical debt in their bankruptcy files, and that is in addition
to people who may have mortgages on their homes already from
medical debt, who may have used credit cards and have higher in-
terest payments on those as well. So, I do think there is a range
of bill sizes, but the average is actually fairly high for families with
the incomes that we are talking about.

Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The time of the gentlelady has expired. The
gentleman from Oregon, Mr. Walden, is recognized for 10 minutes.

Mr. WALDEN. Thank you very much, Mr. Chairman. I want to go
to a comment you made, Dr. Collins, regarding insurance and the
$1,000 deductible portion because I will tell you what I hear, hav-
ing been a small employer for 18 years now, and we provide insur-
ance for our employees, health insurance. As I talk to small em-
ployers in my district and around, it is the price of the premium
that is driving them away from providing insurance. The annual
increase is sometimes 30 or 40 percent. And they are having to
make some really difficult and unwanted choices. And with the ad-
vent of the health savings accounts, I am finding a renewed inter-
est and a new availability of policies where you could actually in-
sure a family for catastrophic care at, say, $300 a month. Now, al-
beit the deductible can be high, but the employer can contribute to
that, which then goes into the HSA. And they are saying, “Gee,
maybe I can continue to provide health insurance for a while
longer.” Some are adding it for the first time.

And I am wondering in terms of your studies and others on the
panel, do you look at that and what that means because, if I am
a moderate to low-income person and my small employer—which is
where most of us work and get our insurance—if they are able to
continue to insure, they are preventing a catastrophic loss—be-
cause when you have a heart attack and you are on a gurney, you
are not negotiating price at the door of the hospital, and it may be
the only hospital within 20 miles. So, do you look at those data as
well? Would the loss be higher if you are uninsured than if you
have a catastrophic stop-loss?
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Ms. CoLLINS. Well, certainly, if you had a catastrophic stop-loss,
your losses would be less if you had a catastrophic event. The prob-
lem is that you are going to be so underinsured for first-dollar
event, so the preventive care. And so people are going to have simi-
lar access to care that the uninsured have simply because those
dollars, preventive care dollars, are not available to them.

Mr. WALDEN. Right. But it seems to me that if I have got, let us
say, a $1,000 deductible HSA policy, health savings account policy,
I am out $1,000 up front, certainly. I may be out some form of co-
payment—and I don’t know what that would be, 80-20, 90, what-
ever, to a stop-loss period—but once I am out that, then I am cov-
ered, right? So my heart attack that may be $11,000, I am paying
$1,000. Without any insurance, I am getting hit for not $11,000,
but $30,000, according to Dr. Anderson, which is outrageous.

So, I am looking at this—and I have worked on this issues as an
employer, on a small community hospital board, in the State Legis-
lature, I chaired the committees after my first session that imple-
mented the Oregon Health Plan and expanded the high-risk pool,
and did all these things. I haven’t found a silver bullet yet that
solves this problem, but what I find is there are a bunch of little
things you can do that fit different pieces, and we try and get more
people covered.

And so I look at HSAs and say, maybe this is one piece that
works for a certain segment that can insure the uninsured that
otherwise would be walking away from the table today, and are.

Ms. CoOLLINS. Yes. The concern, of course, is whether or not peo-
ple have a comprehensive benefit package that leaves them covered
when they need it. It gives them good access to the health care sys-
tem and not underinsured. And whether or not there are other op-
tions for small employers buying into large group pools, for exam-
ple, that might provide more affordable care for their employees.

Mr. WALDEN. Right.

Mr. ANDERSON. When people have first-dollar coverage, the
things that they don’t do are preventive services, so the women do
not get mammograms, they do not get pap smears because they can
defer those things until the next year and the year after that.
Those are the things, when we have this lack of first-dollar cov-
erage, are the things that we go without. I mean, that is just

Mr. WALDEN. Right, but if your alternative is you have no cov-
erage, how are you any better?

Mr. ANDERSON. You are clearly better off having coverage than
no coverage, but the whole idea behind managed care, the whole
idea behind

Mr. WALDEN. Prevention.

Mr. ANDERSON. [continuing] is prevention.

Mr. WALDEN. Sure, and that was the whole idea behind the Or-
egon Health Plan, which for the Medicaid population said “we can
immunize for preventive work for thousands where we can do one
high-risk procedure for an 80, 90-year-old that wanted a liver
transplant, is an alcoholic, diabetic, whatever.

Mr. ANDERSON. And that is what the health savings accounts
will still pay for.

Mr. WALDEN. I understand that, but there is a certain amount
of personal responsibility when it comes to health care, and people
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do make decisions about whether or not they have satellite TV and
a new car. I mean, there are other financial decisions. I am sure
you see it in your bankruptcy work, don’t you? Half of it is medical,
certainly, and those are those out-of-the-blue charges like you are
saying, $30,000 that shouldn’t be $30,000, but there are other—and
I guess that is what I wrestled with on the hospital board because
we looked at the list of people who owed us money, and as commu-
nity leaders we knew some of them. And you would say, “Wait a
minute, I just saw them buying a new whatever, and they are driv-
ing in town, or they are in a business or something,” and they
should pay and they should be held accountable.

Mr. ANDERSON. But if they are being asked to pay $30,000 for
something you know everybody else is buying for $10,000——

Mr. WALDEN. I don’t disagree with that. But the issue, too, is,
don’t those who are insured—don’t the insurance companies bring
some efficiencies to the hospital? I mean, just like—well, in theory,
Medicare does, but I think it just brings more regulation and cost,
frankly—but, in theory, there is an advantage to having a third-
party payer handle that, whether you are a doctor or a hospital.
So, I can see a reason to be able to negotiate—have to have some
room to negotiate some reductions for that opportunity, right?

Mr. ANDERSON. Sure. And the savings occur mostly in the billing
and administrative side, they don’t—once you get on the surgical
table, it doesn’t matter who is insuring you.

Mr. WALDEN. And it seems to me that part of the problem with
this market is—I look again at my district, I have got 20 counties,
three of whom don’t have doctors or hospitals, and you drive 100
or 150 miles to the first one, literally. And so if you walk in with
chest pains, you are not going to say, “Well, I am going to go to
the Dow, it is 19 miles away, and I can get it for 100 bucks less.”
So, it isn’t really a market process where you can negotiate that
kind of price.

Mr. ANDERSON. Certainly if you just had a heart attack.

Mr. WALDEN. Right. Now, if you are doing cosmetic surgery or
something—our colleague, Greg Ganske, used to talk about people
got three prices before they came and made their decision. You look
at lasik eye surgery and things, it is advertised based on price, and
I am not sure I want the cheapest one, but—but it is a voluntary
choice in that case. And what you are looking at is emergency care
and others.

Mr. ANDERSON. Correct.

Mr. WALDEN. But does it make sense to, in effect, get into a price
setting, say, 25 percent above Medicare. Does that work every-
where, and is that—what are they collecting now off the charge
master?

Mr. ANDERSON. Most of them are collecting very little off the
charge master.

Mr. WALDEN. So it raises the issue, why do we have a charge
master?

Mr. ANDERSON. Exactly. Well, we had a charge master from 1900
on because people originally paid charges, and in 1960, 1965, and
1990, the charge master meant something. After about 1990, the
charge master has no market forces to determine it at all, it is just
raised two, three times faster than health care costs have risen.
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Mr. WALDEN. How much of that is because of cost shift from
lower, like Medicare and Medicaid, that don’t always pay the full
freight, and how much of that is just that those final folks left have
no negotiator?

Mr. ANDERSON. I would say that it is mostly that those final
folks have no negotiator.

Mr. WALDEN. And it seems to me, too, on debt—and maybe, Ms.
Jacoby, you can address this—as a small business owner, when I
have a client that is behind 30, 60, 90 days, I am much better off
to sit down and cut a deal because I am never going to see any-
thing—even if I go through bankruptcy, the opportunity to collect
is pretty slim.

Ms. JAcoBy. I think that is what has struck some of us on the
debtor/creditor side about the situation about attempts to collect
through the formal process, that it is a little unusual as compared
to what institutional lenders are doing and how they are handling
the situation.

Mr. WALDEN. It is not very effective. Okay. Then where in the
process do you make this work? I am in the radio business, so I
can negotiate a sales price when we go in the door and out the
other side and all that. But if I am a patient coming into the hos-
pital in need of emergency care, I don’t want to wait around, I
want somebody to look at me. Where do you make this thing work?
Where should these hospitals make it fit?

Ms. JAcoBy. Well, this is a big concern, as I tell my contract stu-
dents, this is very different from even the other standard form con-
tracts that patients and consumers enter into every day, that there
really is no opportunity for negotiation when they need the care,
and often their family members are signing agreements that have
terms in them that they barely are reading because they have very
important things on their mind and would sign them in any event.
It is a very difficult situation to find the right time when people
aren’t involved in regular care. If they are involved in more regular
and preventive care, they might have a better

Mr. WALDEN. That is a different issue. One final point, because
the census data I have here somewhere indicated that I think the
figure was 43.3 percent of those who have no insurance for an en-
tire year are not citizens of the United States. That means—and
we saw it in our hospital, we have a very high Hispanic population.
A lot of them are not legal citizens of the United States. How do
we cope with that because they are not going to want to give data,
and you know why. I mean, they don’t want a free ride back to
their country where they are citizens.

Ms. JACOBY. Even those who are citizens may not have the data
that are necessary in order to process their charitable care eligi-
bility in terms of pay stubs and the like, if that is what you are
referring to.

Mr. WALDEN. Well, but when you are talking about signing up
for charity care in this environment, some of them won’t. Well, that
means they are probably not paying taxes because you could al-
ways turn in a copy of your tax return, I would think. So, where
do you help the hospitals here who are saying, “Okay, I do have
a charity program, but you have got to work with me. You have
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got to give me some data here“. How do we address—what do you
recommend? You are the certified smart lawyer here, I am not.

Ms. JacoBy. Well, I will wear that hat then today. I don’t see a
magic bullet to the situation, and I hope I was clear that I don’t
see the hospitals as being fully responsible for the situation. I think
at every level of our legal system, from the county level to the
State to the level to the Federal level, we do have a system where
the charges are not known to the patient often until afterwards,
and that we treat patients as debtors through our whole legal sys-
tem and our whole health care system. And I think just as that has
developed over a very long period of time, I don’t think it can be
solved overnight.

Mr. WALDEN. Okay. I have overrun my time here. Your com-
ments have been very helpful, thank you very much.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentlelady from Chicago, Ms. Schakowsky, for 10 min-
utes.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman, and thank you,
panel. This has been a very interesting conversation that we have
been having. As someone who supports some kind of universal
health care plan, I would like to see a national health care plan.
One consensus that seems to be here is that the market doesn’t
work. People are talking about whether the uninsured should get
the same rate as people who are insured, so we start talking about
price setting and that kind of thing. The market in health care and
in hospital care seems to have absolutely failed us.

I want to talk a little bit about people with insurance because
I am looking at something from one of the hospitals, Quality
Health Care For Those in Need, and the guidelines that they have.
It begins with the charity care program, and basically it deals with
people who are uninsured.

So I want to ask the witnesses to talk a little bit more about peo-
ple who have insurance with very high deductibles, about what is
happening to them in terms of their financial fragility.

Ms. JAacoBy. Well, many medical bankruptcy filers have some in-
surers in their families at least at some point. One study that I
was involved with originally found that 80 percent of bankruptcy
filers with medical problems had some insurance at the time of fil-
ing.

Ms. SCHAKOWSKY. I want to underscore that because I think it
is really important. When we think of these problems with medical
bills, very often we talk about people who find themselves unin-
sured. But you are saying that bankruptcies due to medical bills
involve people, 80 percent of whom are at least partially insured.
That is a serious problem.

Ms. JacoBy. I agree. Follow-up research is trying to dig a little
bit deeper and see what those numbers mean, and I think what we
are finding is that many of those people have had gaps in coverage
in the past, so they may have incurred some of these debts while
they are insured at least for some family members. It also could
go the other way, they are insured at the onset of their illness and
later become uninsured, and then are facing some of these prob-
lems. So, I think it is more complex than just the label of insured
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or not insured, it is the quality of their coverage, but also the con-
tinuity of their coverage that is showing up in bankruptcy.

Ms. ScHAKOWSKY. I wonder, Dr. Collins, if you could comment on
that as well?

Ms. CoLLINS. Yes. The survey conducted The Commonwealth
Fund asked people about their medical debt, and 35 percent of peo-
ple who were continuously insured said that they had had a med-
ical bill problem or had accrued medical debt. Forty-five percent of
those who were continuously insured, who earned less than
$35,000 a year, said that they had had a medical bill problem or
accrued medical debt. So, we are clearly seeing that people who are
insured continuously are having problems paying their bills. In
fact, when we asked people whether when the bill was incurred, if
they had a medical bill problem or debt problem, if they were in-
sured at the time of the bill problem or the time of the event, 60
percent said that they had been insured at the time. So, we are
clearly seeing this is a problem of underinsurance as well as
uninsurance.

Ms. SCHAKOWSKY. I don’t know if anyone else——

Mr. RUKAVINA. I would like to comment on this as well. We
worked with a nonprofit consumer credit counseling service and
found similar figures. About 40 percent of the people seeking the
services of this consumer credit counseling service were there be-
cause of a medical incident, and nearly I think it was 70 percent
of those people that were there because of a medical incident were
insured at the time of the medical incident.

Mr. ANDERSON. We also know the characteristics of these individ-
uals, generally. A few of them have a catastrophic thing that was
unexpected, but most of these people that have these debts are peo-
ple with chronic conditions, with multiple chronic conditions. They
are somebody who is going to the doctor repeatedly. They are going
to the hospital repeatedly, year in and year out, and they are the
ones that find—and the health system and the health insurance
system doesn’t cover them adequately. If you have got an acute
care problem, the insurance takes care of it, generally. If you have
a chronic problem, the health care system doesn’t cover you as well,
and you are the ones having most of the expenditures.

Ms. SCHAKOWSKY. The other thing about that is that it may be
an accumulated debt over a period of time where the individual
charges may seem manageable but, in fact, over time, are not.

Mr. ANDERSON. If you have diabetes and congestive heart failure
and three other things wrong with you, you are seeing a lot of dif-
ferent doctors and you are incurring a lot of bills, and you are
doing that not just 1 year, but year in and year out. And so those
medical bills pile up. And a lot of times, with co-insurance and
other things, you are paying 20 percent of the doctor bill, a portion
of the hospital bill, and with 30 doctor visits and 50 prescriptions
and all sorts of things that you fill in a year, that is a lot of money.

Ms. SCHAKOWSKY. I think it is important for us to paint a picture
of the people who are facing this problem as most often having
jobs, working, and in many, many cases, also have insurance. In
fact, it sounds like in some cases having a job can be—I am looking
at a document, “Collection Practices Prohibit Legal Action Against
Unemployed Individuals.” Well, if you are employed and still can’t
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pay, then that doesn’t apply to you. It prohibits liens on a patient’s
residence if it is the sole real asset. Well, what if you don’t have
a house and you are a renter? So, you are employed, you have in-
surance, and you are a renter, then your wages could still be gar-
nished and you can’t pay your rent. It seems to me that there are
just so many, many holes in here.

I am concerned about the women who traveled here from Chicago
to talk about their situation. We hear about charity care being of-
fered. The hospital did work to help her apply under the Victims
Assistance Fund, but she was denied, and then she was sued.

If charity care doesn’t work, do they then just turn these over to
collection agencies? When do they start suing?

Ms. JACOBY. I guess we should let the next panel answer that in
some measure, but my belief is that turning medical accounts over
to collection is quite a routine matter, and it is happening earlier
and earlier, perhaps earlier than it would happen with other types
of debts that consumers and patients face.

Ms. SCHAKOWSKY. Then do the hospitals claim to no longer
have—I guess we could ask the next panel.

Ms. JAcoBY. Again, I stand to be corrected, but my under-
standing is that they are mostly not selling the debt outright, but
assigning it to a primary and then perhaps a secondary collector,
and therefore are taking the responsibility for overseeing that proc-
ess.

Ms. SCHAKOWSKY. Is the rate of lawsuits increasing?

Ms. JAcOBY. I don’t have a way to measure that.

Ms. SCHAKOWSKY. Does anybody know if there are more law-
suits? Both of these instances ended up in a lawsuit. Even in the
case of Ms. Perez working out a payment plan and with payments
being made on time, she was sued. So my concern is that, after all
is said and done, if you can’t even work out a payment plan with-
out getting sued, this sounds like an intractable problem. I don’t
kﬁlOW if anyone wants to comment on where we need to go with
this.

Ms. JACOBY. Just looking at the trends in the health care system
right now, rising costs, rising numbers of uninsured, there is no
question that this problem will continue to grow. We probably will
continue to see lawsuits and growing numbers of lawsuits, just be-
cause of the drivers in the system right now.

Ms. SCHAKOWSKY. My concern is the problem that the uninsured
pay this premium price. It is also true, by the way, in the cost of
prescription drugs where those who have a prescription drug plan
that has been negotiated by their HMO or their insurance company
pay less, and the people who can’t afford it end up paying the pre-
mium price. Mr. Waxman’s studies have shown that. So, that is one
problem that the hospitals are charging premium prices. Nonethe-
less, hospitals need to recover some costs as well. We are not ask-
ing them to do complete charity care.

At some point, Mr. Chairman, it just seems to me that we need
to get to the core issue. You said we are not going to solve the issue
of universal health care today, but I just feel that we keep march-
ing around the edges here. At some point we are going to have to
jump right into the middle and deal with the core problem. I thank
the witnesses.
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Mr. GREENWOOD. The Chair thanks the gentlelady. The gen-
tleman from New Hampshire, Mr. Bass, is recognized for 10 min-
utes.

Mr. Bass. I am going to pass, Mr. Chairman.

Mr. GREENWOOD. The gentleman from Michigan, Mr. Ferguson.

Mr. ROGERS. Rogers.

Mr. GREENWOOD. Rogers—I am sorry.

Mr. RoGERS. Wow. Has it been that long since I have been in
committee, Mr. Chairman?

I do appreciate it. Thank you, Mr. Chairman, and I appreciate
the panelists today, and I am adamantly opposed to national health
care. We see it just north of our border. They ration, they have
very few choices on prescriptions, and many places in the system
they stop people from getting care determined by age and illness
and other things that I just think is un-American.

I was curious, Dr. Anderson, something struck me that you said
about the lack of first-dollar coverage would stop people from get-
ting preventative care. Have you done any study on any of the new
folks who have embraced HSAs—and I know it is a relatively new
phenomenon, people are just getting into the system and getting
started—but do you have any studies on the folks who have actu-
ally signed up within the last few months and are participating in
these programs?

Mr. ANDERSON. I do not, but if you look at programs like the
Rand Health Insurance experiment that ran in the 1970’s and
early 1980’s. they in fact did have something very similar to the
HSA type of thing. The services that people chose not to get were
the preventive services. So we have a large national experiment
that was done in the 1970’s and 1980’s, and maybe people are dif-
ferent now, but I don’t think so.

Mr. ROGERS. You don’t think people may be more price sensitive
today than in the 1970’s? Let me tell you why I ask you this. There
was a group—and I am just trying to figure out if you are right
or they are right—but there was a group of about 18 to 20 small
businesses, under 500, who had gone to HSAs, and we assembled
them in a room and said, “Tell us the good and the bad and the
ugly about these things, are they working or are they not?”

And they had some interesting percentages on the people that
were involved in those programs—and they could have been an
anomaly, I suppose—but 45 percent of the membership in these
agencies were brand new. They had never had health care before,
which I thought was pretty staggering. And what they found is
that they were 30 percent more likely to go into preventative care
than the folks in the old system that had first-dollar coverage. And
they were certainly more price sensitive, and most of them—and I
forget the percentage—had engaged in negotiations for things like
annual physicals where they went into the doctor and said, “I don’t
care what you are charging, this is what I am going to pay. Do you
still want me as a patient?”

And to some degree I thought that was very encouraging news.
That may have reverse in the trend, and if there is finally—and
one of the things I think is broken about our health care system
is the consumer is really never in charge. I am told what to do by
everybody else—third-party administrators, your employers, the
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hospital gets their say. At the end of the day, I end up with a col-
lection agency, and 1 am not really sure what in the heck hap-
pened.

My theory is that if we had this sense of price sensitivity, maybe
the $9 aspirin would have gone away a long time ago. Somebody
would have said, “Hey, wait a minute, I am not paying nine bucks
for this.” I am encouraged by it, and I was just curious.

Mr. ANDERSON. Well, I think what you have got to look at is the
43 million uninsured who do have an incentive to negotiate with
their hospital, negotiate with their physician, negotiate with any-
body they can negotiate with over price, and very few of them are
able to do it, and certainly cannot negotiate rates that are com-
parable to what Aetna can do, or what anybody else can do when
they walk into a hospital.

Mr. ROGERS. Of course, under an HSA, you have leverage. If 1
have absolutely no insurance and nowhere to go, I have no lever-
age. At least I know I have got some money to pay, No. 1, and I
have catastrophic coverage, No. 2, so I have got some leverage. You
and I can work together because I have got some money to give
you.

Mr. ANDERSON. Right. And the other thing is that many of the
HSAs—not all of them, but many of the HSAs, in fact, negotiate
for you, so that if the HSA is run by Aetna or is run by somebody
else, they are actually negotiating the rates on your behalf, and you
are essentially piggybacking on those rates.

Now, maybe you can even negotiate a better rate than Aetna is
going to do for you, but I doubt it.

Mr. ROGERS. Interesting. I am actually fairly hopeful for it, so I
hope you will get involved in some of those studies in the future
with actual participants, and maybe we can see where those num-
bers—I was encouraged by that first batch of folks coming in.

This is a very difficult issue, in some cases very difficult to un-
derstand about what care is compensated and isn’t, and I have a
feeling at the end of the day we are going to find that there are
several people that at fault for the problems that we found in the
system, and one of those problem-makers is policymakers. The way
we develop policy for uncompensated care creates some kind of
really anomalies in the system that makes very compassionate,
kindhearted people do some kind of things we all look at and
scratch our head and say, “Why would we do that?”

So, I hope that through this that we can fix those kind of things.
And I guess, Mr. Rukavina, I would ask, there are five systems
joining us today, and they said—at least have told us—that they
have taken steps to enhance and revisit their billing system. Have
you fO‘;lIld that to be true and, if so, what has that done for the pa-
tients?

Mr. RUKRAVINA. Well, we are talking to several of those systems.
They are, in fact, taking steps to address some of the problems that
haﬁfe been highlighted, and I think that frankly it is too early to
tell.

I received a call from an attorney recently that had a patient in
one of these systems that will be here today. We have addressed
it with the system directly. A patient was identified as possibly
having another source of payment, an uninsured patient possibly
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having a source of payment. There were some problems, probably
problems resulting from actions the hospital took and actions the
patient took, but the end result was that the bill was sent to collec-
tion after 30 days, and the first call that this patient received after
being released from the hospital was from a collection agent that
she felt was fairly intimidating. And, again, we are hopeful. I think
it is too early to tell. And I think that it has been raised earlier
by others asking the question, the details of how these programs
are implemented will be of utmost importance. How people are in-
formed of the program, the kind of information that is actually
shared with patients, when it is shared, and the whole series of
questions that get asked regarding patients and their ability to pay
will be very crucial, and we hope that these systems and others
and the American Hospital Association and State associations will
work hand-in-hand with community and consumer groups that we
believe are resources that could help the hospitals and patients
solve some of these problems.

Mr. ANDERSON. One of the problems is the charge master file. A
charge master file has about 10,000 different items on it. You walk
into the hospital, even in a nonemergency situation, you don’t know
which of these 10,000 items you should negotiate on the basis of.
So, you can negotiate afterwards and try to lower your rates on a
certain set of things, but you don’t know a priori when you walk
in what services you are going to need. Are you going to need an
x-ray? How many x-rays are you going to need? What type? Are
you going to need an MRI? What type are you going to need? Ten
thousand items, you can’t negotiate on that. You have got to have
something for somebody that you can, in fact, negotiate on, and
that is probably what is your day rate, what is your DRG rate,
what is something simple that somebody can negotiate on, not
10,000 items, of which probably 9,950 of them you will never use.

Mr. ROGERS. Interesting. I know this problem is complex. I ap-
preciate all you being involved in it. I hope we don’t give up on
probably one of the better health systems in the world—and it is
not perfect. It has got bumps and bruises and warts and it is ugly,
but if we want to remove compassion and care from a system, na-
tionalize it. Ask the Canadians, ask the British, they are all having
problems with the weight of these large, unmanageable, uncaring—
intentions are great, the outcomes are awful, and I just don’t think
we ought to really hinder the innovation of our health care system
that does miraculously well for a pretty unhealthy population,
quite frankly, and that is America as a whole. Thank you, Mr.
Chairman, I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman. The gen-
tleman from Maine is recognized.

Mr. ALLEN. Thank you, Mr. Chairman. Dr. Anderson, I would
like to pursue some of this. I have a different view than my friend
from Michigan, about how the Canadian health care system works.
I think every country has its own unique system, and we are not
going to adopt any other country’s system, but whenever elections
are held in Canada, it is pretty clear how the Canadians feel about
their health care system. They know it has problems, but substan-
tial majorities are very positive about it. In fact, all the polling
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shows the Canadians like their health care system better than
Americans like ours.

I was intrigued by one of your comments, and you were just pur-
suing it with Mr. Rogers. This notion of bargaining for your health
care makes some sense to me when you are part of a very large
group, which is essentially what happens with our insurance com-
panies. They negotiate rates on behalf of their members, their
beneficiaries, and then, without even knowing it, the beneficiaries
get the benefit of that negotiated rate for a whole range of services,
but they can do it simply because they are pooled in a large group.
But I was struck by your testimony, your written testimony, about
the constraints on the bargaining power of the uninsured.

You say perhaps the most important constraint on their bar-
gaining power, however, is that they do not know what services
they will ultimately need. They do not know how long they will re-
main in the hospital, what x-rays or lab tests they will need, and
therefore they cannot know in advance what services they will re-
quire and which of the 10,000 prices they should negotiate. And if
they could negotiate those prices, you would still have an indi-
vidual trying to negotiate with a hospital, which doesn’t work very
well, except it works, as the testimony has shown, after the serv-
ices have been rendered in terms of how much you are going to pay
on a bill that has been rendered.

And so that point seems to me to be particularly compelling in
terms of our expectations about what we really expect here. I don’t
know if you want to elaborate on that anymore, you already com-
mented to the gentleman from Michigan, but do you have anything
further you would like to say on that?

Mr. ANDERSON. I think to allow the marketplace to work, people
have to have good information. And one of the key things you have
got to know is what services are you going to need.

Mr. ALLEN. You touched on how to move ahead, and I was struck
by your DRG+25 percent. Probably doesn’t stand much of a chance
in Congress because we prefer complexity to simplicity here, at
least that is the trend. Give us as much complexity as we possibly
can have, and I offer the Medicare law as the prime example. But
it does seem to me that it highlights the tradeoff that we have
here. If you are going to have stability and predictability and eq-
uity, and you come to this particular problem—and I take the testi-
mony of the panel as a whole to be saying essentially we are really
going to operate in the margins here. We are not going to fix the
problem of the uninsured, we are trying to deal with what started
out being the subject of this hearing, which is the fact that some
people are charged way more—way more—than others, and that
looks unfair. That looks abusive. But if you have—I guess this is
probably for the other panelists.

You could say Medicare+25 percent, you could say Medicare+35
percent, you could say Medicare+10 percent. You could say almost
anything. But if you did that system, it would be a simple system.
You wouldn’t be trying to figure out what insurers for a particular
hospital get reimbursed or are charged for their beneficiaries.

So, if we remove—for all the other panelists—if you remove the
element of how much above Medicare the reimbursement is—and
Medicare is often under-reimbursed—how would you react to, say,
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DRG-10 percent as opposed to DRG+—do you catch my drift—
DRG+10 instead of DRG+25 percent? Is the concept of having a
simpler system one that makes sense to the rest of you? I know it
does to you, Dr. Anderson.

Ms. JacoBy. Well, I think simplicity would assist patients, and
that could be done in a lot of different ways. But I think that one
problem that they are experiencing is trying to figure out what
they owe, if it is owed right away, if it is owed over installments,
what their legal situation is. So, I am certainly in favor of sim-
plicity. I don’t have an opinion on any particular way to make the
system more simplified, but from the patient’s perspective, they al-
ready aren’t—if they are not negotiating the rates in their care
very much, then that is one way to at least let them know how
they can handle their financial affairs.

Mr. RUKAVINA. I think that clearly a more simpler billing system
would be helpful. Transparency would be helpful all around. Hos-
pitals, as Secretary Thompson pointed out, are reimbursed by the
Federal Government $22 billion per year to pay for the care of poor
and uninsured patients. I think that it is oftentimes confusing to
figure out what the gap is in terms of the services provided, the
cost of those services, and what providers, hospital and other pro-
viders, are actually reimbursed for the cost of that care, reimbursed
from the self-pay patient and from the various subsidies that come
from Federal, State, and oftentimes local governments. So, clearly
transparency would help. But, again, a system that is caring and
compassionate on the finance side we believe would benefit the pro-
viders and the patient.

Mr. ALLEN. Dr. Collins?

Ms. CoLLINS. I certainly think that that would be an improve-
ment over the current situation. In the long-term, it might be help-
ful if people without insurance coverage could actually buy into a
group insurance program like the Medicare program, so that could
be sort of a long-term goal and this being a step to fixing the cur-
rent problem on the way to getting to that.

Mr. ALLEN. We are doing an experiment in Maine, we call it
Derigo Health. The State government is essentially contracting
with an insurance company to cover a pool of people who are essen-
tially working for small businesses and most likely be uninsured.
That is another whole speech.

I want to ask one other question, maybe primarily for you, Dr.
Anderson. Put yourself in the position of a hospital CFO. The
change is needed. But any change that is made can easily lead to
an increased cost-shifting. Unless we do something about Medicaid
reimbursement, Medicaid and Medicare—unless we do something
about those reimbursement systems, any loss of revenue anywhere
in the system for a particular hospital can lead to more cost-shift-
ing to the commercial side, and at least in my State, the small
business community in particular, but even large businesses are
really struggling.

Any thoughts about how to deal with that particular problem, if
we basically laid down some ground rules for what hospitals could
do with respect to the uninsured in terms of how they charge and
how they collect from the uninsured? Any thoughts on how we deal
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with the other side, the potential loss of revenue and the risk of
more cost-shifting to commercial insurers?

Mr. ANDERSON. Well, essentially, most of the uninsured have dif-
ficulty paying these bills, most of them do not pay the bills. Only
about 3, 4 percent of hospital revenue actually comes from the un-
insured. So it is not a big number that we are talking about here
in terms of loss of revenue for the hospital industry because many
of these people don’t pay.

So, as a result, I don’t think that it is going to have a whopping
big impact on the bottom line, and Medicaid and Medicare could do
it more substantially by increasing the rates by 1 percent than all
the hospitals tripling the rates on the uninsured. It would have a
much bigger impact on the hospital’s bottom line.

Mr. ALLEN. Thank you. Anyone else? I have 30 seconds left.

[No response.]

Thank you, Mr. Chairman, I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman, and the
Chair thanks our panel of witnesses for your help this afternoon.
Happy birthday, Dr. Anderson, go and enjoy your birthday dinner.
You are excused.

The Chair calls forward our second panel consisting of Anthony
R. Tersigni, Chief Operating Officer and Interim CEO of Ascension
Health; Kevin Lofton, President and Chief Executive Officer of
Catholic Health Initiatives; Jack O. Bovender, Jr., Chairman and
Chief Executive Officer, HCA, Nashville; Herbert Pardes, M.D.,
President and Chief Executive Officer, New York Presbyterian Hos-
pital; and Mr. Trevor Fetter, President and Chief Executive Officer
of the Tenet Healthcare Corporation.

Gentlemen, we welcome you, and let me begin by thanking all of
you for being here. I know how difficult it was to arrange your
schedule so that you could be with us this afternoon, and that is
appreciated.

It is the practice of this committee to take testimony under oath,
and so I need to ask if any of you gentlemen have objections to giv-
ing your testimony under oath this afternoon?

[No response.]

Seeing no such objection, I would advise you that under the rules
of this committee and the House of Representatives, you are enti-
tled to be represented by counsel. Do any of you wish to be rep-
resented by counsel this afternoon?

Mr. TERSIGNI. No.

Mr. GREENWOOD. Dr. Tersigni says no. Mr. Lofton, you are rep-
resented by counsel? Would you identify your attorney by name?

Mr. LOFTON. Mr. Paul Newman is seated directly behind me.

M)r. GREENWOOD. Mr. Bovender, are you represented by an attor-
ney?

Mr. BOVENDER. No.

Mr. GREENWOOD. Dr. Pardes, are you represented by attorney?

Dr. PARDES. No.

Mr. GREENWOOD. Mr. Fetter?

Mr. FETTER. No.

Mr. GREENWOOD. Okay. Then I would ask if you would please
stand and raise your right hands.

[Witnesses sworn.]
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Mr. GREENWOOD. You are under oath and, Dr. Tersigni, we will
begin with you. Again, welcome, and you are recognized for your
opening statement, sir.

TESTIMONY OF ANTHONY R. TERSIGNI, FASCHE, CHIEF OPER-
ATING OFFICER AND INTERIM CEO, ASCENSION HEALTH;
KEVIN E. LOFTON, PRESIDENT AND CHIEF EXECUTIVE OFFI-
CER, CATHOLIC HEALTH INITIATIVES; JACK O. BOVENDER,
JR., CHAIRMAN AND CHIEF EXECUTIVE OFFICER, HCA; HER-
BERT PARDES, PRESIDENT AND CHIEF EXECUTIVE OFFI-
CER, NEW YORK PRESBYTERIAN HOSPITAL; AND TREVOR
FETTER, PRESIDENT AND CHIEF EXECUTIVE OFFICER,
TENET HEALTHCARE CORPORATION

Mr. TERSIGNI. Thank you. Mr. Chairman and members of the
subcommittee, thank you for the opportunity to appear this after-
noon. I am Anthony Tersigni, the new President and CEO of As-
cension Health. This is my fourth day on the job, and I am pleased
to be here.

Mr. GREENWOOD. You are under oath, Dr. Tersigni.

Mr. TERSIGNI. Ascension Health was formed just four and a half
years ago when the Sisters of St. Joseph of Nazareth and four prov-
inces of the Daughters of Charity united their health ministries to
continue their ministries as one. I am grateful that three of our
sponsors have joined me here today, and I ask that they stand to
be recognized—Sister Bernice Corell, Sister Maureen McGuire, and
Sister Mary Kate Terrell.

They are here today because we are as concerned as the sub-
committee about the issues brought forth today. Ascension Health
carries on our sponsors’ strong commitment, which has been in
place for over 400 years, to the healing ministry of Jesus. It is cen-
tral to our mission to serve those who are poor and vulnerable. In
2003 alone, Ascension Health provided more than $500 million dol-
lars in charity care and community benefits. In other words, for
every dollar we made from our operations, we spent nearly $4 on
charity care and community benefits.

Each day our hospitals—or as we call them, our health min-
istries—save the lives and relieve the suffering of hundreds of peo-
ple without insurance. We receive letters every day from patients,
thanking us for the care they received. I have several sample let-
ters with me today, and there are thousands of stories just like
them that go untold. I would respectfully request that these letters
be made part of the record.

That Ascension Health gets many things right is not to say we
get everything right. We are still a young system in the process of
integrating many management and information systems. As a part
of this effort, which began in early 2003, we re-examined our bill-
ing and collection policies and identified several areas for improve-
ment. The subcommittee’s work also prompted us to further review
our policies more carefully.

We determined that, because Ascension seeks out the poor in our
communities, we need more clarity and consistency in this area.
Last December, our System Board approved a system-wide billing
and collection policy for all uninsured patients. I call your attention
to the chart above, which is Attachment 3 of my statement, de-
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scribing the minimum guidelines which are clear and simple, and
must be posted in our hospitals for patients to see. “We will write-
off your bill if you are at or below the poverty line; we will provide
you a sliding scale payment plan if you are financially needy; we
will give you a discount based on our best paying payers regardless
of your income if you have no insurance.”

Under our policy, extended payment options must be offered to
all uninsured patients. Every one of our CEOs, CFOs, and BPs of
mission have committed in writing to carry out the letter and spirit
of th?l policy. I respectfully ask that a sample be entered into the
record.

Mr. GREENWOOD. Without objection, it will, sir.

Mr. TERSIGNI. Ascension Health will not take action to cause
bench warrants. For those who qualify for charity care or financial
assistance, we will not seek liens on personal residences, we will
not authorize a collection effort that will result in a bankruptcy, we
will require collection agencies to follow our system-wide policy for
billing and collection. While we believe these limits generally were
being followed in our Health Ministries, our new policy is un-
equivocal.

Let me address the claim that hospitals make money on unin-
sured care. Our mission is to care for the poor, not to make money
on their suffering. As shown in our submission to the sub-
committee, we collect between 5 and 10 percent of the total charges
for uninsured patients. Each health ministry reported losses on un-
compensated services to the uninsured. In the aggregate, Ascension
Health lost $222 million on uncompensated care in 2003.

Mr. Chairman, Ascension Health does all it can to respond to the
needs of the poor. We have committed 350 financial counselors and
1500 registrars to identify and assist those in financial need. Our
Call to Action commits us to work for 100 percent access to
healthcare in the communities we serve.

We urge Congress to support our efforts and those of many oth-
ers to achieve access for all Americans.

I thank you, and I look forward to answering any questions.

[The prepared statement of Anthony R. Tersigni follows:]

PREPARED STATEMENT OF ANTHONY R. TERSIGNI, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, ASCENSION HEALTH

Mr. Chairman and Members of the Subcommittee: Thank you for the opportunity
to appear before you. Ascension Health commends the Subcommittee on Oversight
and Investigations for its interest in uninsured patients.

I am Anthony R. Tersigni, Ed.D., FACHE, President and Chief Executive Officer
of Ascension Health, one of the nation’s largest nonprofit Catholic health systems.
Ascension Health was formed in 1999 when sponsors of two Catholic hospital sys-
tems that shared a centuries-old commitment to care for the poor—the Sisters of
St. Joseph of Nazareth and four provinces of the Daughters of Charity—agreed to
unite their health systems and continue their ministries as one.

Today, Ascension Health carries on our sponsors’ strong commitment to care for
the poor and the uninsured. It continues to be central to our mission—and the work
of the Catholic sponsors that remain active in the leadership and operation of As-
cension Health. It is reflected in the principles and strategies that guide our oper-
ations [See attachment 1]. In 2003 alone, Ascension Health provided more than half
a billion dollars in charity care and community benefits. In other words, for every
dollar we made from our operations, we spent nearly four dollars on charity care
and community benefits.

Because of our tradition of caring for the most vulnerable among us, our hospitals
and clinics—or, as we call them, our health ministries—play a unique and extremely
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important role in our society, serving as a healthcare safety net for millions of unin-
sured Americans. For the thousands of religious and lay persons who work in our
hospitals, this is a calling. It is humbling to lead an organization whose origin, as
well as its Mission moving forward, is due to women who have dedicated not just
their careers, but their lives, to providing care to people who are poor.

Today, I want to address three points:

e What we do right
e How in the past we fell short in some areas and what we’re doing to address these
issues

e Our response to the Subcommittee’s request for information

Later on in my statement I will also lay out in greater detail our Call to Action
initiative. It is perhaps the best expression of our Mission, Vision and Values. Our
Call to Action has as its goals the achievement of 100 percent access to healthcare
for every person who lives in the communities we serve—certainly an ambitious
goal, but one that speaks to our compassion for the poor and vulnerable.

What We Do Right

Every one of our health ministries has had charity care policies in place for years,
if not decades. We publish and post our charity policies throughout our health min-
istries. Our financial counselors are dedicated professionals who share our values
and who strive to do the right thing. They answer patient questions over the phone
about our charges. They seek out patients who may be in need before they go home
and make attempts to contact patients later on to discuss how their financial obliga-
tions could be eased. They help patients qualify for financial assistance so they can
get the healthcare they need.

In addition, the men and women who work in our health ministries every day
save the lives or relieve the suffering of hundreds of people who do not have health
insurance. The Subcommittee need not take our word for it. Our patients are our
toughest judges, and it is in their words that our success is revealed [See attach-
ment 2].

For example, we received a letter from a woman who was a patient at SETON
Southwest Healthcare Center in Austin, Texas:

I am writing...today to tell you how thankful I am that your organization
was able to assist me on 100% of the hospital bill I accumulated while a patient
at Seton SW...

Earlier this year, my world fell apart. I lost my job and my health insurance.
Shortly there after, my fiancé left me for someone else. I lost my home and—
pretty much the life that I had planned on. It was at that point, I thought I
had lost everything and then I lost my health. Once that was gone, I grasped
on to all that I had left which was my family, friends and faith...Being that
sick, was one of the most humbling experiences of my life. I was unable to work
and very worried about how I would pay my hospital bill. Stress doesn’t help
my medical condition at all. Please know that it was a wonderful surprise to
hear that my bill was taken to a zero balance.

It is said that everything happens for a reason. I would like you to know that
I had a wonderful experience while in Seton. The nursing staff was excellent
and they inspired me. I have decided that I want to be a nurse. I am feeling
better now and plan to enroll in nursing school next year. I hope that I can offer
tl}lle same compassion and inspiration to someone else in their time of pain and
illness. ..

From another letter we received from a patient:

I recently had an operation to remove my gall-bladder. The operation went
well, and I am now in recovery. I don’t know how to thank you. Words cannot
express my gratitude. The cost of the operation had been a big burden to me.
I had just started a new life in America and was financially unstable; in addi-
tion, I had no medical insurance.

Thankfully, you heard of my situation...and funded my operation. Because
of you, I was able to have the operation safely. I believe that all of this is due
to your organization, which truly personifies the love and spirit of Christ. I
thank you...with all my heart. I do not know how I will ever be able to repay
you for all your help. Right now, all I can do is pray, and I will pray for you
and your hospital continuously and diligently. I will also do my best to follow
your example and help others with the love of Christ. Again, I thank you for
the love you have shown me. I will always be praying for your hospital and your
mission.

Mr. Chairman, for every letter like those two, there are hundreds, maybe thou-
sands, of positive stories just like it that are not told. I have additional representa-
tive letters from patients from across the nation. I request that these letters be
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made a part of the record [Attachment 2]. Each one is a very personal story, and
each one thanks the health ministry that provided care—in some cases, life-saving
emergency care. Each person expresses heartfelt gratitude to Ascension Health for
reducing or eliminating his or her hospital bill or eliminating it entirely.

How We Fell Short in Some Areas and What We’re Doing to Address These Issues

That Ascension Health gets many things right is not to say we get everything
right. Formed just four and a half years ago, Ascension Health is a young system
that is still in the process of integrating the many management and information
systems used by our health ministries. As a part of that effort, which began in early
2003, we reviewed the billing and collection policies that existed throughout our sys-
tem and determined that we, as a system, needed more clarity and consistency in
this important area. The Subcommittee’s work also prompted us to examine our
policies more carefully, which led to our identifying a number of opportunities for
improvement.

We learned, for example, that our policies were not always explicit and each
health ministry did things a little differently. Consequently, we could not speak to
an Ascension Health system-wide billing and collection policy. Nor did we have a
process that could measure the effectiveness of our health ministries’ charity care
programs in reaching those in need. Our billing and collection practices were not
receiving the level of attention or oversight by our senior management team that,
in retrospect, they should have received. And we had no system-wide policy that ad-
dressed the level of charges for uninsured patients.

As a result, we believe too many patients, even if only one, had come to our emer-
gency rooms and, in spite of the charity care and financial assistance programs our
health ministries have had in place for years, they had returned home fearful and
anxious about the bills they could not pay. Unfortunately, there are times when pa-
tients do not respond to our communications and their needs are not fully met.

Regrettably, it has on occasion become necessary for hospitals, even those such
as ours that are dedicated to the poor, to refer cases to collection agencies. And the
truth is, we have not wanted to be in the business of bill collecting. We have learned
through this investigation that there have been instances, and I believe they are
rare, when collection agencies have been more aggressive in their practices than our
values would support. That there may only be a few instances does not excuse us.

We concluded from this review that the experience the poor and uninsured have
when they come to us for care is too important to allow completely local variation.
Although Ascension Health is newly formed and somewhat decentralized, we deter-
mined that we needed a level of consistency throughout Ascension Health regarding
the care and billing of the uninsured. As a system, we needed assurances that our
charity and financial assistance programs were meeting certain minimum standards
and reflecting our values.

In December 2003, a single, system-wide policy was approved by our Board of
Trustees, subject to approval by the Centers for Medicare and Medicaid Services
(CMS). It is important to point out that this policy is a “floor”—it is the least that
we require of our health ministries, many of which have been and will continue to
be more generous in their care for the poor and uninsured than this new floor re-
quires.

Ascension Health Policy Regarding Care for the Poor and Uninsured

The Ascension Health policy is premised on several core values and principles, in-
cluding our commitment to, and reverence for, human dignity and the common good;
our special concern for, and solidarity with, poor and vulnerable persons; and our
dedication to distributive justice and stewardship.

The Ascension Health policy establishes minimum guidelines relating to the level
of charges, if any, that would apply to an uninsured patient, depending upon his
or her particular circumstances: those who are poor based on poverty guidelines;
those who face special circumstances; and those who are determined or presumed
(by not applying for financial assistance) to have the means to pay [See attachment
3]. The policy is as follows:

Charity Care. For the poorest patients, Ascension Health covers 100 percent of
their hospital bills. To qualify, a patient must have household income at or below
the federal poverty level (FPL). Those with household incomes between 101 and 200
percent of FPL will have their charges reduced on a sliding-scale basis. The poverty
limits will be adjusted at each health ministry based on area wages.

Financial Assistance. Income is not the only determinant of need. So our Financial
Assistance program considers a broader picture of a patient’s financial resources
and circumstances. Each health ministry must have a written policy that considers
income as well as the patient’s assets, size of the medical bill and other financial
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obligations (e.g., for housing, transportation and childcare). For example, a married
adult male with annual income of $14,500 a year is making 120 percent of FPL and,
therefore, would be entitled to a sliding scale adjustment of his hospital bill, leaving
him responsible for, say, 20 percent of it. However, if the bill is $30,000, he would
still owe $6,000. If he had no assets or had other obligations, he could have prob-
lems paying his medical bill.

Finally, because of the complexity and subjectivity of its guidelines, our health
ministries are required to have review boards that consider patient appeals of ad-
verse determinations.

Uninsured Patients with Means to Pay. Not all uninsured patients are poor and
even those who are don’t always apply for financial assistance (out of reluctance to
fully disclose finances, fear or embarrassment, or other reasons). In the interests of
fairness and clarity, these patients are charged a rate comparable to the discounted
rate each local health ministry has negotiated with its “best paying” insurers. This
portion of the policy is subject to approval of CMS. (The commercial payers whose
rates are used as the benchmark must account for at least 3 percent of that par-
ticular health ministry’s patient volume.)

Mr. Chairman, I would like to reiterate that this policy represents the floor. It
represents the least any of our health ministries will do. We are a system that be-
lieves in distributed leadership. Local health providers know more about local needs
than those at the home office, so if an Ascension Health ministry wants to go above
and beyond the policy I just explained to the Subcommittee, it may. In fact, many
of our health ministries currently are going above and beyond what is required in
our new policy.

The Ascension Health policy on discounts for the uninsured also addresses billing
and collection practices. The policy requires that employees and agents of each
health ministry treat patients and their families with dignity, respect and compas-
sion. Patients must be provided prompt access to charge information and be advised
of applicable policies, including charity care and financial assistance, in easily un-
derstood terms and in the language common to the community. Policies must also
be posted in hospital reception and registration areas.

Patients qualifying for financial assistance are to be provided with both extended
payment options that are appropriate for their financial status and access to finan-
cial cmlmseling. Outstanding balances on accounts are to be pursued fairly and con-
sistently.

With respect to collection practices, the system-wide policy adopts several key
principles:

e Ascension Health will not take action to cause bench warrants to be issued.

e Liens on personal residences will not be sought against individuals who qualify
for charity or financial assistance.

e Ascension Health will not authorize a collection effort that will result in a bank-
ruptcey.

e Interest may only be charged to patients not qualifying for charity or financial
assistance, and only if they are not complying with payment arrangements.

e Collection agencies must follow Ascension Health’s system-wide policy for billing
and collection.

Ascension Health’s Response Highlights Our Charity Care & Values

In October of 2003, Ascension Health complied with a request from this Sub-
committee for detailed information regarding four key areas: billing and collection
policies and practices for the uninsured; collections from uninsured patients; oper-
ating incomes overall and from uninsured patients; and mark-ups for services. As-
cension Health worked diligently with 44 health ministries to assemble the re-
quested information at a cost of over $400,000 [See attachments 4 and 5]. A brief
outline of our submission follows:

e Each of these health ministries has a billing and collection policy for the unin-
sured. Furthermore, all of our health ministries reported offering charity care
to the poor, and all reported providing assistance to patients for enrolling in
public health-insurance programs.

e The aggregate data collected from the 44 Ascension Health ministries shows that
uninsured collections as a percent of uninsured charges ranged from only 5 to
10.0 percent for the various periods reported [See attachment 4, p. 14-17]. In
fact, our health ministries lost $222 million on uncompensated services to the
uninsured in 2003.

e Services provided to the uninsured had a negative impact on margins at every
health ministry during the periods reported. Let me reiterate that point, be-
cause the claim has been made by some that hospitals “make money” from
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these services: every Ascension Health hospital lost money on the services pro-
vided to the uninsured.

Mr. Chairman, I direct the Subcommittee’s particular attention to the attached
chart, entitled “Charges, Costs and Collections on a Per Equivalent Patient Day
Basis” [Attachment 6]. As you can see, the collections from the uninsured represent
the smallest portion of collected services. As I mentioned, some have suggested that
hospitals are somehow “making money” by providing these services. However, we
provide them because it is our mission to serve those most in need, and we are un-
sure, as experienced healthcare administrators, exactly how anyone could recoup
100 percent or more of the aggregate costs of services for uninsured patients.

Moving Forward: “Healthcare That Leaves No One Behind”

Although the purpose of this statement is to address issues raised by the Sub-
committee relating to billing and collection practices, we believe a full under-
standing of our fundamental operating principles and some system-wide achieve-
ments in serving the uninsured will help inform the work of the Subcommittee. I
will now describe several important and representative activities.

Our Mission, Vision and Values are reflected every day in our ministry to care
for the poor and uninsured. Their best expression is found in our Call to Action, a
strategic initiative that dedicates Ascension Health to achieving “Healthcare That
Works; Healthcare That Is Safe; and Healthcare That Leaves No One Behind.”

Our Call to Action’s last component has as its goal 100 percent access to
healthcare for everyone in the communities we serve. In furtherance of 100 percent
access, Ascension Health is providing leadership at the national level to sustain and
strengthen the safety net for the poor and uninsured throughout the United States.
Ascension Health worked closely with Congress to help craft the Healthy Commu-
nities Access Program that provides infrastructure dollars to local communities to
strengthen the local safety net. Ascension Health was then the only organization in
the country that made a commitment to match first-year federal funds for expand-
ing access.

Ultimately, Ascension Health contributed over $7 million, which was used to cata-
lyze local leadership in eight communities to achieve 100 percent access. Dollars
were invested to design and implement information systems to link all safety-net
providers, hire case managers, screen uninsured individuals for insurance eligibility,
design disease management programs for the uninsured, and facilitate a number of
other critical activities to bring health services to uninsured persons. With four
years of experience and results, we are now designing model programs that other
communities can replicate in their efforts to achieve 100 percent access to
healthcare.

For example, in Tawas City, Michigan this year, Ascension Health ministry lead-
ership brought together all of the local safety-net providers in a public-private part-
nership that now provides healthcare to the uninsured. This safety net coalition has
received close to $1 million of federal funding.

In Austin, Texas, our SETON Healthcare Network recently joined with the Travis
County Medical Society in an effort to have every private primary care physician
in the city voluntarily take ten uninsured patients into his or her practice, and
every private specialist take 20 uninsured patients. Although still in its early
stages, this combined, community-wide program has already provided “medical
homes” to 250 individuals without insurance and has set its sights on doing the
same for all of Austin’s uninsured.

In Detroit, Michigan, a coalition of the city’s three major health systems (Ascen-
sion Health’s St. John Health, Henry Ford Health System and the Detroit Medical
Center) are working in partnership with the Detroit Health Department and three
local federally qualified health centers to enroll uninsured patients into a “virtual
HMO?” that case manages their care across multiple providers. The program also col-
laborates with several other safety net healthcare providers in the city.

In New Orleans, Louisiana, the Ascension Health primary clinic for the poor has
joined forces with the public hospital and all other safety-net providers to expand
access to healthcare. In some parishes, the number of uninsured exceeds 80 percent
of the population. In Nashville, Tennessee, the health department is working with
our Saint Thomas Health Services to provide free pharmaceuticals to the uninsured.

Our five-year goal for the “Healthcare That Leaves No One Behind” initiative is
to achieve 100 percent access to healthcare in the communities we serve. Each of
our hospital chief executive officers is charged with the responsibility to work to-
wards 100 percent access within his or her own community and is held accountable
for these efforts by me and our board.

In addition to our hospitals, Ascension Health owns and operates dozens of clinics
for the uninsured throughout the country. Ascension Health is currently leading an
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effort by the nation’s major Catholic health systems to work with the federal govern-
ment on ways to expand these services to the uninsured.

In furtherance of our Call to Action, Ascension Health was the only health system
in the country last year to have 100 percent participation in “Cover the Uninsured
Week,” which was sponsored by numerous national organizations to raise awareness
of the plight of the uninsured. At every Ascension Health hospital, activities were
held during the week, enrolling thousands of eligible poor persons into insurance as-
sistance programs offered by states and the federal government. Today, these thou-
sands carry an insurance card when they seek healthcare services, thanks to the
collective work of Ascension Health ministries.

Finally, our ministry to the poor extends beyond healthcare. The commitment our
hospitals have made to pay a “living wage” is just one example. We believe that the
people who work in our health ministries should have a decent standard of living
and be able to live within our communities.

Conclusion

Mr. Chairman, Ascension Health and our original sponsors take our tradition and
commitment to care for the poor and uninsured very seriously. For us it is both a
social and solemn obligation. I have described for the Subcommittee how the men
and women who staff our hospitals and clinics work tirelessly to care for individuals
who are poor and uninsured. I have also presented the numerous efforts across the
country in which Ascension Health employees, working closely with public and pri-
vate partners, are striving to increase access to healthcare for everyone in their
communities.

It is true that, throughout the nation, Ascension Health is responding to the
needs of the poor and vulnerable. Our new billing policy will prevent some of the
problems the uninsured have faced in the past. But the work of ten Ascension
Health systems or 100 or 1,000 would still fall short and leave many of the health
needs of the poor unmet. We as a nation can do better.

We therefore urge Congress to adopt policies and provide adequate funding to
achieve universal healthcare access for all Americans. The change that is necessary
to address the needs of the nation’s 44 million uninsured will take a much greater
collective effort than any one hospital system can undertake.

Thank you, Mr. Chairman. I look forward to answering any questions the Sub-
committee may have.

Mr. GREENWOOD. Thank you, sir.
Mr. Lofton, you are recognized for 5 minutes for your opening
statement. Welcome.

TESTIMONY OF KEVIN E. LOFTON

Mr. LorTON. Thank you, Mr. Chairman and members of the sub-
committee. Thank you for inviting Catholic Health Initiatives to
participate in today’s hearing. My name is Kevin Lofton, and I am
President and CEO of Catholic Health Initiatives. I have com-
mitted my entire career to serving the needs of the poor, unin-
sured, and underinsured. I joined Catholic Health Initiatives in
1998, and became President and CEO last August.

I also want to acknowledge and ask to stand, Sister Elizabeth
Windo, a Sister Charity who is a member of the CHI Board of
Stewardship Trustees.

CHI hospitals take care of patients in need, regardless of ability
to pay. We are proud of our policies and practices. I am pleased to
update you on our improved billing and collection practices. These
improvements are important, but they will not substitute for long-
overdue structural reform in health care delivery and financing.

Catholic Health Initiatives believes the solution is universal
health care coverage. The CHI health system includes 68 hospitals
and 44 facilities offering health-related services such as long-term
care. We serve 19 States, 68 rural and urban communities, and em-
ploy more than 67,000 dedicated men and women.
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Care for the poor, uninsured, and underinsured has been the
mission and tradition of CHI hospitals for more than 100 years.
Last year, CHI’s total measurable benefit for the poor and broader
community was $644, or 10.6 percent of our total revenue. Commu-
nity benefit includes things such as free clinic grants and mobile
medical vans. CHI hospitals provided $108 million in direct charity
care.

CHI does not consider its $326 million in bad debt expense as
part of our community benefit or charity care commitment. In the
last 3 years, our hospitals committed $1.9 billion to improve the
overall health of our communities.

Chairman Greenwood, I commend you, the subcommittee and
staff for your attention to hospital billing and collection issues. It
prompted CHI to examine our billing and collection practices, and
to aggressively seek clarification and guidance from HHS to ensure
we were doing the right thing. As a result, we are proactively re-
forming our billing and collection policies.

All CHI hospitals have amended contracts with third-party col-
lection agencies, to include the following standards: First, no collec-
tion agency will request bench or arrest warrants. Second, no col-
lection agency will seek liens requiring the sale or foreclosure of a
primary residence. And, third, no collection agency will seek court
action without hospital approval. Several collection agencies re-
fused these new standards, and the hospital terminated these con-
tracts.

We also require collection agencies to be trained on our mission,
core values, and standards of conduct, to make sure that all pa-
tients are treated with proper dignity and respect.

Mr. Chairman, we all share in the heartbreak of people who suf-
fer under the current system of hospital billing and collection.
However, we must acknowledge that hospitals have an obligation
to seek payment so they can continue to provide services to the
community.

The goal of providing fair and compassionate health care finan-
cial services requires that healers, policymakers, administrators,
and regulators truly understand the complexity of hospital pricing.

Recent guidance from HHS allows greater flexibility in dis-
counting for individuals in the case of medical indigence. As a re-
sult, our hospitals are expanding their definition of who qualifies
for charity care so even more people qualify.

We met with Secretary Thompson and various representatives
from HHS and CMS over the course of three meetings, to discuss
other improvements and services to the uninsured such as pre-
sumptive eligibility. These changes will bring some overdue ration-
ality to a small corner of the problems of the uninsured.

I respectfully suggest that it is impossible for any one hospital
to solve the complex issue of financing care for the uninsured and
underinsured. We must address it as a country. We must ration-
alize and simplify our payment system.

Our hospitals can provide charity care and discounted services
and improve financial services, yet the biggest problem remains un-
solved. There are too many people who are uninsured. There are
too many people without access to health care in an appropriate
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setting. The system is clearly broken. The solution is universal
health care coverage.

Catholic Health Initiatives wants to work with Congress and
other policymakers to achieve comprehensive reform. If coverage
for all cannot be achieved immediately, we should adopt a phase-
in plan, one that begins with coverage of the most vulnerable mem-
bers of our society.

Mr. Chairman, we pledge our cooperation, and thank you for al-
lowing us to testify today.

[The prepared statement of Kevin E. Lofton follow:]

PREPARED STATEMENT OF KEVIN E. LOFTON, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, CATHOLIC HEALTH INITIATIVES

Chairman Greenwood and members of the Subcommittee, thank you.

My name is Kevin Lofton. I am the President and Chief Executive Officer of
Catholic Health Initiatives. Thank you for inviting us to join you today to discuss
how we may all work together to achieve quality health care services AND fair, effi-
cient and compassionate health care financing for all Americans, particularly per-
sons who are poor, uninsured and underinsured.

Catholic Health Initiatives hospitals take care of patients in need, regardless of
ability to pay. Providing charity and discounted care to persons who are poor, unin-
sured and underinsured is core to our mission. In that regard, we appreciate the
opportunity to respond to the Subcommittee’s invitation to testify on the subject of
hospital billing and collection practices. I am proud of our policies and practices, and
am pleased to provide you with an update on our improved billing and collections
procedures. Further, we appreciate the assistance of these valuable hearings and
the increased guidance from the Department of Health and Human Services (HHS).

Improved billing and collection practices—while important—will not substitute for
the long-overdue structural reforms in health care delivery and financing. Catholic
Health Initiatives is a strong advocate for universal health care coverage, and urges
the Congress to consider meaningful expansion of health care coverage to all Ameri-
cans.

That view is not only the view of Catholic Health Initiatives; it is my view as well.
I have committed my entire professional career to working with public, inner city
and faith-based health care organizations, all of which have been dedicated to serv-
ing the needs of poor, uninsured and underinsured persons. I joined Catholic Health
Initiatives in 1998 as a Group President and was later promoted to Chief Operating
Officer and Executive Vice President. In August 2003, I was appointed President
and Chief Executive Officer.

Prior to joining Catholic Health Initiatives, I was Chief Executive Officer of the
University of Alabama Hospital in Birmingham, a 908-bed university teaching hos-
pital. I have also served as the Chief Executive Officer of Howard University Hos-
pital in Washington, D.C., and Chief Operating Officer at the University Medical
Center, the urban campus of the University of Florida Health Science Center in
Jacksonville, Florida.

I received a master of health administration degree from Georgia State University
in Atlanta and a bachelor of science degree in management from Boston University.
A copy of my curriculum vitae is attached to this testimony.

Catholic Health Initiatives is a national non-profit corporation based in Denver,
Colorado. The CHI health system, which is comprised of affiliated non-profit cor-
porations located in 19 states, includes 68 hospitals, 44 long-term care, assisted and
independent living and residential facilities and five community-based health orga-
nizations serving 68 rural and urban communities. CHI hospitals, facilities and com-
munity health organizations are non-profit health corporations in the states in
which they operate and have fiduciary boards of directors, although Catholic Health
Initiatives has some approval rights over these other non-profit entities. Collec-
tively, these health providers employ more than 67,000 dedicated men and women.
All of us are bound together by a common mission and vision.

Catholic Health Initiatives was formed to advance and strengthen the Catholic
health ministry into the 21st century and is unique among health care systems in
the United States. During the last decade, religious sponsors of Catholic health care
ministries recognized that the changing health care environment meant greater re-
sources would be needed to develop programs, structures and services in the next
century. In early 1995, a group of visionary leaders in Catholic health care began
to explore ways to preserve and strengthen the health ministry for the future. They
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envisioned a national Catholic health care organization, sponsored by multiple con-
gregations of women religious and governed by a religious-lay partnership whose
mission was to transform health care delivery and create new ministries to promote
healthy communities. The result was the formation of Catholic Health Initiatives
through the consolidation of Catholic Health Corporation, Omaha, Nebraska; Fran-
ciscan Health System, Aston, Pennsylvania; the Sisters of Charity Health Care Sys-
tems, Cincinnati, Ohio; the Sisters of Charity of Nazareth Health System,
Bardstown, Kentucky; and the Sisters of St. Francis of the Immaculate Health of
Mary, Hankinson, North Dakota.

Catholic Health Initiatives is committed to creating new models of health care,
based on collaborative relationships and partnerships with community groups, agen-
cies and other health care organizations. Since 1997, the Catholic Health Initiatives
Mission and Ministry Fund has awarded 123 grants, totaling more than $11 million,
to improve the health of communities served by its facilities. Through this national
healthy communities commitment, hospitals and health services throughout the or-
ganization are developing unique programs to address the root causes of serious so-
cial and health issues, such as domestic violence and the inability to access basic
health care services, so we can create solutions for the long term.

In our testimony, we hope to provide a better understanding of how the Catholic
Health Initiatives mission and vision motivates our deep commitment to charity and
discounted health care services to persons who are poor, uninsured and under-
insured; our resolve to proactively improve collections and billing for patients; and
our strong advocacy commitment to national health care reform.

CATHOLIC HEALTH INITIATIVES: A COMMITMENT TO CHARITY AND DISCOUNTED HEALTH
CARE FOR THE POOR, THE UNINSURED AND THE UNDERINSURED.

First and foremost, Catholic Health Initiatives cares for and cares about poor, un-
insured and underinsured persons. Catholic Health Initiatives has designed charity
care standards to meet the needs of the uninsured and the underinsured. This has
been the mission and tradition of Catholic Health Initiatives hospitals for more than
100 years. As part of this commitment to persons who are poor, alienated and un-
derserved, Catholic Health Initiatives uses financial resources to emphasize human
dignity, social justice and the promotion of healthy communities. Several examples
of CHI’s commitment to the poor and underserved include: free clinics at many CHI
hospitals; $24 million in direct community investments, which are no- or low-cost
loans to institutions or projects that promote access to jobs, affordable housing, child
care, education, environmental protection and health care for low-income and minor-
ity communities; and $11 million in Mission and Ministry grants.

When determining eligibility for charity and discounted health services, Catholic
Health Initiatives facilities have considered income, family size, available assets and
extenuating circumstances. CHI facilities use the Department of Housing and Urban
Development (HUD) income guidelines because they are more inclusive than other
poverty guidelines and more accurately reflect the economic differences of the 68
urban and rural communities in 19 states served by CHI hospitals and health care
facilities. In 26 of those communities, a CHI hospital is the only hospital serving
that community.

In an effort to be inclusive, CHI hospitals provide charity and discounted health
care services on a sliding scale. For example, at St. Anthony Hospital in Denver,
the community in which I live, a family of four with an income of up to $74,000
would qualify for assistance.

With the recent guidance from the Department of Health and Human Services,
Catholic Health Initiatives hospitals are revising their charity care policies. For ex-
ample, the policies will now cover more people and will further simplify the applica-
tion process. If a patient is unable or unwilling to provide financial information, but
that person has other evidence of indigence, such as a person who is homeless, he
or she will be covered by the charity care policy.

Catholic Health Initiatives and its hospitals are responding to the needs of the
poor and underserved and the broader community in very direct ways. In fiscal year
2003, CHTI’s total measurable benefit for the poor and the broader community was
$644 million, which includes grants, free clinics, mobile medical and dental vans
and educational programs. That was 10.6 percent of our total revenues.

As part of that, CHI hospitals provided $108 million in direct subsidization of
charity care. This is the estimated cost of providing the care, not what was charged.
Over the last three years, Catholic Health Initiatives-sponsored hospitals provided
$1.9 billion in measurable benefits to improve the overall health of our communities.

Let me give you a few examples:
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Good Samaritan Hospital in Kearney, Nebraska, has lowered the rate of mortality
from heart disease by 34 percent in its rural Nebraska and Kansas communities
through a program to make advanced cardiac care available and accessible to the
people in these farming communities. Good Samaritan staff members have driven
more than a half million miles to outreach sites since the program began.

St. Elizabeth Health Services in Baker City, Oregon, is a critical access hospital
in an isolated, rural community in eastern Oregon. St. Elizabeth’s provides prescrip-
tion medications to persons who do not have the means to purchase them. These
medications help the recipients recover more quickly from their illnesses, better
manage chronic conditions and avoid costly hospitalizations and interventions.

St. Joseph Medical Center in Towson, Maryland, provides free or low-cost health
care services to underserved residents of the greater Baltimore community through
a mobile medical van staffed with bi-lingual health care providers. The van regu-
larly stops at a soup kitchen, and the staff serves clients who face homelessness,
mental illness and drug addiction.

Our Lady of the Way Hospital in Martin, Kentucky, handles more than 18,000
emergency department and urgent care visits each year. Nearly 60 percent of the
42,000 people living in Floyd County have a family income below 200 percent of the
federal poverty level and nearly half of the adults in the county have less than a
high school education. The hospital’s outreach program provides care for more than
25,000 people. To combat the county’s high teenage pregnancy rate, Our Lady of the
Way Hospital initiated the RESPECT Program for girls in grades six through eight.
RESPECT is a nine-week program designed to build self-esteem, develop career
skills and encourage young teenage girls to postpone sexual activity. More than 400
girls have completed the program and there have been only three teen pregnancies
among program participants.

Finally, Lakewood Health Center in Baudette, Minnesota, is a founding partner
of Communities Caring for Children, a program involving 13 counties in north-
western Minnesota, that offers free care to pregnant women and children up to age
five. The goals are to encourage healthy deliveries and to increase the number of
children who receive well-child exams and immunizations.

CATHOLIC HEALTH INITIATIVES: PROACTIVELY IMPROVING BILLING AND COLLECTIONS

Chairman Greenwood, I would like to commend you, the Subcommittee and staff
for your attention to this issue. It prompted Catholic Health Initiatives to examine
our own billing and collections practices more closely, and to aggressively seek clari-
fication and guidance from the Department of Health and Human Services to ensure
we are doing what is right. As a result, Catholic Health Initiatives is proactively
reforming its own billing and collection policies. Let me be specific:

All Catholic Health Initiatives hospitals have been asked to amend the contracts
they hold with third party collection agencies to include the following standards:
neither CHI hospitals nor their collection agencies will request bench or arrest war-
rants; neither CHI hospitals nor their collection agencies will seek liens that would
require a sale or foreclosure of a primary residence; and no collection agency may
seek court action without hospital approval. Several collection agencies refused to
agree to these new standards and the hospitals terminated their contracts.

As of June 30, 2004, we will require that collection agencies be trained on the
Catholic Health Initiatives Mission, Core Values and Standards of Conduct to make
sure all patients are treated with dignity and respect. Catholic Health Initiatives
will continue to work with the hospitals so that all patient financial services staff
show respect for the individual, regardless of the source of payment for care.

Improving billing and collections—what we charge and how we collect—are impor-
tant. Catholic Health Initiatives is committed to fair, efficient and compassionate
billing and collection policies and practices.

To be fair to the community, patients in a hospital have an obligation to pay if
they can or, if they cannot, to provide information so they can seek to be qualified
for government or charity programs. Hospitals have an obligation to seek payment
so they can continue to provide services to people in the community.

Some of our patients qualify for charity care and discounts based on income lev-
els, but many others fall outside the charity care guidelines and cannot afford ade-
quate insurance. It is for those uninsured and underinsured patients that we must
do better as health care providers, as policy makers and as a nation.

However, the goal of providing fair and compassionate health care financial serv-
ices requires that healers, policy makers, administrators and regulators truly under-
stand the complexity of hospital pricing.

Catholic Health Initiatives appreciates the guidance given by the federal govern-
ment regarding charges and discounting to better serve the community, including
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people who are uninsured and underinsured. This guidance, provided by Secretary
Tommy Thompson and HHS, allows greater flexibility in discounting for individuals
in the case of medical indigency, and as a result, Catholic Health Initiatives hos-
pitals are expanding their definition of who qualifies for charity care.

We have also been meeting with the Centers for Medicare and Medicaid Services
to discuss other improvements to the provision of services to the uninsured, such
as presumptive eligibility, so that people in any of several situations, such as those
living in subsidized housing or migrant farm workers living in transient housing,
are presumed to be eligible for charity care. I am convinced that these changes will
bring some overdue rationality to at least a small corner of the problems of the un-
insured.

But as CEO of Catholic Health Initiatives, I respectfully suggest that it is impos-
sible for any hospital to solve the complex issue of financing care for persons who
are uninsured and underinsured. We must address it as a country from the stand-
point of day-to-day regulatory and operating reality.

We need to rationalize and simplify our payment systems. These systems are well-
past complex and have evolved so that list prices (charges)—which are used in the
formula for Medicare reimbursement, workers compensation plans and private in-
surance discounts—may or may not have a relationship to the actual cost of pro-
viding services—and also have nothing to do with what most hospitals are actually
paid. An indirect and unintended consequence of these forces is that they have cre-
ated hardship for uninsured patients. The system is clearly broken.

At Catholic Health Initiatives, we believe that quality health care and fair, effi-
cient(:l, compassionate billing and collection policies should not, and cannot, be sepa-
rated.

Information about hospital charges may be useful in helping patients ask better
questions. However, obtaining accurate charge information in advance is made dif-
ficult by the many uncertainties involved in predicting the course of treatment for
any one individual. No two patients, diseases or injuries are alike.

Average charge information may be useful for a simple procedure—such as an x-
ray—or for diagnoses that are common and have a great deal of standardization—
such as the normal delivery of a baby. However, the average charge would be mis-
leading for patients when the diagnosis is unclear—and so diagnostic tests are need-
ed—or where there are greater ranges of possible treatments.

Charges will depend on the specific items and services ordered by the patient’s
physician and on complicating diseases the patient may have such as diabetes or
hypertension. For example, in Colorado where charges are publicly available, the av-
erage statewide charge for hospitalization for simple pneumonia is about $6,000 for
a patient without complications and more than $31,000 for a patient with extreme
complications. One might question if publishing the overall average charge of
$12,000 for pneumonia provides any useful information to a patient.

In the end, however, the bottom line for Catholic Health Initiatives is social jus-
tice. All Americans should have access to affordable care. The number of uninsured
persons continues to grow. St. Anthony Hospital in Denver has seen the number of
self-pay patients (who are typically uninsured) in the emergency department grow
from 21 percent to 33 percent in two years.

Catholic Health Initiatives can provide charity care and discounted services and
improve patient financial services. Yet, the biggest problem remains unsolved: too
many uninsured people, too many persons without access to health care in an appro-
priate setting. Again, the system is broken.

The solution is universal health care coverage.

CATHOLIC HEALTH INITIATIVES: STRONG ADVOCACY COMMITMENT TO NATIONAL HEALTH
CARE REFORM.

While incremental change that benefits patients is good...it is not the solution.

Catholic Health Initiatives believes all Americans should have health care cov-
erage. All Americans should have access to quality health care services: the right
care, at the right time, at the right place.

Uninsured Americans are up to three times more likely to have poor health out-
comes. Studies show nearly 40 percent of uninsured adults skipped a recommended
medical test and 20 percent say they have needed but have not gotten care because
they did not have insurance. The Institute of Medicine recommends that the prob-
lems caused by uninsurance in the United States require a national and coherent
strategy aimed at covering the entire population.

Further, as a matter of social justice, it is important that all people have access
to routine, consistent primary care in accessible settings that will be less costly.
Many persons without insurance come to the hospital through the emergency de-
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partment. Often, an uninsured person does not have a primary care physician and
as a result will have had no routine or preventive care. The emergency department
does not have the medical background or history and physical from a primary care
physician that an insured patient with access to primary care will have. More clin-
ical and diagnostic tests are needed, and they must be done in this more expensive
setting.

In addition, a patient without access to a primary care physician is more likely
to have chronic diseases that have been untreated—diseases like diabetes and hy-
pertension. The Institute of Medicine has found that people without health insur-
ance have diminished health, poorer outcomes and are less likely to get preventive
services or the care they need for chronic conditions. Simply put, patients least able
and least likely to pay may be among the most expensive to treat.

Catholic Health Initiatives wants to work with Congress and other policy makers
to achieve comprehensive reform. And, if coverage for all cannot be immediately
achieved due to current budget and political constraints, we should adopt a phased-
in plan that begins with coverage of the most vulnerable members of our society,
including women and children.

We encourage Congress to start by enacting legislation that: removes the prohibi-
tion on legal immigrant children and pregnant women receiving Medicaid/SCHIP
coverage during their first five years in this country; expands Medicaid/SCHIP pro-
grams to cover additional uninsured children from low-income families; and provides
Medicaid/SCHIP coverage for family members of children covered by these pro-
grams.

Mr. Chairman, we pledge our cooperation. Thank you.

Mr. GREENWOOD. Thank you very much, sir.
Mr. Bovender, welcome.

TESTIMONY OF JACK O. BOVENDER, JR.

Mr. BOVENDER. Thank you, Mr. Chairman. My name is Jack
Bovender, and I am the Chairman and CEO of the Hospital Cor-
poration of America. We own and operate 190 hospitals and 82 out-
patient surgery centers in 23 States and two foreign countries, with
about 190,000 employees. Last year, we treated over 14 million pa-
tients in our facilities.

I appreciate this opportunity to share our company’s insight into
the issues surrounding the uninsured, hospital pricing and collec-
tion policies, our escalating bad debt problems and, in particular,
our charity care discount policy, which has been used as a model
by many other hospitals and hospital systems in the country.

In my 34 years in hospital administration, I have never seen an-
other time in which the level of uninsured using hospital emer-
gency departments has been as great, or the amounts we are writ-
ing off to bad debts and charity care have risen so high. The num-
bers are staggering.

Families, USA recently reported that nearly 82 million people
went without health insurance at some point during the last 2
years. Specific to HCA, we have seen our bad debt expense rise
from 8.5 percent of net revenue to about 11.7 percent. Put another
way, HCA hospitals provided free or discounted care to over 1 mil-
lion patients. For HCA, the cost—the cost, not charges—of pro-
viding this unreimbursed care was over half a billion dollars last
year.

Hospitals in this country have become virtually the only safety
net for the uninsured needing health care. The pharmaceutical
companies do not give us free of charge their expensive anti-
thrombolytic drugs for use with the uninsured heart patient. The
medical device companies are not giving away free of charge the ex-
pensive cardiac stints we implant in the uninsured patients. And
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the managed care companies are certainly not coming into our com-
munities offering free or significantly discounted insurance policies
to the uninsured. This unshared burden has driven hospital mar-
gins in this country down to 3.5 percent. These are historic lows,
so low that even the short-term viability of many hospitals is now
threatened. Compare this 3.5 percent margin to those in the phar-
maceutical and medical device industries, which range between 13
and 15 percent.

While hospitals have been castigated recently in the press for
charging and collection practices related to the uninsured, and in
many cases with great justification, hospitals are not the problem.
They are merely the symptom of a much bigger problem. The prob-
lem is how are we as a society going to guarantee that every Amer-
ican has some form of health insurance, health insurance that ade-
quately reimburses hospitals and doctors for the health care they
render?

Before I discuss HCA’s charity discount policy, I would like to
spend a minute on hospital charges. The charge master system on
which hospitals rely to set pricing and billing codes have a 40-year
history of changes that have distorted the relationship between
price and cost. It grew out of a time when decreasing Medicare re-
imbursement prompted cost-shifting to the private sector, and this
was exacerbated in the 1990’s by aggressive managed care dis-
counting. I am not here to try to justify this, and it really needs
to be fixed.

HCA has focused on developing a pricing structure for the unin-
sured that more closely mirrors pricing to managed care. We be-
lieve recent pronouncements by CMS allow us to do this without
as much reliance on complicated indigence tests. In the interim, we
believe our charity care and financial discount policy provides nec-
essary relief to those in financial need.

Our charity care program offers free or discounted nonelective
care for those not covered by private insurance or government
health assistance programs. For individuals with income up to 200
percent of the Federal poverty level, care is free. For those between
200 and 400 percent of the Federal poverty level, a sliding scale of
discounts is applied.

To give you an idea of who benefits from these discounts, a fam-
ily of four with a gross income of $37,700 receives free care. At 400
percent above the poverty level, a family of four with a gross in-
come of up to $75,400 would qualify for a discount as high as 65
percent. Such a discount places the pricing into the same zone as
those negotiated with some of the Nation’s largest health insurance
providers.

Now, I will be the first to admit that we are not perfect. We have
been criticized for the effectiveness of our implementation, and as-
sertions have been made that every HCA patient who is eligible is
not receiving free or discounted care. That is undoubtedly the case,
but I assure you it is not for either a lack of effort or a lack of in-
tent. We are making every effort to provide financial relief to those
individuals who qualify. While we and other hospitals can improve
pricing and collection practices, this will not solve the mush-
rooming problem of the uninsured. We need a comprehensive strat-
egy that guarantees coverage for all Americans.
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The problem is that we as a nation are actually going in the
other direction. More and more businesses are dropping health in-
surance coverage, or shifting more and more of the burden to the
employee with higher premium sharing and higher co-pays and
deductibles. Many are pushing higher levels of part-time employ-
ment, thereby avoiding coverage of ever-larger segments of employ-
ees. About 60 percent of the uninsured are employed.

I believe we need to move to a system of employer-mandated
health insurance in this country, a system that would require all
businesses above a certain size to provide health insurance. Limits
on premium-sharing, deductibles and co-pays should be defined,
thereby leveling the playing field with regards to benefits across all
businesses.

Small businesses should be allowed to form purchasing consortia,
as has been advocated by the National Federation of Independent
Businesses, in order to receive the best insurance rates.

Finally, some form of Federal and/or State coverage must be pro-
vided for the unemployed. This population needs regular access to
routine and preventive care to reduce health care crises necessi-
tating hospitalizations. Hospitals cannot long continue to incur
ever greater increases in bad debt and charity. We need help from
other segments of the health care industry. More importantly, we
need a new paradigm that provides a reasonable level of health in-
surance coverage for all Americans. We will continue to do our
part, but we cannot do this alone.

Thank you.

[The prepared statement of Jack O. Bovender, Jr. follows:]

PREPARED STATEMENT OF JACK O. BOVENDER, JR., CHAIRMAN AND CHIEF EXECUTIVE
OFFICER, HOSPITAL CORPORATION OF AMERICA

INTRODUCTION

Mr. Chairman, members of the Committee and staff—good morning. My name is
Jack Bovender. I come before you today as a 34-year veteran of the healthcare in-
dustry and current Chairman and Chief Executive Officer of the Hospital Corpora-
tion of America (“HCA”).

I grew up in hospitals, and I have spent my life around healthcare professionals.
My mother was a nurse. My wife was a nurse. My first civilian job was in a hos-
pital, and I began my career in hospital administration in the Navy, at the Naval
Regional Medical Center in Portsmouth, Virginia. So I feel qualified to say the issue
of the uninsured is one the healthcare industry has always faced—it has been with
us for as long as I can remember, but at no other time in my life has this challenge
been of the magnitude it is today.

The cost of providing healthcare services to the uninsured is the most significant
issue currently facing hospitals and, I believe, one of the most important domestic
concerns for our country. And the issue of the uninsured is the responsibility of
every one of us—the business community, the government, and the individual, not
just hospitals. We must all play a role if this situation is to be ameliorated.

I appreciate this opportunity to share my personal experience, and the experi-
ences of HCA, working on behalf of this vulnerable and growing population. We wel-
come the invitation to work with members of the Congress to find a real solution
to this escalating problem, and we are hopeful that with this Committee’s help, Con-
gress will reach beyond today’s hearing to engage those groups and individuals who
can also play a role in this process.

Let me tell you a little bit about our company and what we are doing to address
this critical issue. Headquartered in Nashville, Tennessee, HCA affiliates operate
nearly two-hundred hospitals and eighty-two outpatient surgery centers in twenty-
three states, England, and Switzerland. Our facilities currently employ some
190,000 people. Certainly no organization has a greater interest in addressing the
present crisis in health insurance coverage. In many cases and for many, many peo-
ple, we are the nation’s safety net for the uninsured. Last year alone, our hospitals
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provided healthcare services to over one million uninsured patients—let me repeat
that number—one million uninsured patients. Add to that the 1.6 million Medicaid
patients we served last year, and you have an idea of the magnitude of the care
we provide for the underserved.

Our hospitals are dedicated to delivering healthcare services to meet the needs
of all Americans, regardless of whether they are or aren’t the beneficiary of health
insurance. The costs of providing medical services to the uninsured fall dispropor-
tionately upon the hospital industry, whose emergency rooms routinely function as
the primary (and largely uncompensated) point of access to healthcare for this vul-
nerable population.

My testimony today will detail HCA’s charity care plan and discount policy for
uninsured patients receiving treatment at any of our hospitals nationwide, as well
as recommendations for improved coordination of resources to decrease the number
of uninsured Americans.

CARING FOR THE UNINSURED

While hospital management and medical personnel certainly can’t solve the root
causes for the vast numbers of uninsured individuals, every day our people are on
the front lines in the struggle to care for this population’s health and well-being.
The Committee is undoubtedly aware that hospitals equipped with emergency rooms
must provide medical evaluation and required treatment to everyone, regardless of
their ability to pay. This burden has grown even heavier in recent years, with the
advent of physician-owned limited-care hospitals, which skim profitable service
areas for low-risk patients, and leave larger, full-service facilities the task of han-
dling uninsured patients within their community.

In addition, the uninsured cannot visit a pharmacy and expect to receive free or
discounted drugs; they cannot visit a physician’s office and expect to receive free or
discounted medical services; they cannot visit a physical therapist and expect to re-
ceive free or discounted rehabilitation treatment; nor can they go to an insurance
company and expect to receive a free or discounted insurance policy. But in every
HCA hospital’s emergency room, they are assured of receiving the critical medical
care they need, without consideration for their financial condition or health insur-
ance coverage.

America’s hospital emergency rooms have become our de facto public healthcare
system, the primary point of access to quality healthcare services for the nation’s
uninsured. For HCA hospitals, medical treatment of the uninsured has represented
a substantial and growing segment of the patient population.

And contrary to a prevailing myth, the treatment of the uninsured is far from a
profit center for hospitals. Last year, the one million uninsured patients we treated
contributed less than one percent to our net revenues. On average, we received
about $200 in payments from each of the one million uninsured patients we cared
for, and many paid nothing at all. Said another way, we lost a staggering half bil-
lion dollars in un-reimbursed expenses for treating the uninsured. Again, I am not
talking about un-reimbursed charges, I'm talking about real costs we incurred for
which we were not paid. Our hospitals incur both the internal costs generated by
the hospitals’ own medical services, such as nursing salaries and utilities charges,
and costs from outside vendors, like prescription drugs, over the counter medica-
tions, medical devices, and other supplies necessary for the patient’s care and treat-
ment.

In many instances, these goods and services are being provided to individuals
whose needs are less acute and who would, were it not for their inability to pay,
seek treatment at a physician’s office. The cost of ensuring healthcare coverage of
this nature is straining both the physical and financial capacity of the hospital in-
dustry; it cannot continue to be borne solely by hospitals, or medical services may
not be available when Americans need them. The responsibility for the uninsured
must be shared by all sectors of the healthcare industry, and by society at large.

The financial pressures facing hospitals today, including the growing non-reim-
bursed costs of providing care for the uninsured, are illustrated in declining hospital
profit margins (See Chart I). It is this margin that makes capital available to insure
hospitals will be here to serve future generations. It is this margin that provides
funding to cover our wage increases for our nurses and other caregivers. The most
recent estimates from the American Hospital Association show U.S. hospital mar-
gins at approximately 3.5%. Over the last five years, the net profit margins for U.S.
hospital companies have been substantially below margins of both pharmaceutical
and medical device companies, and in 2003, margins of health insurance companies
were more than double that of public hospital companies (See Chart II). For the
most recent year (2003), public hospital company margins were 1.5%, while health
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insurance company margins were 4.3%, pharmaceutical companies margins were
13.8% and medical device companies margins were 15.6%.

The lower margins for hospitals reflect the disproportionate uninsured burden
carried solely by hospitals. As illustrated in Chart III, hospitals’ bad debt (primarily
arising from uninsured) totaled 9.9% of net revenues in 2003, compared to bad debt
levels of 0.1% for insurance companies and 0.3% for pharmaceutical and medical de-
vice companies. Further, the percentage growth in spending for hospital care be-
tween 1991 and 2002 was substantially below the growth in spending for prescrip-
tion drugs (three times the growth in hospital spending) and private health insur-
ance (two times the growth in hospital spending) (See Chart IV).

THE HCA CHARITY CARE AND DISCOUNT POLICY

Charity care has always been a part of our mission at HCA, and part of the serv-
ice provided at our nearly two hundred hospitals nationwide. However, in order to
respond to the recent growth of the uninsured population, last year we developed
an enhanced, system-wide charity care and financial discount policy. In March 2003,
we submitted our proposed discount program for uninsured patients to CMS for ap-
proval. In June 2003, we received a letter from CMS advising us while they “ap-
plauded HCA’s efforts to improve access to quality healthcare to financially needy
patients,” we still needed to “pursue our proposal” with our (five) fiscal inter-
mediaries (FI's) before implementation. After discussions with our FI’s in the fall,
we initiated our new policy nationwide, effective October 1, 2003.

Our standardized charity care programs offer free or discounted medical care to
patients in financial need who come to our emergency rooms and are not covered
under any private health insurance policy, and cannot qualify for any state or fed-
eral health payer assistance programs. For individuals whose income is up to two
hundred percent of the federal poverty level, care is free; for those who make be-
tween two hundred and four hundred percent of the federal poverty level, a sliding
scale of discounts is applied. To give you an idea of who benefits from these dis-
counts, a family of four with a gross income of $37,700 receives free care. At four
hundred percent above the federal poverty level, a family of four with a gross in-
come of up to $75,400 would qualify for a discount as high as sixty-five percent.
These uninsured individuals benefit from a pricing structure competitive with the
reduced rates negotiated by the nation’s largest health insurance providers.

Eligibility for charity care relates only to the patient’s or responsible party’s gross
income and family size; the potential value of other available family assets and re-
sources are not considered when determining the appropriate rate of reduction in
hospital charges. Moreover, free or discounted benefits are available under these
programs at any time after care is rendered and the account is in the process of
being settled. This permits write-offs of outstanding charges or restructuring of pay-
ment plans for patients who lose their insurance or suffer a substantial change of
income. In addition, patients may request consideration under the charity and dis-
count programs for costs associated with previous hospital visits. Each of our hos-
pitals employs a team of patient representatives available to discuss an individual’s
particular situation and develop an appropriate solution.

HCA'’s assistance is not just limited to providing medical care. We are also com-
mitted to helping patients who are eligible to receive the full range of government
benefits. To that end, our hospitals employ a full-time staff of specially trained bene-
fits counselors who are responsible for educating and enrolling patients in Medicaid
or other state health benefit programs. Once enrolled in these federal and state
medical benefit programs, patients can access physicians and other healthcare pro-
viders for critical preventive and follow-up care. Last year, HCA facilitated the en-
rollment in Medicaid of one in five of the uninsured patients who presented at our
hospitals.

In summary, our philosophy is clear and simple. When a patient arrives at one
of our hospitals in need of emergent care, we provide that care regardless of wheth-
er or not they are insured. And if they tell us they cannot afford to pay for that
care, we will write off those costs or discount the charges. While these programs
cannot be a long-term substitute for private health insurance or government health
assistance programs, they may for now be the only recourse for a patient lacking
insurance and unable to afford essential medical care.

HCA’S HOSPITAL BILLING AND COLLECTIONS PRACTICES

Like all hospitals, HCA relies upon a chargemaster as the central repository of
charges and associated coding information used to develop claims. These charges are
determined on a local hospital-by-hospital basis. To put it simply, the chargemaster
system on which hospitals rely to set pricing and billing codes has a forty-year his-
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tory of changes that has distorted the relationship between price and cost. It grew
out of a time in our industry’s history, during the advent of managed care, when the
inadequate level of Medicare reimbursement prompted cost-shifting. Therefore, HCA
is now seeking to develop a pricing structure for the uninsured that is more reflective
of the actual cost of providing the care, and which will provide prices comparable
to managed care pricing for all aspects of uninsured care. In the interim, we believe
our charity care and financial discount policy provides necessary relief for those indi-
viduals who are in financial need.

With regard to collections, we have worked hard to develop a policy that strikes
a careful balance between our fundamental belief that people who receive medical
care should pay a fair price for those services, and an understanding that many in
our nation lack the financial ability to do so. But despite the substantial reduction
of an individual’s medical expenses through the discount policy, HCA appreciates
that many patients will lack the readily available financial resources needed to meet
what are often unanticipated health care costs. Medical debt is, and is likely to re-
main, a difficult issue for hospitals and patients across the country, and I believe
will become an increasing concern for this nation as a whole. As a medical services
provider, HCA recognizes its fundamental obligation to be a steward of public health
in its local communities. The HCA charity care and discount policy ensure compas-
sion and consideration for those among us who simply cannot afford to pay hospital
bills.

We feel the process we have in place is one that seeks to help patients who are
needy and willing to work with us to resolve their debt with our facilities. HCA hos-
pitals will provide individuals with payment plans that are interest-free and tailored
to each patient’s distinct needs and financial ability. One of our challenges in mak-
ing these options available, however, is in communication with the patients them-
selves. We find some patients do not answer our phone calls and letters, discuss
their financial status, talk about payment plans, receive assistance with public ben-
efits coverage, or apply for a reduction under the charity care or discount policy. It
is difficult to effect assistance or financial relief if a patient is unable, or in many
cases, unwilling to give us information.

HCA does employ a collections process, but even then we do our best to work with
our patients as individuals, with sensitivity to their personal and financial cir-
cumstances. If we receive no response to our phone calls and letters, we eventually
place the account with an external collection agency, which continues to attempt to
contact the patient to work out a reasonable and workable payment plan. In some
instances, this collection effort still yields no response from the patient, and litiga-
tion is the remaining alternative to resolve the debt; however, we have no desire
to compel payment from patients who have no ability to pay.

We believe our collection policies are reasonable and reflect an understanding of
individual circumstances. Unfortunately, patients who are financially able yet
choose not to pay affect the cost and availability of healthcare resources to the en-
tire population. When an individual who is able to pay for medical care refuses to
do so, the resulting debt is a cost of doing business that must be absorbed by the
hospital; and, as with any business, that cost is partially passed on to the consumer.
More importantly, the drain on hospital resources compromises its ability to con-
tinue providing everyone in the community with quality, affordable care. This situa-
tion is magnified at HCA, because we have nearly two hundred hospitals, but
through our experience we know that every day, in cities all across America, hos-
pitals are struggling to balance a community’s healthcare needs with a way to pay
for care given when the recipients either cannot or will not contribute financially
to the effort.

SUMMARY AND RECOMMENDATIONS

As previously indicated, the cost of ensuring healthcare coverage for everyone can-
not be borne solely by hospitals. I believe Congress, the Administration, the nation’s
employers, and all sectors of the healthcare industry—hospitals, pharmaceutical
companies, medical device manufacturers, insurance carriers, and the physician
community—must work cooperatively and with equal participation to solve this
enormous problem. And if every participant in the process were to play a meaning-
ful role—as hospitals already do—think how much greater the potential would be
for finding a real solution.

Specifically, I recommend examination of appropriate discounts from all
healthcare industry participants, not unlike the charity care discounts being pro-
vided by hospitals. And I strongly suggest working with the insurance industry to
develop more affordable coverage for the self-employed, and for small business own-
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ers and their employees. We advocate small business health plans or association
health plans.

Let us not forget the individual as well. This country has been very good to me
and to my family, and I believe in its strength and fundamental fairness; but I also
believe each individual plays a part in his or her destiny. So whatever solution is
devised, it must include an accountability for individuals to take part in the man-
agement of and payment for their healthcare needs. Ultimately, I believe all employ-
ers should be required to provide coverage for their employees.

Finally, I believe some universal healthcare coverage must be provided for the un-
employed. Since the implementation of our charity care and financial discount pol-
icy, our statistics show that over 95% of those who qualify fall in the vastly lower
income levels, and many, though ineligible for Medicaid, live just above the poverty
level. These people must be given a means by which to receive regular and preven-
tive medical care.

The bottom line is this: hospitals cannot continue to absorb more bad debt as they
strive to maintain a quality healthcare system for Americans. As more insurance
plans shift a greater burden of the cost of care to individuals, through higher co-
pays and deductibles, the situation will only get worse. This financial picture will
not improve without the intervention and support of other sectors of the healthcare
industry, the greater business community, the assistance of the government, and
the leadership of individuals such as the membership of this Committee.

Thank you, Mr. Chairman and members of the Committee for your time and at-
tention. I will be happy to respond to your questions.

Mr. GREENWOOD. Thank you.
Dr. Pardes.

TESTIMONY OF HERBERT PARDES

Mr. PARDES. Mr. Chairman, distinguished members of the com-
mittee, and staff, good afternoon. Thank you for convening this
hearing on hospital billing and collection practices related to the
uninsured. The committee’s inquiry into these matters has raised
public awareness regarding a serious problem facing millions of
Americans—the lack of health insurance coverage and ability to
pay for necessary medical treatment. There are more than 43 mil-
lion Americans living without health insurance, and millions of
others lack coverage for catastrophic health care expenses. As a re-
sult, U.S. hospitals treat millions of patients each year who can
make only minimal payment, or no payment at all for the medical
services they receive.

My name is Dr. Herbert Pardes, President and Chief Executive
Officer of the New York Presbyterian Hospital. I have served there
for 4 years as CEO, and appreciate the opportunity to testify and
share my insight into and experience with New York Presbyterian’s
charity care and collection policies. New York Presbyterian has al-
ways strived to treat each patient fairly when it comes to how char-
ity care is provided and how uninsured patients are billed. Through
my testimony, I hope to convey New York Presbyterian’s commit-
ment to these important issues.

After providing a brief description of the New York Presbyterian
Hospital and the community it serves, my testimony will focus on
our charity care efforts as well as our collection policies and
charges.

New York Presbyterian Hospital is the largest single hospital
and academic medical center in the New York Metropolitan Area.
It is comprised of four separate campuses, collectively serving a
large geographic area with many diverse communities. The vast
majority of communities served by New York Presbyterian are eth-
nically diverse and economically distressed, with a large percentage
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of Medicaid-eligible, uninsured and underinsured individuals and
families, so we treat a high percentage of Medicaid and uninsured
patients.

As a nonprofit, New York Presbyterian maintains strong and
long-standing commitment to meeting the diverse medical and so-
cial needs of the communities it serves. It is especially committed
to our obligation to provide care both to the uninsured and under-
insured in our service area. Each year, we forego some $70 million
in charity care, write off an additional $70 million in bad debt. We
also expend significant resources in support of very expensive com-
munity benefit programs. Many of our initiatives are directed to
the uninsured and underinsured populations, including a facili-
tated Medicaid enrollment program, prenatal assistance program,
community outreach program, and a number of others.

New York Presbyterian is committed to enrolling patients who
are eligible into Medicaid and other government programs We rou-
tinely screen patients for Medicaid eligibility, and assist them with
the enrollment process. For those patients ineligible for Medicaid
andd otherwise not insured, we offer charity care and other financial
aid.

New York Presbyterian has implemented a charity care policy
that applies across its campuses. Under this policy, New York Pres-
byterian provides charity care and financial aid to patients with in-
comes up to 300 percent of the Federal poverty level, which equates
to some $56,550 for a family of four. In addition, New York Pres-
byterian routinely assesses patients’ eligibility for assistance from
a philanthropic fund. The philanthropic fund is supported by pri-
vate donations and used to pay the medical bills of patients experi-
encing financial hardship. To the extent that a patient is ineligible
for either charity care or the philanthropic fund, New York Pres-
byterian makes every attempt to establish flexible payment ar-
rangements based on the patient’s individual circumstances. On av-
erage, we collect only 12 to 13 percent of the charges for services
to uninsured patients. After making reasonable efforts to collect
the balances, we must frequently write off some, if not all, of the
uninsured patients’ balances, and these write-offs approach nearly
$70 million per year.

New York Presbyterian works to ensure the fair collection of out-
standing patient debts. We have internal policies and procedures as
well as written agreements with our outside collection agencies.
Our collection agencies do not pursue income executions on a pa-
tient’s spouse, and we do not permit foreclosure on a patient’s pri-
mary residence.

New York Presbyterian must establish charges for thousands of
different items and services. We review our charges periodically to
ensure that they cover costs and are in line with charges in the
New York Metropolitan Area. Inevitably, increases in health care
costs lead to increases in charges. The increase in health care cost
in recent years can be attributed to a variety of factors, including
increased cost of technology, research, pharmaceuticals, employees,
insurance, and facility expansion and improvement.

Third-party payers are frequently able to negotiate discounts on
these charges based on factors such as volume of service providers,
reduced transaction cost, assurance of timely payment. New York
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Presbyterian understands that uninsured patients do not have the
benefit of negotiated group rates, and so we offer free or reduced-
charge care to uninsured and underinsured patients, and are flexi-
ble in establishing payment arrangements based on patient’s indi-
vidual circumstances.

At the end of the day, New York Presbyterian stands committed
to meeting the medical and social needs of the communities we
serve. We are also committed to the promotion of meaningful in-
dustry-wide change in how charity care is provided and the unin-
sured are billed. We welcome this opportunity to discuss our char-
ity care and collection policies, and we will continue to buildupon
them to further our commitment to patients’ needs.

Thank you.

[The prepared statement of Herbert Pardes follows:]

PREPARED STATEMENT OF HERBERT PARDES, NEW YORK PRESBYTERIAN HOSPITAL

Mr. Chairman, distinguished members of the Committee and staff—good morning,
and thank you for convening this hearing on hospital billing and collection practices
related to the uninsured. The Committee’s inquiry into these matters has raised
public awareness regarding a serious problem facing millions of Americans—the
lack of health insurance coverage and ability to pay for necessary medical treat-
ment. There are more than 43 million Americans living without health insurance,
and millions of others lack coverage for catastrophic healthcare costs. As a result,
U.S. hospitals treat millions of patients each year who can make only minimal pay-
ment, or no payment at all for the medical services they receive.

My name is Dr. Herbert Pardes, and I am the President and Chief Executive Offi-
cer (“CEQO”) of the New York Presbyterian Hospital (“NYPH” or “NYP”). I have
served as the CEO of NYPH for four years. I appreciate the opportunity to testify
and share my insight into and experience with NYPH’s charity care and collection
policies. NYPH has worked to promote change in how charity care is provided and
how uninsured patients are billed. Through my testimony, I hope to convey NYPH’s
commitment to these important issues.

I. OVERVIEW

New York Presbyterian Hospital (“NYPH”) is the largest, single hospital and aca-
demic medical center in the New York Metropolitan area. NYPH is comprised of
four separate campuses, which collectively serve a large geographic region with
many diverse communities. The vast majority of communities served by NYPH are
ethnically diverse and economically distressed, with a large percentage of Medicaid-
eligible, uninsured and underinsured individuals and families. As a result, NYPH
treats a high percentage of Medicaid and uninsured patients.

As a non-profit institution, NYPH maintains a sincere and longstanding commit-
ment to meeting the diverse medical and social needs of the communities it serves.
NYPH is especially committed to its obligation to provide care to both the uninsured
and underinsured in its service areas. Each year, NYPH spends nearly $70 million
in charity care, and writes off an additional $70 million in bad debt resulting from
the unpaid balances of self-pay patients. NYPH also expends significant resources
in support of its Community Benefit Initiatives, many of which are directed at the
uninsured and underinsured populations.

NYPH is committed to enrolling eligible patients into Medicaid and other govern-
ment programs. NYPH routinely screens patients for Medicaid eligibility and assists
eligible patients with the enrollment process. For those patients who are ineligible
for Medicaid and who are not otherwise insured, NYPH offers charity care and other
financial aid. NYPH has implemented a charity care policy that applies across all
of its campuses. Under this policy, NYPH provides charity care/financial aid for pa-
tients with incomes up to 300% of the federal poverty level, or $56,550 for a family
of four. In addition, NYPH routinely assesses patients’ eligibility for assistance from
the Philanthropic Fund, a fund which is used to pay the medical bills of patients
experiencing financial hardship. To the extent that a patient is ineligible for either
charity care/financial aid or the Philanthropic Fund, NYPH makes every attempt to
establish flexible payment arrangements based on the patient’s individual cir-
cumstances.
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NYPH also works to ensure the fair collection of outstanding patient debt. NYPH
has internal policies and procedures, as well as written agreements with its outside
collection agencies. NYPH’s collection agencies do not pursue income executions on
a patient’s spouse, and do not force a foreclosure on a patient’s primary residence.
On average, NYPH collects only 12-13% of the charges for services to self-pay pa-
tients. After making reasonable efforts to collect the outstanding monies, NYPH
must frequently write off some, if not all, of the uninsured balances. As noted above,
these write-offs approach nearly $70 million per year. While a portion of this is re-
imbursed to NYPH through the New York State Bad Debt and Charity Care Pool,
the write off of bad debt is still a substantial burden on NYPH.

II. NYPH'S CHARGES

NYPH recognizes that rising health care costs are a significant and growing con-
cern. Increases in health care costs lead to increases in our charges. The increase
in health care costs in recent years can be attributed to a variety of factors, includ-
ing the increased costs of technology, research, pharmaceuticals, employees, insur-
ance, and facility expansion and improvements. NYPH must absorb these increased
costs, and must update its chargemaster accordingly. Generally speaking, NYPH’s
charge increases in recent years have been due to an overall increase in these types
of operational expenses.

NYPH understands that uninsured patients do not have the benefit of negotiated
group rates. As such, NYPH has been and remains committed to providing free or
reduced charge services that are medically necessary to persons who are determined
to be unable to pay for their care, in whole or in part, based on their financial situa-
tion. A description of NYPH’s charity care efforts is set forth below.

III. NYPH’S PROVISION OF CHARITY CARE

As the largest hospital in the New York metropolitan area, NYPH is serious about
its commitment to provide medical care to both the uninsured and underinsured in
its community. NYPH is continually modifying and improving its charity care poli-
cies to meet the three-fold challenge of surviving in the face of burgeoning costs and
cumbersome federal and state regulation, continuing to provide high-quality, inno-
vative medical care, and serving the needs of the uninsured and underinsured pa-
tients in its community. To this end, NYPH has recently revised its charity care
guidelines in order to implement a new Charity Care/Financial Aid Policy (“Charity
Care Policy”) across all four of its campuses. NYPH’s Charity Care Policy allows
NYPH staff to consistently and fairly assess each patient’s ability to pay for medical
services, and provides a level of assistance commensurate with their resources.

NYPH’s provision of charity care/financial aid is not intended to be a substitute
for existing government entitlement or other assistance programs. Based on the in-
dividual circumstances of each patient, NYPH makes every reasonable effort to ex-
plore appropriate, alternative sources of payment and coverage through Medicaid or
other public and private programs. Eligibility for charity care/financial aid will be
determined only after eligibility for Medicaid and other public and private programs
has been assessed. This allows NYPH to provide charity care/financial aid to those
patients that are most in need of assistance.

A. Charity Care/Financial Aid Policy

1. Eligibility and Application Process

NYPH’s Charity Care Policy defines charity care/financial aid as “the provision of
free or reduced charge services that are medically necessary to persons who are de-
termined to be unable to pay for their care in whole or in part, based on their finan-
cial situation.” While charity care/financial aid is aimed at NYPH’s uninsured popu-
lation, insured patients who face extraordinary medical costs, not covered by a third
party payer, may be eligible for assistance. As a general rule, other than cases of
medical emergency, NYPH offers charity care/financial aid to individuals who reside
within the communities it serves.

In assessing a patient’s eligibility for charity care/financial aid, NYPH asks appli-
cants to provide certain information and/or documentation related to their financial
resources. NYPH asks applicants to submit the following:

e Household income for the most recent three months;

e Household income for the most recent twelve-month period;

e Number of persons in the household and their relationship to the applicant;

e Net assets (e.g., value of personal and real property, insurance policies, bank ac-
counts, and other investment accounts); and/or
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e Form 1040 (U.S. Individual Income Tax Return) or, in the absence of a Form
1040, any other documentation that can be used to substantiate household in-
come.

NYPH reviews the application and documentation in making a decision regarding
the patient’s ability to pay for the services provided, and eligibility for charity care/
financial aid. NYPH will provide free or reduced care to uninsured applicants with
incomes below 300% of the federal poverty level (i.e., $56,550 for a family of four),
and who have no significant assets other than their primary residence. The federal
poverty level is listed in the Federal Poverty Guidelines for Non-Farm Income,
which is published on an annual basis. Exceptions to the income levels may be au-
thorized by a designated hospital executive. If a patient is found to be ineligible for
charity care/financial aid based on their available assets and income, the patient’s
eligibility may be re-evaluated at a later date. Regardless, NYPH attempts to estab-
lish flexible payment arrangements based on the patient’s individual circumstances.

2. Communication of NYPH’s Charity Care Policy to the Community

NYPH has made an effort to disseminate information about its Charity Care Pol-
icy to the communities it serves. NYPH has shared information about the policy
with various community health agencies and other local organizations that assist in-
dividuals in financial need. NYPH also provides information about its charity care/
financial aid programs in the Emergency and Admitting Departments of each of its
facilities. In so doing, NYPH provides the information in the primary language spo-
ken by the patients served by that facility. Finally, NYPH has trained the personnel
who come in contact with uninsured and underinsured patients so they may educate
suclh p;tients about the availability of, and process for obtaining charity care/finan-
cial aid.

B. The Philanthropic Fund

NYPH’s Philanthropic Fund is used to provide aid to patients experiencing finan-
cial hardship. The Philanthropic Fund, which is supported by private donations,
kc)ontains approximately three million dollars in available funding on an annual

asis.

Both insured and uninsured patients may apply for financial aid from the Philan-
thropic Fund. In order to receive monies from the Fund, the patient must submit
a letter of hardship which details their financial circumstances, and explains why
the patient is unable to pay his or her medical bills. The patient may also be re-
quired to submit financial documentation, such as W-2 forms, Form 1040s and mort-
gage statements. Upon receipt of the patient’s letter and documentation, NYPH will
make a determination as to the eligibility of the patient. If the patient is deemed
to be eligible, NYPH will forgive the patient’s entire balance due to the hospital,
subject to the availability of funds. Monies from the Philanthropic Fund are allo-
cated on a first-come, first-served basis.

IV. NYPH'S COMMUNITY BENEFIT INITIATIVES

In addition to providing nearly $70 million in charity care per year, NYPH ex-
pends significant resources in support of its Community Benefit Initiatives. Through
these initiatives, NYPH collaborates with various local health agencies to ascertain
and respond to the myriad of health care needs of its communities. NYPH incor-
porates the outcome of these assessments into its strategic and program planning
process in an effort to target needed services to residents of its communities. NYPH
currently funds approximately twenty Community Benefit Initiatives. The following
initiatives are directed at the uninsured and underinsured populations:

NYPH’s Facilitated Medicaid Enrollment Program is aimed at enrolling the unin-
sured in the Medicaid Program. NYPH funds community-based organizations,
throughout its five targeted neighborhoods, which hire bi-lingual community-based
staff to serve as liaisons. These liaisons seek out the uninsured by visiting public
housing, homeless shelters, churches, schools, health fairs and other community
events. The liaisons pre-screen uninsured individuals to determine if they are eligi-
ble for Medicaid, assist them in completing the application and gathering required
documentation, and provide referrals to Medicaid application offices located
throughout the City. As a result of these efforts, approximately 6,500 uninsured in-
dividuals have been enrolled in the Medicaid Program in a single year.

NYPH’s Pharmacy Assistance Program makes affordable pharmaceuticals avail-
able to the uninsured and underinsured patients who do not have a prescription
drug benefit. The Pharmacy Assistance Program currently works with over 130
pharmaceutical manufacturers to offer more than 1100 legend drugs to eligible pa-
tients. Under this Program, patients pay a $5 co-payment for a three-month supply
of medicine. Since its inception in August 2002, the Pharmacy Assistance Program
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has assisted many uninsured and Medicare patients to obtain the prescriptions they
need at an affordable cost.

NYPH’s Prenatal Care Assistance Program seeks to enroll low-income pregnant
women into the Medicaid Program. NYPH Medicaid counselors, at both the Colum-
bia Presbyterian and Cornell campuses, pre-screen female outpatients in an effort
to determine if they are eligible for participation in the Prenatal Care Assistance
Program. The Prenatal Care Assistance Program is a State-sponsored initiative that
expands the Medicaid eligibility criteria to include pregnant and postpartum
women. NYPH maintains an electronic Medicaid application program that allows el-
igible pregnant women to receive Medicaid numbers within 48 hours.

In 1998, the Columbia University School of Dental and Oral Surgery, in partner-
ship with NYPH, the Mailman School of Public Health, Harlem Hospital, and
Alianza Dominicana, became one of thirteen sites nationwide to be awarded a Com-
munity Voices Health Care for the Underserved Initiative grant by the W.K. Kellogg
Foundation. This led to the formation of Northern Manhattan Community Voices
Collaborative (“NMCVC”). NMCVC is a partnership of over 35 community-based or-
ganizations, faith-based groups, health care providers, and institutions working to
address the health care needs of the Central Harlem and Washington Heights/
Inwood communities. Under the NMCVC Program, NYPH has worked collabo-
ratively with its partners to increase Medicaid and Child Health Insurance Plus
(“CHIP”) enrollment in the targeted communities.

NYPH’s Community Outreach Program is also aimed at enrolling the uninsured
into health insurance programs. NYPH substantially expanded its Community Out-
reach Program in 2001, when the number of Outreach staff grew from 12 to 36. The
increase in staffing allowed NYPH to develop a grassroots strategy aimed at the un-
insured members of the community. Outreach staff approach individuals in schools,
day care centers, supermarkets, check cashing centers, Department of Labor sites,
consulates and many other community locations. The staff members educate the pa-
tients about health insurance options and attempt to enroll them into CHIP, Family
Health Plus and Medicaid plans.

NYPH’s Breast Cancer Screening Partnership is a program, directed by Columbia
Presbyterian Hospital, which provides free breast and cervical cancer screening to
uninsured and underinsured women. To be eligible for the program, a woman must
be over the age of 40, and have either no insurance coverage or insurance that does
not cover medical screenings. The Partnership conducts outreach, which includes
education and recruitment of women, through community-based and faith-based in-
stitutions. The Partnership provides ease of access through its two mobile mammog-
raphy units, and through formal referral linkages with Harlem Hospital and the
Union Health Center.

The Community Benefit Initiatives, described above, clearly demonstrate NYPH’s
strong commitment to the economically disadvantaged communities that it serves.
NYPH makes every effort to obtain health insurance for the uninsured and under-
insured, as evidenced by the Facilitated Medicaid Enrollment Program, the Prenatal
Care Assistance Program and the Community Outreach Program. To the extent that
patients are not eligible for Medicaid programs, NYPH provides low cost prescrip-
tion drugs and free preventative services through several of its Community Benefit
Programs.

V. NYPH’S COLLECTION POLICIES

NYPH works to ensure the fair collection of all outstanding patient debt. NYPH’s
handling of outstanding patient bills differs depending on a variety of factors, in-
cluding the amount of the balance, whether the services were performed in the out-
patient or inpatient setting, and the age of the account. For example, outpatient bal-
ances under $1,000 are handled by NYPH’s Patient Financial Services Department.
Representatives in the Patient Financial Services Department may take varying ap-
proaches based on the particular patient’s needs and circumstances. The patient
representative may assess a patient’s eligibility for Medicaid, settle the account for
less than the full balance, negotiate flexible payment arrangements, or assess the
patient’s eligibility for charity care from the Philanthropic Fund. The patient rep-
resentative’s goal is to tailor the arrangement to the individual patient’s ability to
pay.

NYPH has internal policies and procedures, as well as written agreements with
its outside collection agencies and law firms (hereinafter “outside collectors”).
NYPH’s outside collectors do not pursue income executions on a patient’s spouse,
and do not foreclose on a patient’s primary residence. NYPH’s outside collectors rou-
tinely assess patients’ eligibility for Medicaid and other government programs. To
the extent the patients are ineligible, the outside collectors provide the patient with
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multiple opportunities to pay on the account. NYPH’s outside collectors are expected
to negotiate flexible payment arrangements based on the patient’s individual cir-
cumstances, and to settle accounts for a percentage of the balance.

On average, NYPH collects only 12-13% of the charges for services to uninsured
patients. After making reasonable efforts to collect the outstanding monies, as re-
quired under the Medicare program, NYPH must frequently write off some, if not
all, of the uninsured or self-pay balances. NYPH’s bad debt expense approaches
nearly $70 million per year.

Mr. GREENWOOD. Thank you.
Mr. Fetter.

TESTIMONY OF TREVOR FETTER

Mr. FETTER. Thank you, Mr. Chairman. I appreciate this oppor-
tunity to address the subcommittee.

My name is Trevor Fetter. Last September, I was named Chief
Executive Officer of Tenet Healthcare Corporation. Prior to that, I
had served since November 2002 as President of Tenet. I have
spent nearly 9 years as an executive in the health care field.

Tenet is America’s second largest investor-owned hospital com-
pany. Last year, we treated more than 9.5 million patients at our
99 hospitals in 14 States across the Nation. We employ more than
100,000 people in our hospitals. Every one of us at Tent is very fa-
miliar with the growing uninsured crisis in our country. We deal
with it every single day, and the burden is rapidly increasing.

Tenet, like most hospital operators, has always provided charity
care to those truly indigent patients with no ability to pay. But in
recent years, we have been forced to absorb the sharply rising cost
of treating uninsured patients who are not indigent, but for a vari-
ety of reasons can’t or won’t pay for the services that we provide.

It is important to note that the uninsured crisis is definitely not
confined just to the unemployed and to the indigent. In some com-
munities that we serve, as many as a third of the uninsured pa-
tients have jobs, but no health insurance.

We estimate that the number of uninsured patients in Tenet hos-
pitals has now risen to more than 500,000 per year. This has an
enormous cost. So far this year, Tenet has incurred about $20 mil-
lion a month in cost to provide care to uninsured patients. It costs
us an additional $15 million per month to provide charity care to
people whom we believe cannot afford to pay us anything.

As hospitals continue to absorb costs of that magnitude to pro-
vide free care to uninsured and indigent patients, their ability to
invest in capital improvements, expanded services, and new tech-
nology becomes limited. My greatest objective is to improve the
quality of care that is provided by our hospitals, but my greatest
concern is that the uninsured crisis may compromise our ability to
reinvest appropriately in our hospitals.

We know that Tenet alone cannot fix the uninsured problem.
Only when the uninsured have insurance will we truly solve this
challenge. But we have committed ourselves to do what we can to
ease this burden until more fundamental solutions are developed.

That led us, in January 2003, approximately a month after I
made the comment that the chairman referenced in his opening
statement, to adopt what we call Tenet’s Compact With Uninsured
Patients. The Compact has radically changed many of the ways
that Tenet hospitals interact with uninsured patients, including a



104

dramatic overhaul of some collection practices. Under our Compact,
we do not sue uninsured patients to collect unpaid bills, if the pa-
tient is unemployed or lacks significant income. And we also do not
impose liens on homes if they are a patient’s only significant asset.
These two changes in our collection practices have reduced by 90
percent our patient litigation and lien activity since 2002.

A key aspect of the Compact is our uninsured discount program
which we are currently rolling out. Uninsured patients in Tenet
hospitals who do not qualify charity care or government health cov-
erage will be offered a substantial price discount similar to those
negotiated by HMOs for their members.

Tenet’s Compact provides uninsured patients with meaningful
price discounts and less onerous collection practices, but I must
emphasize that it is simply no substitute for health insurance.

As Congress continues its efforts to address this problem, I urge
you to keep in mind that the most formidable challenge faced by
uninsured patients, as well as their hospitals and other health care
providers, 1s the lack of affordable health insurance. With our Com-
pact, all of us at Tenet believe we are doing our part to ease the
burden of this crisis on the patients who need that the most.

We welcome this opportunity to work collaboratively with Con-
gress and others to find broader answers to this pressing challenge.

I applaud the subcommittee’s leadership in evaluating the unin-
sured crisis and how our country can do a better job of providing
health care for all Americans, and I would be happy to answer any
questions that you might have.

[The prepared statement of Trevor Fetter follows:]

PREPARED STATEMENT OF TREVOR FETTER, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, TENET HEALTHCARE CORPORATION

Thank you, Mr. Chairman. I appreciate this opportunity to address the Sub-
committee.

My name is Trevor Fetter. Last September, I was named Chief Executive Officer
of Tenet Healthcare Corporation. Prior to that, I had served as President of Tenet
since November 2002. I have spent nearly nine years as an executive in the health
care field.

Tenet is America’s second largest investor-owned hospital company. Last year, we
treated more than 9.5 million patients at our 99 hospitals in 14 states across the
nation. We employ more than 100,000 people in our hospitals. Tenet’s largest re-
gions are in California, Texas and Florida. We also operate hospitals in Alabama,
Georgia, Louisiana, Massachusetts, Mississippi, Missouri, Nebraska, North and
South Carolina, Pennsylvania and Tennessee.

This has been a challenging time for our company. Last year we reported a net
loss of $1.4 billion. Tenet’s challenges have galvanized our board of directors, our
new management and our employees to make our company a model partner with
federal and state payors and regulatory agencies. In the past 18 months, we have
made enormous progress in the areas of compliance, quality and transparency, but
all of us know that we have to regain the full trust of the government, our patients
and our physicians if Tenet is to succeed in its mission.

The specific subject you have asked me to address is the growing challenge of pro-
viding health care to uninsured and under-insured Americans, and it has two parts.
The first requires all of us to recognize that individuals without insurance are not
represented by large payors and therefore do not benefit from negotiated pricing.
The second part is the limited ability that these patients have to pay for health
care, regardless of the price. Tenet has taken action we believe is appropriate on
both fronts, but our company—and our hospitals—cannot solve this problem alone.

Every one of us at Tenet is very familiar with the growing uninsured crisis in our
country. We deal with it every single day, and the burden is rapidly increasing.
Tenet, like most hospital operators, has always provided charity care to truly indi-
gent patients with no ability to pay. But in recent years, we have been forced to
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absorb the sharply rising cost of treating uninsured patients who are not indigent
but for a variety of reasons can’t or won’t pay for the care we provide. I think it’s
important to note that the uninsured crisis is definitely no¢ confined just to the un-
employed and the indigent. In some of our markets, as many as a third of our unin-
sured patients have jobs, but no health care insurance.

We estimate that the number of uninsured patients receiving care in Tenet hos-
pitals has now risen to more than 500,000 per year. This has an enormous cost. So
far this year, it has cost us about $100 million a month to provide care to patients
where neither an insurance company nor the patient has paid us. About three-quar-
ters of that total was from uninsured patients. In addition, Tenet provides $15 mil-
li}?n per month in charity care to people who we believe can’t afford to pay us any-
thing.

What’s most alarming is how the uninsured totals have grown just recently. While
our charity care increased 15 percent from 2002 to 2003, our write-offs from unpaid
patient bills—the vast majority of them uninsured—rose by 49 percent.

As hospitals continue to incur this significant and rapidly growing cost, their abil-
ity to invest in capital improvements, expanded services and new technology be-
comes limited. My greatest objective is to improve the quality of care provided by
our hospitals. But my greatest concern is that the uninsured crisis may compromise
our ability to do that.

When I was named President of Tenet in November 2002, this company faced
many difficult issues. Our new management team set out to address each one.
Among the things we faced were some very vocal complaints that our hospital
charges and collection practices were unfair to uninsured patients. I knew that
Tenet alone could not fix the uninsured challenge. Only when the uninsured have
insurance will we truly solve this problem. But I was determined to see what Tenet
could do to ease the burden until more fundamental solutions are developed.

In January 2003, we adopted our own approach to the uninsured crisis. We called
it Tenet’s Compact With Uninsured Patients.

The Compact has radically changed many of the ways Tenet hospitals interact
with uninsured patients, including a dramatic overhaul of some collection measures.
The paramount goal of the Compact is to treat all Tenet patients fairly and with
respect, regardless of their ability to pay. We start by giving our uninsured patients
extensive financial counseling to help them access all state and federal programs,
such as Medicaid, that may help pay for their health care. As part of this process,
we also determine if the patient is indigent and therefore eligible for Tenet’s charity
care program.

Under our Compact, we do not sue uninsured patients to collect unpaid bills if
the patient is unemployed or lacks significant income. And we also do not impose
liens on homes if they are a patient’s only significant asset. These two changes in
our collection practices have reduced by 90 percent our patient litigation and lien
activity since 2002.

One of the unique aspects of the Compact is our uninsured discount program.
Every uninsured patient who does not qualify for charity care or government health
coverage will be offered a substantial price discount similar to those negotiated by
HMOs for their members.

Although our uninsured patients have benefited from all other features of the
Compact since January 2003, Tenet has not implemented the uninsured price dis-
count until very recently. That’s because we wanted to be sure our program com-
plied with all federal and state laws. Earlier this year we concluded that Tenet’s
discount program is in compliance with all federal laws, but there are two states
where we have had to take interim measures. By the end of July, the discount will
be available in virtually all of our hospitals, except those in Texas and California.
We are still awaiting resolution of regulatory issues in those two states. In the in-
terim, we are significantly expanding our charity care policy there to include many
more uninsured patients until our discount is available.

As Congress continues its efforts to address this problem, I urge you to keep in
mind that the most formidable challenge faced by uninsured patients—as well as
their hospitals and other health care providers—is the lack of available and afford-
able health insurance.

Tenet’s Compact provides uninsured patients with meaningful price discounts and
less onerous collection practices. But it is no substitute for health insurance. Even
with the price discount offered by our Compact, uninsured patients still must pay
their own bills. Not many Americans with health insurance would find it easy to
pay their own medical bills, even if they were discounted to HMO-style rates.

With our Compact, all of us at Tenet believe we’re doing our part to help ease
the burden of this crisis on the patients who need help the most. We welcome the
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opportunity to work collaboratively with Congress and others to find broader an-
swers to this pressing challenge.

I applaud the Subcommittee’s leadership in evaluating the uninsured crisis and
how our country can do a better job to address the health care of all Americans.
I’d be happy to answer any questions the Subcommittee may have.

Mr. GREENWOOD. Thank you very much, Mr. Fetter. The Chair
recognizes himself for 10 minutes for inquiry.

You all heard me quote Mr. Fetter’s comments, and let me just
refer back to them again. He said, “In other words, the entire hos-
pital industry renders its highest bills to the customers who are
least able or likely to pay. The problems that this creates are obvi-
ous. The bills are tremendous and incomprehensible to most people.
The patient leaves the hospital presumably after some traumatic
event, and the hospital ill adds to the trauma,” and I think all of
you have essentially recognized that this has been a problem. All
of you have essentially testified that you have made changes in
your billing practices in order to deal with this problem.

The thing that I am trying to ascertain is when did this occur
to you, and why? In other words, this is a long-standing issue. Mr.
Fetter said in his statement it is a long-standing issue. When did
these issues first raise concerns in your mind, and what did you
do }?bout it? I would just like the panel go down from my left to
right.

Mr. TERSIGNI. Mr. Chairman, we always had policies within our
health ministries. What we didn’t have was a uniform policy across
all of Ascension Health. And so we began on the journey beginning
in early 2003, actually before the subcommittee’s investigation, and
what we learned was that our policies weren’t always explicit and
each hospital did things differently. We really couldn’t speak, as an
Ascension Health policy, that there really wasn’t a process to meas-
ure how well our charity care programs were doing, and then our
billing and collection wasn’t receiving the level of attention and
oversight that we believe we needed to do from a systemwide per-
spective. And, therefore, we went about, as we are beginning to in-
tegrate our system, management systems, in creating a systemwide
policy that I indicated that our board approved.

Mr. GREENWOOD. I am going to ask everyone to be brief because
I have a series of questions and limited time, so just basically when
did you start working specifically on the question of trying to make
sure that the uninsured were not billed charges. I know that all
hospitals, all of your systems have long-standing charity care pro-
cedures and so forth, but on the specific question that this com-
mittee is focused on, making sure that the uninsured aren’t billed
charges, when did you recognize this is a problem, and when did
you take action to correct it?

Mr. LOFTON. Again, we have had policies in place to help them,
so the assistance has been there. It has been done on an individual
patient-by-patient basis. The investigation brought to light a seri-
ous problem that was there. We definitely could have been more
purposeful in addressing it as a system.

CHI itself is still a relatively new system with a collection of hos-
pitals, and each hospital had their own policies and practices. So,
last year was when we began to look at it from a systemwide basis
and looked to put systemwide policies in place.

Mr. GREENWOOD. Very well. Mr. Bovender.
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Mr. BOVENDER. In late 2002, I asked my staff to start formu-
lating a program where we could provide policy discounts to charity
care discounts, as I enumerated in my testimony. I was told by
both inside and outside legal counsel at the time that we had to
get clearance for this through CMS, and so we, in March 2003, sent
a letter detailing our plan to CMS. They responded in June 2003,
saying that they thought the plan was good, fit within the regula-
tions, but we would have to get individual permission from each of
our five fiscal intermediaries in order to implement the plan.

Mr. GREENWOOD. What was the impetus for you to seek that
legal advice? Was it this investigation? Was it the lawsuits that
Tenet was experiencing? What was it?

Mr. BOVENDER. It was mainly seeing the growing problem and
the attention both this committee as well as the problems that
Tenet has alluded to earlier were seen, and I just said to our people
very frankly, we need to fix this problem, it is not conscionable.
This kind of disparity between what is actually being charged to
the uninsured and what is appropriate given our managed care dis-
counting and other rates, and it needed to be changed. But it took
a process through CMS to get approval. We got approval in Octo-
ber. We have implemented the policy. And as I have said, it has
not been perfect. And we have learned a lot. In fact, about 3 weeks
ago, through the open forum that the Office of Inspector General
did in HHS, they opened the doors a lot wider for discounting poli-
cies, and we are going to go back and actually, as I mentioned in
my testimony, implement some new plans, which won’t replace the
charity discount, but I think will change the pricing to the unin-
sured based upon actually some of the things that Dr. Anderson
was testifying about earlier.

Mr. GREENWOOD. Dr. Pardes.

Mr. PARDES. We have had policies trying to address the problems
of the uninsured for some time, Mr. Chairman, and those have in-
cluded developments like reducing the number of collection agen-
cies, taking more of the collections under our control, and trying to
interfere with inappropriate practices.

Your investigation I think has spurred that further, and I think
you should be credited for it.

Mr. GREENWOOD. Thank you. Mr. Fetter.

Mr. FETTER. Well, those comments that you cited I made in De-
cember of 2002. In January 2003, we announced this Compact With
the Uninsured, having those two features I mentioned, the dif-
ferent collection practices as well as the discounting.

We did immediately take action to seek an opinion from HHS
with respect to the discounting, and it was almost a year later that
the Secretary clarified HHS policy. We then took immediate action
to roll out the discounting plan which we are doing now.

I would also, as Mr. Bovender just did, like to applaud HHS for
holding those open forums. We found them to be exceedingly help-
ful in clarifying a variety of regulatory issues.

Mr. GREENWOOD. Thank you. And let me be clear. I am not inter-
ested in knowing whether this investigation was the inspiration for
your change so we can take credit for it so much as I want to ex-
amine the question of whether the Congress feels a need to go on
and do something legislatively, which I think you would probably,
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to a person, prefer that we did not. And so we are interested in see-
ing the impact of all of these events on the hospitals across-the-
board.

Let me ask this question now. What is the most—using stand-
ards like Medicaid, Medicare, the average third-party payment in
your charges, what is the most highest price that an uninsured
person now could pay at your facilities? Dr. Tersigni.

Mr. TERSIGNI. Our average patient cost per day for caring for an
uninsured is about $1376, of which we collect an average of $155.

Mr. GREENWOOD. I am not sure that that exactly answered my
question. The question is, when an uninsured person comes into
your hospital, what is the most they could pay? Is it possible now,
given the procedures that you have, for that person to be billed
charges?

Mr. TERSIGNI. All of our patients presently are billed charges. In
the case of the uninsured, as they enter one of our facilities, the
financial counselors will begin working with them, and the first
questions they ask are, do you have insurance, and then we begin
the process of looking at the means to pay or the inability to pay.

Mr. GREENWOOD. But, again, someone says “I have no insur-
ance.” Is it possible, in your system, for that person to walk away
from the hospital with an obligation equal to your charges?

Mr. TERSIGNI. Not if we have all of the financial information nec-
essary to determine that they are in financial need.

Mr. GREENWOOD. Mr. Lofton.

Mr. LOFTON. One of the considerations that we have to look at
is differences across the country. I have heard a lot of generaliza-
tions about charges and we have seen cost and average charges put
up, so the answer to your question will vary based on where the
location of the hospital is. We have some markets where there is
very little discounting from charges, so the variation that was
talked about earlier is very small between what a managed care
patient will pay and what a full-charge patient will pay.

Mr. GREENWOOD. Is it still possible for an uninsured person to
pay significantly more than, let us say, third-party payers pay at
your hospital?

Mr. LorFTON. That scenario is possible, but again if the informa-
tion is provided—one of the things that the advice and guidance
that the Secretary issued allows us to do, if we have the proper in-
formation with that given patient, we are able to determine wheth-
er there is a medical indigency reason whether we can discount
that bill. So a lot of it has to do with the patient providing ade-
quate and proper information for us to make the proper determina-
tion as to what they should pay. There is no clearcut answer to
your question.

Mr. GREENWOOD. Mr. Bovender.

Mr. BOVENDER. In our circumstances, assuming that we can
qualify them under that 400 percent or below criteria, then the
payment will range from anywhere near a managed care rate down
to a 200 percent or below the Federal poverty guidelines, it would
be free. Above that level, above 400 percent now, they are going to
be charged charges. Under the plan that we are evaluating now,
hopefully we can move everyone uninsured into a price point that
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is essentially around probably the 95th percentile of all of our man-
aged care contracts as a standard.

Mr. GREENWOOD. Now, that is the clearest answer I have had so
far. That is quite straightforward. Dr. Pardes.

Mr. PARDES. I would say, Mr. Chairman, that about—the bulk of
our patients either are either in Medicaid or Medicare programs,
or are under plans. That least about 2 percent who are self-pay. We
do have some people who are international patients and wealthy
patients who will pay charges. We individually assess every other
individual, and for those individuals who have financial distress,
we work out individual arrangements so they will pay substantially
below the charges.

Mr. GREENWOOD. Mr. Fetter.

Mr. FETTER. Once one of our hospitals has implemented our
Compact With the Uninsured Discounts, uninsured patients would
not be rendered a bill of charges. They would be rendered a bill
that would approximate the 75th percentile of what we are paid in
that market by managed care.

Prior to the implementation of the Compact, an uninsured pa-
tient could receive a bill at full charges, but I would like to point
out—

Mr. GREENWOOD. When do you expect all of your hospitals to
have that contract in place?

Mr. FETTER. By the end of July, with the exception of the States
of California and Texas, where there are certain State laws that
have presented us with difficulties in implementing that. But I
would like to point out with respect to those patients who would
receive a bill at full charges, that was represented by the Orange
bar, I believe, on the graph that you showed in the beginning. The
collection rate from those patients is actually less than 10 percent.

Mr. GREENWOOD. In the aggregate, I understand that. What we
have been worried about in this committee is that disaggregated,
that some individuals of limited means get hammered with
charges, and that is the only thing that we think is unfair about
it. Speaking for myself, that is the unfairness of the system.

The gentlelady from Colorado.

Ms. DEGETTE. Thank you, Mr. Chairman. I would like to ask you
gentlemen about something you keep referring to, which is about
a year ago when you said you got clarification from CMS as to the
policies, and that combined with these pending hearings were what
caused you to really re-examine your policies that related to the
uninsured, and to change them.

What policy was it from CMS that you thought had to be clari-
fied? Mr. Fetter, we will just start with you, I think.

Mr. FETTER. Thank you. And I would point out I believe that
HHS guidance was actually issued in April of this year, not a year
ago. I referenced a year. That was more than a year ago.

Ms. DEGETTE. I am sorry. What policy was it that you thought
needed to be clarified?

Mr. FETTER. The policy that required that charges be uniform for
all patients, and that discounts could be negotiated with individual
payers, but there must be a charge master, and the charge master
must be the same, regardless of the
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Ms. DEGETTE. For all patients. Now, was that a written policy,
or was that more of an understanding?

Mr. FETTER. You know, I am not an expert in

Ms. DEGETTE. Does anybody know? Was that—Mr. Bovender?

Mr. BOVENDER. We were told by both our inside counsel and out-
side counsel, Medicare experts, attorneys who are experts on the
Medicare law, that you could not arbitrarily, without reference to
some indigence test, discount your charges to individual patients.
And so that is what led us in March to send a letter of request de-
tailing our discount program that I talked about before and, as I
said, we got a letter back in June that said that CMS thought the
program was fine, but it needed approval by each of our five fiscal
intermediaries.

Ms. DEGETTE. And what Mr. Fetter just described about having
to have the same charges for everyone, was that everyone else’s un-
derstanding as well? Mr. Lofton?

Mr. LOFTON. Yes. Ours was we could not charge individual pa-
tients, there had to be consideration for discount.

Ms. DEGETTE. And was that also a basis of your previous under-
standing, that CMS was requiring that you aggressively pursue
these collections as well?

Mr. LOFTON. Yes. In the past, OIG has been very forthright in
making it clear about waiver of co-payments or reductions of pa-
tient bills for individual patients.

Ms. DEGETTE. Now, do all of you think that has now been
cleared up by HHS?

Mr. LOFTON. Yes.

Mr. BOVENDER. Yes.

Ms. DEGETTE. Okay. And so that is why you are now instituting
these policies, in addition with these pending hearings, correct?

Mr. FETTER. Yes.

Ms. DEGETTE. I want to ask about the collection process because
you have all talked about how you are really making these efforts
to make accommodations for the uninsured particularly, the less af-
fluent uninsured, and so on, but I just said this actually in a dif-
ferent hearing in this committee on Tuesday of this week—the
devil is really in the details.

So, I want to ask you when—and I guess I will start with you,
Dr. Tersigni—what is your organization’s policy when you send
these cases to a collection agency?

Mr. TERSIGNI. Well, we have asked the collection agencies to
comply with——

Ms. DEGETTE. Do you have a policy after a patient has been dis-
charged from the hospital, how long is it before you will send it to
a collection agency?

Mr. TERSIGNI. It depends on the circumstance.

Ms. DEGETTE. So you don’t have a firm policy on that?
| Mr. TERSIGNI. We don’t have a firm policy of when it goes to col-

ection.

Ms. DEGETTE. Mr. Lofton, do you have a firm policy on that?

Mr. LorToON. I don’t know if I can say policy. Our practice is that
a bill will go to a collection agency 90 to 120 days following dis-
charge. And during the course of the next 150 days, if that bill has
not been acted on or been active during that time, we take it back
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from the collection agency. So, 90 to 120 days we send it, and then
another 150 days we take it back.

Ms. DEGETTE. And is there some discretion involved within that
90 to?120 days, or does every case go to a collection agency at that
point?

Mr. LorToN. It is discretion within that based on if they have al-
ready worked with a given patient or family and they think that
they have a resolution, it does not have to go.

Ms. DEGETTE. Mr. Bovender?

Mr. BOVENDER. Our general policy is 180 days, but it does also
have the exceptions that Kevin mentioned, which is that if we are
working actively with a patient, either qualifying them for Med-
icaid or on charity care policy, obviously that doesn’t happen.

Ms. DEGETTE. Dr. Pardes?

Mr. PARDES. We try to handle most internally, and then we don’t
send (ilt out to collection agencies until at least 6 months have
passed.

Ms. DEGETTE. Six months have passed? Is that for every bill, or
certain kinds of bills?

Mr. PARDES. If there is an unpaid bill, then we would first have
bills sent out over a 6-month period before it went to a collection
agency.

Ms. DEGETTE. Mr. Fetter?

Mr. FETTER. Our policies are similar to what Mr. Bovender and
Dr. Pardes described, with the exception that we use an internal
staff, we do not generally send bills out to collection agencies.

Ms. DEGETTE. Do you put it on people’s credit reports after a pe-
riod of time, if you are using an internal——

Mr. FETTER. Yes.

Ms. DEGETTE. And how long is that?

Mr. FETTER. That would be also after about 180 days.

Ms. DEGETTE. Okay. I don’t know if you heard the testimony—
I think you were all here—the testimony of the previous panel. One
of the panelists said that actually once it goes to a collection agency
and is listed on someone’s credit report, it may make it more dif-
ficult for them to get a job or find some other method of paying
their bills. Did you hear that testimony? Mr. Bovender? What do
you make of that?

Mr. BOVENDER. I think that is true, but I have been told by peo-
ple who do credit scoring and are in this type of business, that hos-
pital debt is not viewed at the same level as mortgages or car pay-
ments. You may know that if you were to rank how well people pay
different portions of their debt, from first to last, mortgages being
first, hospitals are ninth on that list. The only ones worse than us
as far as payment are the student loan programs.

Ms. DEGETTE. Let me ask you this question. Do any of you uti-
lize—this has been all over in the press, what they call body at-
tachments. They don’t have those in Colorado. I practiced law for
a number of years, and they don’t have that civil arrest or body at-
tachments, but in some States they do, and of course those are
some of the horror stories, people who can’t or don’t pay their hos-
pital bill and end up in jail.

Dr. Tersigni, do you know if your organization uses body attach-
ments?
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Mr. TERSIGNI. I can’t answer whether we have in the past used
body attachments. I know that presently that is not part of our pol-
icy.

Ms. DEGETTE. And when you send something out to collection, do
you tell them not to go for body attachment?

Mr. TERSIGNI. Yes. As a matter of fact, each of our collection
aglencies have to sign an agreement with us that comply with our
policy.

Ms. DEGETTE. Would you mind supplementing your testimony
today with a copy of that agreement?

Mr. TERSIGNI. Sure.

Ms. DEGETTE. That would be great. While I am asking questions,
what about attaching people’s homes? Dr. Tersigni?

Mr. TERSIGNI. Again, we want to make sure that we are not tak-
ing advantage of people’s situation, so our financial counselors will
work with them, and we do, in some cases, have liens, but it is very
clear that we don’t want to have any foreclosures or do anything
that is deleterious to their homes or

Ms. DEGETTE. Well, I am here to tell you, a lien on someone’s
home is deleterious. Is your policy with respect to liens on people’s
homes also in your agreement with the credit agencies?

Mr. TERSIGNI. Yes, it is.

Ms. DEGETTE. Mr. Lofton, I think you testified that your policies
say no bench warrants, no court action without approval, and no
liens, is that right?

Mr. LorTON. That is correct. Every one of our contracts have
been amended to state such, that we would not do that, on a pri-
mary residence.

Ms. DEGETTE. How long has that been your policy?

Mr. LoFTON. That has been in effect since April 1st.

Ms. DEGETTE. April 1st, 2004?

Mr. LOFTON. 2004.

Ms. DEGETTE. Why did you institute those policies, Mr. Lofton?

Mr. LoFTON. Well, again, we took this opportunity to look at our
practices. CHI cares deeply about the poor uninsured and under-
insured. And we have been working with those individuals on a
case-by-case basis, but we felt that we would take a look at that
from a system perspective, and the boards of every one of our local
hospital systems adopted that contract change.

Ms. DEGETTE. Mr. Bovender, does your organization allow body
attachment?

Mr. BOVENDER. No, ma’am.

Ms. DEGETTE. Is that in your written policies?

Mr. BOVENDER. Yes, I believe so.

Ms. DEGETTE. And what about liens on homes?

Mr. BOVENDER. Liens on homes are only permitted with homes
of over $300,000 in value.

Ms. DEGETTE. That seems reasonable. What about you, Dr.
Pardes?

Mr. PARDES. Body attachment is prohibited in New York State,
Congresswoman.

Ms. DEGETTE. What about liens on homes?

Mr. PARDES. We have liens on homes in exceptional situations,
do not have foreclosures on homes.
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Ms. DEGETTE. Is that in your written policies?

Mr. PARDES. Yes.

Ms. DEGETTE. Would you mind supplementing your record?

Mr. PARDES. Happy to do so.

Ms. DEGETTE. What about you, Mr. Fetter?

Mr. FETTER. I do not believe we have body attachments as part
of our policy, and also, as I mentioned earlier, under our Compact
With Uninsured Patients, will not place liens on homes.

Ms. DEGETTE. I just want to ask one last question for all of you,
under your new policies, do you intend to release any liens that you
have already placed on primary residences? Just go real fast be-
cause my time is over.

Mr. GREENWOOD. Be very brief because the gentlelady’s time has
expired.

Mr. FETTER. As Congressman Walden pointed out earlier, you al-
ways attempt to work things out with patients who owe you money,
so [ am sure that we are releasing liens on homes where we have
liens today.

Mr. PARDES. I would say we are reviewing all of our policies and
issues, and we may well find that we will release additional ones
of those.

Mr. BOVENDER. If we find any we have with value under
$300,000, we will.

Mr. LorTON. We are reviewing for all patients, and all of our pa-
tients can come back and we can review their record after the fact,
and make appropriate changes.

Mr. TERSIGNI. Again, as well, we review all patients and, after
the fact, can make the changes.

Ms. DEGETTE. Thank you.

Mr. GREENWOOD. The Chair thanks the gentlelady, and recog-
nizes the gentleman from Oregon, Mr. Walden, for 10 minutes.

Mr. WALDEN. Thank you, Mr. Chairman.

I am curious, as you all work on getting payment situations set
up for those who owe you money, do any of those folks end up get-
ting a loan from a financial institution to pay you? Do you see that
happening? Do they go to the bank or their credit union and get
a loan, take out a loan so they can pay you? Anybody?

Mr. TERSIGNI. I don’t know that.

Mr. WALDEN. You don’t know.

Mr. LOFTON. I am not aware of any specific cases.

Mr. BOVENDER. Do not know.

Mr. WALDEN. So you are not seeing any of that sort of activity.

Mr. PARDES. Don’t know.

Mr. WALDEN. Don’t know. All right. I am just curious because it
would seem to me if they went to a financial institution to get a
loan to pay you back, that financial institution would probably re-
quire that loan to be secured by some asset, right? I mean, I was
on a bank board for 5 years. You don’t make uncreditworthy loans
on purpose, and so I wonder how all that works.

Let me go to the charge master issue. Now that you all have
taken a second look at your charity care, your billing and collection
processes, and we have heard a lot today about charge master rates
being significantly higher than those rates actually paid for by
third-party payers, insurance companies, Medicaid, Medicare. What
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have you done, if anything, to change and lower your charge mas-
ter rates? Have you adjusted your charge master rate downward
and, if so, by how much?

Mr. TERSIGNI. I don’t know that the answer is we have adjusted
the charge master downward as of this point in time, but we have
asked all of our ministries to look at those charges from various
factors—market factors, service cost, the competition within the lit-
tle local area, as well as the impact to the uninsured.

Mr. WALDEN. Mr. Lofton?

Mr. LorFTON. We have looked at a number of ways of helping our
constituents and patients, and CHI has adopted the HUD guideline
for who would qualify for charity care. We feel that they are both
more inclusive, as well as they take into account the geography dif-
ferences.

Mr. WALDEN. But do the HUD guidelines—does that have any-
thing to do with how you set your charge master rates?

Mr. LorFTON. No. We have not adjusted the charge master, but
what we have done from the charity care side is to see that we can
qualify more patients and then provide them discounts from the
charge master.

Mr. WALDEN. Mr. Bovender?

Mr. BOVENDER. There are really two issues associated with this
charge master problem. The first is the uninsured, and we have
talked about that, and programs and plans to fix that by going to
some discounted method that looks like managed care.

The more complicated problem is that many of our contracts—
and at HCA we have over 5,000 contracts with managed care pro-
viders across the country. Many of those contracts are not on a per
diem basis or case rate basis, but are really based on a discount
off of charges.

It will take us probably two to two and a half years to renego-
tiate all of those contracts because many of them are multiple year
contracts. It is our plan to get away from the charge master having
any impact, or very little impact, if you will, even on the—not just
on the uninsured, but on the issue of how we negotiate managed
care.

Mr. WALDEN. Good to know. Doctor?

Mr. PARDES. Approximately 2 years ago, we engaged an outside
consultant to examine our charges in relationship to other charges
in the area, and adjusted them accordingly.

Mr. WALDEN. Okay. But if the other hospitals in the area had
charge master rates that were high—I mean, we have heard testi-
mony in the prior panel that in some cases you have got a $10,000
charge, $11,000 here, but if you are private pay, you are $30,000.
If that is the situation among all the hospitals, is that really
change anything, if yours is $30,000 and theirs is $29,000, and you
know what I am saying?

Mr. PARDES. Yes. We found that we were somewhat lower actu-
ally than charges in many of the other areas. We found also that
our cost-to-charge ratio in our urban setting is lower than urban
settings in about 28 other States.

Mr. WALDEN. Maybe I will ask this question differently. How
much different is your charge master rate for a given procedure
compared to what you charge your managed care plans, your fee-
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f(})lr-s?ervice plans, Medicare and Medicaid? What is that relation-
ship?

Mr. LOFTON. Again, Representative Walden, for us, it is going to
range. We have some markets where we are a sole community pro-
vider in rural north Nebraska, where there is only a 7 percent dif-
ference between the two. And examples were given about Cali-
fornia rates. Well, we are not in California. So when we look at the
markets that we are in, the rates and variation between charge
master and the managed care contracts are going to vary, so there
is no one answer for the entire system.

Mr. WALDEN. Well, one of the prior witnesses—whose name es-
capes me for the moment—suggested that the charge master rate
should be Medicare+25 percent, which seems sort of arbitrary to
me, but I guess that is what I am trying to get at. What is your
charge master rate compared to Medicare? Is Medicare+25 percent
far more than your charge master rate or private pays, or is 25 per-
cent a pretty good deal?

Mr. BOVENDER. Well, in our case, I can tell you that 25 percent
is significantly below our managed care—our overall average man-
aged care rate. So it would put it significantly below what we are
negotiating with managed care.

Mr. WALDEN. So, Medicare+25 percent is below your managed
care rate.

Mr. BOVENDER. Right. I think the theory that he is putting for-
ward is good, the price point, at least in our case, based upon what
Medicare is paying us related to our total all end charges is well
below what the rate would need to be to make that happen.

Mr. WALDEN. You see what I am trying to get at here, though,
is—I mean, being in the radio business, we sell advertisements—
I can set a rate at whatever per commercial, but that doesn’t mean
I get it. And, yet, in your situation it is a little different because
my clients don’t have to walk in my door half dead and have to
have a radio ad. It would be easier to sell, but collections could still
be a problem. But in your case, that literally is what happens, and
they can’t negotiate that price, and that is why we are having this
hearing, is to say is this system working? Is it broken? And it sure
seems like there are some problems. And you are addressing some
of them, I think we have all given you credit for that, but what is
that differential between charge master and actual cost of deliv-
ering the service? What is the right price point, Medicare+40 per-
cent? Is that even a realistic way to do it?

Mr. BOVENDER. Well, it would be a realistic way, but I think a
better way was the second suggestion, which is to peg the price for
the uninsured and do it on possibly a DRG rate, or a case rate, a
diagnostic rate, but peg it to a percentage of your average managed
care contract either in a specific market or nationwide. And as I
said, we are looking at a price point somewhere around the 95th
percentile of all of our managed care contracts. You have got to be
careful in setting that because, obviously, any managed care pro-
vider above that is going to want at least as good as what the unin-
sured is getting.

Mr. WALDEN. They are going to tell you that minus 3 percent.

Mr. BOVvENDER. Well, it sounds easy to say, well, just fix your
charge master. It has to be fixed for the uninsured, which it needs
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to be done, but it has to be fixed also taking into account that we
have got 5,000 managed care contracts to renegotiate over the next
year to 2 years.

Mr. WALDEN. I understand that. Anybody else want to comment
on that? Mr. Lofton?

Mr. LorTON. That approach makes a lot more sense because it
will allow the rate to be market-specific, and it will be on a market
rate tied to something that is realistic, as opposed to picking num-
bers out of the air because when you have managed care contracts,
as Jack says, then they don’t want someone else coming in paying
much lower than what they will be paying. So, it would allow for
whatever the market rate is in a given community, it would be tied
to what is the customary rate being paid.

Mr. WALDEN. What about in—you don’t always have managed
care contracts, though, in all communities, do you, in the really
rural‘)communities? Isn’t there a lack of managed care in some
cases?

Mr. LoFTON. Yes, for the most part. The word is generally used
from a more generic standpoint.

Mr. WALDEN. Than traditional—okay. I guess the reason I am
trying to probe and get at the bottom of this is, there is enough
pressure built up that if you all don’t figure it out, I am afraid we
will, in a way that may not work, and that isn’t good for the deliv-
ery of health care in my community or anywhere else. But it is also
hard for us to go back and say, “Sorry, you don’t have insurance
and you are going to pay three times the amount and they are
going to take your house.” I mean, you are correcting some of those.
I appreciate your comments, and I have used up my time. Thank
you, Mr. Chairman.

Mr. GREENWOOD. Are you sure you want to yield back all 3 sec-
onds of your time?

The gentleman from Los Angeles, Mr. Waxman, is recognized for
10 minutes.

Mr. WaxXMAN. Thank you very much, Mr. Chairman, from Bucks
County. Gentlemen, the American Hospital Association has estab-
lished a set of principles and guidelines regarding a more humane
way to deal with this problem, and the way they will do billing and
collection practices. And they have asked hospitals to adopt these.
But it is one thing to ask for a pledge and another to be sure the
pledge is carried out.

Will the American Hospital Association discipline members who
don’t follow the guidelines? How can we be sure they are enforced
if we don’t adopt legislation, but rely on the industry to police
itself? Anybody want to respond to that?

Mr. LorToN. Well, CHI’s system supports the pledge that the
American Hospital Association promulgated. One hundred percent
of our hospitals approved the pledge, and that was done at a local
level, gaining approval from their local board of directors.

The follow-up to that is such that we have to implement audit
processes to ensure that the pledge is being carried out not just
from an audit perspective, but we also are looking for our system
to include patient billing into our patient satisfaction review. That
had not been a component previously. So, there are ways that you
can monitor this on an ongoing basis, and we plan to do that.
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Mr. WAXMAN. Why don’t we just go quickly down the line. Are
all of you going to abide by the American Hospital Association
guidelines?

Mr. TERSIGNI. Yes. As I indicated in my testimony, we have
asked all of our CEOs, CFOs, and BP submission to sign an affi-
davit that will abide by our policy. We will then bring an audit
process in to make sure that they are in compliance.

Mr. BOVENDER. Yes, we will comply with it.

Mr. WAXMAN. Dr. Pardes?

Mr. PARDES. Yes, Mr. Waxman, we will comply, and we will
make sure it is implemented in our institutions.

Mr. WAXMAN. Mr. Fetter?

Mr. FETTER. Yes. I signed the pledge on behalf of our hospitals,
due to the investor-owned nature of our company, I can ensure that
it will be complied with, as well as our internal policies.

Mr. WAXMAN. Thank you. In our first panel, we heard from Mr.
Rukavina, and he outlined the difficulties his organization had in
attempting to get information about the billing practices for HCA
and Tenet. He said it took him more than 6 months to get a copy
of your policy. I would like to know why that took so long, and
whether you have a policy in effect today, and how you are ensur-
ing that it is being carried out. Mr. Fetter?

Mr. FETTER. Two clicks on our Web site leads you to our policy,
so it is relatively easy and simple. It is also posted in our hospitals
and the Compact With the Uninsured is distributed in leaflet form
as well as poster form at points of service within our hospitals.

Mr. WAxMAN. Mr. Bovender?

Mr. BOVENDER. We are making wide dissemination of our dis-
count policy. In fact, I have met with my staff within the last week
to make sure that it is getting much wider dissemination than it
has in the past. I think the problem, as I was told, with the 6-
month lag in his being able to get our policy was that when it was
first asked for, it still had not been approved and implemented.

Mr. WAXMAN. Do you know why, Mr. Fetter, it took so long? Six
months he was asking for meetings, no one responded. In fact, this
is what he said. He called Tenet and HCA Healthcare Systems, and
he said both you had “announced with fanfare programs to help the
uninsured with discounts and sliding scale.” And he asked the com-
pany to give him a copy of this policy which they had announced.
Made another request a month later. Finally, 6 months later, he
went in to find out what was going on and asked for a community
meeting, but the leaders—I think it was in Florida—do you have
any idea about that?

Mr. FETTER. I really am not aware of that. Are you sure he is
referring to Tenet, because it is quite available.

Mr. WAXMAN. Is there another Tenet?

Mr. FETTER. Well, I don’t know the specifics of his

Mr. WAxXxMAN. Mr. Fetter, you indicated in California that it is
different because of regulatory problems. I hadn’t heard from other
California hospitals that this was a problem. What specifically is
the issue in California?

Mr. FETTER. The problem—and I am repeating here legal advice
that we received—but it relates to insurance regulations. I have
been informed that the California Health Care Association, which
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represents hospitals, has brought this to court to seek clarification,
and we do expect that it will be resolved sometime relatively soon.
As an interim measure, we have expanded our charity care policy
within California.

Mr. WAXMAN. Would you submit that letter so that we can have
it for the record?

Mr. FETTER. Yes.

Mr. WaxMAN. I wonder if any of you would comment on the
issues you see for your institutions if HSAs and high deductible
plans become a major way people are provided insurance coverage
in this country. What will it mean for the financial viability of your
institutions? Any of you want to comment on that?

[No response.]

Well, let me ask it this way. Is it fair to ask you to provide dis-
counted rates for persons during their period of no coverage before
t}ﬁe gigh deductible plans kick in? Any of you have any views on
that?

Mr. BOVENDER. My view on HSAs is that if they bring more peo-
ple in with insurance, even if it is catastrophic insurance, that is
helpful. My big fear, though, is that the high deductibles and co-
pays are going to increase the level of our bad debts, just said very
simply and shortly.

Mr. WAXMAN. You are worried about it increasing the amount of
bad debt?

Mr. BOVENDER. The higher levels of co-pays and deductibles is
going to increase the level of our bad debts.

Mr. WAXMAN. And why is that the case?

Mr. BOVENDER. Because the first $2,000 has to be assumed by
the patient, and assuming they haven’t accumulated that amount
in their savings account, then we are exposed to that whereas they
may have been in a—some of them, at least—in a health insurance
plan before that had a $250 deductible or $500 deductible.

Mr. WAXMAN. Do you think if you discount the bills during this
period, you are helping the individual, or protecting the insurer by
lengthening the time before their coverage kicks in? If you give a
discounted rate to somebody who has a high deductible, are you
helping the individual by giving him a discounted rate, or are you
simply allowing the insurance company not to negotiate a price
with you to ensure that you are going to actually be paid?

Mr. BOVENDER. I think the answer is that we absorb more and
more of the cost of the care. The insurance company, nor the em-
ployer, nor the patient is absorbing it in those circumstances.

Mr. WAXMAN. You would absorb most of the cost of that.

Mr. BOVENDER. Yes.

Mr. WaAXMAN. Well, this hearing clearly has identified several
issues. One, people without insurance are charged the very highest
rate for services. Two, the charge structure of hospitals no longer
bears any sensible relationship to cost, if it ever did. And, three,
people faced with high bills beyond what they can afford have been
the victims of indefensible collection policies in too many instances.

I think all of you agree health insurance coverage is the best and
probably only effective way to deal with this problem. Policies to
assist people of limited income to forgive bills, to help arrange pay-
ment policies that are affordable can help, but I want to con-
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centrate on another piece of the problem—billing the uninsured on
the basis of a charge structure that makes little sense and that
clearly means the uninsured are billed at the highest rate. Isn’t it
time to move away from bills based on charges that make little
sense? How can we move to a billing that is more closely related
to the cost of service? And whatever rate you set, if they are unin-
sured and they don’t have the money, you are not going to be able
to collect it. Any of you want to respond to those points?

Mr. TERSIGNI. We would support that premise from the stand-
point that we need to move, and we have been moving in this in-
dustry from a cost-based to competition-based pricing, and I think
that brings some reality to the present situation.

Mr. LOFTON. From the standpoint of the uninsured, it makes per-
fect sense. We generally, right now, only collect about 7 percent of
our revenue comes from that population. So, the change in terms
of the dollars would not be really substantial. And then when you
look at this or HSAs, those are still slices of the whole pie, and we
still have to come back to the 40 million people that are not in-
sured.

Mr. WAXMAN. Anybody else want to comment?

[No response.]

So, in the ultimate sense, then, if you are going to get your
money, it is far better to have somebody with insurance.

Mr. PARDES. Yes.

Mr. WAXMAN. And all the other things don’t really account for
much, it just tinkers with how much bad debt you are actually
going to absorb.

Mr. PARDES. Not only is it better to have the insurance, but it
also provides the individuals with dignity when they walk into the
hospital.

Mr. WAXMAN. And for those who have these high deductibles, to
you it makes no difference, it is just most likely going to be another
bad debt.

Mr. BOVENDER. Could be.

Mr. WAXMAN. Unless they are higher income people.

Mr. BOVENDER. Right.

Mr. WAXMAN. Do you have trouble collecting from these higher
income people?

Mr. BOVENDER. Sometimes.

Mr. PARDES. I think it is important to recognize that there are
some high income people and some international patients who do
pay full charges, and as a result of that, there is a certain amount
of cost optimization. For hospitals like those of us in New York in
which 90 percent of the hospitals are below 1 percent margin, that
is very important.

Mr. WAXMAN. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman. The gen-
tleman from New Jersey, Mr. Ferguson, is recognized for his in-
quiry.

Mr. FERGUSON. Thank you, Mr. Chairman. I have a few ques-
tions for Dr. Tersigni. Doctor, first of all, you said this is your
fourth day on the job?

Mr. TERSIGNI. Yes, it is, Congressman.
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Mr. FERGUSON. Congratulations to you. Clearly, you learn some-
thing quickly in your fourth day on the job, which is it is good to
bring the Nun.

I went to Catholic school. It is always a good idea to bring the
Nun.

Mr. TERSIGNI. I am still on probation, Congressman.

Mr. FERGUSON. Good decision. Dr. Tersigni, you talked about
your new policies and some of the procedures you go through with
some of the uninsured. Is one of the things you do when you are
dealing—when your hospitals are dealing with the uninsured is, do
you ever help them or walk through with them finding public as-
sista‘r?lce in other ways perhaps, if they don’t have their own insur-
ance’

Mr. TERSIGNI. Yes, Congressman. As a matter of fact, the whole
process of identifying and meeting with the patient to determine
whether they are uninsured, whether they are financially needy, or
whether they are just working uninsured, and then we begin the
process of trying to identify for them whatever public funds, private
funds are available, and we continuously do that through our fi-
nancial counselors and our registrars.

Mr. FERGUSON. So part of the process in determining or trying
to figure out some sort of payment or reimbursement is helping
them to look through and find what public assistance might be
available.

Mr. TERSIGNI. That is correct.

Mr. FERGUSON. Now, your new policy—you kind of outlined your
new policy, and I know it is in your written testimony. I am assum-
ing this is going to cost you money. This is going to affect your bot-
tom line—your revenues, and possibly your bottom line. Do you
have any estimates on that yet? Have you determined what this is
going to cost?

Mr. TERSIGNI. We don’t have any estimates at this point. We
know that the present situation, we lost $222 million in 2003. We
expect that to go up, but our mission

Mr. FERGUSON. Was that a good year?

Mr. TERSIGNI. As a matter of fact——

Mr. FERGUSON. This is a tough industry.

Mr. TERSIGNI. [continuing] it has been rising. But, again, our
mission is to care for the poor and the vulnerable in this country,
to actually seek them out. And so we actually incent our CEOs of
the Health Ministries to continue to grow the charity care that we
provide in our communities annually, and I think there is some in-
formation in the testimony or in the information that shows that
charity care has grown.

Mr. FERGUSON. Let me get that straight. You incent your execu-
tives to try and grow your charity care each year.

Mr. TERSIGNI. Correct.

Mr. FERGUSON. You try and find ways of providing more free
health care.

Mr. TERSIGNI. More free health care. We try to find ways to take
care of those who need to be taken care of, that are falling through
the cracks. We have invested millions of dollars in 40 clinics, 175
programs across the country, specifically to deal with preventative
care, primary care, and targeted for the poor and vulnerable.
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Mr. FERGUSON. And I don’t imagine that is necessarily good for
the bottom line.

Mr. TERSIGNI. That isn’t good for the bottom line, but——

Mr. FERGUSON. It is part of your mission.

Mr. TERSIGNI. [continuing] it is part of our mission.

Mr. GREENWOOD. Would the gentleman yield just for a second. I
just want to be clear. There is a portion of charitable care for which
you get reimbursed. So, I want to be clear that we are not saying—
are you saying that you incent your executives to actually lose
money, or to be able to get as much money into a pot that gets re-
imbursed by the Federal Government?

Mr. TERSIGNI. Actually, it is for charity care. We exclude the bad
debt out of that $500 million that we have provided in 2003 for
charity care and uncompensated care. So, we continue to seek out
the poor and to make sure that we can begin—or hopefully help ad-
dress a problem that is mammoth in this country.

Mr. GREENWOOD. Thank the gentleman for yielding.

Mr. FERGUSON. Of course. How do you communicate your charity
care and your financial assistance policies to your patients, obvi-
ously, particularly to your uninsured patients that you serve?

Mr. TERSIGNI. Well, several ways. No. 1, we have signs and ma-
terials in multiple languages in our presenting station areas,
whether it is emergency room, whether it is the clinics, whether it
is our waiting rooms of surgery centers. We train our administra-
tive personnel to make sure that as the patient presents, that we
have dialog with that patient and direct them to the paraphernalia
that we have relative to identifying what the policy is.

Mr. FERGUSON. There is a theme that has been suggested by
some today, and elsewhere, that hospitals can make money on their
uninsured patients. Now, obviously, there are uninsured patients
who have the ability to pay, and I could see how for that portion
of the uninsured population it is possible for a hospital to make
money, so to speak, on the uninsured patients. But I have got to
believe that, in the aggregate, it is difficult for a hospital to make
money on uninsured patients. Is that accurate?

Mr. TERSIGNI. That is correct. As I indicated earlier, our average
patient cost for caring for the uninsured is about $1376, of which
we collect about $155.

Mr. FERGUSON. Along these lines, I wanted to address another
question to the entire panel. Tenet operates about 100 hospitals,
HCA about 190 hospitals, Catholic Health 68 hospitals, New York
Presbyterian a handful of large health campuses, and Ascension 75
hospitals. Across almost 40 States you five systems have hundreds
of men and women working daily with patients to understand and
address their hospital charges. Consistent application of these poli-
cies and procedures is clearly crucial to making sure that they
work. If your policies are not properly communicated to people, the
policy is not particularly relevant.

Can each of you, in a few minutes that we have left, can each
of you tell me the specific steps that your system is taking to make
sure that, in effect, possibly hundreds of front-line employees know
about and are applying consistently and equitably your billing and
collection polices and procedures? Why don’t we start with Dr.
Tersigni.
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Mr. TERSIGNI. I am happy to say that, No. 1, 103,000 of our asso-
ciates understand our mission is to care for the poor and vulner-
able, and we are in the process of reinforcing that by commu-
nicating with them out new policy, and making sure that we hold
them as responsible as we hold ourselves to adhering to that policy
and making it work.

Mr. LorFToN. All of our associates know that CHI takes care of
patients regardless of ability to pay. We have a very strong process
to roll out our core values across our system, which are reverence,
integrity, compassion and excellence. And we have training for fi-
nancial counselors along this line, so that they know that all of our
patients are treated with proper respect and dignity and, as I men-
tioned earlier, all of our collection agencies, by the end of this
month, will have been trained on the core values of CHI as well.

Mr. BOVENDER. Obviously, the practical problems of rolling out
any policy of any kind in 190 different hospitals is difficult. One
of the programs that we implemented, began implementing 3 years
ago, was to consolidate all of our business office operations into ten
regional revenue service centers, patient account service centers.
This makes rolling out policies like this, and fixing problems, easier
to do. It is easier to do it in ten different sites because the people
at the hospital in the billing cycles and front-end, when they re-
ceive patients into the emergency room and in the hospital, are ac-
tually tied into these revenue service centers. So it makes training
easier for us, and it makes implementation of these policies—and
it also creates a better feedback loop where we find where problems
have been created and how we need to fix those problems.

Mr. PARDES. We have been communicating our policies to all
staff involved in admissions intake, anything related to these
issues, Congressman, and disseminated to all the campuses. We
have also disseminated to community agencies. We have put infor-
mation in our emergency rooms and admission offices, so we are
trying to disseminate them as widely as possible to ensure full
compliance.

Mr. FETTER. Congressman, you raise an important challenge, and
we have undertaken this by virtue of a very extensive communica-
tions and training program involving printed materials, written
materials, materials that are communicated by the Intranet as well
as conference calls.

Mr. FERGUSON. Mr. Chairman, I have a question I would like to
submit for the record and ask for a written response, if I could sub-
mit that for the record, please.

Mr. GREENWOOD. Without objection, that will be the order.

Mr. FERGUSON. And I just want to close by thanking our panel-
ists for being here today. I understand the hospital business is
about the toughest—has got to be one of the toughest, if not the
toughest, business to be in in America today. We hear it from our
hospitals in our district. I am sure ours are no different from many
hospitals around the country, particularly with the care and treat-
ment that you provide Americans all over the country. We appre-
ciate that. We appreciate the actions that you have taken to change
some of your policies and procedures, and certainly encourage you,
as you continue to implement those and find new ways of treating
and caring for those who you care for, and we certainly appreciate
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you taking the time to be with us at a very long hearing today.
Thank you for being here, and thank you, of course, to the Nuns
for being here, too.

Mr. GREENWOOD. The gentleman from Florida, Mr. Stearns, is
recognized for 10 minutes.

Mr. STEARNS. Thank you, Mr. Chairman.

I was wondering if staff could put this graph up, and you folks
could probably see it on the screens. What we have here, the staff
has taken four of the hospitals at the dais here, the panels. One
of them we didn’t use. We took the four, and we tried to nominalize
it by Medicare net revenues. It appears the cost of Medicare net
revenues. We have blue, we have black, we have green, we have
yellow, and red. And the importance of this is that Medicaid and
Medicare are not too far from what appears to be the actual cost
by the hospitals in question.

The third-party payer is a little higher. Now, obviously, that
would be understandable because hospitals have to recapture a
profit so they can capitalize to expand or to change and renovate
and get new equipment and to keep up. But then the last, which
is the red, is the uninsured amount billed. And we have on the first
graph, 2000, then 2001 and 2002. So we are looking at a trend.
Maybe we could argue about these graphs, you might not agree
what staff did, but I think we see a trend in the red, which is the
uninsured amount billed.

So the question I have for you folks is, if we go to 2003 and 2004,
will this trend continue like this? In other words, will the red con-
tinue to go up, in your opinion? I would be glad to start with Mr.
Lofton, the Catholic Health Initiatives. Would it be reasonable for
me and the American public to say that this red line, which is the
uninsured amount billed, is going to continue to go up? Just yes or
no.
Mr. LoFTON. If I understand the graph, it is yes. But if I also
look at the graph, it says Revenue, Cost, Revenue, Revenue, and
then you get to Bill. So, I don’t think we are comparing the same
thing up there. If we talk about what is billed, if we look at the
cost column, I don’t think that that Medicare cost

Mr. STEARNS. Okay, I will grant you that. I would agree that the
cost, we could argue about that. I agree. But I am concentrating
on the red line because, really, this is all about how this uninsured
amount being billed is growing—not geometrically, at least—it is
going up for the last 3 years, and then we have 2003 and 2004, and
your opinion is probably in 2003 it is going to be higher, and in
2004 it is going to be even higher.

Mr. LorFTON. I would say it will be higher, but the actual experi-
ence for our system is that that group of patients, we only collect
13 cents on a dollar for.

Mr. STEARNS. Dr. Pardes, would you agree?

Mr. PARDES. I think that that would be true. I think that the
costs of health care keep going up. Of course, the people who pay
the full charges, Congressman, are, as I said, the well-to-do pa-
tients or international patients. We work individually so that the
bulk of people who are not in those categories would pay far less.

Mr. STEARNS. Is there anybody on the panel that does not think
that this trend is going up?
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Mr. BOVENDER. I may need some clarification of your question,
but if you are talking about the charges actually to the uninsured,
given what CMS came out with about 3 weeks ago and said that
we are allowed to do now, as I testified earlier, it is possible for
us to go back and try to construct a charge system for the unin-
sured possibly based on case rate or a DRG basis, but to peg it to
possibly the 95th percentile average of all of our managed care con-
tracting. If we are able to do that, then obviously that red will not
go up as fast. In fact, it would actually probably come down.

Mr. STEARNS. But your charge master rate, you can still use that.

Mr. BOVENDER. But the charge—as I testified earlier, the issue
with the charge master is also separate. There is a separate compo-
nent from the uninsured part, which is the managed care contracts
we have that are pegged as a percentage of charges, and we have
committed ourselves, as a company, to move away from percentage
of charge contracting, and actually move to case rate or other basis
for managed care contracts. But that will take us, as I testified,
two, two and a half years because we have got over 5,000 contracts.

Mr. STEARNS. Now, isn’t it true, when you have uninsured costs
that are going up so much like that, at the end of the year, don’t
you take those uninsured costs and write them off against revenue?

Mr. BOVENDER. Well, the uninsured——

Mr. STEARNS. In other words, you try to collect the debt, and if
you can’t collect the debt, it is considered a bad debt, right?

Mr. BOVENDER. Correct, it is an expense.

Mr. STEARNS. It is an expense. So, if this graph continues to go
up higher and higher, technically, you are going to be able to write
that off as expense on your revenue, is that correct?

Mr. BOVENDER. Yes. I mean, it is a bad debt.

Mr. STEARNS. So the incentive here is not necessarily to control
this because—and it appears from this that you are charging so
much more relative to your getting reimbursed from Medicaid and
Medicare, or even your third-party. So, you have this master rate
that you are using, and I guess the question I have, what consider-
ations go into the charges that make up that red? And why does
it keep going so much higher than the yellow? I mean, the yellow
seems to be stabilized here. That is the third-party net revenue.
And yet the red continues to go up in almost quantum jumps here.

So my question is for each of you, what considerations go into
this for the costs that make up these uninsured? I mean, how do
you go about setting a charge rate for these? Let me start here on
the right.

Mr. FETTER. Congressman, at Tenet Healthcare, as I mentioned,
we have implemented this Compact With the Uninsured. So, with
reference to your graph, the first point I would make is that our
charges have been frozen since November 2002, so the orange bar
would not continue to go up.

Second, as we implement——

Mr. STEARNS. So, under your—you are freezing it. You are saying
2003 and 2004—it is a red bar, but I understand—you are saying
that bar would stabilize, it would not continue to go up.

Mr. FETTER. Well, actually, more importantly, under our discount
plan that is part of the Compact With the Uninsured, the red bar—
orange it looks to me—would approximate the level of the yellow
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bar. But I think it is very important—Mr. Lofton made a very im-
portant point—no pun intended—the bars are comparing apples to
oranges because you have billed and a billed amount on the

Mr. STEARNS. I anticipated that. I am trying to make my argu-
ment in terms of trend.

Mr. FETTER. Right. I will answer with respect to our own com-
pany, the trend will be that the red bar all the way on the far right
will drop substantially to approximate the yellow bar.

Mr. STEARNS. And, Dr. Pardes, you would agree, is yours going
to drop?

Mr. PARDES. I am not sure that ours will drop in the same way
that

Mr. STEARNS. Because what we are going to do now is we are
going to compute 2003 and 2004, so I want you to realize we are
going to take the same information and try to see, for each of your
hospitals, because your hospitals are up here, and we are trying to
determine that. Let me go to my far left here. Would you care to
comment, too?

Mr. TERSIGNI. I believe with our new policy, we are going to have
all uninsured at the same discount from charges on our best-paying
][O)ayer, so I believe that we will begin seeing a difference in that red

ar.

Mr. STEARNS. What is the tax consequences of setting very high
billing levels for the uninsured amounts billed, then writing them
down? I mean, I touched on this, but in your own words, what are
the tax consequences? I mean, just tell us for the—your bottom line
and your profit, how this affects it. I told you what I thought it
was. I would like, in your own words, basically with this huge
amount of uninsured amount billed, and you are not getting it back
reimbursed, how does this affect the bottom line?

Mr. TERSIGNI. Well, I can tell you, if our data is in that red line,
our bottom line for that particular year is 1.7 percent of margin.

Mr. STEARNS. Now, if you didn’t have that red bar, basically, you
would pay more taxes, wouldn’t you?

Mr. TERSIGNI. We are not-for-profit.

Mr. STEARNS. But if you were for-profit?

Mr. TERSIGNI. That information I wouldn’t know. We haven’t cal-
culated that.

Mr. STEARNS. But, basically—Mr. Bovender, let me ask you that
question. If this was not there, wouldn’t you pay higher taxes? Just
yes or no.

Mr. BOVENDER. No, I don’t believe so because, if you didn’t put
the charges on, they wouldn’t appear on the bottom line, to begin
with. If you put the charges on, then take them off as a bad debt,
it has no impact. The change in the bottom line, there is no impact.

Mr. STEARNS. So you are not writing off the uninsured bad debt
on your revenue?

Mr. BOVENDER. Yes, we are, but if that revenue—if I understand
your question, you are asking if those charges were smaller instead
of large like you see them on the red side, is it not beneficial for
us to inflate the charges and then just write off the bad debts, and
that is not the case because, if you never put the charges on, you
wouldn’t be paying taxes

Mr. STEARNS. But these uninsured are charges that you put on.
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Mr. BOVENDER. But it does not affect whether you do not have
the charges before the net revenue line or after the net revenue
line does not affect the actual profits at the end of the day.

Mr. FETTER. Our company is the other taxpayer on the panel,
and Jack’s answer is correct. There is no tax impact of this
level—

Mr. STEARNS. So you are saying that because you have a large
uninsured and you can’t collect it, it doesn’t affect your profit at
all?

Mr. FETTER. Well, it affects book income, but your tax impact is
no different, regardless of where you set the charges for the unin-
sured.

Mr. STEARNS. But if you had a $100 million revenue and you had
$10 million of uninsured and you couldn’t get it back, you could
take that $10 million and put it to the revenue and pay less taxes.
I mean, every small business knows that, and that is what you
have here with these red graphs.

Mr. FETTER. You are incurring the expense anyway, regardless
of the patients. That is determined by

Mr. STEARNS. But if the cost is a lot less than the red line, then
you have got a bigger spread that you can use to write down your
revenue. Instead of it cost you $10 and you charge $100, then you
can write the $100 off instead of the $10.

Mr. FETTER. Respectfully, I don’t believe it works that way.

Mr. STEARNS. Let me ask you this. For nonprofits, how much
does your hospital save each year on taxes by virtue of your
501(c)(3) status?

Mr. LOFTON. I am not in a position to give you an answer for the
whole system. As you know, the tax base is based on a State rate,
but we don’t compute that. We are in 19 States, and the amount
of the tax would vary. I can tell you that in one of our markets in
Carne, Nebraska, where we have a very sophisticated way of com-
puting our community benefits, they have calculated that the
amount that they would have approximated that we would have
paid in taxes there is about $3 million versus the community ben-
efit which is about $28 million. So we submit that the kind of
things that we do—free clinics and other mission-based health
care—where we provide free care far outweighs the amount that
the tax would be, but I can’t give you the total for the whole sys-
tem.

Mr. STEARNS. If I could conclude, Mr. Chairman, just a quick
comment, and I would say that I am very respectful—you folks are
trying to make a living and make a profit, and how difficult it is,
particularly, you have to take anybody that comes into your emer-
gency room. But I am saying if you want to prevent Congress from
coming in with the Hefley bill or any price controls, that red line
can’t continue to get bigger and bigger and bigger relative to the
real cost, and that is what you folks have got to come up with an
answer for us. We are trying to help you and to point out what we
see as amateurs here, and your CEOs, you have got to come back
to me and say, “Congressman, this is going out of sight, I am going
to stop it, and this i1s what I am going to do, and I am going to
reprice my master rule, and I am going to make sure this doesn’t
go any higher, and in so doing, I don’t need you as a Congressman
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to come in and legislate with price controls,” and that is where you
folks better get, I think, on the ball here and start to make those
arguments and articulate them, instead of just arguing whether
the staff has got that right normalization with the cost or any of
these others. I mean, our attempt to understand this—the staff I
think has done an excellent job just trying to show trends, and that
is what I was trying to show. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes himself for 10 minutes, and I want to follow right on the gen-
tleman’s comments.

When we look at the red line, we look at what your master
charges are, and we try to figure out why do they seem so absurdly
high compared to your costs, and why are they rising at such a
rate? Now, we know—and Dr. Anderson commented on it in the be-
ginning—that there is a formula that CMS uses to take care of
outliers from the DRGs. So, when a patient comes to a hospital,
you are reimbursed on the basis of a DRG, but if there are com-
plications, if there are unanticipated costs, you can, as I under-
stand it, put those cases into an outlier pool and then be reim-
bursed by Medicare on a formula that is basically a cost-to-charge
ratio, which puts the cost as the numerator and the charge as the
denominator.

Now, it seems to me that that, in and of itself, would create a
tremendous incentive for hospitals to set the charges as high as
possible so that when it comes time to submit their data to CMS
on a cost-to-charge ratio for reimbursement for outliers, that the
reimbursement is maximized. Am I correct about that? Dr.
Tersigni?

Mr. TERSIGNI. Mr. Chairman, I am not sure I quite understood
the last part of the question.

Mr. GREENWOOD. Okay. When you have outliers from your
DRG—in other words, as I understand it, there are CMS regula-
tions that say that when you have specific cases in the hospitals,
the cost of which significantly exceed certain parameters in com-
parison to the DRG, that you then get reimbursed using a different
methodology than the DRG. You get reimbursed on the basis of—
that gets called an “outlier.” It gets put into a dataset of outliers,
and then you submit a bill to CMS for those cases, and the basis
of reimbursement is a function of the cost-to-charge ratio. Is any-
body with me, have I got this right? The Nuns are nodding their
heads “yes.”

Anybody with me on this?

Mr. FETTER. Yes.

Mr. GREENWOOD. Would somebody comment, please? Do I have
that right?

Mr. FETTER. It is close enough, I think.

Mr. GREENWOOD. All right. Help me out.

Mr. FETTER. Largely because of an outlier issue with Tenet
Healthcare in late 2002, CMS undertook a change in the rules.
Now, Tenet voluntarily adopted the rules that CMS ultimately
promulgated——

Mr. GREENWOOD. Let me interrupt you. We will give you plenty
of time here. But am I correct that it has long been, or ever since
this regulation has been in place, an incentive for hospitals to set
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charges high so that when they bill CMS, Medicare, for outliers
from the DRGs, that they maximize their revenues?

Mr. FETTER. I was leading to a direct answer to the question,
which is that prior to August of 2003 when CMS changed these
rules, the system—I am ignoring a tremendous amount of com-
plexity—but the system was set up in a way where rapid increases
in gross charges did increase outlier payment. CMS made two im-
portant changes in the regulation that have essentially eliminated
that incentive, as you describe it, or a reward that would accrue
to the hospital from that type of behavior.

Mr. GREENWOOD. Because a part of my concern is that what we
had—Ilet us at least talk about prior to that regulatory change—you
had this significant incentive to raise the charge for purposes of
Medicare reimbursement, and you had to be able to say with a
straight face, “Yes, that is what we charge people,” and the only
people that got charged that were people who were uninsured. So
the poor schmuck who is uninsured gets ground up in the gears
created by the CMS system that creates an incentive for you to
have high charges. Do I have that right or wrong?

Mr. FETTER. I believe that problem was fixed, though.

Mr. GREENWOOD. I understand, but wasn’t that the way it was—
isn’t that what happened?

Mr. FETTER. I might not choose the same adjectives, but you es-
sentially have it.

Mr. GREENWOOD. It wasn’t an adjective, it was a noun,
“schmuck.”

Look it up. But the fact of the matter is that people got ground
up in the system, I think, because of that. Now, the question then
remains, do incentives remain for you to have charges that are
quite high, from which you have to create a discount so you don’t
overcharge the poor uninsured person. For instance, if you have an
automobile accident patient come into your emergency room, and
you are going to have a settlement, and you are going to get a sub-
rogation out of that, and then you can bill the auto insurance com-
pany charges. Is that an existing incentive to have high charges?

Mr. FETTER. I don’t believe the incentives continue to exist, but
as Mr. Bovender pointed out earlier, because so many managed
care contracts are structured based on these charges, it is very dif-
ficult to reduce the charges or address the charges in that other
type of way. There is no incentive to have, on an absolute basis,
high charges.

Mr. PARDES. The one concern we would have, Mr. Chairman, is
that we not necessarily decrease charges for international patients
or well-to-do patients who can handle the charges.

Mr. GREENWOOD. Yield to the gentlelady from Colorado.

Ms. DEGETTE. Thank you, Mr. Chairman. We are trying to avoid
holding you here while we have our next series of votes. I just want
to ask a couple questions of Dr. Pardes, and if you will take a look
at Tab 21—there is a notebook over there, do you see that, Tab 21?
Is that your policy on how you are going to deal with the unin-
sured?

Mr. PARDES. There is a whole lot of page here. I can tell you how
we are going to deal with the uninsured.
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Ms. DEGETTE. Well, take a look at this Tab 21, is this your pol-
icy? I can represent to you

Mr. PARDES. These are policies that—yes.

Ms. DEGETTE. These are the policies you have currently in effect?
Are they currently in effect?

Mr. PARDES. Not necessarily. I think they have been updated.

Ms. DEGETTE. They have been updated. The date on this at the
bottom is 1995 to 2002. Have they been updated since then?

Mr. PARDES. Yes.

Ms. DEGETTE. All right. When were they updated?

Mr. PARDES. In early 2004.

Ms. DEGETTE. In early 2004. Did you provide this committee
with the updates of the policy? You lawyer is nodding “yes.”

Mr. PARDES. I believe we did.

Ms. DEGETTE. I don’t believe we have those updates. Would you
please, sir, supplement—we don’t have those updates unless they
are under Tab 21, so would you please supplement your response
with that?

Mr. PARDES. Sure.

Ms. DEGETTE. I am going to ask you a couple of questions very
quickly. In this policy which is in Tab 21, it says that—at the bot-
tom, right-hand, NYPH0001520, it is sort of about two-thirds of the
way back in the document, do you see that?

Mr. PARDES. Yes.

Ms. DEGETTE. Now, it says there, “Attempt to obtain payment in
full and settle the account. The second priority of a representa-
tive”—first, they are supposed to get insurance. Then if there is not
insurance, "The second priority of a representative dealing with
self-pay accounts is to settle the account balance of the patient.
First settlement offering is 100 percent of the estimated account
balance at discharge.” Is that still your policy, Dr. Pardes?

Mr. PARDES. Our policies have been reworked

Ms. DEGETTE. So none of these policies in here are still your poli-
cies?

Mr. PARDES. The policies, as we said before, were updated as of
the beginning of 2004.

Ms. DEGETTE. But are they all new? Is this still your policy and,
if not, what is your policy?

Mr. PARDES. Our policy is, first of all, to try to get as many
patients——

Ms. DEGETTE. No, no. Do they still offer them 100 percent of the
estimated account balance at discharge?

Mr. PARDES. I am sorry, say again?

Ms. DEGETTE. You know what, Mr. Chairman, I am going to ask
unanimous consent to ask this witness some written questions and
to have him respond within 20 days of this hearing because I have
a number of questions about New York Presbyterian and Columbia
Presbyterian’s policies that relate to patients, and we have not
been given the current policy.

Mr. PARDES. We would be happy to respond to that.

Ms. DEGETTE. Thank you. Let me just ask a couple—is that all
right?
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Mr. GREENWOOD. Yes, the gentleman has agreed to respond to
questions that you submit in writing. They will become a part of
the record.

Ms. DEGETTE. All right. I will just do that, Mr. Chairman, given
the time.

Mr. GREENWOOD. We will add that to the record. The Chair
would note that we have 5 minutes and 13 seconds to go over to
the Capitol and undertake a series of votes, which will take well
more than a half an hour, and what we have tried to do, we have
debated whether to make you sit here for half an hour and come
back and grill you for another hour or so, and we have decided that
you have been saved by the bell. So, we thank you for your testi-
mony. WE thank you for your time this afternoon. We thank you
for all of the voluntary reforms that you have done. We are going
to continue our work, we are going to continue to work with you.
We may even ask you to come back at another date, but for this
evening you are dismissed. Thank you.

The committee will recess for 30 minutes.

[Brief recess.]

Mr. GREENWOOD. The Chair thanks the witnesses for their pa-
tience. I know it has been a long day for you, as it has for us. As
you both know, the committee takes its testimony under oath. Do
either of you have objection to giving your testimony under oath?

Mr. KunN. No.

Mr. MoRRIS. No.

Mr. GREENWOOD. You are entitled to be represented by counsel,
pursuant to the rules of the House. Do either of you wish to?

Mr. KunN. No.

Mr. MORRIS. No.

Mr. GREENWOOD. Would you please stand and raise your right
hands?

[Witnesses sworn.]

Mr. GREENWOOD. You are under oath. Mr. Kuhn, you are recog-
nized to make your opening statement. Welcome.

TESTIMONY OF HERB KUHN, DIRECTOR, CENTER FOR MEDI-
CARE MANAGEMENT, CENTERS FOR MEDICARE & MEDICAID
SERVICES, U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES; AND LEWIS MORRIS, CHIEF COUNSEL, OFFICE OF
INSPECTOR GENERAL, DEPARTMENT OF HEALTH AND
HUMAN SERVICES

Mr. KunN. Thank you, Chairman Greenwood and members of
the committee. I appreciate you inviting me to speak today about
the Centers for Medicare and Medicaid Services regulations and
how they affect hospitals and the ability to bill patients who are
underinsured or uninsured.

Medicare and Medicaid provide health insurance for more than
80 million Americans. I would like to state right from the start that
the provider reimbursement rules for those programs in no way re-
strict the ability of hospitals and other providers to offer free or
discounted care to patients who are either underinsured or unin-
sured. The Medicare program provides flexibility to those providers
who choose to offer discounted care to patients.
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CMS has been closely involved with hospital billing for the
underinsured and uninsured. A year ago, we received a request
from some hospitals for guidance on whether it was permissible to
discount charges to low-income uninsured or underinsured pa-
tients. After providing guidance to these hospitals, CMS began dis-
cussions with your staff in the Fall of 2003. In December of 2003,
Secretary Thompson received a letter from the American Hospital
Association that alleged that Medicare program rules, as well as
restrictions imposed by the HHS Office of Inspector General hin-
dered the ability of hospitals to provide discounts to low-income pa-
tients or to patients who were medically indigent. Secretary
Thompson responded to the AHA letter in February and subse-
quently responded to a letter and request for information from this
subcommittee.

Earlier this month, we held an open-door forum to provide a de-
tailed overview of our policy in this area, and to allow providers to
raise any additional questions or concerns. Of course, providers and
their representatives should feel free to contact us at any time
should they need guidance in this area.

Mr. Chairman, when CMS provides guidance on this issue, we
have found that there are three main areas of concern. The first
area is discounts and how they may be used. Medicare billing re-
quirements do not prevent discounts as long as full charges, not
discounted charges, are reported on the Medicare cost report. To
provide discounts, providers must maintain accounts and records in
a manner that would be necessary for any business. The program’s
rules have attempted to prevent the Medicare program from sub-
sidizing a service that should be paid for by another provider, or
preventing another provider from subsidizing a service the Medi-
care program should be reimbursing.

The second area of concern is indigency. Medicare indigency re-
quirements do not prevent discounting to uninsured patients pro-
vided a few requirements are met. Providers may make indigency
determinations using their customary method, but to protect all pa-
tients in the Medicare program, the methods used in determining
indigency for non-Medicare patients should be similar to those for
Medicare patients. Any indigency determination should be sup-
ported by documentation and be determined on a patient-by-patient
basis because financial need is specific to each and every patient.

Hospitals set their own indigency policy and have the discretion
and flexibility to define eligibility, including income level. This
makes sense because hospitals are in the best position to know
what their community needs are.

The third area of concern is Medicare’s rules regarding bad debt.
These rules do not require providers to aggressively collect unpaid
bills. The rules do require efforts to collect from non-Medicare pa-
tients to be similar to those efforts for Medicare patients. This is
designed to protect the integrity of the program if hospitals are
seeking Medicare bad debt reimbursement.

We often hear from hospitals that Medicare somehow requires
aggressive collection efforts that include attaching a patient’s
home, use of a bill collector, or other similar tactics. This is simply
not true. The program does require, however, that if the hospital
wants to bill the Medicare program for bad debt related to unpaid
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deductibles and co-insurance by Medicare beneficiaries, it must use
the same level of collection activity to secure collection of those
debts by Medicare patients as it does to secure collection of debts
by non-Medicare patients. Simply stated, the collection of Medicare
and non-Medicare debts need to be treated similarly.

Mr. Chairman, thank you for this invitation to testify this
evening. I want to acknowledge the subcommittee for its efforts in
bringing to the forefront the problem of providing quality health
care for patients of limited means. I applaud you for making this
important issue the focus of your hearing today, and I will be
happy to answer any questions that you may have.

[The prepared statement of Herb Kuhn follows:]

PREPARED STATEMENT OF HERB KUHN, DIRECTOR, CENTER FOR MEDICARE MANAGE-
MENT, CENTERS FOR MEDICARE AND MEDICAID SERVICES, DEPARTMENT OF HEALTH
AND HUMAN SERVICES

Chairman Greenwood, Rep. Deutsch, thank you for inviting me to speak with you
about the role the Centers for Medicare & Medicaid Services plays in how hospitals
and other Medicare providers bill patients who are uninsured or under-insured. I
want to acknowledge the Subcommittee for their efforts in bringing to the forefront
the problem of providing quality health care for patients of limited means and I ap-
plaud you for making this important issue the focus of your hearing today.

Combined, the Medicare and Medicaid programs provide health insurance for over
80 million Americans. The provider reimbursement rules for those programs “should
in no way restrict the ability of hospitals and other providers to offer free or dis-
counted care to patients who do not have coverage under these two programs. I am
here today to talk about how the Medicare program provides the flexibility for pro-
viders to do so if they choose.

Hospital billing for the uninsured and underinsured is a very timely issue and an
issue in which CMS and, in particular, the Center for Medicare Management, which
I direct, have been deeply involved for over a year. It was a year ago that we re-
ceived a request from some hospitals in the country for guidance on whether it was
permissible to discount charges to low income uninsured or under-insured patients.
Some months later, after responding to numerous inquiries on the issue, CMS began
discussions with your staff in the fall of 2003. In December of 2003, Secretary
Thompson received a letter from the American Hospital Association that alleged
that Medicare program rules, as well as restrictions imposed by the HHS Office of
Inspector General, hindered the ability of hospitals to provide discounts to low-in-
come patients or to patients who were medically indigent. Secretary Thompson re-
sponded to the AHA letter in February, and subsequently responded to a letter and
request for information from this Subcommittee. CMS also briefed your staffs in
preparation for this hearing.

There are three central topics that most commonly arise when providing guidance
on this issue. I'd like to address those topics for you today. Then, to conclude, I'd
like to say a few words about what the Medicare and Medicaid programs are cur-
rently doing to assist hospitals that treat the uninsured. Finally, I'd like to conclude
by mentioning the many initiatives that the Administration has taken to reduce the
number of uninsured.

Three Topics of Focus on Billing the Uninsured
¢ Discounts: Medicare billing requirements do not prevent discounts as long as:
e Full charges, not discounted charges, are reported on the cost report.
e Accounts and records are maintained in a manner that would be necessary
for any business.

Indigency

e Medicare indigency requirements do not prevent discounting to uninsured pa-
tients.

e Providers may make indigency (including medical indigency) determinations
using their customary methods.

e In order to protect all patients and the Medicare program, the methods used
in determining indigency for non-Medicare patients should be similar to those
used for Medicare patients.

e Indigency should be supported by documentation (good business practices
would dictate that).
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e Indigence should be determined on a patient-by-patient basis because finan-
cial need is specific to each patient.

e Medicare does not reimburse the bad debts of non-Medicare patients.

e Once indigence is determined, collection is no longer undertaken with regard
to the patient for the forgiven amount.

Bad Debt

Medicare does not require providers to be aggressive in their collection of ac-
counts. Medicare rules state that:

o Efforts to collect from non-Medicare patients must be similar to the efforts to col-
lect from Medicare patients. Medicare wants parity in the treatment of Medi-
care and non-Medicare patients to protect the program and all patients, not just
our beneficiaries.

o Efforts to collect on accounts should be more than a token effort. Rather, they
should be positive efforts that would be used in any business.

Since the enactment of the Medicare program in 1965, the program’s rules have
attempted to prevent “cross-subsidization”—in other words, preventing the Medicare
program from subsidizing a service that should be paid for by another payor, or pre-
venting another payor from subsidizing a service the Medicare program should be
reimbursing. One way that Medicare’s regulations do that is to require hospitals to
list their stated charges for a service on their cost reports for a service and maintain
a uniform charge for a service. To repeat, nothing in CMS regulations prevents a
hospital from providing a discount off of that stated charge. But when filing its cost
report, the hospital must list its full charges.

Without question, a hospital can provide free care or discount charges to unin-
sured or underinsured patients. As we noted in our response to the American Hos-
pital Association, “[n]othing in the Centers for Medicare & Medicaid Services’
(CMS’) regulations, Provider Reimbursement Manual, or Program Instructions pro-
hibit a hospital from offering discounts to any patients, Medicare or non-Medicare,
including low-income, uninsured or medically indigent individuals.”

In reference to the ability of a hospital to develop an indigency policy, it may be
overstating matters to say that the Medicare program imposes a “restriction” on
this. Hospitals—not the federal government—set their own indigency policies and
have the discretion and flexibility to define eligibility indicators including income
level. This makes sense because a hospital, as a community institution, is in the
best position to know what policy best suits the community that it serves.

As T have stated earlier, if a hospital wishes to provide a discount off of its cus-
tomary charges as part of an indigency policy, it can do so, but it must report the
full charge for that service on its Medicare cost report.

Turning to the issue of bad debt, we often hear from hospitals that Medicare
somehow “requires” aggressive collection efforts that include attaching a patient’s
home, use of a bill collector, and other similar tactics. The reality is otherwise. The
Medicare program does not require any particular level of collection activity. It does
not require that collection activities be “aggressive.” It does not require that hos-
pitals seize patient’s homes or bank accounts. What the program does require, how-
ever, is that if the hospital wants to bill the Medicare program for bad debt related
to unpaid deductibles and coinsurance by Medicare beneficiaries, it must use the
same level of collection activity to secure collection of those debts by Medicare pa-
tients as it does to secure collection of debts by non-Medicare patients. For example,
if a hospital wants to use a bill collection agency for its bad debts, it cannot turn
only non-Medicare patient bills over to that collection agency; rather, the hospital
must treat all bad debts the same. The principle, again to prevent cross-subsidiza-
iciorll, is that collection of Medicare and non-Medicare debts need to be treated simi-

arly.

In addition, a hospital may make an individualized indigency determination for
a particular Medicare patient and excuse that patient from any efforts to collect un-
paid deductibles and coinsurance. Doing so would not prevent the hospital from col-
lecting Medicare bad debt payments from other payors on those unpaid amounts,
provided the hospital treats all indigent patients the same. This is also true if the
patient is a dually-eligible Medicare and Medicaid beneficiary. In such a case, the
hospital would submit a bill for the unpaid deductible and coinsurance amounts to
the state Medicaid plan. If the state Medicaid plan was not liable and denied pay-
ment on the account, the hospital could bill the Medicare program for it as a bad
debt.

It is also important to note that in very limited circumstances, Medicare reim-
bursement could be affected by the “lesser of cost-or-charges,” or “LCC” principle.
This principle was of significant importance in the early years of the program, but
is admittedly less so now that most providers are reimbursed on the basis of a pro-
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spective payment methodology rather than on the basis of costs. However, where the
LCC principle is applicable, a Medicare provider is paid the lesser of its actual costs
or its actual charges. Implementing a reduced charge program for uninsured pa-
tients could potentially trigger the LCC principle because if a hospital lowered
charges for enough patients, a hospital’s fiscal intermediary could take the position
that a hospital’s charges were not its posted, or stated, charges, but rather, the
charges applicable to most of its patients who were receiving discounted services.
If the FI did take that position, it could then invoke the LCC principle and pay the
hospital that lower charge-based amount.

Few providers are subject to the principle at all. The only example I am aware
of is a pediatric or cancer hospital in its first year of operation, before it becomes
subject to the TEFRA methodology, because there are no base year costs upon which
to calculate a TEFRA target rate limitation. Other providers, including critical ac-
cess providers, are not subject to the LCC provision.

The Office of Inspector General Guidelines

I cannot speak for the Office of Inspector General (OIG), but I will note that
shortly after we released our letter to the AHA, the OIG put on its website a docu-
ment addressing the application of its fraud and abuse authorities to discounts for
fgn_ins.ured patients and cost-sharing waivers for financially needy Medicare bene-
iciaries.

Lewis Morris, the Chief Counsel to the Inspector General, is here with me today
to address the OIG’s perspective on these issues.

Funding Programs for Uninsured Individuals

CMS has done its share to reimburse hospitals for the treatment of uninsured in-
dividuals. Since 1986, select hospitals have received reimbursement under the Medi-
care disproportionate share (DSH) program. Hospitals qualify for Medicare DSH
payments if they treat a “disproportionate share” of low-income patients—defined in
the statute as the share of a hospital’s total inpatient days attributable to Medicare
patients who are also eligible for SSI compared to all Medicare patients plus days
attributable to Medicaid patients compared to all patients. As I mentioned above,
Medicare also reimburses hospitals for the bad debt that arises from treating low-
income Medicare beneficiaries who are unable to pay their cost sharing and deduct-
ible amounts. Finally, the Medicaid program requires states to designate certain
hospitals as disproportionate share under their state Medicaid plans, and make ad-
ditional payments to those DSH hospitals. The Medicaid DSH program is also ad-
vantageous for states because DSH payments to a hospital under a state plan are
not counted in determining whether or not the state has breached the Medicaid
upper payment limit, thus enabling states to increase payments to other providers
participating under their state plan.

Other Administration Initiatives for the Uninsured

In addition to providing the guidance to hospitals on the uninsured, this Adminis-
tration has undertaken other initiatives to address the plight of individuals who
otherwise lack access to health insurance or who may be under-insured. For exam-
ple, the Administration has dramatically increased funding to federally qualified
community health centers, the “front line” treatment option for low-income unin-
sured individuals. The Administration provides an advanceable health coverage tax
credit to certain individuals who are receiving a pension from the Pension Benefits
Guaranty Corporation or who have become unemployed due to the adverse effects
of international trade and are eligible for Trade Adjustment Assistance. This tax
credit pays 65% of the premium for qualifying health insurance, including either
employer-sponsored “COBRA” coverage or a state-designated private health insur-
ance plan. The Administration’s Medicaid waivers, state plan amendments, and
HIFA waivers have provided health insurance for 2.6 million people who would have
o{;(}ilervlvise lacked coverage, and enhanced existing benefits for nearly 7 million indi-
viduals.

Many of you in Congress voted for and deserve credit for the provisions in the
Medicare Modernization Act that will revolutionize health savings accounts and
help make insurance more affordable for millions of Americans. In addition to cre-
ating a Medicare prescription drug benefit and providing interim savings and sub-
sidies through Medicare-approved discount cards, this historic legislation allows peo-
ple to establish health savings accounts (HSAs) in conjunction with affordable, high-
deductible major medical coverage. These new products will make health insurance
more affordable to businesses large and small, as well as to individuals whose em-
ployers do not sponsor coverage. The President has proposed to provide further as-
sistance to such individuals by allowing them to claim an above-the-line deduction
of the major medical insurance premiums.
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For working individuals and families who would not benefit from tax deductibility
because their incomes are too low, the President has proposed $70 billion in refund-
able, advanceable tax credits. He also proposed allowing expanded use of association
health plans that allow small businesses to more easily pool resources to purchase
health insurance. Combined with the steps that we have already taken, enactment
of these and other measures will further reduce the number of individuals without
health insurance in the United States.

Mr. Chairman and Congressman Deutsch, thank you for your invitation to testify
this morning. I am happy to answer any questions that you may have.

Mr. GREENWOOD. Thank you, Mr. Kuhn.
Mr. Morris.

TESTIMONY OF LEWIS MORRIS

Mr. MorRriS. Thank you. Good evening, Mr. Chairman. I am here
today to discuss the Office of Inspector General’s views on the dis-
counts that hospitals offer to uninsured patients and to others who
are unable to pay their hospital bills. Simply put, the fraud and
abuse laws enforced by the OIG allow hospitals to offer discounts
to patients who cannot afford to pay for their care. Indeed, our
legal authorities have virtually no application to the discounts of-
fered to uninsured patients.

When the patient’s health care is covered under a Federal health
care program, such as Medicare and Medicaid, our legal authorities
have greater relevance. But even then the laws clearly establish
that hospitals are able to help patients who are experiencing finan-
cial hardship. Today, I will begin by describing why the fraud and
abuse laws have virtually no relevance to hospitals offering dis-
counts to uninsured patients, and then I will describe how a hos-
pital may reduce or waive cost-sharing amounts for Medicare or
Medicaid beneficiaries experiencing financial hardship.

I would note that while today’s presentation focuses on discounts
that hospitals offer to uninsured and financially needy patients, the
underlying principles apply equally to the rest of the health care
industry.

It has been suggested that the fraud and abuse laws, particularly
the anti-kickback statute, prevent hospitals from offering financial
assistance to patients who do not have health care coverage. At
best, this view reflects a misunderstanding of the law. For the mil-
lions of uninsured citizens who are not referral sources, the anti-
kickback statute simply does not apply. In other words, giving
something of value, such as a discount on hospital charges, to an
uninsured patient does not implicate the anti-kickback statute ex-
cept in the most unusual situation where the uninsured patient is
in a position to generate Federal health care business, such as a
physician. In short, no OIG authority or policy should deter hos-
pitals or others from offering financial relief to uninsured patients.

I will now address a hospital’s ability to offer discounts to finan-
cially needy Medicare and Medicaid beneficiaries. Simply put, the
law allows hospitals significant flexibility to help financially needy
Medicare and Medicaid beneficiaries. For these patients, a discount
generally takes the form of some or all of a co-payment or deduct-
ible waiver—that is, the portion of the bill that the beneficiary
owes.

In 1996, Congress passed a law that prohibits a provider from of-
fering a Medicare or Medicaid patient anything of value, including
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waivers of cost-sharing amounts, that is likely to influence the se-
lection of a provider of Medicare or Medicaid services. This law was
necessary to curb abusive arrangements under which providers
would pay patients to obtain services, often services which were
unnecessary, overpriced, or substandard. However, Congress recog-
nized that some beneficiaries might not be able to afford their cost-
sharing amounts. The statute does expressly allow providers to
waive these amounts on the basis of financial need. The exception
has three requirements. The waiver may not be routine, the waiver
may not be offered as part of an advertisement or solicitation, and
the waivers may only be made after determining in good faith that
the individual is in financial need or that reasonable collection ef-
forts have failed. This exception is available to hospitals and others
that want to provide relief to Medicare and Medicaid patients who
cannot afford their cost-sharing amounts.

The OIG also has a long-standing and well-publicized position
supporting such financial hardship waivers. For example, the abil-
ity to forgive Medicare cost-sharing amounts is discussed in a 1992
OIG special fraud alert on this topic. That fraud alert, as well as
a wealth of guidance and other information about these issues, is
available on the OIG’s Web site. In short, the fraud and abuse laws
clearly allow hospitals to provide financial relief to Medicare and
Medicaid patients who cannot afford their cost-sharing amounts.

In conclusion, the OIG fully supports efforts to assure that a pa-
tient’s financial need is not a barrier to health care. Our laws allow
hospitals to offer bona fide discounts to uninsured patients as well
as Federal health care beneficiaries who cannot afford their health
care bills. Frankly, we do not know why lawyers advising hospitals
would tell them that the fraud and abuse laws are an impediment
to discounts to the uninsured. Such discounts do not violate the
fraud and abuse laws. We have never taken any enforcement action
in this area. And, finally, we have issued guidance as early as 1992
suggesting otherwise.

Mr. Chairman, thank you for the opportunity to present the
OIG’s views on these issues.

[The prepared statement of Lewis Morris follows:]

PREPARED STATEMENT OF LEWIS MORRIS, CHIEF COUNSEL TO THE INSPECTOR
GENERAL, DEPARTMENT OF HEALTH AND HUMAN SERVICES

Good morning Mr. Chairman and Members of the Subcommittee. I am here today
to discuss the Office of Inspector General’s (OIG’s) views on the discounts that hos-
pitals offer to uninsured patients and to others who are unable to pay their hospital
bills. We understand that there is widespread concern about hospitals’ billing and
collection practices as those practices affect patients who cannot afford to pay their
hospital bills. I—want to assure the Committee that OIG fully supports efforts that
hospitals have made to help financially needy patients. We appreciate the oppor-
tunity to address this issue and to discuss OIG’s legal authorities in this area.

Simply put, the fraud and abuse laws enforced by OIG allow hospitals and other
health care providers and suppliers to offer discounts to patients who cannot afford
to pay for their care. Indeed, our legal authorities have extremely limited applica-
tion to discounts offered to uninsured patients. When the patient’s health care is
covered under a Federal health care program, such as Medicare or Medicaid, our
legal authorities have greater application. But even then, the laws and regulations
clearly enable hospitals and others to help patients who are experiencing financial
hardship. OIG has long-standing and clear guidance on this point.

While today’s presentation focuses on discounts that hospitals offer to uninsured
and financially needy patients, the underlying principles apply equally to the rest
of the Medicare- and Medicaid-serving health care industry. Before I discuss OIG’s
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views, it is important to note that a thorough discussion of hospital discounts for
patients with financial hardship also involves questions for the Centers for Medicare
& Medicaid Services (CMS). CMS has programmatic responsibility for the Medicare
program and has established the cost reporting and bad debt rules relevant to hos-
pital discounting practices. A CMS witness is also testifying today and will address
the CMS issues.

From OIG’s perspective, discounts offered to uninsured patients are analyzed
under two fraud and abuse laws: the Federal anti-kickback statute and the permis-
sive exclusion authority prohibiting providers and suppliers from charging Medicare
or Medicaid substantially more than they usually charge other customers. Discounts
offered to financially needy Medicare or Medicaid beneficiaries also must be ana-
lyzed under the civil monetary penalty (CMP) statute that prohibits offering induce-
ments to Medicare and Medicaid beneficiaries.

Today, I will begin by describing the limited application of OIG’s legal authorities
to discounts offered to uninsured patients. Next, I will describe how a hospital may
reduce or waive cost-sharing amounts for Medicare or Medicaid beneficiaries experi-
encing financial hardship. Finally, I will explain how hospitals and other health
care providers and suppliers can obtain further guidance from OIG on these issues.

DISCOUNTS FOR UNINSURED PATIENTS

OIG authorities allow hospitals to offer discounts to uninsured patients. It has
been suggested that two fraud and abuse laws—the Federal anti-kickback statute
and the exclusion authority prohibiting excessive charges to Medicare and Med-
icaid—prevent hospitals from offering discounted prices to patients who do not have
health care coverage. This view reflects a misunderstanding of the law.

The Federal Anti-Kickback Statute

The Federal anti-kickback statute is a criminal statute that prohibits the purpose-
ful offer, payment, solicitation, or receipt of anything of value in exchange for, or
to induce, business payable by any Federal health care program, including Medicare
and Medicaid. Congress was concerned that improper financial incentives often lead
to abuses, such as overutilization, increased program costs, corruption of medical-
decision making, and unfair competition. Accordingly, Congress banned kickbacks in
the Federal health care programs.

Giving something of value (such as a discount on hospital charges) to an unin-
sured patient does not implicate the Federal anti-kickback statute, unless the pa-
tient is in a position to generate Federal health care program business. For exam-
ple, a hospital asked OIG about the propriety of offering discounts to doctors who
self-pay. Such discounts would implicate the statute if one purpose were to induce
the doctors to refer Medicare or Medicaid business to the hospital. But those situa-
tions are not, in our view, typical of hospital policies for discounting to the unin-
sured. Rather, most need-based discounting policies are aimed at making health
care more affordable for the millions of uninsured citizens who are not referral
sources for the hospital. For discounts offered to these uninsured patients, the anti-
kickback statute simply does not apply.

The Excessive Charges Exclusion Authority

By statute, OIG is authorized, but not required, to exclude from participation in
the Federal health care programs any provider or supplier that charges Medicare
or Medicaid substantially more than it usually charges other customers. This law
is intended to protect the Medicare and Medicaid programs—and the taxpayers—
from providers and suppliers that routinely charge the Medicare or Medicaid pro-
grams substantially more than they usually charge other customers.

Some providers have expressed concern that discounting to uninsured patients
might skew their “usual charges” to other customers and possibly subject them to
exclusion under this provision. Let me assure you that this is not the case. OIG has
never excluded or even contemplated excluding any provider or supplier for offering
discounts to uninsured patients or other patients who cannot afford their care.

OIG believes that the statute can be reasonably interpreted as allowing providers
to exclude discounts to these patients when calculating their usual charges to other
customers. To this end, when we proposed regulations in connection with this exclu-
sion authority, we included a provision that would clarify that free or substantially
reduced prices offered to uninsured patients do not need to be factored into a hos-
pital’s usual charges for purposes of the exclusion authority. Those proposed regula-
tions are still under development.

To further assure the industry with respect to discounts to the uninsured, we
issued guidance in February that, pending issuance of final regulations or a decision
not to proceed with final regulations, we will continue our enforcement policy that,
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when calculating their “usual charges,” providers and suppliers need not consider
free or substantially reduced charges to uninsured patients.

In sum, no OIG authority or policy should deter hospitals and others from offering
financial relief to uninsured patients.

WAIVERS OF COST-SHARING AMOUNTS FOR FINANCIALLY NEEDY MEDICARE AND
MEDICAID BENEFICIARIES

A discount offered to a Medicare or Medicaid beneficiary generally takes the form
of a waiver of all or a portion of the Medicare or Medicaid program copayment or
deductible, that is, the portion of the bill that the beneficiary owes. Routine waivers
of Medicare or Medicaid cost-sharing amounts are problematic under the fraud and
abuse laws because they may be used impermissibly to induce Federal health care
program business. For example, many fraud schemes use the promise of “free” or
“no out-of-pocket cost” medical items or services to attract Medicare or Medicaid
beneficiaries.

However, the law also clearly permits health care providers to waive Medicare
and Medicaid cost-sharing amounts for financially needy beneficiaries. OIG has a
long-standing and well-publicized position supporting such financial hardship waiv-
ers. For example, the ability to forgive Medicare cost-sharing amounts in consider-
ation of a patient’s financial hardship is discussed in a 1992 OIG special fraud alert
on the waiver of copayments and deductibles. The alert is available on our web site,
a%ong hwitlh other guidance on this subject, at http:/oig.hhs.gov/fraud/fraud
alerts.html.

The Civil Money Penalty Prohibiting Beneficiary Inducements

While the Federal anti-kickback statute may be implicated in some cases, the pri-
mary legal authority in the area of waivers of Medicare and Medicaid cost-sharing
amounts is the CMP prohibiting inducements to beneficiaries. Enacted as part of
HIPAA in 1996, the CMP prohibits offering a beneficiary anything of value, includ-
ing waivers of cost-sharing amounts, that is likely to influence the beneficiary’s se-
lection of a provider, practitioner, or supplier of Medicare or Medicaid payable items
or services. Beneficiary inducements are of particular concern because vulnerable
beneficiaries may be enticed to obtain services that are medically unnecessary, over-
priced, or of substandard quality.

While generally banning routine cost-sharing waivers, such “insurance only” bill-
ing and the like, the Congress recognized that some beneficiaries might not be able
to afford their cost-sharing amounts. The statute thus includes an express exception
for waivers on the basis of financial need. The exception has three requirements:

e the waivers may not be routine;
e the waivers may not be offered as part of any advertisement or solicitation; and
e the waivers may only be made after determining in good faith that the individual
is in financial need or that reasonable collection efforts have failed.
This exception is available to hospitals and others that want to provide relief to
Medicare and Medicaid beneficiaries who cannot afford their cost-sharing amounts.
We recognize that what constitutes a good faith determination of financial need
may vary depending on individual patient circumstances. We believe that hospitals
shouléi have flexibility to consider relevant variables. For example, hospitals may
consider:

the local cost of living;

e a patient’s income, assets, and expenses;

e a patient’s family size; and

e the scope and extent of a patient’s medical bills.

A hospital’s financial need guidelines should be reasonable, based on objective cri-
teria, appropriate for the hospital’s locality, and applied uniformly to all patients.
Hospitals should take reasonable measures to document the financial need deter-
mination. We are mindful that there may be situations when patients are reluctant
or unable to provide documentation of their financial status. In such cases, hospitals
may be able to use other reasonable, documented methods for determining financial
need, including, for example, patient interviews or questionnaires.

As discussed in our 1992 special fraud alert and elsewhere, it is OIG’s position
that the principles articulated in this CMP exception apply equally to financial
need-based cost-sharing waivers under the Federal anti-kickback statute. There also
is a safe harbor under the Federal anti-kickback statute that protects certain cost-
sharing waivers for inpatient hospital services (waivers protected under this safe
harbor are also protected under the CMP). The safe harbor contains a number of
conditions designed to prevent abusive waiver practices, but does not require a de-
termination of financial need.
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In sum, the fraud and abuse laws clearly allow hospitals to provide relief to Medi-
care and Medicaid beneficiaries who cannot afford their cost-sharing amounts.

OBTAINING OIG GUIDANCE

As evidenced by the number and range of fraud alerts, bulletins, and other guid-
ance we have issued, OIG has a strong commitment to providing guidance to the
health care provider community. As previously noted, in February we issued specific
guidance on OIG’s fraud and abuse authorities and their application to hospital dis-
counting practices. This guidance, titled “Hospital Discounts Offered to Patients
Who Cannot Afford to Pay Their Hospital Bills” (“Discounts Guidance”), is available
on our website at www.oig.hhs.gov and is attached to this testimony.

In addition to these resources, OIG’s advisory opinion process is available to hos-
pitals or others that want to know how OIG views a particular discount arrange-
ment. OIG advisory opinions are written legal opinions that are binding on OIG, the
Department of Health and Human Services, and the party that requests the opin-
ion. To obtain an opinion, the requesting party must submit a written description
of its existing or proposed business arrangement. Further information about the
process, including frequently asked questions, can be found on OIG’s web site at:
http://oig.hhs.gov/fraud/advisoryopinions.html

In addition, our web site contains the Discount Guidance, the proposed regula-
tions on the excessive charges exclusion authority, and a special advisory bulletin
discussing the CMP statute, as well as special fraud alerts and bulletins, safe har-
bor regulations, compliance program guidances, and advisory opinions that relate to
the issues I have discussed today.

CONCLUSION

In conclusion, I want to assure the Committee that OIG fully supports efforts to
ensure that a patient’s financial need is not a barrier to health care. Furthermore,
OIG legal authorities permit hospitals and others to offer bona fide discounts to un-
insured patients and to Medicare or Medicaid beneficiaries who cannot afford their
health care bills.

Mr. Chairman and Members of the Committee, thank you for inviting OIG to tes-
tify today. I would be happy to answer any questions you may have.

ATTACHMENTS

HOSPITAL DISCOUNTS OFFERED TO PATIENTS WHO CANNOT AFFORD TO PAY THEIR
HOSPITAL BILLS

This document addresses the views of the Office of Inspector General (“OIG”) on
the following topics: (1) discounts provided by hospitals for uninsured patients who
cannot afford to pay their hospital bills and (2) reductions or waivers of Medicare
cost-sharing amounts by hospitals for patients experiencing financial hardship. For
the following reasons, the OIG believes that hospitals have the ability to provide
relief to uninsured and underinsured patients who cannot afford their hospital bills
and to Medicare beneficiaries who cannot afford their Medicare cost-sharing
amounts. The OIG fully supports hospitals’ efforts in this area.

Discounts for Uninsured Patients Who Cannot Afford to Pay Their Hospital
Bills

No OIG authority prohibits or restricts hospitals from offering discounts to unin-
sured patients who are unable to pay their hospital bills. It has been suggested that
two laws enforced by the OIG may prevent hospitals from offering discounted prices
to uninsured patients. We disagree and address each law in turn.

e The Federal Anti-Kickback Statute.! The Federal anti-kickback statute pro-
hibits a hospital from giving or receiving anything of value in exchange for re-
ferrals of business payable by a Federal health care program, such as Medicare
or Medicaid. The Federal anti-kickback statute does not prohibit discounts to un-
insured patients who are unable to pay their hospital bills. However, the dis-
counts may not be linked in any manner to the generation of business payable
by a Federal health care program. Discounts offered to underinsured patients
potentially raise a more significant concern under the anti-kickback statute,
and hospitals should exercise care to ensure that such discounts are not tied
directly or indirectly to the furnishing of items or services payable by a Federal
health care program. As discussed below, the statute and regulations offer

142 U.S.C. §1320a-7b(b).
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means to reduce or waive coinsurance and deductible amounts to provide assist-
ance to underinsured patients with reasonably verified financial need.

e Section 1128(b)(6)(A) of the Social Security Act.2 This law permits—but does
not require—the OIG to exclude from participation in the Federal health care
programs any provider or supplier that submits bills or requests for payment
to Medicare or Medicaid for amounts that are substantially more than the pro-
vider’s or supplier’s usual charges. The statute contains an exception for any
situation in which the Secretary finds “good cause” for the substantial dif-
ference. The statute is intended to protect the Medicare and Medicaid pro-
grams—and taxpayers—from providers and suppliers that routinely charge the
programs substantially more than their other customers.

The OIG has never excluded or attempted to exclude any provider or supplier
for offering discounts to uninsured or underinsured patients. However, to pro-
vide additional assurance to the industry, the OIG recently proposed regula-
tions that would define key terms in the statute.> Among other things, the pro-
posed regulations would make clear that free or substantially reduced charges
to uninsured persons would not affect the calculation of a provider’s or sup-
plier’s “usual” charges, as the term “usual charges” is used in the exclusion pro-
vision. The OIG is currently reviewing the public comments to the proposed reg-
ulations. Until such time as a final regulation is promulgated or the OIG indi-
cates its intention not to promulgate a final rule, it will continue to be the OIG’s
enforcement policy that. when calculating their “usual charges” for purposes of
section 1128&)(6)(A), individuals and entities do not need to consider free or
substantiallv reduced charges to (i) uninsured patients or (ii) underinsured pa-
tients who are self-paying patients for the items or services furnished.

As noted in the preamble to the proposed regulations, the exclusion provision
does not require a hospital to charge everyone the same price; nor does it re-
quire a hospital to offer Medicare or Medicaid its “best price.” However, hos-
pitals cannot routinely charge Medicare or Medicaid substantially more than
they usually charge others.

In addition to the two laws discussed above, it has been suggested that hospitals
are reluctant to give discounts to uninsured patients because the OIG requires hos-
pitals to engage in vigorous collection efforts against uninsured patients. This
misperception may be based on some limited OIG audits of specific hospitals’ com-
pliance with Medicare’s bad debt rules. The bad debt rules and regulations, includ-
ing the scope of required collection efforts, are established by the Centers for Medi-
care & Medicaid Services (“CMS”). No OIG rule or regulation requires a hospital
to engage in any particular collection practices.

Reductions or Waivers of Cost-Sharing Amounts for Medicare Beneficiaries
Experiencing Financial Hardship

The fraud and abuse laws clearly permit the waiver of all or a portion of a Medi-
care cost-sharing amount for a financially needy beneficiary.# Importantly, under
the fraud and abuse laws, the “financial need” criterion is not limited to “indigence,”
but can include any reasonable measures of financial hardship.

Like many private insurance plans, the Medicare program includes a cost-sharing
requirement. Cost-sharing is an important control on overutilization of items and
services. If beneficiaries are required to pay for a portion of their care, they will be
bettgrdhealth care consumers, selecting items or services because they are medically
needed.

The routine waiver of Medicare coinsurance and deductibles can violate the Fed-
eral anti-kickback statute (discussed above) if one purpose of the waiver is to gen-
erate business payable by a Federal health care program.5 In addition, a separate
statutory provision prohibits offering inducements—including cost-sharing waivers—
to a Medicare or Medicaid beneficiary that the offeror knows or should know are
likely to influence the beneficiary’s selection of a particular provider, practitioner,
or supplier.® (This prohibition against inducements offered to Medicare and Med-
icaid beneficiaries does not apply to uninsured patients.)

242 U.S.C. §1320a-7(b)(6)(A).

368 Fed. Reg. 53939 (Sept. 15, 2003).

4 Hospitals still need to ensure that they comply with all relevant Medicare program rules.

5In certain circumstances, the routine waiver of coinsurance and deductible amounts can im-
plicate the False Claims Act, 31 U.S.C. §3729. See Special Fraud Alert: Routine Waiver of Co-
payments or Deductibles Under Medicare Part B, 59 Fed. Reg. 65372, 65374 (Dec. 19, 1994),
available on the OIG webpage at: http://oig.hhs.gov/fraud/docs/alertsandbulletins/121994 . html.

642 U.S.C. §1320a-7a(a)(5). The statute includes several other exceptions. One exception per-
mits the waiver of cost-sharing amounts for certain preventive care services without any re-
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However, there are two important exceptions to the general prohibition against
waiving Medicare coinsurance and deductibles applicable to hospitals, one for finan-
cial hardship situations and one for inpatient hospital services.

First, providers, practitioners, and suppliers may forgive a Medicare coinsurance
or deductible amount in consideration of a particular patient’s financial hardship.
Specifically, under the fraud and abuse laws, Medicare cost-sharing amounts may
be waived so long as:

e the waiver is not offered as part of any advertisement or solicitation;

e the party offering the waiver does not routinely waive coinsurance or deductible
amounts; and

e the party waives the coinsurance and deductible amounts after determining in
good faith that the individual is in financial need reasonable collection efforts
have failed.”

The OIG recognizes that what constitutes a good faith determination of “financial
need” may vary depending on the individual patient’s circumstances and that hos-
pitals should have flexibility to take into account relevant variables. These factors
may include, for example:

the local cost of living;

a patient’s income, assets, and expenses;

a patient’s family size; and

the scope and extent of a patient’s medical bills.

Hospitals should use a reasonable set of financial need guidelines that are based
on objective criteria and appropriate for the applicable locality. The guidelines
should be applied uniformly in all cases. While hospitals have flexibility in making
the determination of financial need, we do not believe it is appropriate to apply in-
flated income guidelines that result in waivers for beneficiaries who are not in gen-
uine financial need. Hospitals should consider that the financial status of a patient
may change over time and should recheck a patient’s eligibility at reasonable inter-
vals sufficient to ensure that the patient remains in financial need. For example,
a patient who obtains outpatient hospital services several times a week would not
need to be rechecked every visit. Hospitals should take reasonable measures to doc-
ument their determinations of Medicare beneficiaries’ financial need. We are aware
that in some situations patients may be reluctant or unable to provide documenta-
tion of their financial status. In those cases, hospitals may be able to use other rea-
sonable methods for determining financial need, including, for example, documented
patient interviews or questionnaires.

Second, another exception to the general prohibition against Medicare cost-shar-
ing waivers is contained in an OIG “safe harbor” regulation related to inpatient hos-
pital services.8 Compliance with a safe harbor regulation is voluntary, and failure
to comply does not necessarily mean an arrangement is illegal. However, a hospital
that complies fully with a safe harbor is assured that it will not be prosecuted under
the Federal anti-kickback statute.®

The safe harbor for waivers of coinsurance and deductibles provides that a hos-
pital may waive coinsurance and deductible amounts for inpatient hospital services
for which Medicare pays under the prospective payment system if the hospital
meets three conditions:

e the hospital cannot claim the waived amount as bad debt or otherwise shift the
burden to the Medicare or Medicaid programs, other payers, or individuals;

e the waiver must be made without regard to the reason for admission, length of
stay, or diagnostic related group; and

e the waiver may not be part of a price reduction agreement between the hospital
and a third-party payer (other than a Medicare SELECT plan).

While the OIG is not concerned about bona fide cost-sharing waivers for bene-
ficiaries with genuine financial need, we have a long-standing concern about pro-
viders and suppliers that use “insurance only billing” and similar schemes to entice
Federal health care program beneficiaries to obtain items or services that may be
medically unnecessary, overpriced, or of poor quality.

quirement to determine financial need. 42 U.S.C. § 1320a-7a(i)(6)(D); 42 C.F.R. §1003.101; see
also 65 Fed. Reg. 24400, 24409 (April 26, 2000).

742 U.S.C. § 1320a-7a(i)(6)(A); Special Fraud Alert, supra note 5.

842 C.F.R. §1001.952(k).

9 Furthermore, 42 U.S.C. § 1320a-7a(i)(6)( B) provides that any waiver that fits in a safe har-
bor to the anti-kickback statute is similarly protected under the beneficiary inducements statute
(discussed above).
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OIG Advisory Opinion Process

The OIG has an advisory opinion process that is available to hospitals or others
that want assurance that they will not run afoul of the fraud and abuse laws.10 OIG
advisory opinions are written opinions that are legally binding on the OIG, the De-
partment of Health and Human Services, and the party that requests the opinion.
To obtain an opinion, the requesting party must submit a detailed, written descrip-
tion of its existing or proposed business arrangement. The length of time that it
takes for the OIG to issue an opinion varies based upon a number of factors, includ-
ing the complexity of the arrangement, the completeness of the submission, and how
promptly the requestor responds to requests for additional information. Further in-
formation about the process, including frequently asked questions, can be found on
the OIG webpage at http://oig.hhs.gov/fraud/advisoryopinions.html.

Conclusion

Hospitals have the ability to provide discounts to uninsured and underinsured pa-
tients who cannot afford their hospital bills and to Medicare beneficiaries who can-
not afford their Medicare cost-sharing obligations. Nothing in the OIG rules or regu-
lations prohibits such discounts, and the OIG fully supports the hospital industry’s
efforts to lower health care costs for those unable to afford care. While every case
must be evaluated on its own merits, it is important to note that the OIG has never
brought a case based on a hospital’s bona fide discounting of its bill for an unin-
sured or underinsured patient of limited means.

Guidance about the anti-kickback statute and other fraud and abuse authorities
is available on the OIG’s webpage at http://oig.hhs.gov/. This guidance includes the
Special Fraud Alert on Routine Waivers of Copayments and Deductibles under
Medicare Part B; safe harbor regulations (and the “preamble” discussions that in-
clude explanatory information), the compliance program guidance for hospitals, and
OIG advisory opinions.

Mr. GREENWOOD. Thank you very much. The Chair recognizes
himself for questioning.

I am going to go through a list of questions here, but before I
do, I think you were both here throughout the afternoon, and you
heard the line of questioning I started as we were running out of
time with the hospitals, and that is that it seems to me the part
of the phenomena that has driven up the charges at hospitals has
been the fact that hospitals are reimbursed for outlying cases, out-
lying from the DRG range, on a charges-to-cost ratio, and therefore
it seems, since the costs are fairly constant, growing at a slight
rate, that it was in the hospital’s interest to have the charge set
as high as possible to maximize the revenue. Am I correct that that
was—at least prior to 2003, that that rather relatively perverse in-
centive existed?

Mr. KUHN. That is correct, Mr. Chairman. There was a phe-
nomena in the Medicare law that allowed some hospitals—and they
actually figured out this loophole—that by greatly accelerating
their charges, they could take advantage of the outlier payment.
And what was really happening is that charges could be current,
but the data on which they based cost were about 2 or 3 years old.
By increasing that spread, it triggered the outlier payment more
quickly. And, again, some hospitals figured that out, some hospital
systems—you heard Mr. Fetter speak about that—capitalized and
moved on that very aggressively. When CMS discovered that, we
moved new regulations, which were finalized last year, that include
two things. One, to tighten the time period between costs and
charges in terms of the most recent cost report so hospitals can’t
work on that spread. We also have a look-back provision, so we can
go back and really audit these folks and take dollars back should

10 Section 1128D(b) of the Social Security Act; 42 C.F.R. part 1008.
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they be abusing that system. So, you are correct in your statement.
There was an opportunity for hospitals to accelerate charges be-
cause of some incentives in the Medicare program, but that is now
gone.

Mr. GREENWOOD. Was it the case that the higher the charge, the
higher the reimbursement, assuming constant costs, or was it sim-
ply that the higher the charge, the more cases fit into the outlier
program and were reimbursed on a basis that is unrelated to the
charge itself?

Mr. KUHN. It was more the latter. It just created a quicker, easi-
er opportunity to trigger the outlier payment and to improve cash-
flow.

Mr. GREENWOOD. But it still created incentive to raise the
charges, and it seems to me that that, I suspect, was the driver for
these charges going up, at least a significant driver for the charges
to go up, and to some extent the uninsured patient just got caught
in the crossfire because hospitals had to, if they were going to, in
fact, claim that that was their charge, they had to charge it.

Mr. KUHN. That was certainly one of the triggers that was out
there. There are other things, obviously, for charge movement for-
ward. That incentive did exist, but it does not exist anymore.

Mr. GREENWOOD. It is your contention that since 2003 that in-
centive has been eliminated.

Mr. KunN. That is correct.

Mr. GREENWOOD. Do hospitals still have incentives to keep their
charges high in cases of automobile accidents, for instance, where
there may be a settlement and they get to subrogate and get a
piece of the settlement and they use charges, or is that outside of
your area of expertise?

Mr. KUHN. That is outside of my area. I am just looking at the
Medicare program. I would leave that to others to opine on that.

Mr. GREENWOOD. Is it HHS’ responsibility to make sure that the
uninsured self-pay patients are not adversely and unfairly treated
by hospital billing and collection practices?

Mr. KuHN. What our policy is, and it is really reflected by the
clarification Secretary Thompson issued in the Qs and As we pro-
vided for hospitals in February of this year, is that we really did
encourage hospitals to use whatever authority they had to take
care of the uninsured and work in that area.

Where our exact oversight applies, however, is if a hospital
wants to collect Medicare bad debt. That is really where the
indigency policy becomes critical, and that is where we come into
play. If a hospital wants to forego the bad debt in that Medicare
payment, we really don’t have oversight authority.

Mr. GREENWOOD. But suppose that an uninsured patient goes to
a hospital and gets billed for charges that are extraordinarily high,
and that patient just sucks it up and puts it on a credit card and
says, “Well, I will spend the rest of my life paying for this,” there
is no bad debt here. CMS has no responsibility under any statute
or regulation to protect that patient from that effect?

Mr. KUuHN. You are correct, we have no authority in that area.

Mr. GREENWOOD. In a February 2004 briefing to this committee,
representatives of HHS claimed to have not known until the middle
to late part of 2003 of hospitals’ concerns with the impact of Medi-
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care rules on their treatment of the uninsured. Today, we heard
statements from Trevor Fetter of Tenet who said in 2002 that this
was something that had concerned him for years.

Could you explain why something apparently known by some or
many in the industry for years was not even on the radar of HHS
until 2003?

Mr. KUHN. That misunderstanding or that discrepancy also trou-
bles us as well because as we prepared for this hearing, I queried
a lot of staff in terms of what was going on in 2001, 2002, even
2003, and, quite frankly, we heard from few, if any, hospitals ask-
ing questions. Likewise, we talked to our regional offices and our
fiscal intermediaries, and they too were receiving little comment.
So, it was our impression that hospitals had a pretty good under-
standing of our rules which have been out there for a long time in
the Provider Reimbursement Manual, and it wasn’t until recently
that some concerns became known. And what we tried to do this
year in Secretary Thompson’s response to Dick Davidson of the
American Hospital Association was to try a different format. In-
stead of giving them a copy of, for example, the Provider Reim-
bursement Manual, we decided to do it in a series of questions and
answers, and since then I think that has really clarified things. I
have heard from the American Hospital Association—I really sa-
lute them for this effort—that they have over 2,700 hospitals in the
country now that have signed a pledge that says they understand
the rules, they are going to move forward with policy

Mr. GREENWOOD. What percentage is that of the hospitals in the
United States?

Mr. KUHN. I believe there are about 5,000 acute care hospitals
in the country, so it is well over half. So, I think that is a good
number in a very short period of time, and I commend them for
that effort.

Mr. GREENWOOD. Well, if they get to 5,000, we won’t have to leg-
islate.

Mr. KUuHN. We can all hope.

Mr. GREENWOOD. As part of Medicare cost reporting, HHS was
aware of steadily declining cost-to-charge ratios revealing in in-
verse steadily growing disparities between the cost to a hospital
and charges given to patients. In California, for example, these
markups rose, on average, from 174 percent in 1990 to 310 percent
in 2003. These figures depict real bills to real people with all too
real consequences. Did this slip through the cracks at HHS?

Mr. KuHN. Well, I think we have become aware of that, and obvi-
ously we were aware of it when we fixed the outlier policy last
year, as I mentioned earlier. But, again, when we set Medicare
payment policy, as you showed on your graphs earlier, Medicare
payment policy is very close to cost. We use charges in a lot of dif-
ferent ways. We use it for apportionment. We use it to set DRG
rates. We use it to trigger outlier payments. So, it is used impor-
tantly by us, but in terms of what we ultimately pay, that is set
by the rates when Congress gives us the updates. So, it is part of
the process, but it doesn’t really trigger that much in terms of the
overall payment scheme.

Mr. GREENWOOD. And aside from the outlier issue that we talked
about in the beginning, are you aware of any other Medicare for-
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mulae or processes that would still create an incentive for hospitals
to have high charges?

Mr. KUHN. We are not aware of any kind of incentives or dis-
incentives or perverse incentives that would be in the Medicare
program that would drive that.

Mr. GREENWOOD. You wrote in your response to this committee,
“If a hospital wants Medicare bad debt reimbursement, it must at
the very least send non-indigent Medicare patients a bill for the
debt, and must make some reasonable effort to collect from Medi-
care patients as it does for non-Medicare patients.” Why is HHS
unwilling to be more precise about what is a reasonable collection
effort?

Mr. KUuHN. We really want to leave that up to the hospitals and
what works for them. Each hospital wants to design its own bad
debt policy differently. We want to give them maximum flexibility.
What we are really looking for in our manual is genuine and rea-
sonable efforts and good business judgment on their part.

Mr. GREENWOOD. Do you think that that creates any incentive
for them to err on the side of more aggressive collections, since
there isn’t perfect clarity?

Mr. KUuHN. Well, sunshine is a good thing, and I think this hear-
ing and some of the news reports have been a good thing to kind
of help stabilize and try to create community standards out there.

Mr. GREENWOOD. And as you have said, you have never taken
any action whatsoever against a hospital for not actively pursuing
bad debt, isn’t that what you said earlier?

Mr. KunN. What we would do is if, indeed, a hospital did not
have consistent policy—say, they were trying to collect Medicare
bad debt and they didn’t have consistent policy on either side—in
an audit, we would go back and maybe take back some of those
Medicare payments that they claimed, but that would be the only
activity that we could take.

Mr. GREENWOOD. As part of the Medicare proscribed reasonable
and consistent collection efforts, can a hospital consider bills of
similar amounts differently, based on the circumstances of the
debtor? For example, if you had a $50,000 bill for a low-income per-
son who doesn’t qualify for charity, and a $50,000 bill for a well
off professional, must collections proceed similarly against both in-
dividuals?

Mr. KUHN. As long as they are pursuing similar collections and
it is a part of their indigency policy and they want to collect Medi-
care bad debt, they need to be consistent on both sides. However,
I would just say that there are ways that they could do their policy
differently. For example, we all know if you legislate, if you set any
rule, if you draw a line at, say, 300 percent of poverty or $50,000,
but, say, the person with $50,000 is the young college student right
out of school, and he has got a pretty good job, he is making
$50,000, but he incurs a huge debt from a medical incident. A hos-
pital could simply have a policy that says, “We have an indigence
policy,” but anything that falls outside of that, we are going to look
at these on a case-by-case basis. We are going to have a special
committee of the hospital that will include the CEO and other
folks, and as long as they do that consistently for Medicare and
non-Medicare patients, we are fine.
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Mr. GREENWOOD. Do all determinations of indigency for the pur-
pose of qualifying a patient for a charity program have to be
through a means test?

Mr. KUHN. No, they don’t have to be through a means test, al-
though we would like to see—I think what works best for us is to
see income levels, and if you mean by means test, assets test, et
cetera, we don’t require that. They could use just a straight income
test.

Mr. GREENWOOD. Hospitals have suggested that the anti-kick-
back law could interfere with efforts to make widely available to
patients notice of a hospital charity policy. Could posting a hos-
pital’s charity policy on a Web site or including information about
the policy in billing mailings, for example, ever run contrary to any
HHS rules?

Mr. MoRRIS. Probably the anti-kickback statute would not even
be of concern. As I noted in my testimony, discounts to the unin-
sured have very little relevance because they are not Medicare and
Medicaid patients, and that is not within the scope of the anti-kick-
back statute.

I did reference a beneficiary inducement prohibition which, in
order to meet the protections of it, one of the elements is not adver-
tising the promotion of those routine waivers, by which we believe
Congress meant a provider should not be out there saying, “No out-
of-pocket for you. We don’t bill anything but insurance.” But the
public service announcements, things that would let the community
know that the hospital has an indigency policy? You should ask
about it. Putting flyers up so people can be informed? We don’t
think that is what Congress intended by the bar on advertising.
The concern was that people should not be encouraged to seek
medical care where they are told there is no out-of-pocket, and it
is being put on the side of buses and things.

Mr. GREENWOOD. Isn’t it true that with very limited exception
such as prompt pay discounts, for example, the only manner by
which a discount might be offered to an uninsured patient is by
means of a hospital’s charity program?

Mr. Morris. Well, a discount can be offered to anyone that the
hospital, based on its indigency program—and, as has been indi-
cated, we believe there should be great flexibility provided so they
can structure those as they see fit—so a prompt pay discount, if it
is a bona fide prompt pay discount reflecting the fair market value
of not having to pursue administrative action against the money to
seek, that would be appropriate—you could construct your
indigency policy with a great deal of flexibility. It would not need
to be restricted to a prompt pay.

Mr. GREENWOOD. The problem some hospitals are having, I be-
lieve, is how broad can a charity policy be. The issue turns perhaps
on the definition of “financial need” and what to do about the group
who is above both Medicaid and the 200 to 400 percent of the Fed-
eral poverty line bracketing many hospital policies.

Mr. MoORRIS. I think the way I would answer that is that a good
faith determination of financial need resides with the hospital, and
they can bring whatever community assessment they want to that.

Where I think the fraud and abuse laws could be implicated is
if there was a blanket waiver of all cost-paying obligation to an en-
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tire community—no one was expected to pay the co-pays and
deductibles—which, frankly, would seem to be a rather dangerous
business proposition, much less a

Mr. GREENWOOD. Suppose they said anyone without insurance?

Mr. MORRIS. And they applied that across-the-board?

Mr. GREENWOOD. Is that too broad?

Mr. MoRRIS. I think there would need to be an individualized de-
termination; so a blanket statement to anyone who does not have
insurance does not have to pay co-payments would be problematic.
There would need to be an individualized determination, but the
element——

Mr. GREENWOOD. Based on things like income and assets.

Mr. MoRRIS. Income, assets, number of members in the family,
size of the debt, all those would be variables that should be taken
into account.

Mr. GREENWOOD. Is there some limit? If a hospital said that our
charity applies to anyone who is above 500 percent, or 700 percent,
or 800 percent of poverty, is there some point at which CMS would
say, “Wait a minute, that is too high?”

Mr. KUHN. I would say, ultimately, there would be a community
standard that the auditors could come and look at. For example,
under Medicare right now, the deductible is $876, so if you set the
income standard so high that you waive that deductible on a con-
sistent basis, I think that would be a bit of a problem. One, as Lew
said earlier, as a business sense, I don’t think the hospital would
be doing that. But if you set it so high to kind of write everything
off and collect a Medicare bad debt, I think the auditors would
have to look at that one a little bit differently because, when Con-
gress had the idea that there ought to be deductibles and co-pay-
ments, for those that have the ability to pay, I think there was an
intent that people should pay those things.

Mr. MoRRIS. It is worth remembering, too, that when we talk
about Medicare co-pays and deductibles, we are therefore talking
about people who have insurance, they are covered by a program,
as distinct from those who are uninsured, for which, from a fraud
and abuse standpoint, we have no jurisdiction directly. So, if we
are talking about waivers of co-pays and deductibles for those who
have Medicare coverage, what we expect is some reasonable assess-
ment of financial need with a great deal of flexibility.

Mr. GREENWOOD. If CMS reimburses a hospital for a bad debt
and 10 years later, or 5 years later, some period later, the debt
ends up being collected by an agency and remitted to the hospital,
does the hospital have a legal duty to report that to Medicare?

[The following was received for the record:

Yes. Medicare regulations at 42 CFR §413.80(f) state, 11In some cases an amount
previously written off as bad debt and allocated to the program may be recovered
in a subsequent accounting period: in such cases the income from there must be
used to reduce the cost of beneficiary services for the period in which the collection
is made.” Unfortunately, there is no way to quantify these offset amounts. There

is a line on Worksheet E, part A of the Medicare cost report for offset adjustments,
but that is an aggregate amount and a myriad of things is combined in the total.

Mr. KuHN. In 10 years, I am not sure, but within a reasonable
amount of time. There is a part of the cost report where there is
a place to report income. I remember looking at this recently, and
I can’t tell you exactly where, but we could follow up in writing to
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make sure. But there is a way for that to be reported back and to
indicate it that was once claimed as a bad debt but then reported
back as income in the cost report.

Mr. GREENWOOD. What is the current process by which a hos-
pital can seek an advisory opinion on matters such as this.

Mr. MoRRIS. The advisory opinion process, as set forth on our
Web site, allows any provider to write in with a proposed or actual
arrangement if they would like to know whether it violates any of
our anti-fraud and abuse provisions. Generally, the process takes
a great deal of give-and-take. Sometimes the initial solicitation
isn’t clear, or in an effort to try to get an affirmative response, we
may make suggestions to improve or reshape the proposal so it will
not trigger concerns.

We have a team of attorneys who work on those. We have a sub-
stantial backlog because of the size of our staff.

Mr. GREENWOOD. Well, that gets me to the next question, which
is what are the timeframes involved?

Mr. MORRIS. It depends a lot on the complexity of the request.
The timeframes can be anywhere from the 60-day statutory obliga-
tion, provided that it is a clean request and doesn’t require any sort
of feedback. Some of our requests have been pending for over a
year. In many cases, it is because we ask additional information of
the requestor and we have not gotten information back for those,
we are still waiting for additional information.

Mr. KUHN. And if I may, Mr. Chairman, if I could just reference
that as well. This is for the OIG’s advisory opinion process. But for
hospital indigency policies, in order to go forward, they need not re-
quest an advisory opinion from CMS. In fact, we don’t give advisory
opinions. Hospitals are empowered to go out and set their own poli-
cies and move forward. And as I referenced earlier, the AHA said
that 2700 hospitals have already signed a pledge that they have al-
ready done it. There is no way we could do 2700 advisory opinions
that fast. They are empowered to do it, as they always have been.
And so earlier there was testimony where people say they were
waiting 6 months for these opinions, et cetera. That is not the case.
They are empowered to go forward, set their policies, and move for-
ward. We are not holding them up. Go do it.

Mr. MORRIS. And if I could add one other point germane to advi-
sory opinions in this area, we have not seen a great deal of re-
quests for advisory opinions on the application of our statutes to
the uninsured because they don’t apply. I am aware of only one for-
mal request, for an advisory opinion, and before we were able to
finalize our response, the request was withdrawn in light of the in-
formation that the Secretary provided earlier this year.

Mr. GREENWOOD. What is a UB92 form?

[The following was submitted for the record:]

The UB92 was developed over many years by the National Uniform Billing Com-
mittee to serve as a single simplified billing form that is used nationwide by institu-
tional providers and payers for handling health care claims. The data elements in-
cluded on the form are identified as being necessary for claims processing and meet
the requirements for preparing Medicare, Medicaid, OCHAMPUS, BCBS, and com-

mercial insurance claims. (A copy of the UB92 form and instructions is attached for
the record.)
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UNIFORM BILL:
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08-03 BILL REVIEW 3604
Form CMS-1450
3604.  REVIEW OF FORM CMS-1450 FOR INPATIENT AND OUTPATIENT BILLS

This form, also known as the UB-92, serves the needs of many payers. Some data elements may not
be needed by a particular payer. Al items on Form CMS-1450 are described, but detailed
information is given only for items required for Medicare claims. The National Uniform Billing
Committee (NUBC) maintains a complete list of allowable data elements and codes. You must be
able to capture all NUBC-approved input data for audit trail purposes and be able to pass all data to
other payers with whom you have a coordination of benefits agreement. lItems listed as "Not
Required” need not be reviewed aithough providers may complete them when billing mulgiFie
payers. All Medicare claims you process must be billed on Form CMS-1450 billing form or billed
using related electronic billing record formats.

If required data is omitted, obtain it from the provider or other sources and maintain it on your
history record. It is not necessary to search paper files to annotate missing data unless you do not
have an electronic history record. You need not obtain data not needed to process the bill.

Data elements in the CMS uniform electronic billing specifications are consistent with Form CMS-
1450 data set to the extent that one processing system can handle both. Definitions are identical. In
some situations, the electronic record contains more characters than the correspondin% item on the
form because of constraints on the form size not applicable to the electronic record. Also, fora few
data elements not used by Medicare, conversion may be needed from an alpha code to a numeric, but
these do not affect Medicare processing. The revenue coding system for both Form CMS-1450 and
the electronic specifications are identical.

Effective June 5. 2000, CMS extended the claim size to 450 lines, For the hard copy UB-92 or Form
CMS-1450, this simply means you will accept claims of up to 9 pages. For the electronic format, the
new requirements are described in Addendum A.

Effective October To. 2003, all state ficlds will be discontinued and reclassified as reserved for
national assignment.

Form Locator (FL) 1. (Untitled) - Provider Name, Address, and Telephone Number Required. The
minimum entry is the provider's name, city, State, and ZIP code. The post office box number or
street name and number may be included. The State may be abbreviated using standard post office
abbreviations. Five or nine digit ZIP codes are acceptable. Use the information to reconcile
provider number discrepancies. Phone and/or FAX numbers are desirable.

FL 2. (Untitled)

Not Reguired. This is one of the four fields which have not been assigned for national use. Use of
the field, if any, is assigned by the SUBC and is uniform within a State.

FL 3. Patient Control Number
Required. The patient's unique alphanumeric number assigned by the provider to facilitate retrieval
of individual financial records and posting of payment.

FL 4. Type of Bill

Required. This three-digit alphanumeric code gives three specific pieces of information. The first
digit identifies the type of facility. The second classifies the type of care. The third indicates the
sequence of this bill in this particular episode of care. 1t is referred to as "frequency” code.

Code Structure (only codes used to bill Medicare are shown).

Ist Digit - Type of Facility

1 - Hospital

2 - Skilled Nursing

3 - Home Health

Rev. 1894 6-25
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4 - Religious Non- Medical (Hospital)

5 - Religious Non-Medical (Extended Care)

6 - Intermediate Care

7- (élilnic or Hospital Based Renal Dialysis Facility (requires special information in second digit
clow).

8 - Special Facility or hospital ASC surgery (reguires special information in second digit below).

9 - Reserved for National Assignment

2nd Digit - Classification (Except Clinics and Special Facilities)

1 - Inpatient (Part A)

2 - Hospital Based or Inpatient (Part B) (includes HHA visits under a Part B plan of treatment).

3 - Outpatient (includes HHA visits under a Part A plan of treatment and use of HHA DME under a
Part A plan of treatment).

4 - Other (Part B) (includes HHA medical and other health services not under a plan of treatment,
SNF diagnostic clinical laboratory services to "nonpatients”, and referred diagnostic services).

35 - Intermediate Care - Level 1

6 - Intermediate Care - Level I

7 - Subacute Inpatient (Revenue Code 19X required)

8 - Swing bed (used to indicate billing for SNF level of care in a hospital with an approved swing
bed agreement.)

9 - Reserved for National Assignment

2nd Digit - Classification (Clinics Only)

1 - Rural Health Clinic (RHC)

2 - Hospital Based or Independent Renal Dialysis Facility

3. Free—Standin% Provider-Based Federally Qualified Health Centers (FQHC)
4 - Other Rehabilitation Facility (ORF)

5 - Comprehensive qu}y‘?(iem Rehabilitation Facility (CORF)

6 - Community Mental Health Center (CMHC)

7-8 Reserved for National Assignment

9 - OTHER

2nd Digit - Classification (Special Facilities Only)

1 - Hospice (Nonhospital Based)

2 - Hospice (Hospital Based)

3 - Ambulatory Surgical Center Services to Hospital Outpatients
4 - Free Standing Birthing Center

5 - Critical Access Hospital

6 - Residential Facility (not used for Medicare)

7-8 Reserved for National Assignment

9 - OTHER
3rd Digit - Frequency Definition

A - Admission/Election Notice This code is used when a hospice or religious non-medical health
care institution is submitting the Form CMS-1450 as
an admission notice.

B - Hospice/Medicare Coordinated Use when the UB-92 is used as a Termination/

Care Demonstration/Religious Revocation of a hospice, Medicare coordinated
Non-Medical Health Care care demonstration, or religious non-medical
Institution-Termination/ health care institution election.

Revocation Notice

C - Hospice Change of Provider This code is used when the Form CMS-1450 isused as a
Notice of Change to the hospice provider.

D - Hospice/Medicare Coordinated This code is used when the UB-92 is used as a Notice
Care Demonstration/Religious of a Void/Cancel of a hospice. Medicare Coordinated

6-26 Rev. 1894
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Non-Medical Health Care
Institution-Void/Cancel

E - Hospice Change of Ownership

F - Beneficiary Initiated
Adjustment Claim

G - CWF Initiated Adjustment
Claim

H - CMS Initiated Adjustment
Claim

I - Int. Adjustment Claim (Other
Than PRO or Provider)

J - Initiated Adjustment Claim-
Other

K - OQIG Initiated Adjustment
Claim

M - MSP Initiated Adjustment
Claim

Care Demonstration Entity, or Religious Non-medical
Health Care Institution election.

This code is used when the Form CMS-1450 is used
a Notice of Change in Ownership for the hospice.

This code is used to identify adjustments
initiated by the beneficiary. For intermediary use only.

This code is used to identify adjustments
initiated by CWF. For intermediary use only.

This code is used to identify adjusiments
initiated by CMS. For intermediary use only.

This code is used to identify adjustments initiated by
you. For intermediary use only.

This code is used to identify adjustments initiated by
other entities. For intermediary use only.

This code is used to identify adjustments initiated by
OIG. For intermediary use only.

This code is used to identify adljustments initiated by
MSP. For intermediary use only.

NOTE: MSP takes precedence over other adjustment sources.

P - PRO Adjustment Claim

0 - Nonpayment/zero claims

1 - Admit Through Discharge
Claim

2 - Interim - First Claim

3 - Interim - Continuing
Claims (Not valid for PPS
Bills)

Rev. 1894

This code is used to identify an adjustment initiated as a
result of a PRO review. For intermediary use only.

This code is used when the provider does not anticipate
payment from the payer for the bill, but is informing the
payer about a period of nonpayable confinement or
termination of care. The "Through” date of this bill (FL
6) is the discharge date for this confinement. Medicare
requires "nonpayment" bills only to extend the spell-of-
illness in inpatient cases. Other nonpayment bills are
not needed and may be returned to the provider.

This code is used for a bill encompassing

an entire inpatient confinement or course of outpatient
treatment for which the provider expects payment from
the payer or which will update deductible for inpatient
or Part B claims when Medicare is secondary to an
EGHP.

This code is used for the first of an expected series of
bills for which utilization is chargeable or which wiil
update inpatient deductible for the same confinement or
course of treatment.

This code is used when a bill for which

utilization is chargeable for the same

confinement or course of treatment had already been
submitted and further bills are expected to be submitted

later.
6-27
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4 - Interim - Last Claim This code is used for a bill for which utilization is
(Not valid for PPS bills) chargeable and which is the last of a series for this

confinement or course of treatment. The "Through” date
of this bill (FL 6) is the discharge date for this
confinement or course of treatment.

5 - Late Charge Oniy This code is used only for outpatient claims. Late
charge bills are not accepted for Medicare irpatient or
ASC claims.
7 -~ Replacement of Prior This code is used by the provider when it
Claim wants to correct (other than late charges) a previously
submitted bill. This is the code applied to the corrected
or new bill.
8 - Void/Cancel of a This code indicates this bill is an exact
Prior Claim duplicate of an incorrect bill previously submitted. A

code "7" {Replacement of Prior Claim) is also submitted
by the provider showing corrected information.

9 - Final Claim for a Home This code indicates the HH bill should be processed as
Health PPS Episode a debit or credit adjustment to the request for anticipated
payment.

FL 5. Federal Tax Number

Not Required.

EL 6. Statement Covers Period (From-Through)

Required. The beginning and ending dates of the period included on this bill are shown in numeric
fields (MMDDYY). Days before the gatiem's entitlement are not shown. Use the "From" date to
determine timely filing. (See §§3307{f.)

FL 7. Covered Days
Required. The total number of covered days during the billing period applicable to the cost report

incfuding lifetime reserve days elected for which Medicare payment is requested, is entered. This
should be the total of accommodation units reported in FL 46. Covered days exclude any days
classified as noncovered, as defined in FL 8, leave of absence days, and the day of discharge or
death.

If you made an adverse coverage decision, enter the number of covered days through the last date for
which program payment can be made. If waiver of liability provisions apply. see §3441.

The provider does not deduct any days for payment made in the following instances:

o WC

o Automobile medical, no-fault, liability insurance;

0o An EGHP for an ESRD beneficiary;

o Employed beneficiaries and spouses age 65 or over; or

o An LGHP for disabled beneficiaries.
Enter the number of days shown in this FL in the cost report days field on the UB-92 CWF
RECORD. However, when the other insurer has paid in full (see §§3682, and 3685), enter zero days
in utilization days on the UB-92 CWF RECORD. For MSP cases only. calculate utilization based
6-28 Rev. 1894
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upon the amount Medicare will pay and enter the utilization days chargeable to the beneficiary in the
utilization days on the UB-92 CWF RECORD. (See §33682 and 3685.)

For discussion of how to determine whether part of a day is covered, see §§3620ff.

If the provider reported an incorrect number of days, report the correct number when you submit the
CWF RECORD.

FL 8. Noncovered Days
Required. The total number of noncovered days during the billing period within the "From" and

"Through” date that are not claimable as Medicare patient days on the cost report.

FL 9. Coinsurance Days

Required. The number of covered inpatient hospital days occurring after the 60th day and before the
9lst day or the number of covered inpatient SNF days occurring after the 20th day and before the
10Ist day of the benefit period are shown for this billing period.

EL 10. Lifetime Reserve Days X .
Required. The provider enters the number of lifetime reserve days applicable. Change this entry, if

necessary, based on data developed by your claims processing system. (See §31006.2 for special
considerations in election of lifetime reserve days.)

FL 1. (Untitled)
Not Reguired. This is one of the seven fields which have not been assigned for national use. Use of
the field, if any, is assigned by the SUBC and is uniform within a State.

FL 12. Patient’s Name o
Reguired. The patient's name is shown with the surname first, first name, and middle initial, if any.

FL 13. Patient's Address

Regquired. This item shows the patient's full mailing address including street number and name, post
office box number or RFD, City. State, and ZIP code. A valid ZIP code is required for PRO
purposes on inpatient bills.

FL 14. Patient's Birthdate
Reguired. The month, day, and year of birth is shown numerically as MMDDYYYY. Ifthe date of
birtk was not obtained after reasonable efforts by the provider, the field will be zero fiiled.

EL 15. Patient Sex

Required. A "M" for male or a "F" for female must be present. This item is used in conjunction
wn% FLs 67-81 {diagnoses and surgical procedures) to identify inconsistencies.

FL 16. Patient’s Marital Status
Not Required.

FL 17. Admission Date

Required. The month, day, and year of admission for inpatient care is shown numerically as
MMDDYY. When using Form HCFA-1430 as a hospice admission notice, the facility shows the
date the beneficiary elected hospice care.

FL 18. Admission Hour
Not Required.

Rev. 1881 6-29
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FL 19. Type of Admigsion/Visit o ) o
{ Required on inpatient bills only. This is the code indicating priority of this admission/visit.

Code Structure:

I Emergency The patient required immediate medical
intervention as a result of severe, life threatening or
potentially disabling conditions. Generally, the
patient was admitted through the emergency room.

2 Urgent The patient required immediate attention for the
care and treatment of a physical or mental disorder.
Generally, the patient was admitted to the first
available and suitable accommodation.

3 Elective The patient's condition permitted adequate time to
schedule the availability of a suitable
accommodation.

4 Newbom Usc of this code necessitates the use of a Special
Source of Adimission codes.

v

Trauma Center Visits to a trauma center/hospital as licensed or
designated by the state or local government
authority authorized to do so, or as verified by the
American College of Surgeons and involving a
trauma activation.

9 Information Not The hospital cannot classify the type of admission.
Available This code is used only on rare occasions.

FL, 20. Source of Admission . o . . .
Required. This is the code indicating the source of this admission or outpatient registration.

Code Structure (for Emergency, Elective or Other Type of Admission):

1 Physician Referral Inpatient: The patient was admitted upon the
recommendation of a personal physician.

Outpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by
his or her personal physician or the patient
independently requested outpatient services (self-
referral).

2 Clinic Referral Inpatient: The patient was admitted upon the
recommendation of this facility's clinic physician.

Qutpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by
this facitity’s clinic or other outpatient department
physician.

3 HMO Referral Inpatient: The patient was admitted upon the
recommendation of an HMO physician.

6-30 Rev. 1881
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4 Transfer from a Hospital

5 Transfer from a SNF

6  Transfer from Another
Health Care Facility

7  Emergency Room

8  Court/Law Enforcement

9 Information Not
Available

A Transfer from a Critical
Access Hospital

Rev. 1894

Outpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by
an HMO physician.

wpatient: The patient was admitted as a transfer
from an acute care facility where he or she was an
inpatient.

Qutpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by a
physician of another acute care facility.

Inpatient: The patient was admitted as a transfer
from a SNF where he or she was an inpatient.

Outpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by a
physician of the SNF where he or she is an
inpatient.

Inpatient: The patient was admitted to this facility
as a transfer from a health care facility other than an
acute care facility ora SNF. This includes transfers
from nursing homes, long-term care facilities, and
SNF patients that are at a nonskilled level of care.

Qutpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by a
physician of another health care facility where he
or she is an inpatient.

Inpatient: The patient was admitted upon the
recommendation of this facility's emergency room
physician.

Out{g‘ atient: The patient received services in this
facility's emergency department.

Inpatient: The patient was admitted upon the
direction of a court of law, or upon the request of a
law enforcement agency's representative.

Qutpatient: The patient was referred to this facility
upon the direction of a "court of law, or upon the
request of a law enforcement agency representative
for outpatient or referenced diagnostic services.

Inpatient: The means by which the patient was
admitted is not known.

Qutpatient: For Medicare outpatient bills this is not
a valid code.

Inpatient: The patient was admitted to this
facility as a transfer from a critical access hospital
where he or she was an inpatient.

6-31
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Outpatient: The patient was referred to this facility
for outpatient or referenced diagnostic services by (a
physician of) the critical access hospital where he or
she is an inpatient.

B Transfer From Another The patient was admitted to this home health agency
Home Health Agency as a transfer from another home health agency.

C  Readmission to Same Home The patient was readmitted to this home health
Health Agency agency within the same home health episode
period.

D-Z Reserved for national assignment.

FL 21. Discharge Hour
Not Required.

FL 22. Patient Status
Required. (For all Part A inpatient, SNF, hospice, HHA and outpatient hospital services.) This code
indicates the patient's status as of the “Through" date of the billing period (FL 6).

Code  Structure

01 Discharged to home or self care (routine discharge)
02 Discharged/transferred to another short-term general hospital for inpatient care
03 Discharged/transferred to SNF (For hospitals with an approved swing bed arrangement,

use Code 61-Swing Bed. For reporting discharges/transfers to a non-certified SNF, the
hospital must use Code 04-1CF.)

04 Discharged/transferred to an Intermediate Care Facility (ICF)

05 Discharged/transferred to another type of institution (including distinct parts)

06 Discharged/transferred to home under care of organized home health service organization

07 Left against medical advice or discontinued care

08 Discharged/transferred to home under care of a home IV drug therapy provider
*09 Admitted as an inpatient to this hospital

20 Exrircd (or did not recover - Christian Science Patient)

30 Still patient

40 Expired at home (hospice claims only)

41 Expired in a medical facility, (e.g., hospital, SNF, ICF or freestanding hospice)

42 Expired - place unknown (hospice claims onl

¥)
43 Discharged/transferred to a federal hospital. (Effective 10/1/03)
44-49 Reserved for national assignment
50 Hospice - home
51 Hospice - medical facility
52-60 Reserved for national assignment
61 Discharged/transferred within this institution to a hospital-based Medicare approved swing

be
62-70 Reserved for national assignment
73-99  Reserved for national assignment
*In situations where a patient is admitted before midnight of the third day followin the day of an
outpatient service, the outpatient services are considered inpatient. Therefore, code 09 would apply

only to services that began longer than 3 days earlier, such as observation following outpatient
surgery, which results in admisston.

6-32 Rev. 1894



159

09-01 BILL. REVIEW

FL 23. Medical Record Number

Required. This is the number assigned to the patient's medical/health record by the provider. Ifthe
provgger enters a number, you must carry the number through your system and return it to the
provider.

3604 (Cont.)

FLs 24,25, 26, 27, 28, 29, and 30. Condition Codes
Required. Code(s) identifying conditions refated to this bill which may affect processing.

Code structure {(only codes affecting Medicare payment/processing are shown).

Code  Title Definition
02 Condition is Employment Code indicates patient alleges that the
Related medical condition in this episode of care is due to
environment/events resulting from employment,
(See §§3415.2f1. for WC and §§3415.3ff. for BL.)

04 Patient is HMO Enrollee Code indicates bill is submitted for information only
and the Medicare beneficiary is enrolled in a risk-
based HMO and the hospital expects to receive
payment from the HMO.

05 Lien Has Been Filed Provider has filed legal claim for recovery of funds
potentially due to a patient as a result of legal action
initiated by or on behalf of a patient.

06 ESRD Patient in the First Code indicates Medicare may be a secondary

30 Months of Entitlement insurer if the patient is also covered by

Covered By Employer employer group health insurance during the

Group Health Insurance first 30 months of end stage renal disease
entitlement.

07 Treatment of Nonterminal Code indicates the Eatient has elected

Condition for Hospice hospice care but the provider is not treating the
terminal condition, and is, therefore, requesting
regular Medicare payment.

08 Beneficiary Would Not Code indicates the beneficiary would not

Provide Information provide information concerning other

Concerning Other insurance coverage. Develop to

Insurance Coverage determine the proper payer. (See §3686
for development guidelines.)

09 Neither Patient Nor Code indicates that in response to

Spouse is Employed

Rev. 1840

development questions, the patient and spouse have
denied employment.

6-33
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Code Title Definition
10 Patient and/or Spouse Code indicates that in response to development
is Employed but no questions, the patient and/ or spouse indicated that
EGHP Coverage Exists one or both are employed but have no group health
insurance from an EGHP or other employer
sf:laonsnred or provided health insurance that covers
the patient.
It Disabled Beneficiary Code indicates that in response to development
But no LGHP questions, the disabled beneficiary and/or family
member indicated that one or more are employed,
but have no %)roup coverage from an LGHP or
provided health insurance that covers the patient.
12-14  Payer Codes Codes reserved for internal use only by third party
payers. HCFA will assign as needed for your use.
Providers will not report them.
15 Clean Claim Delayed in Code indicates that the claim is a clean
HCFA's Processing Systermn claim in which payment was delayed due to
(Payer Only Code) a HCFA processing delay. Interest is applicable,
but the claim is not subject to CPEP/CPT
standards, (See §3600.1A.3.)
16 SNF Transition Exemption Code indicates an exemption from the
(Medicare Payer Only Code) post-hospital requirement applies for this SNF stay
or the qualifying stay dates are more than 30 days
prior to the admission date.
20 Beneficiary Requested Code indicates the provider realizes the
Billing services on this bill are at a noncovered level of
care or otherwise excluded from coverage, but the
beneficiary has requested a formal determination.
21 Billing for Denial Code indicates the provider realizes
Notice services are at a noncovered level
of care or excluded, but requests a denial notice
from Medicare in order to bill Medicaid or other
insurers.
26 VA Eligible Patient Code indicates patient is VA eligible and
Chooses to Receive chooses to recetve services in a Medicare
Services in a Medicare certified facility instead ofa VA
Certified Facility facility.
27 Patient Referred to (Sole community hospitals only). Code

6-34

a Sole Community
Hospital fora
Diagnostic Laboratory
Test

indicates the patient was referred for

a diagnostic laboratory test. Use to
indicate laboratory service is paid at 62
percent fee schedule rather than 60 percent
fee schedule.

Rev. 1840
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Code  Title Definition
28 Patient and/or Spouse's Code indicates that in response to development
EGHP is Secondary to questions, the patient and/or spouse indicated that
Medicare one or both are employed and that there is group
health insurance from an EGHP or other employer
sEonsored or provided health insurance that covers
the patient but that either: (1) the EGHP is a single
employer plan and the employer has fewer than 20
full and part-time employees; or, (2) the EGHP isa
multi- or muitiple employer plan that elects to pay
secondary to Medicare for employees and spouses
aged 65 and older for those participating employers
who have fewer than 20 employees.
29 Disabled Beneficiary Code indicates that in response to development
and/or Family Member's questions, the patient and/or family member(s
LGHP is Secondary to indicated that one or more are employed and there
Medicare is group health insurance coverage froma LGHP or
other employer sponsored or provided health
insurance that covers the patient but that either: (1)
the LGHP is a single employer plan and that the
employer has fewer than 100 full and part-time
employees; or, (2), the LGHP is a multi- or
multiple employer plan and that all employers
participating in the plan have fewer than 100 full
and part-time employees.
30 Qualifying Clinical Triais Non-research services provided to all patients,
including managed care enrollees, enrolled in a
Qualified Clinical Trial.
31 Patient is a Student Patient declares that he/she is enrolled as a full-time
(Full-Time - Day) day student.
32 Patient is a Student Patient declares that he/she enrolled in a cooperative/
(Cooperative/Work work study program.
Study Program)
33 Patient is a Student Patient declares that he/she is enrolled as a full-
time
(Full-Time - Night) night student.
34 Patient is a Student Patient declares that he/she is enrolied as a part-time
(Part-Time) student.
ACCOMMODATIONS
35 Reserved for National Assignment.
36 General Care Patient (Not used by hospitals under PPS.) Code
in a Special Unit indicates the hospital temporarily placed the patient
in a special care unit because no general care beds
were available.
37 Ward Accommodation at (Not used by hospitals under PPS.) Code indicates

Rev. 1881

Patient's Reguest

that the patient was assigned to ward 635
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Code Title Definition
acconumodations at his own request. This code
must be supported by a written request in the
provider's files. (See §3101.1F.)

38 Semi-Private Room Not (Not used by hospitals under PPS.) Code indicates

NOTE:

39

40

41

)

43

55

56

57

39

6-36

Available

that the patient's assignment to a ward or private
room was, because { cre were no semi-private
rooms available at admission.

If revenue charge codes indicate a ward accommodation was assigned and neither code 37
or38 apﬁ!y, and the provider is not paid under PPS, the provider's payment is at the ward

rate. Ot
Private Room Medically
Necessary

Same Day Transfer

Partial Hospitalization
Continuing Care Not Related to
Inpatient Admission

Continuing Care Not Provided
Within Prescribed Postdischarge
Window

SNF Bed Not Available

Medical Appropriateness

SNF Readmission

Terminated Medicare+(Choice
Organization Enrollee

erwise, pay semi-private costs.

(Not used by hospitals under PPS.) Code indicates
patient's assignment to a privale room was for
medical reasons.

Code indicates patient was transferred from one
participating provider to another before midnight
on the day of admission.

Code indicates claim is for partial hospitalization
services. For outpatients this includes a variety of
psychiatric programs. (See §§3112.7Cand Dfora
description of coverage.)

Continuing care plan is not related to the condition
or diagnosis for which the individual received
inpatient hospital services.

Continuing care plan was related to the inpatient
admission but the prescribed care was not
provided within the postdischarge window.

Code indicates the patient's SNF admission was
delayed more than 30 days after hospital discharge
because a SNF bed was not available.

Code indicates the patient's SNF admission was
delayed more than 30 days after hospital discharge
because the patient's condition made it
inappropriate to begin active care within that
period.

Code indicates the patient previously received
Medicare covered SNF care within 30 days of the
current SNF admission.

Code indicates that patient is a terminated enroliec
in a Medicare+Choice Organization plan whose
three-day inpatient hospital stay was waived.

Reserved for national assignment

Rev. 1881
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Code Title Definition
60 Operating Cost (Not rcﬁ)orted by providers, not used for a capital
Day Outlier day outlier.) PRICER indicates this bill is a length-
of-stay outlier. Indicate the operating cost outlier
portion paid in value code 17.
61 Operating Cost (Not reported by providers, not used for capital
Cost Qutlier cost outlier.) PRICER indicates this bill is a cost
outlier. Indicate the operating cost outlier portion
paid in value code 17.
62 PIP Bill (Not reported by providers.) Code indicates bill
was paid under PIP. Record this from your system.
63 Payer Only Code Code reserved for internal use only. CMS assigns
as needed. Providers do not report this code.
64 Other Than Clean Claim (Not reported by providers.) Code indicates the
claim is not "clean." Record this from your system.
635 Non-PPS Bill (Not reported by providers.) Code indicates bill is
not a PPS bill. Record this from your system for
non-PPS hospital bills.
66 Provider Does Not Wish Code indicates a hospital paid under PPS is not
Cost Qutlier Payment requesting additional payment as a cost outlier for
this stay.
67 Beneficiary Elects Not to Code indicates beneficiary elects not to use LTR
Use Lifetime Reserve (LTR) days.
Days
68 Beneficiary Elects to Use Code indicates beneficiary has elected to use
Lifetime Reserve (LTR) Days LTR days when charges are less than LTR
coinsurance amouts.
69 IME/DGMEN&A Code indicates a rcquest for a supplemental

70

71

72

73

Rev. 188]

Payment Only

Self-Administered EPO

Full Care in Unit

Self-Care In Unit

Self-Care Training

payment for IME/DGME/N&AH (Indirect
Medical Education/Graduate Medical Education’
Nursing and Allied Health).

Code indicates the billing is for a dialysis patient
who self-administers EPO.

Code indicates the billing is for a patient who
received staff-assisted dialysis services in a
hospital or renal dialysis facility.

Code indicates the billing is for a patient who
managed his/her own dialysis services without staff
assistance in a hospital or renal dialysis facility.

Code indicates the billing is for special dialysis
services where the patient and histher helper (if
necessary) were learning to perform dialysis.6 3
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Code  Title Definition

74 Home Code indicates the billing is for a patient who
received dialysis services at home.

75 Home 100 percent (Not to be used for services furnished

76

77

78

79

Payment

Back-up In-facility
Dialysis

Provider Accepts or is
Obligated/Required Due
to a Contractual
Arrangement or Law to
Accept Payment by a
Primary Payer as Payment
in Full

New Coverage Not
Implemented by HMO

COREF Services
Provided Off Site

Special Program Indicator Codes

Code  Title

A0 Special ZIP Code Reporting

ambulance.

A3 Special Federal Funding

A5 Disability

A6 PPV/Medicare Pneumonia/
Influenza 100% Payment

AT Induced Abortion-Danger
to Life

A8 Induced Abortion-
Victim of Rape/Incest

A9 Second Opinion Surgery

4/16/90 or later.) Code indicates the

billing is for a patient who received dialysis
services at home using a dialysis machine that was
purchased under the 100 percent program.

Code indicates the billing is for a home dialysis
patient who received back-up dialysis in a facility.

Code indicates the provider has accepted or is
obligated/required to accept payment as payment
in full due to a contractual arrangement or law.
Therefore, no Medicare payment is due.

Code indicates this bill is for a Medicare newly
covered service for which an HMO does not pay.
(For outpatient bills, condition code 04 should be
omitted.)

Code indicates that Ehysical therapy, occupational

therapy, or speech pathology services were
provided off site.

Definition

Five digit ZIP Code of the location from which the
beneficiary is initially placed on board the

This code is designed for uniform use by State
uniform billing committees.

This code is designated for uniform use by State
uniform billing commitiees.

This code identifies that pneumococcal/influenza
vaccine (PPV) services given that are to be paid
under a special Medicare program provision.

Code indicates an abortion was performed to avoid
danger to woman's life.

Self-explanatory. Discontinued 10/01/02

Services requested to support second opinion in
surgery. Part B deductible and coinsurance do not

apply.
Rev. 1881
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Code  Title Definition
AA Qbortion Performed due to Self-explanatory. Effective 10/1/02
ape
AB Abartion Performed due to Self-explanatory. Effective 10/1/02
Incest
AC Abortion Performed due to Self-explanatory. Etfective 10/1/02

Serious Fetal Genetic Defect.
Deformity. or Abnormality

AD Abortion Performed due to s
Life Endangering Phvsical
Condition Caused by. Arising
From or Exacerbated by the
Pregnancy tself

AE Abortion Performed due to
Physical Health of Mother that
is not Life Endangering

AF Abortion Performed due to
Emotional/psychological
Health ot the Mother

AG Abortion Performed due to
Social Economic Reasons

AH Elective Abortion

Al Sterilization

Al Payer Responsible for

Copayment
AK Air Ambulance Required
16/16/03

AL Specialized Treatment’bed
Unavailable
AM Nop-emergency Medically

Necessary Stretcher
Fransport Required

AN-AZ

BO Medicare Coordinated Care
Demonstration Program

Bl Beneficiary is Ineligible for

Demaonstration Program

Rev. 1881

Self-explanatory. Effective 10/1/02
Self-explanatory. Effective 10/1/02
Self-explanatory. Effective 10/1/02
Self-explanatory. Etfective 10/1/02
Self-explanatory. Effective 10/1/02
Seif-explanatory. Effective 10/1/02
Sclf~explanatory. Effective 4/1/03

For ambulance claims. Airambulance required -time
needed to transport poses a threat.  Effective

For ambulance claims. Specialized treaument/bed
unavailable. Transported to alternaie

alternate facility. Eftective 10/16/03

For ambulance claims, Non-emergency

medically necessary stretcher transport

required. Effective 10/16/03

Reserved for national assignment

Patient is participant in a Medicare Coordinated Care
Demonstration.

Full definition pending

6-39



166

3604 (Cont.) BILL REVIEW 03-03
Code  Title Definition
B2 Critical Access Hospital Attestation by Critical Access Hospital that it meets
Ambulance Attestation the criteria for exemption from the ambulance fee
Scnedule.
B2 Pregnancy Indicator Indicates patient is pregnant. Required when

Mandated by law. The determination of pregnancy
Should be completed in compliance with applicable
Law. Effective 10/16/03

B4-BZ Reserved for national assignment

MO0-M9 Payer Only Codes

Mo All-Inclusive Rate for Used by a Critical Access Hospital electing to
Outpatient be paid an all-inclusive rate for outpatient services.

M1 Roster Biiled Influenza Code indicates the influenza virus vaccine
Virus Vaccine or or Pneumococcal Pneumonia Vaccine (PPV) is
Pneumococcal Pneumonia being billed via the roster billing method by
Vaccine (PPV) providers that mass immunize,

M2 HHA Payment Significantly Used when payment to an HHA is
Exceeds Total Charges significantly in excess of covered billed charges.

PRO Approval Indicator Codes

Ci Approved as Billed Code indicates claim has been reviewed by the PRO
and is fully approved including any day or cost
outlier.

C3 Partial Approval Code indicates the bill has been reviewed by the

PRO and some portion {days or services) has been
denied. From/Through dates of the agprovcd
portion of the stay are shown as code "M0" in FL.
36. Exclude grace days and any period at a
noncovered level of care (code "77" in FL 36 or
code "46" in FL 39-41).

C4 Admission Denied Code indicates patient's need for inpatient services
was reviewed by the PRO and none of the stay was
medically necessary.

Cs Postpayment Review Code indicates that any medical review will be
Applicable completed after the claim is paid. The bill may be a
day outlier, cost outlier, part of the sample review, reviewed for other reasons, or may not
be reviewed.

Cé Preadmission/ Code indicates that the PRO authorized this
Preprocedure admission/procedure but has not reviewed the

services provided.

7 Extended Authorization Code indicates the PRO authorized these services
for an extended length of time, but has not reviewed
the services provided.

6-40 Rev. 1881
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Claim Change Reasons

Code  Title Definition

DO Changes to Service Dates Self-explanatory.

DI Changes to Charges Self-explanatory.

D2 Changes to Revenue Report this claim change reason code on a
Codes/HCPCs/HIPPS replacement claim (Bill Type Frequency Code 7)
Rate Code to reflect a change in Revenue Codes (FL42)/

HCPCS/HIPPS Rate Codes (FL44)

D3 Second or Subsequent Self-explanatory.

Interim PPS Bill

D4 Change in ICD-9-CM Report this claim change reason code on a
Diagnosis and/or Procedure replacement claim (Bil Type Frequency Code 7)
Codes to reflect a change in diagnosis (FL67-77) and

procedure codes (FL80-81)

D5 Cancel to Correct HICN Cancel only to correct an HICN or Provider
or Provider 1D |dentification Number.

D6 Cancel Only to Repay Cancel only to repay a duplicate payment or OIG
a Duplicate or OIG overpayment. (Includes cancellation of an
Overpayment outpatient bill containin% services required to be

included on an inpatient bill.)

D7 Change to Make Self-explanatory.

Medicare the
Secondary Payer

D8 Change to Make Self-ekplanatory.
Medicare the
Primary Payer

D9 Any Other Change Self-explanatory.

EQ Change in Patient Status Self-explanatory.

EL-E9 Reserved for national assignment

GO Distinet Medical Visit Report this code when multiple medical visits

occurred on the same day in the same revenue
the visits were distinct and constituted independent
visits.

G1-G9 Reserved for national assignment

HO Delayed Filing, Statement Code indicates that Statement of Intent was
Of Intent Submitted submitted within the qualifzin period to

specifically identify the existence of another third party liability
situation.

Rev. 1881 6-41
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Code  Title Definition
MO Ali-Inclusive Rate for Used by a Critical Access Hospital

Outpatient Services electing to be paid an all-inclusive

(Payer only code) rate for outpatient services.

FL 31. (Untitled) .
Not Required. This is one of four fields which are not assigned. Use of the field. if any. is assigned
by the NUBC.

FLs 32,33 34 and 35. Occurrence Codes and Dates

Required. Code(s) and associated date{s) defining specific event(s) relating to this biiling period are
shown. Event codes are two alpha-numeric digits, and dates are shown as six numeric digits
(MMDDYY). When occurrence codes 01-04 ang 24 are entered, make sure the entry includes the
appropriate value code in FLs 39-41, if there is another payer involved.

Fields 32A-35A must be completed before fields 32B-35B are used.

Occurrence and occurrence sgan codes are mutually exclusive. Occurrence codes have values from
Oh! throhu%h 69 and A0 through L9. Occurrence span codes have values from 70 through 99 and M0
through 29,

When FLs 36 A and B are fully used with occurrence span codes, FLs 34A and B and 35A and B
may be used to contain the "From" and "Through" dates of other occurrence span codes. In this
case, the code in FL 34 is the occurrence span code and the occurrence span "From” date is in the
date field. FL 35 contains the saine occurrence span code as the code in FL 34, and the occurrence

span "Through" date is in the date field.

Code Structure {only codes affecting Medicare payment/processing are shown).

01 AccidentMedical Coverage Code indicating accident-refated injury for which
there is medical pavment coverage, Provide the
date of accident/injury.

02 No-Fault Insurance Code indicates the date of an accident, including

Involved - Including auto or other, where the State has applicable no-
Auto Accident/Other fault or Hability laws (i.e., legal basis for settlement
. without admission or proof of guilt). .

03 Accident/Tort Liability Code indicates the date of an accident resulting
from a third party's action that may involve a civil
court process in an attempt to require payment by
the third party, other than no-fault liability.

04 Accident/Employment Code indicates the date of accident relating to the

Related patient'’s employment. (See §§3407-3416.)
05 Accident'No Medical or Code indicating accident refated injury for which
or Liability Coverage there is ne medical payvment or third-party liability
coverage. Provide the date of accident/injury.

I Onset of Symptoms/iliness Code indicates the date patient first became aware
of symptoms/illness.

12

Date of Onset for a Chronically
Dependent Individual

(HHA claims only) Code indicates the date the
patient/beneficiary became a chronically dependent

Rev. 1881
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Code itle Definition
individual (CD1). This is the first month of the 3
month period immediately prior to eligibility under
respite care benefit

16 Date of Last Therapy Code indicates the last day of therapy services(e.g.
physical. occupational or speech therapy).

17 Date Occupational Code indicates the date a plan was established or
Therapy Plan last reviewed for occupational therapy.
Established or
Reviewed

18 Date of Retirement Code indicates the date of retirement for the
Patient/Beneficiary patient/beneficiary.

19 Date of Retirement Code indicates the date of retirement for the
Spouse patient's spouse.

20 Guarantee of Payment (Part A claims only.) Code indicates date on which
Began the provider began claiming payment under the

guarantee of payment provision. (See §3714.)

21 UR Notice Received (Part A SNF claims only.) Code indicates date of
receipt by the SNF and hospital ofthe URC finding
that an admission or further stay was not medically
necessary. (See §3421.1)

22 Date Active Care Ended Code indicates date on which a covered level of care
ended in a SNF or general hospital, or date on which
active care ended in a psychiatric or tuberculosis
hospital or date on which patient was released on a
trial basis from a residential facility. Code is not
required if code "21" is used.

23 Date of Cancellation of Hospice For Intermediary Use Only. Providers Do Not

Election Period Report. Code is not required if code 21" is used.

24 Date Insurance Denied Code indicates the date of receipt of a denial of
coverage by a higher priority payer.

25 Date Benefits Terminated Code indicates the date on which coverage

by Primary Payer §inc)uding Worker's Compensation benefits or no-
ault coverage) is not longer available to the patient.

26 Date SNF Bed Available Code indicates the date on which 2 SNF bed became
available to a hospital inpatient who required only
SNF level of care.

27 Date of Hospice Certification Code indicates the date of certification or

or Re-Certification re-certification of the hospice benefit period,
beginning with the first two initial benefit periods of
90 days each and the subsequent 60-day benefit
periods.

Rev. 188! 6-43
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33

34

35

36

37

4

42

Title
Date CORF Plan Estab-
lished or Last Reviewed

Date OPT Plan Estab-
lished or Last Reviewed

Date Qutpatient Speech
Pathology Plan
Established or Last
Reviewed

Date Beneficiary Notified
of Intent to Bill
(Accommodations)

Date Beneficiary
Notilied of Intent

to Bill {Procedures or
Treatments)

First Day of the
Medicare Coordination
Period for ESRD
Beneficiaries Covered
by an EGHP

Date of Election
of Extended Care Services

Date Treatment Started
For Physical Therapy

Date of Inpatient
Hospital Discharge For
Transplant Procedure

Date of Inpatient
Hospital Discharge
Non-covered Transplant
Patient

Date of First Test for
Pre-admission Testing

Date of Discharge

170

Definition

Code indicates the date a plan of treatment was
established or last reviewed for CORF care. (See
§3350.)

Code indicates the date a plan was established or
last reviewed for OPT. (See §3350.)

Code indicates the date a plan was established or
last reviewed for outpatient speech pathology.
(See §3350.)

The date of notice provided by the hospital to the
patient that inpatient care is no longer required.

The date of the notice provided to the beneficiary
that requested care (diagnostic procedures or
treatments) may not be reasonable or necessary
under Medicarce.

Code indicates the first day of the Medicare
coordination period during which Medicare benefits
are secondary to benefits payable under an EGHP.
This is required only for ESRD beneficiaries.

Code indicates the date the guest elected to receive
extended care services (used by Religious Non-
medical Health Care Institution only)

Code indicates the date the billing provider initiated
services for physical therapy.

Code indicates the date of discharge for the inpatient
hospital stay during which the patient received a
transplant procedure when the hospital is billing for
immunosuppressive drugs.

Code indicates the date of discharge for inpatient
hospital stay in which the patient received a non-
covered transplant procedure when the hospital is
billing for immunosuppressive drugs.

The date on which the first outpatient diagnostic test,
was performed as part of a PAT program. This code
may only be used if a date of admission was
scheduled prior to the administration of the tests (s).

(Hospice claims only.) Code indicates date on

which the beneficiary terminated his/her election to

receive hospice benefits from the facility rendering

the bill. (See §3648, FLS 32-35, code 42.) The

gequency digit (3rd digit, FL 4, Type of Bill) should
e tord,

Rev. 1881
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Code Title Definition
43 Scheduled Date of Canceled The date for which ambulatory surgery was
Surgery scheduled.
44 Date Treatment Started Code indicates the date the billing provider initiated
For Occupational Therapy services for occupational therapy.
45 Date Treatment Started for Code indicates the date the billing provider initiated
Speech Therapy services for speech therapy.
46 Date Treatment Started Code indicates the date the billing provider initiated
for Cardiac Rehabilitation services for cardiac rehabilitation.
47 Date Cost Outlier Status Code indicates that this is the first day the inpatient
Begins cost outlier threshold is reached. For Medicare
puaposes, a beneficiary must have regular coinsurance
and/or lifetime reserve days available beginning on
this date to allow coverage of additional daily charges
for the purpose of making cost outlier payments.
48-49  Payer Codes Codes reserved for internal use oniiy by third party
payers. CMS assigns as needed for your use.
Providers do not report them.
Al Birthdate-Insured A Code indicates the birth date of the insured in whose
name the insurance is carried.
A2 Effective Date- Insured Code indicates the first date the insurance is in force.
A Policy
A3 Benefits Exhausted Code indicates the last date for which benefits are
available and after which no payment can be made
to payer A.
Ad Split Bill Date Date patient became Medicaid eligible due 10
medically needy spend down (sometimes referred to
as “Split Bill Date”). Effective 10/16/03.
Bl Birthdate- Insured B Code indicates the birth date of the individual in
whose name the insurance is carried.
B2 Effective Date- Insured Code indicates the first date the insurance is in force.
B Policy
B3 Benefits Exhausted Code indicates the last date for which benefits are
available and after which no payment can be made
to payer B.
Ci Birthdate- Insured C Code indicates the birth date of the individual in
whose name the insurance is carried.
c2 Effective Date- Insured Code indicates the first date the insurance is in force.

C policy

Rev. 1894
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Code Title Definition

C3 Benefits Exhausted Code indicates the last date for which benefits are
available and after which no payment can be made
to payer C.

C4-C9 Reserved for national assignment.

D0-D9 Reserved for national assignment.

FL 36. Occurrence Span Code and Dates,
Required. Code(s) and associated beginning and ending date(s) defining a specific event relating to

this billin% period are shown. Event codes are two alpha-numeric digits and dates are shown
numerically as MMDDY'Y.

Code Structure (only the codes used for Medicare are shown).
Code Title Definition

70 Qualifying Stay Dates (Part A claims for SNF level of care only.) Code
indicates the dates shown are for a hospital stay of
at least 3 days which qualifies the patient for
payment of the SNF level of care services billed on

this claim.
70 Nonutilizaton Dates (For Code indicates a period of time during a PPS inlier
Payer Use On Hospital Bills stay for which the beneficiary had exhausted all
Only) regular days and/or coinsurance days, but which is

covered on the cost report.

71 Prior Stay Dates {(Part A claims only.) Code indicates from/through
dates given by the patient for any hospital stay that
ended” within 60 days of this hospital or SNF
admission.

6-44.2 Rev. 1894
08-03 BILL REVIEW 3604 (Cont.)
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75

76

77

78

79

Title

First/Last Visit

Noncovered Level of Care

SNF Level of Care

Patient Liability

Provider Liability--
Utilization Charged

SNF Prior Stay Dates

Payer Code

Rev. 1894
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Definition

Code indicates the actual dates of the first and last
visits occurring in this billing period where these
dates are different from those in FL 6, Statement
Covers Period.

Code indicates the From/Through dates for a period
at a noncovered level of care in an otherwise
covered stay excluding any period reported with
occurrence span code 76, 77, or 79. Codes 76 and
77 apply to most noncovered care. Used for leave
of agsence. This code is also used for repetitive
Part B services to show a period of inpatient
hospital care or of outpatient surgery during the
billing period. Also used for HHA or hospice
services billed under Part A.

Code indicates the From/Through dates for a period
of SNF level of care during an inpatient hospital
stay. Since Pros no longer routinely review
inpatient hospital bills for hospitals under PPS, this
code is needed only in length of stay outlier cases
(code "60" in FLS 24-30). It is not applicable to
swing-bed hospitals which transfer patients from
the hospital to a SNF level of care.

Code indicates the From/Through dates for a period
of noncovered care for which the hospital is
permitted to charge the beneficiary. Code isto be
used only where you or the PRO approve such
charges in advance and the patient is notified in
writing 3 days prior to the "From" date of this
period. (See occurrence codes 31 and/or 32.)

Code indicates the From/Through dates

for a period of noncovered care for which the
provider is liable (other than for lack of medical
necessity or as custodial care.) The beneficiary's
record is charged with Part A days, Part A or Part
B deductible, and Part B coinsurance. The
provider may collect Part A or Part B deductible
and coinsurance from the beneficiary.

(Part A claims only.) Code indicates the
From/Through dates given by the patient for a SNF
stay that ended within 60 days of this hospital or
SNF admission. An inpatient stay in a facility or
part of a facility that is certified or licensed by the
State solely below a SNF level of care does not
continue a spell of illness and is not shown in FL.
36. (See §3035.B.2.)

THIS CODE IS SET ASIDE FOR PAYER USE
ONLY. PROVIDERS DO NOT REPORT THIS
CODE.

6-45
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Code  Title Definition
MO PRO/UR Stay Dates If a code "C3" is in FLS 24-30, the "From" and
"Through" dates of the approved billing period are
here.
Ml Provider Liability-No Utilization ~ Code indicates the From/Through dates of a period

of noncovered care that is denied due to lack of
medical necessity or as custodial care for which the
provider is liable. The beneficiary is not charged
with utilization. The provider may not collect Part
A or Part B deductible or coinsurance from the
beneficiary.

M2 Dates of Inpatient Respite Care Code indicates From/Through dates of a period of
inpatient respite care for hospice patients.

M3 ICF Level of Care The From/Through dates of a period of
intermediate level of care during an inpatient
hospital stay.

M4 Residential Level of Care The From/Through dates of a period of residential
level of care during an inpatient hospital stay.

MS-W7 Reserved for national assignment.

FL 37. Internal Control Number (ICNY Document Control Number (DCN)

Required. Providers enter the control number assigned to the original bill here. Utilized by all
provider types on adjustment requests (Bill Type, FL4 = XX7). All providers requesting an
adjustment to a previously processed claim insert the ICN/DCN of the claim to be adjusted. Payer
A's ICN/DCN must be shown on line "A" in FL 37. Similarly, the ICN/DCN for Payer's B and C
must be shown on lines B and C respectively, in FL 37.

FL 38. (Untitled Except on Patient Copy of the Bill) Responsible Party Name and Address

Not Required. (For Hospice claims only, the name, address, and provider number of a transferring
Hospice is shown by the new Hospice on its Form CMS-1450 admission notice. (See §3648, FL 38.)
For claims which involve payers of higher priority than Medicare as defined in FL 58, the address

of the other payer may be shown here or in FL 84 (Remarks).

FLS 39, 40, and 41. Value Codes and Amounts

Required. Code(s) and related dollar amount(s) identify data of a monetary nature that are necessary
for the processing of this claim. The codes are two alphanumeric digits, and each value allows up to
nine numeric digits (0000000.00). Negative amounts are not allowed except in FL 41. Whole
numbers or non-dollar amounts are right justified to the left of the dollars and cents delimiter. Some
values are reported as cents, so refer to specific codes for instructions.

If more than one value code is shown for a billing period, codes are shown in ascendin
alphanumeric sequence. There are four lines of data, line "A” through line "D." FLs 39A throug]
4 lé\ are u)sed before FL.s 39B through 41B (i.e.. the first line is used before the second line is used
and so on).

04 Inpatient Professional Code indicates the amount shown is the sum of
Compeonent Charges Which the inpatient professional component charges
are Combined Billed which are combined billed. Medicare uses this

information in internal processes and also in the
CMS notice of utilization sent to the patient to
explain that Part B coinsurance applies to the
professional component. (Used only by some all-

wiclusive rate hospitals.)
6-46 Rev. 1894
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Code Title Definition
05 Professional Component Code indicates the charges shown are included in
Included in Charges and billing charges (column %3) but a separate billing for
Also Bitled Separately them will also be made to the carrier, For outpatient
to Carrier claims, these charges are excluded in determining
the deductible and coinsurance due from the patient
to avoid duplication when the bill for physician’s
services is processed by the carrier. These charges
are also deducted when computing interim
payment,
06 Medicare Part A and Part B Code indicates the amount shown is the product of
Blood Deductible the number of unreplaced deductible pints of blood
supplied times the charge per pint. If the charge
per pint varies, the amount shown is the sum of the
charges for each unreplaced pint furnished. Ifall
deductible pints have been replaced, this code is
not used. en the provider gives a discount for
unreplaced deductible blood, charges after the
discount is applied are shown.
08 Medicare Lifetime Code indicates the amount shown is the product of
Reserve Amount for First the number of lifetime reserve days used in the first
Calendar Year in calendar year of the billing period times the
Billing Period applicable lifetime reserve coinsurance rate. (See
§§3206 and 3211.) These are days used in the year
of admission.
09 Medicare Coinsurance On Part A bills, this code indicates the amount shown
Amount for First is the product of the number of coinsurance days
Calendar Year in used in the first calendar year of the billing period
Biiling Period times the applicable coinsurance rate. These are
days used in the year of admission. (See §§3206
and 3211.) This code is not used on Part B bills.
10 Medicare Lifetime Code indicates the amount shown is the product of

Reserve Amount for
Second Calendar Year
in Billing Period

Rev. 1617

the number of lifetime reserve days used in the
2nd calendar year of the billing period times the
applicable lifetime reserve rate. The code is used
only for stays spanning two calendar years when
lifetime reserve days were used in the year of
discharge.

6-47
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Code Title Definition

i1 Medicare Coinsurance On Part A bills, this code indicates the amount shown
Amount for Second is the product of the number of coinsurance days
Calendar Year in used in the second calendar year of the billing period
Billing Period the applicable coinsurance rate. This code is used

times only for stays spanning two calendar years
when coinsurance days were used in the year of
discharge. This code is not used on Part B bils.

12 Working Aged Beneficiary/ Code indicates the amount shown is the that portion
Spouse With an EGHP of a higher priority EGHP payment made on behalf
of an aged beneficiary that the provider is appl%'ing

to covered Medicare charges on this bill. "If six

zeros (0000.00) are entered in the amount field, the

provider is claiming a conditional payment because

the EGHP has denied coverage. (See §3491))

Where the provider received no payment or a

reduced payment because of failure to file a proper

claim, this is the amount that would have been

payable had it filed a proper claim. (See §3497.6.)

13 ESRD Beneficiary ina Code indicates the amount shown is that portion of
Medicare Coordination a higher priority EGHP payment made on behalf of
Period With an EGHP an ESRD beneficiary that the provider is applying

to covered Medicare charges on the bill. If six
zeros (0000.00) are entered in the amount field, the
provider is claiming a conditional payment because
the EGHP has denied coverage. (See §§34901F)
Where the provider received no payment or a
reduced payment because of failure to file a proper
claim, this is the amount that would have been
payable had it filed a proper claim. (See §3497.6.)

14 No-Fault, Including Code indicates the amount shown is that portion of
Auto/Other Insurance a higher priority no-fault, including auto/other,
insurance payment made on behalf of a Medicare
beneficiary that the provider is arplyin% to covered
Medicare charges on this bill.  If six zeros
(0000.00) are entered in the amount field, the
provider is claiming a conditional payment because
the other insurance has denied coverage, or there
has been a substantial delay in its payment. (See
§§3419-3489.) Where the provider received no
payment or a

6-48 Rev, {617
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1

Worker's Compensation (WC)

PHS, Other Federal
Agency

Operating Outlier
Amount

Operating Dispropor-
tionate Share Amount

Operating Indirect
Medical Education Amount

Patient Liability Amount

Multiple Patient Ambulance
ransport

Rev. 1894

177

Definition

reduced payment because of failure to file a proper
claim, this is the amount that would have been
payable had it filed a proper claim. (See §3497.6.)

Code indicates the amount shown is that portion of
a higher priority WC payment made on behalf of a
Medicare beneficiary that the provider is applying
to covered Medicare charges. If six zeros
(0000.00) are entered in the amount field, the
provider is claiming a conditional payment because
there has been a substantial delay in the other
payer's payment. (See §§3407-3416.4.) Where the
provider received no payment or a reduced
payment because of failure to file a groper claim,
this is the amount that would have been payable
had it filed a proper claim. (See §3497.6.)

Code indicates the amount shown is that portion of
a higher priority PHS or other Federal Agency's
payment made on behalfof a Medicare beneficiary
that the provider is applying to covered Medicare
charges. (See §§3153ff)

(Not reported by providers.) Report the amount of
operating outlier payment made {either cost or day)
in CWF with this code. (Do not include any capital
outlier payment in this entry.)

{Not reported by providers.) Report the operating
disproportionate share amount applicable with this
code.  Use the amount provided by the
disproportionate share field in PRICER. (Do not
include any PPS capital DSH adjustment in this
entry.)

{(Not reported by providers.) Report operating
indirect medical education amount a pﬁjicable with
this code. Use the amount provided by the indirect
medical education field in PRICER. (Do not
include any PPS capital IME adjustment in this

entry.)

Code indicates the amount shown is that which was
approved by you or the PRO to charge the
beneficiary for noncovered accommodations,
diagnostic procedures or treatments.

' more than one patient is transported in a single
ambulance trip. report the total number of patients
transported.
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Code Title Definition
37 Pints of Blood Furnished Code indicates the total number of pints of whole

38

39

40

41

Blood Deductible Pints

Pints of Blood Replaced

New Coverage Not
Implemented by HMO

Black Lung

blood or units of packed red cells furnished,
whether or not they were replaced, is shown.
Blood is reported only in terms of complete pints
rounded upwards, e.g., 1 1/4 pints is shown as 2
pints. This entry serves as a basis for counting
pints towards the blood deductible.

Code indicates the number of unreplaced
deductible pints of blood supplied. Ifall deductible
pin(tis furnished have been replaced, no entry is
made.

Code indicates the total number of pints of blood
which were donated on the patient's behalf. Where
one pint is donated, one pint is considered replaced.
if arrangements have been made for replacement,
pints are shown as replaced. (See §3235.4A))
Where the provider charges only for the blood
processing and administration, (i.e., it does not
charge a "replacement deposit fee" for unreplaced
pints), the blood is considered replaced for
purposes of this item. In such cases, all blood
charges are shown under the 39X revenue code
series (blood administration) or under the 30X
revenue code series {laboratory).

(For inpatient service only.) Code

indicates the amount shown for inpatient charges
covered by the HMO. (Use this code when the bill
includes inpatient char%es for newly covered
services that are not paid by the HMO.) Condition
Codes 04 and 78 must also be reported.

Code indicates the amount shown is that portion of
a hi(%her priority BL payment made on behalf of a
Medicare beneficiary that the provider is applying
to Medicare charges on this bill. If six zeros
(0000.00) are entered in the amount field, the
provider is claiming a conditional payment because
there has been a substantial delay in its payment.
(See §§3415ff) Where the provider received no
payment or a reduced payment because of failure to
file a proper claim, this is the amount that would
have been payable had it filed a proper claim. (See
§3497.6.)

Rev. 1894
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43

44

46

47

48

49

Title

Veterans Affairs

Disabled Beneficiary
Under Age 65 With LGHP

Amount Provider Agreed
Accept From Primary Payer
When this Amount is Less
Than Charges But Higher
than Payment Received

Number of Grace Days

Any Liability Insurance

Hemoglobin Reading

Hematocrit Reading

a

delimiter

Rev. 1894

Definition

Code indicates the amount shown is that portion of
a higher priority VA anment made on behalfof a
disabled beneficiary that the provider is ag;)ying to
Medicare charges on this bill. (See §3153.1A.)

Code indicates the amount shown is that portion of
a higher priority LGHP payment made on behalf of
a disabled beneficiary that the provider is applying
to Medicare charges on this bill. Where the
provider received no payment or a reduced
payment because of failure to file a groper claim,
this is the amount that would have been payable
had it filed a proper claim. (See §3497.6.)

Code indicates the amount shown is the amount the
provider was obligated or required to accept from
a primary payer as payment in full when that amount
is less than the charges but higher than amount
actually received. A Medicare secondary payment
is due. (See §3682.1.B.6 for an explanation.)

If a code "C3" or "C4" is in FL 24-30, (Condition
Code) indicating that the PRO has denied all or a
portion of this billing period, the number of days
determined by the PRO to be covered while
arrangements are made for the patient's post
discharge are shown. The field contains one
numeric digit.

Code indicates amount shown is that portion from a
higher priority liability insurance made on behalf of
a Medicare beneficiary that the provider is
applying to Medicare covered services on this bill.
(gee §§3419ff) If six zeros (0000.00) are entered
in the amount field, the provider is claiming
conditional payment because there has been
substantial delay in the other payer's payment.

Code indicates the latest hemoglobin reading taken
during this billing cycle. This is usuaily reported in
three positions {a percentage) to the left of the
dollar/cent delimiter. If the reading is provided
with a decimal, use the position to the right of the
delimiter for the third digit.

Code indicates the latest hematocrit reading taken
during this billing cycle. This is usually reported
in two positions(a percentage) to the left of the dollar
cent delimiter. If the reading is provided with
decimal, use the position to the right of the

for the third digit.
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Code  Title Definition
50 Physical Therapy Visits

51

52

53

54

wn
"

56

57

NOTE:

58

59

Occupational Therapy Visits

Speech Therapy Visits

Cardiac Rehabilitation Visits

Newbomn birth weight in
grams

Lligibility Threshold for
Charity Care

Skilled Nurse- Home
Visit Hours (HHA only)

Home Health Aide-
Home Visit Hours
(HHA only)

Code indicates the number of physical therapg
visits from onset (at the billing provider) throug
this billing period.

Code indicates the number of occupational therap
visits from onset (at the billing provider) throug
this billing period.

Code indicates the number of speech therapy visits
from onset (at the billing provider) through this
billing period.

Code indicates the number of cardiac rehabilitation
visits from onset (at the billing provider) through
this billing period.

Actual birth weight or weight at time of admission
for an extramural birth. Required on all claims
with type of admission of 4 and on other claims as
required by state law.

Code identifies the corresponding value amount at
which a health care tacility determines the
eligibility threshold for charity care.

Code indicates the number of hours of skilled nursing

rovided during the billing period. Count only
Eours spent in the home. Exclude travel time.
Report in whole hours, right justified to the left of
the dollars/cents delimiter. (Round to the nearest
whole hour.)

Code indicates the number of hours of home health
aide services provided during the billing period.
Count only the hours spent in the home. Exclude
travel time. Report in whole hours, right justified
1o the left of the dollars/cents delimiter. (Round to
the nearest whole hour).

Codes 50-37 and 60 are not money amounts but represent the number of visits, Entries for
the number of visits are right justified to the left of the dollars/cents delimiter as shown.

N NNINE

]

Accept zero or blanks in cents position. Convert blanks to zero for CWF.

Arterial Blood Gas
(PO2/PAD)

Oxygen Saturation
(02 Sat/Oximetry)

Code indicates arterial blood gas value at the
beginning of each reporting period for oxygen
therapy. This value or value 59 is required on the
fourth month's bill. Report right justified in the cents
area. (See note following code 59 for an example.)

Code indicates oxygen saturation at the beginning
of each reporting period for oxygen therar /. This
value or value 58 is required on the initia %ill for
oxygen therapy and on the fourth month's bill.
Rev. 1894
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Code

NOTE:

60

61

62-65

66

67

=
3

Definition

|

Report right justified in the cents area. (See note
following this code for an example.)

Codes 58 and 59 are not money amounts. They represent arterial blood gas or oxygen
saturation levels. Round to two decimals or to the nearest whole percent. For example, a
reading of 56.5 is shown as:

LI LT T [ Is]7]

A reading of 100 percent is shown as:

LD LT [ [ [rfofo]

HHA Branch MSA Code indicates MSA in which HHA branch is
located (Report MSA when branch location is
different than the HHA's - Report the MSA number
in dollar portion of the form locator right justified
to the teft of the dollar/cents delimiter.)

Location Where Service is MSA number {or rural state code) of the location

Furnished (HHA and Hospice) where the home health or hospice service is
delivered. Report the number in dollar portion of
the form locator right justified to the left of the
dollar/cents delimiter.

Payer Codes THESE CODES ARE SET ASIDE FOR PAYER
USE ONLY. PROVIDERS DO NOT REPORT
THESE CODES.

Medicaid Spenddown Amount The doilar amount that was used to meet the
recipient’s spenddown hability for this claim.

Peritoneal Dialysis The number of hours of peritoneal dialysis

ﬁrovided during the billing period. Count only the

ours spent in the home. Exclude travel time.

Report in whole hours, right justify to the left of the

go \ag/cent delimiter. (Round to the nearest whole
our.

Number of Units of EPO Code indicates the number of units of EPO
Provided During the Billing administered and/or supplied relating to the Period
billing period and is reported in whole units to the
left of the dollar/cents delimiter. For example,
31,060 units are administered for the billing period.
Thus, 31,060 is entered as follows:

LT T T I3frfofeo]

State Charity Care Percent Code indicates the percentage of charity care
eligibility for the patient. Report the whole number
right justified to the left of the dollar/cents delimiter
and fractionad amounts o the right.

Rev. 1894 6-33
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Code
70

U

72

76

77-79

AQ

Al

A2

A3

A4

Title

Interest Amount

Funding of ESRD Networks

Flat Rate Surgery Charge

Gramm/Rudman/Hollings

Provider's Interim Rate

Definition

(For internal use by third party payers only.)
Report the amount of interest applied to this claim.

(For internal use by third party payers only.) Reé)ort
the amount the Medicare payment was reduced to
help fund the ESRD networks.

Code indicates the amount of the standard charge
for outpatient surgery where the hospital has such a
charging structure.

(For internal use by third party payers only.) Report
the amount of sequestration.

(For internal use by third partg ayers only.) Report
the provider's percentage of billed charges interim
rate during this billing period. This applies to all
outpatient hospital and skilled nursing facility
(SNF) claims and home heaith agency (HHA)
claims to which an interim rate is applicable.
Report to the left of the dollar/cents delimiter. An
interim rate of 50 percent is entered as follows:

Ll L[]

[s [0

[o Jo |

Payer Codes

Special Zip Code Reporting

Deductible Payer A

Coinsurance Payer A

Estimated Responsibility
Payer A

Covered Self-Administrable
Drugs-Emergency

Covered Self-Administrable
Drugs — Not Self-Administrable
in Form and Situation Furnished
to Patient

Codes reserved for internal use only by third party
payers. CMS assigns as needed. Providers do not
report payer codes.

Five digit ZIP Code of the location from which the
beneficiary is initially placed on board the
ambulance.

The amount assumed by the provider to be applied
to the patient’s deductible amount involving the
indicated payer.

The amount assumed by the provider to be applied
1o the patient’s coinsurance amount involving the
indicated payer.

The amount estimated by the provider to be paid by
by the indicated payer.

The amount included in covered charges for self-
administrable drugs administered to the patient in
an emergency situation (e.g.. diabetic coma). For
use with Revenue Code 0637.

The amount included in covered charges for self-
administrable drugs administered to the patient
because the drug was not seif-administrable in the
form and situation in which it was furnished to the
patient. For use with Revenue Code 0637.

Rev. 1894
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Code  Title Definition
AH Covered Self-Administrable The amount included in covered charges for self-
Drugs - Diagnostic Study and administrable drugs administered to the patient
Other because the drug was necessary for diagnostic study
or other reason (e.g.. the drug is specifically
covered by the paver). For use with Revenue Code
0637,
A7 Co-payment A The amount assumed by the provider to be applied
toward the patient’s coinsurance amount involving
the indicated paver.
A8-A0 Reserved for national assignment
AA Regulatory Surcharges. The amount of regulatory surcharges. assessments.
Assessments, Atlowances or allowances or health care related taxes pertaining
Health Care Related Taxes to the indicated payer. Effective 10/16/03
Paver A N

AB Other Assessments or The amount of other assessments or allowances
Allowances (e.g.. Medical (¢.g.. medical education) pertaining to the indicated
Education) Paver A payer. Effective 10/16/03

AC-AZ Reserved for national assignment

BI Deductible Payer B The amount assumed by the provider to be applied
to the patient’s deductible amount involving the
indicated payer.

B2 Coinsurance Payer B The amount assumed by the provider 1o be aprlied
toward the patient’s coinsurance amount invo
the indicated payer. For Part A coinsurance
amounts use Value Codes 8-11

B3 Estimated Responsibility The amount estimated by the provider to

Payer B be paid by the indicated payer.
B5-B6 Reserved for national assignment
B7 Co-insurance Payer B The amount assumed by the provider to be applied
toward the patient’s co~-payment amount involving
the indicated paver.
H8-BY Reserved for national assignment
BA Regulatory Surcharges. The amount of regulatory surcharges. assessments,
Assessments, Allowances or allowances or health care related taxes pertaining
Healil Care Related Taxes to the indicated payer. Etfective 10°16/03
Payver B

BB Other Assessments or he amount of other assessments or allowances
Allowances (e.g.. Medical {e.p.. medical education) pertaining to the indicated
tducation} Paver B paver, Effective 10°16/03

BC-CO Reserved for national assignment

Rev. 1881
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Code  Title Definition

Ci Deductible Payer C The amount assumed by the provider to be applied
to the patient’s deductible amount involving the
indicated payer.  (Note:  Medicare blood
deductibles should be reported under Value Code
6.)

C2 Coinsurance Payer C

3

Ca-Co
C7

C8-(9
CA

B

cC-Cz
DO-D2
D3

D4-DZ
EO
£l

Estimated Responsibility
Payer C

Co-payment Payer C

Regulatory Surcharges.
Assessments. Allowances or
Health Care Related Taxes
Paver €

Other Assessments or
Allewances (e.g., Medical
Education) Paver €

Estimated Responsibility
Patient

Deductible Payer D

Coinsurance Paver D

Estimated Responsibilin
Payer D

The amount assumed by the provider to be apf:lied
toward the patient’s coinsurance amount involving
the indicated payer. For Part A coinsurance
amounts use Value Codes 8-11

The amount estimated by the provider to
be paid by the indicated payer.

Reserved for national assignment

The amount assumed by the provider to be applied
toward the patient’s co-payment amount involving
the indicated payer.

Reserved for national assignment

The amount of regulatory surcharges. assessments.
allowances or health care refated taxes pertaining
to the indicated payver. Effective 10/16/03

The amount of other assessments or allowances
(e.g.. medical education) pertaining to the indicated
payer. Effective 10/16/03

Reserved for national assignment
Reserved for national assignment

The amount estimated by the provider to
be paid by the indicated patient.

Reserved for national assignment
Reserved for national assignment

‘The amount assumed by the provider to be applied
to the patient’s policy/program deductible amount
involving the indicated payer. (Note: Medicare
blood deductibles should be reported under Value
Code 6.}

The amount assumed by the provider to be applied
toward the patient’s coinsurance amount involving
the indicated paver. For Part A cotnsurance
amounts use Vale Codes 8-11,

The amount estimated by the provider to be paid
by the indicated payer.
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Code Title Definition
E4-k6 Reserved for national assignment
E7 Co-payment Paver D The amount assumed by the provider to be applied
toward the patient’s co-payment anmount involving
the indicated payer.
E8-EY Reserved for national assignment
EA Regulatory Surcharges. The amount of regulatory surcharges, assessments.
Assessments, Atlowances or alfowances or health care related taxes pertaining
Health Care Related Taxes to the indicated payer. Effective 10716703
Paver D

EB Other Assessments or The amount of other assessments or allowances
Allowances (e.g.. Medical {e.g.. medical education) pertaining to the indicated
Education) Payer D payer. Fffective [(/16/03

EC-EZ Reserved for national assignment

FO Reserved for national assignment

Fi Deductible Payer £ The amount assumed by the provider to be applied
to the patient’s policy/program deductible amount
involving the indicated payer. {Note: Medicare
blood deductibles should be reported under Value
Code 6.}

F2 Coinsurance Paver B ‘The amount assumed by the provider to be a qpf)hcd
toward the patient's coinsurance amount involving
the indicated payer. For Part A coinsurance
amounts use Vale Codes 8-11

F3 Estimated Responsibility The amount estimated by the provider to be paid

Paver E by the indicated payer.
F4-TF6 Reserved for national assignment
F7 Co-payment Payer E The amount assumed by the provider to be applicd
toward the patient’s co-payment amount involving
the indicated payer.
F8-F9 Reserved for national assignment
FA Regulatory Surcharges. The amount of regulatory surcharges. assessments.
Assessments. Allowances or allowances or health carc related taxes pertaining
Health Care Related Taxes to the indicated payer. Etfective 10116:03
Paver b

FB Other Assessments or The amount of other assessments or aflowances
Allowances (e.g.. Medical (e.g.. medical education) pertaining 1o the indicated
Education) Payer £ payer. Effective 10/16:03

FC-IZ Reserved for national use

Rev. 1881
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Code Title Definition

GO Reserved for national assignment

Gl Deductible Payer IF The amount assumed by the provider to be applied

to the patient’s policy/program deductible amount
involving the indicated paver. (Note: Medicare
blood deductibles should be reported under Value
Code 6.)

G2 Coinsurance Paver F The amount assumed by the provider to be apf)iied
toward the patient’s coinsurance amount involving
the indicated payer. For Part A coinsurance
amounts use Vale Codes 8-11.

G3 Estimated Responsibitity The amount estimated by the provider to be paid
Paver F by the indicated payer.

G3-G6 Reserved for national assignment
G7 Co-payment Payer F The amount assumed by the provider to be applied

toward the patient’s co-payment amount involving
the indicated payer.

G8-G9 Reserved for national assignment

GA Regulatory Surcharges, The amount of regulatory surcharges. assessments.
Assessments, Allowances or allowances or health care refated taxes ’)crtmmng
Health Care Related Taxes to the indicated paver. Eifective 10/16/03
Paver ¥

GB Other Assessments or ‘The amount of other asscssments or allowances
Allowances (¢.g., Medical {¢.g.. medical education) pertaining to the indicated
Education) Paver F payer, ‘Ctfective 10/16/03

GC-GZ Reserved for national use

HO-WZ Reserved for national use

X0-27 Reserved far national use

FL 42, Revenue Code

Required. For each cost center for which a separate charge is billed (type of accommodation or
ancillary), a revenue code is assigned. The appropriate numeric revenue code is entered on the
adjacent line in FL 42 to explain each charge in FL 47.

Additionally, there is no fixed "Total" line in the charge area. Instead, revenue code "0001" is
always entered last in FL 42. Thus, the adjacent charge entry in FL 47 is the sum of charges billed.
This is also the same line on which noncovered charges, if any, in FL 48 are summed.

To assist in bill review, revenue codes are listed in ascending numeric sequence to the extent

ossible. To limit the number of line items on each bill, revenue codes are summed at the "zero”
evel to the extent possible.

6-54.2B Rev. 1881
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Providers have been instructed to provide detailed level coding for the following revenue code
series:

0290s - rental/purchase of DME

0304 - rental and dialysis/faboratory

0330s - radiology therapeutic

0367 - kidney transplant

0420s - therapies

0520s - type of clinic visit (RHC or other)
0550s-0590s - home health services

0624 - Invesli%ational Device Exemption (IDE)
0636 - hemophilia blood clotting factors
0800s-0850s - ESRD services

9000 - 9044 - Medicare SNF demonstration project

Zero level billing is encouraged for all services which do not require HCPC codes.

0001 Total Charge .
For use on paper or paper facsimile (e.g., “print images™) claims only. For electronic

transactions, report the total charge in the appropriate data segment/field.

001X Reserved for Internal Payer Use

002X Health Insurance Prospective Payment System (HIPPS)

Subcategory Standard Abbreviation

0 - Reserved

1 - Reserved

2 - Skilled Nursing Facility
Prospective Payment System SNF PPS (RUG)

3 - Home Health HH PPS (HRG)
Prospective Payment System

4 - Inpatient Rehabilitation Facility IRF PPS (CMQG)
Prospective Payment System

5 - Reserved

6 - Reserved

7 - Reserved

8 - Reserved

9 - Reserved

003X

to

006X Reserved for National Assignment
007X

to
009X Reserved for State Pse To be discontinued cffoctive October 16, 2003,

009X effective Octaber 16, 2003 Reserved for National Assignment

Rev. 1894 6-54.2C
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ACCOMMODATION REVENUE CODES (010X - 021X)

010X

01X

All Inclusive Rate

Flat fee charge incurred on either a daily basis or total stay basis for services
rendered. Charge may cover room and board plus ancillary services or room and
board only.

Subcategory Standard
Abbreviations
0 All-Inclusive Room and ALL INCL R&B/ANC
Board Plus Ancillary
1 All-Inclusive Room and ALL INCL R&B
Board

Room & Board - Private

(Medical or General)
Routine service charges for single bed rooms.

Rationale: Most third party payers require that private rooms be separately identified.

Subcategory Standard
Abbreviation

0 - General Classification ROOM-BOARD/PVT
1 - Medical/Surgical/Gyn MED-SUR-GY/PVT
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2-0B OB/PVT

3 - Pediatric PEDS/PVT

4 - Psychiatric PSYCH/PVT

5 - Hospice HOSPICE/PVT

6 - Detoxification DETOX/PVT

7 - Oncology ONCOLOGY/PVT

8 - Rehabilitation REHAB/PVT

9 - Other OTHER/PVT

j 012X Room & Board - Semi-private Two Bed

{Medical or General)

Routine service charges incurred for accommodations with two beds.

Rationale: Most third party payers require that semi-private rooms be identified.

Subcategory
Abbreviation

0 - General Classification
1 - Medical/Surgical/Gyn
2-0B

3 - Pediatric

4 - Psychiatric

5 - Hospice

6 - Detoxification

7 - Oncology

8 - Rehabilitation

9 - Other

[ 013X Semi-Private - Three and Four Beds

Standard

ROOM-BOARD/SEMI
MED-SUR-GY/2BED
OB/2BED
PEDS/2BED
PSYCH/2BED
HOSPICE2BED
DETOX/2BED
ONCOLOGY/2BED
REHAB/2BED
OTHER/2BED

Routine service charges incurred for accommodations with three and four beds.

Subcategory
Abbreviation

0 - General Classification
| - Medical/Surgical/Gyn
2-0B

3 - Pediatric

4 - Psychiatric

5 - Hospice

6 - Detoxification
7 - Oncology

8 - Rehabilitation
§ - Other

| 014X Private (Deluxe)

Standard

ROOM-BOARD/3&4 BED
MED-SUR-GY/3&4 BED
OB/3&4BED
PEDS/3&4BED
PSYCH/3&4BED
HOSPICE/3&4BED
DETOX/3&4BED
ONCOLOGY/3&4BED
REHAB/3&4 BED
OTHER/3&4BED

Deluxe rooms are accommodations with amenities substantially in excess of those

provided to other patients.

Subcategory
Abbreviation

0 - General Classification

Standard

ROOM-BOARD/PVT/DLX
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1 - Medical/Surgical/Gyn MED-SUR-GY/DLX
2-0B OB/DLX
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3 - Pediatric PEDS/DLX
4 - Psychiatric PSYCH/DLX
5 - Hospice HOSPICE/DLX
6 - Detoxification DETOX/DLX
7 - Oncology ONCOLOGY/DLX
8 - Rehabilitation REHAB/DLX
9 - Other OTHER/DLX
| 015X Room & Board Ward

(Medical or Geperal)

Routine service charge for accommodations with five or more beds.

Rationale: Most third party payers require ward accommodations to be identified.
Subcategory Standard

Abbreviation

| 016X

0 - General Classification
I- gflgdical/Surgical/Gyn

ROOM-BOARD/WARD
MED-SUR-GY/WARD

OB/WARD
3 - Pediatric PEDS/WARD
4 - Psychiatric PSYCH/WARD
5 - Hospice HOSPICE/WARD
6 - Detoxification DETOX/WARD
7 - Oncology ONCOLOGY/WARD
8 - Rehabilitation REHAB/WARD
9 - Other OTHER/WARD

Other Room & Board

Any routine service charges for accommodations that cannot be included in the more

specific revenue center codes.

Rationale: Provides the ability to identify services as required by payers or individual

institutions,

Sterile environment is a room and board charge to be used by hospitals that
are currently separating this charge for bitling.

Subcategory

0 - General Classification
4 - Sterile Environment

Standard Abbreviation

R&B
R&B/STERILE

7 - Self Care R&B/SELF
9 - Other R&B/Other
Nursery

Charges for nursing care to newborn and premature infants in nurseries.

Subcategories 1-4 are used by facilities with nursery services designed around distinct
areas and/or levels of care. Levels of care defined under state regulations or other
statutes supersede the following guidelines. For example, some states may have fewer
than four levels of care or may have multiple levels within a category such as intensive
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Level | - Routine care of apparently normal full-term or pre-term neonates (Newborn
Nursery).

Level I - Low birth-weight neonates who are not sick, but require frequent feeding, and
neonates who require more hours of nursing than do normal neonates (Continuing Care).

Level [l - Sick neonates who do not require intensive care, but require 6-12 hours of
nursing care each day (Intermediate Care).

Level 1V - Constant nursing and continuous cardiopulmonary and other support for
severely ill infants (Intensive Care).

Abbreviation

| 018X

NOTE:

| 019

Subcategory Standard
0 - General Classification NURSERY

1 - Newborn - Level 1 NURSERY/LEVEL |

2 - Newborn - Level NURSERY/LEVELH

3 - Newborn - Level 11 NURSERY/LEVELI

4 - Newborn - Level IV NURSERY/LEVELIV

9 - Other NURSERY/OTHER

Leave of Absence

Charges (including zero charges) for holding a room while the patient is temporarily
away from the provider,

Charges are billable for codes 2 - 5

0 - General Classification LEAVE OF ABSENCE OR LOA

I - Reserved

2 - Patient Convenience - LOA/PT CONV CHGS BILLABLE
charges billable

3 - Therapeutic Leave LOA/THERAP

4 - ICF Mentally Retarded - LOA/ICF/IMR

© any reason

5 - Nursing Home LOA/NURS HOME
(Hospitalization)

9 - Other Leave of Absence LOA/OTHER

Subacute Care

?ccommodation charges for subacute care to inpatients in hospitals or skilled nursing
acilities.

Level ] - Skilled Care: Minimal nursing intervention. Comorbidities do not complicate
treatment plan. Assessment of vitals and body systems required 1-2 times per day.

Level 1] - Comprehensive Care: Moderate to extensive nursing intervention. Active
treagment of comorbidities. Assessment of vitals and body systems required 2-3 times
per day.

Level i1l - Complex Care: Moderate io extensive nursing intervention. Active medical
care and treatment of comorbidities. Potential for comorbidities to affect the treatment
plan. Assessment of vitals and body systems required 3-4 times per day.
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Level IV - Intensive Care; Extensive nursing and technical intervention. Active medical

6-54.5
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[ 020X

care and treatment of comorbidities. Potential for comorbidities to affect the treatment
plan. Assessment of vitals and body systems required 4-6 times per day.

Subcategory Stendard
Abbreviation

0 - General Classification SUBACUTE

1 - Subacute Care - Level 1 SUBACUTE/LEVEL 1

SUBACUTE/LEVEL

SUBACUTE/LEVEL il
SUBACUTE/LEVEL IV
SUBACUTE/OTHER

2 - Subacute Care - Level [1
3 - Subacute Care - Level 111
4 - Subacute Care - Level IV
9 - Other Subacute Care
Intensive Care

Routine service charge for medical or surgical care provided to patients who require a
more intensive level of care than is rendered in the general medical or surgical unit.

Rationale: Most third party payers require that charges for this service are identified.

Subcategory Standard

Abbreyiation

| 021X

0 - General Classification INTENSIVE CARE or (ICU)

| - Surgical ICU/SURGICAL

2 - Medical ICU/MEDICAL

3 - Pediatric ICU/PEDS

4 - Psychiatric ICU/PSTAY

6 - Intermediate ICU [CU/INTERMEDIATE
7 - Burn Care ICU/BURN CARE

8 - Trauma ICU/TRAMA
9 - Other Intensive Care ICU/OTHER

Coronary Care

Routine service charge for medical care provided to patients with coronary iliness who
require a more intensive level of care than is rendered in the general medical care unit.

Rationale: [f a discrete unit exists for furnishing such services, the hospital or third
party may wish to identify the service.

Subcategory Standard

Abbreviation

0 - General Classification

CORONARY CARE or (CCU)

1 - Myocardiai Infarction CCU/MYO INFARC

2 - Pulmonary Care CCU/PULMONARY

3 - Heart Transplant CCU/TRANSPLANT

4 - Intermediate CCU CCU/INTERMEDIATE
9 - Other Coronary Care CCU/OTHER

ANCILLARY REVENUE CODES (022X -099X)

] 022X Special Charges
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Charges incurred during an inpatient stay or on a daily basis for certain services.

Rationale: Some hospitals prefer 10 identify the components of services furnished in
greater detail and break out charges for items that normally would be
considered part of routine services.

6-54.6 Rev. 1875
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Subcategory Standard
Abbreviation
0 - General Classification SPECIAL CHARGES
1 - Admission Charge ADMIT CHARGE
2 - Technical Support Charge TECH SUPPT CHG
3 - U.R, Service Charge UR CHARGE
4 - Late Discharge, LATE DISCH/MED NEC
medically necessary
9 - Other Special Charges OTHER SPEC CHG
| 023X Incremental Nursing Charge Rate
Charge for nursing service assessed in addition to room and board.
Subcategory ’ Standard
Abbreviation
0 - General Classification NURSING INCREM
I - Nursery NUR INCR/NURSERY
2-0B NUR INCR/OB
3 - ICU (includes transitional NUR INCR/CU
care)
4 - CCU (includes transitional NUR INCR/CCU
care)
5 - Hospice NUR INCR/HOSPICE
9 - Other NUR INCR/OTHER

| 024X

All Inclusive Ancillary

A ?at rate charge incurred on either a daily basis or total stay basis for ancillary services
“only.

Rationale: Hospitals that bill in this manner may wish to segregate these charges.

Abbreviation

Subcategory Standard
0 - General Classification ALL INCL ANCIL
1 - Basic ALL INCL BASIC
2 - Comprehensive ALL INCL COMP
3 - Specialty ALL INCL SPECIAL
9 - Other All Inclusive Ancillary ALL INCL ANCIL/OTHER
Pharmacy

Code indicates the charges for medication produced, manufactured, packaged, controlled.
assayed, dispensed, an(f distributed under the direction of a licensed pharmacist.

Rationale: Additional breakdowns are provided for items that individual hospitals
may wish to identify because of internal or third party payer requirements.
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Subcode 4 is for providers that do not bill drugs used for other diagnostic

services as part of the charge for the diagnostic service. Subcode 3 is for
providers that do not bill for drqu used for radiology under radiology
revenue codes as part of the radiology procedure charge.

Subcategory Standard
Abbreviation

0 - General Classification PHARMACY

1 - Generic Drugs DRUGS/GENERIC
Rev. 1875 6-54.7
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2 - Nongeneric Drugs DRUGS/NONGENERIC

3 - Take Home Drugs DRUGS/TAKEHOME

4 - Drugs Incident to Other DRUGS/INCIDENT ODX

Diagnostic Services

5 - Drugs Incident to Radiology DRUGS/INCIDENT RAD

6 - Experimental Drugs DRUGS/EXPERIMT

7 - Nonprescription DRUGS/NONPSCRPT

8§ - 1V Solutions 1V SOLUTIONS

9 - Other Pharmacy DRUGS/OTHER

| 026X 1V Therapy

Code indicates the administration of intravenous solution by specially trained personnel
to individuals requiring such treatment.

Rationale: For outpatient home intravenous drug therapy equipment, which is part of
the basic per diem fee schedule, providers must identify the actual cost for
each type of pump for updating of the per diem rate.

Subcategory Standard
Abbreviation

0 - General Classification 1V THERAPY

I - Infusion Pum 1V THER/INFSN PUMP

2-1V Therapy/PEarmacy Services 1V THER/PHARM/SVC

3 - IV Therapy/Drug/Supply/Delivery 1V THER/DRUG/SUPPLY DELV

4 - IV Therapy/Supplies IV THER/SUPPLIES

9 - Other IV Therapy iV THERAPY/OTHER

] 027X " Medical/Surgical Supplies. (Also see 062X, an extension of 027X.)
Code indicates the charges for supply items required for patient care.

Rationale: Additional breakdowns are provided for items that hospitals may wish to
identify because of internal or third party payer requirements.

Subcategory Standard
Abbreviation

0 - General Classification MED-SUR SUPPLIES

1 - Nonsterile Supply NONSTER SUPPLY

2 - Sterile Supply STERILE SUPPLY

3 - Take Home Supplies TAKEHOME SUPPLY

4 - Prosthetic/Orthotic Devices PROSTH/ORTH DEV

5 - Pace maker PACE MAKER

6 - Intraocular Lens INTR OC LENS

7 - Oxygen-Take Home 02/TAKEHOME

8 - Other Implants SUPPLY/IMPLANTS
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9 - Other Supplies/Devices SUPPLY/OTHER
Oncology

Code indicates the charges for treatment of tumors and related diseases.

Subcategory Standard
Abbreviation
0 - General Classification ONCOLOGY
9 - Other Oncology ONCOLOGY/OTHER
6-54.8 Rev.1875
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| 029X Durable Medical Equipment (DME) (Other Than Renal)

Code indicates the charges for medical equipment that can withstand repeated use
(excluding renal equipment).

Rationale: Medicare requires a separate revenue center for billing.

Abbreviation

1 030X

Subcategory Standard

0 - General Classification MED EQUIP/DURAB

! - Rental MED EQUIP/RENT

2 - Purchase of new DME MED EQUIP/NEW

3 - Purchase of used DME MED EQUIP/USED

4 - Supplies/Drugs MED EQUIP/SUPPLIES/DRUGS
for DME Effectiveness
(HHAs Only)

9 - Other Equipment MED EQUIP/OTHER

Laboratory

Charges for the performance of diagnostic and routine clinical laboratory tests.

Rationale: A breakdown of the major areas in the laboratory is provided in order to
meet hospital needs or third party billing requirements.

Abbreviation

| 031X

Subcategory Standard
0 - General Classification LABORATORY or (LAB)

1 - Chemistry LAB/CHEMISTRY

2 - ImmunologyLAB/IMMUNOLOGY

3 - Renal Patient (Home) LAB/RENAL HOME

4 - Nonroutine Dialysis LAB/NR DIALYSIS

5 - Hematology LAB/HEMATOLOGY

6 - Bacteriofogy & Microbiology LAB/BACT-MICRO

7 - Urology LAB/UROLOGY

9 - Other Laboratory LAB/OTHER

Laboratory Pathological

_ Charges for diagnostic and routine laboratory tests on tissues and culture.

Rationale: A breakdown of the major areas that hospitals may wish to identify is
provided.
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Subcategory Standard
Abbreviation

0 - General Classification PATHOLOGY LAB

or (PATH LAB)

1 - Cytology PATHOL/CYTOLOGY

2 - Histology PATHOL/HYSTOL

4 - Biopsy PATHOL/BIOPSY

9 - Other PATHOL/OTHER
Rev. 1875 6-54.9
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| 032X

Radiology - Diagnostic

Charges for diagnostic radiology services provided for the examination and care of
patients. Includes taking, processing, examining, and interpreting radiographs and
fluorographs.

Rationale: A breakdown is provided for the major areas and procedures that individual
hospitals or third party payers may wish to identify.

Abbreviation

| 033X

Subcategory Standard
0 - General Classification DX X-RAY

1 - Angiocardiography DX X-RAY/ANGIO

2 - Arthrography DX X-RAY/ARTH

3 - Arteriography DX X-RAY/ARTER

4 - Chest X-Ray : DX X-RAY/CHEST

9 - Other DX X-RAY/OTHER

Radiology - Therapeutic

Charges for therapeutic radiology services and chemotherapy are required for care and
treatment of patients. Includes therapy by injection or ingestion of radioactive
substances.

Rationale: A breakdown is provided for the major areas that hospitals or third parties
may wish to identify. Chemotherapy - IV was added at the request of the

Abbreviation

[ 034X

State of Ohio.
Subcategory Standard
0 - General Classification RX X-RAY
| - Chemotherapy - Injected CHEMOTHER/INJ
2 - Chemotherapy - Oral CHEMOTHER/ORAL
3 - Radiation Therapy RADIATION RX
5 - Chemotherapy - [V CHEMOTHERP-1V
9 - Other RX X-RAY/OTHER

Nuclear Medicine

Charges for procedures and tests performed by a radioisotope laboratory utilizing
radioactive materials as required for diagnosis and treatment of patients.
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Rationale: A breakdown is provided in case hospitals desire or are required to identify
the type of service furnished.

Subcategory Standard
Abbreviation

0 - General Classification NUCLEAR MEDICINE or

(NUC MED)

i « Diagnostic NUC MED/DX

2 - Therapeutic NUC MED/RX

9 - Other NUC MED/OTHER
6-54.10 Rev. 1875
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| 035X CT Scan

Charges for computed tomographic scans of the head and other parts of the body.

Rationale: Due to coverage limitations, some third party payers require that the
specific test be identified.

Abbreviation

| 036X

Subcategory Standard
0 - General Classification CT SCAN

1 - Head Scan CT SCAN/HEAD

2 - Body Scan CT SCAN/BODY

9 - Other CT Scans CT SCAN/OTHER

Operating Room Services

Charges for services provided to patients by specially trained nursing personnel who
provide assistance to physicians in the performance of surgical and related procedures
during and immediately following surgery as well the operating room (heat, lights) and
equipment.

Rationale: Permits identification of particular services.

Abbreviation

10378

Subcategory Standard
0 - General Classification OR SERVICES
1 - Minor Surgery OR/MINOR
2 - Organ Transplant-other OR/ORGAN TRANS
than kidney
7 - Kidney Transplant OR/KIDNEY TRANS
9 - Other Operating OR/OTHER

Room Services
Anesthesia
Charges for anesthesia services in the hospital.

Rationale: Provides additional identification of services. In particular, acupuncture
was identified because it is not covered by some payers, including



198

Medicare. Subcode 1 is for providers that do not bill anesthesia used for
other diagnostic services as part of the charge for the diagnostic service.
Subcode 2 is for providers tEat do not bill anesthesia used for radiology
under radiology revenue codes as part of the radiology procedure charge.

Subcategory Standard Abbreviation

0 - General Classification ANESTHESIA

1 - Anesthesia Incident to RAD ANESTHE/INCIDENT RAD

2 - Anesthesia Incident to ANESTHE/INCIDENT ODX
Other Diagnostic Services

4 - Acupuncture ANESTHE/ACUPUNC

9 - Other Anesthesia ANESTHE/OTHER

Rev. 1875 6-54.11
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| 038X Blood
Rationale: Charges for blood must be separately identified for private payers purposes.
Subcategory Standard Abbreviation
0 - General Classification BLOOD
| - Packed Red Cells BLOOD/PKD RED
2 - Whole Blood BLOOD/WHOLE
3 - Plasma BLOOD/PLASMA
4 - Platelets BLOOD/PALTELETES
5 - Leucocytes BLOOD/LEUCOCYTES
6 - Other Components BLOOD/COMPONENTS
7 - Other Derivatives BLOOD/DERIVATIVES
(Cryopricipitates)

9 - Other Blood BLOOD/OTHER

| 039X Blood Storage and Processing
Charges for the storage and processing of whole blood.

Subcategory Standard Abbreviation
0 - General Classification BLOOD/STOR-PROC
| - Blood Administration BLOOD/ADMIN.

[ (c.g.. Transfusions)

i 9 - Other Processing & Storage BLOOD/OTHER STOR

| 040X Other Imaging Services

Subcategory Standard Abbreviation

0 - General Classification IMAGE SERVICE

1 - Diagnostic Mammography MAMMOGRAPHY

2 - Ultrasound ULTRASOUND

3 - Screening Mammography SCR MAMMOGRAPHY/GEN MAMMO
4 - Positron Emission Tomography PET SCAN

9 - Other Imaging Services OTHER IMAG SVS

NOTE: Medicare will require the hospitals to report the ICD-9 diagnosis codes (FL 67) to
substantiate those beneficiaries considered high risks. These high risk codes are as

follows:

ICD-9

Codes Definitions High Risk Indicator

Vi0.3 Personal History- Malignant A personal history of breast cancer
neoplasm breast cancer

V163 Family History- Malignant A mother, sister, or daughter who has
neoplasm breast cancer had breast cancer

V1589  Other specified personal history Not given birth prior to 30 or a personal
representing hazards to health history of biopsy-proven benign breast

disease

6-54.12 Rev. 1875
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41X

Respiratory Services

Charges for administration of oxygen and certain potent drugs through inhalation or

ositive pressure and other forms of rehabilitative therapy through measurement of
inhaled and exhaled gases and analysis of blood and evaluation of the patient's ability to
exchange oxygen and other gases.

Rationale: Permits identification of particular services.

Abbreviation

| 942X

Subcategory Standard
0 - General Classification RESPIRATORY SVC

2 - Inhalation Services INHALATION SVC

3 - Hyperbaric Oxygen Therapy HYPERBARIC 02

9 - Other Respiratory Services OTHER RESPIR SVS

Physical Therapy

Charges for therapeutic exercises, massage, and utilization of effective properties of
h§ht, heat, cold, water, electricity, and assistive devices for diagnosis and rehabilitation
of patients who have neuromuscular, orthopedic, and other disabilities.

Rationale: Permits identification of particular services.

Abbreviation

| 043X

Subcategory Standard
0 - General Classification PHYSICAL THERP

I - Visit Charge PHYS THERP/VISIT

2 - Hourly Charge PHYS THERP/HOUR

3 - Group Rate . PHYS THERP/GRQUP

4 - Evaluation or Re-evaluation PHYS THERP/EVAL

9 - Other Physical Therapy OTHER PHYS THERP

Occupational Therapy

Services provided by a qualified occupational ther%py ractitioner for therapeutic
interventions to improve, sustain, or restore an individual's level of function in
performance of activities of daily living and work, including: therapeutic activities,
therapeutic exercises; sensorimotor processing; psychosocial skills training; cognitive
retraining; fabrication and application of orthotic devices; and training in the use of
orthotic and prosethic devices; adaptation of environments; and application of physical
agent modalities.

Abbreviation

Subcategory Standard
0 - General Classification OCCUPATION THER

1 - Visit Charge QOCCUP THERP/VISIT

2 - Hourly Charge OCCUP THERP/HOUR

3 - Group Rate OCCUP THERP/GROUP

4 - Evaluation or Re-evaluation OCCUP THERP/EVAL

9 - Other Occupational Therapy OTHER OCCUP THER

{may include restorative therapy)
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; 044X Speech-Language Pathology

Charges for services provided to persons with impaired functional communications

skills.

Subcategory

Abbreviation

| 045X

0 - General Classification

I - Visit Charge

2 - Hourly Charge

3 - Group Rate

4 - Evaluation or Re-evaluation

9 - Other Speech-Language
Pathology

Emergency Room

Standard

SPEECH PATHOL
SPEECH PATH/VISIT
SPEECH PATH/HOUR
SPEECH PATH/GROUP
SPEECH PATH/EVAL
OTHER SPEECH PAT

Charges for emergency treatment to those ill and injured persons who require immediate

unscheduled medical or surgical care.

Rationale:

Permits identification of particular items for payers. Under the provisions of

EMTALA (Emergency Medical Treatment and Active Labor Act), a
hospital with an emergency department must provide upon request and
within the capabilities of the hospital an appropriate medical screening
examination and stabilizing treatment to any individual with an emergency
medical condition and to any woman in active labor, regardless of the
individual's eligibility for Medicare (Consolidated Omnibus Budget
Reconciliation Act (COBRA) of 1985).

Subcategory

0 - General Classification

I - EMTALA Emergency Medical
screening services

2 - ER Beyond EMTALA Screening

6 - Urgent Care

9 - Other Emergency Room

NOTE:

Standard Abbreviation

EMERG ROOM
ER/EMTALA

ER/BEYOND EMTALA
URGENT CARE
OTHER EMER ROOM

Observation or hold beds are not reported under this code. They are reported

under revenue code 762, "Observation Room."

Usage Notes
An "X" in the matrix below indicates an acceptable coding combination,

450 451 452 456

(a) b (©

450
451
452
456
459

H R

X X

X

459

X

(a) General Classification cade 450 should not be used in conjunction with any
subcategory. The sum of codes 451 and 452 is equivalent to code 450. Payers
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that do not require a breakdown should roll up codes 451 and 452 into code 450.
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(b)  Stand alone usage of code 451 is acceptable when no services beyond an initial
screening/assessment are rendered.

(¢)  Stand alone usage of code 452 is not acceptable.
; 046X Pulmonary Function

Charges for tests that measure inhaled and exhaled gases and analysis of blood and for
tests that evaluate the patient's ability to exchange oxygen and other gases.

Rationale: Permits identification of this service if it exists in the hospital.

Subcategory Standard
Abbreviation

0 - General Classification PULMONARY FUNC

9 - Other Pulmonary Eunction OTHER PULMON FUNC

| 047X Audiology

Charges for the detection and management of communication handicaps centering in
whole or in part on the hearing function.

Rationale: Permits identification of particular services.

Subcategory Standard
Abbreviation

0 - General Classification AUDIOLOGY

1 - Diagnostic AUDIOLOGY/DX

2 - Treatment AUDIOLOGY/RX

9 - Other Audiology OTHER AUDIOL

| 048X Cardiology

Charges for cardiac procedures furnished in a separate unit within the hospital. Such
grocedures include, but are not limited to, heart catheterization, coronary angiography,
wan-Ganz catheterization, and exercise stress test.

Rationale: This category was established to reflect a growing trend to incorporate these
charges in a separate unit.

Subcategory Standard
Abbreviation

0 - General Classification CARDIOLOGY

1 - Cardiac Cath Lab CARDIAC CATH LAB

2 - Stress Test STRESS TEST

3 - Echocardiology ECHOCARDIOLOGY

9 - Other Cardiology OTHER CARDIOL
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| 049X Ambulatory Surgical Care

Charges for ambulatory surgery which are not covered by any other category.

Subcategory Standard
Abbreviation

0 - General Classification AMBUL SURG

9- %ther Ambulatory Surgical OTHER AMBL SURG

are

NOTE: Observation or hold beds are not reported under this code. They are reported
under revenue code 762, "Observation Room."”

Abbreviation

| 049X

Subcategory Standard
0 - General Classification CARDIOLOGY

1 - Cardiac Cath Lab CARDIAC CATH LAB

2 - Stress Test STRESS TEST

3 - Echocardiology ECHOCARDIOLOGY

9 - Other Cardiology OTHER CARDIOL

Ambulatory Surgical Care

Charges for ambulatory surgery which are not covered by any other category.

Abbreviation

| 050X

Subcategory Standard
0 - General Classification AMBUL SURG
9- %ther Ambulatory Surgical OTHER AMBL SURG

are

NOTE: Observation or hold beds are not reported under this code. They are reported
under revenue code 762, "Observation Room."

Outpatient Services
Outpatient charges for services rendered to an outpatient who is admitted as an inpatient

before midni%ht of the day following the date of service. This revenue code is no longer
used for Medicare.

Subcategory Standard

Abbreviation

L 051X

0 - General Classification OUTPATIENT SVS
9 - Other Outpatient Services OUTPATIENT/OTHER

Clinic

Clinic (non-emergency/scheduled outpatient visit) charges for providing diagnostic,
preventive, curative, rehabilitative, and education services to ambulatory patienis.

Rationale: Provides a breakdown of some clinics that hospitals or third party payers
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may require.

Subcategory Standard
Abbreviation

0 - General Classification CLINIC

1 - Chronic Pain Center CHRONIC PAIN CL
6-54.16 Rev. 1875
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2 - Dental Clinic DENTAL CLINIC

3 - Psychiatric Clinic PSYCH CLINIC

4 - OB-GYN Clinic OB-GYN CLINIC

§ - Pediatric Clinic PEDS CLINIC

6 - Urgent Care Clinic URGENT CLINIC

7 - Family Practice Clinic FAMILY CLINIC

9 - Other Clinic OTHER CLINIC

| 052X Free-Standing Clinic

Rationale: Provides a breakdown of some clinics that hospitals or third party payers
may require.

Subcategory

Standard Abbreviation

| 053X

0 - General Classification FREESTAND CLINIC

! - Rural Health-Clinic RURAL/CLINIC

2 - Rural Health-Home RURAL/HOME

3 - Family Practice Clinic FR/STD FAMILY CLINIC
6 - Urgent Care Clinic FR/STD URGENT CLINIC
9 - Other Freestanding Clinic OTHER FR/STD CLINIC

Osteopathic Services

Charges for a structural evaluation of the cranium. entire cervical, dorsal and lumbar
spine by a doctor of osteopathy.

Rationale: This is a service unique to osteopathic hospitals and cannot be
accommodated in any of the existing codes.

Subcategory

Standard Abbreviations

| 054X

0 - General Classification OSTEOPATH SVS
| - Osteopathic Therapy OSTEOPATH RX
9 - Other Osteopathic Services OTHER OSTEOPATH

Ambulance

Charges for ambulance service usually on an unscheduled basis to the ill and injured
who require immediate medical attenfion.

Rationale: Provides subcategories that third party payers or hospitals may wish to
recognize. Heart mobile is a specially designed ambulance transport for
cardiac patients.

Subcategory

Standard Abbreviation

0 - General Classification AMBULANCE
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i- Su;aph’es AMBUL/SUPPLY

2 - Medical Transport AMBUL/MED TRANS

3 - Heart Mobile AMBUL/HEARTMOBL

4 - Oxygen AMBUL/0OXY

5 - Air Ambulance AIR AMBULANCE

6 - Neo-natal Ambulance AMBUL/NEO-NATAL

7 - Pharmacy AMBUL/PHARMACY

8 - Telephone Transmission EKG AMBUL/TELEPHONIC EKG

9 - Other Ambulance OTHER AMBULANCE
Rev. 1875 6-34.17
3604 (Cont.) BILL REVIEW 02-03

| 055X Skilled Nursing

Charges for nursing services that must be provided under the direct supervision of a
licensed nurse to assure the safety of the patient and to achieve the medically desired
result. This code may be used for nursing home services or a service charge for home
health billing.

Standard Abbreviation

SKILLED NURSING
SKILLED NURS/VISIT
SKILLED NURS/HOUR
SKILLED NURS/OTHER

Subcategory

0 - General Classification
1 - Visit Charge

2 - Hourly Charge

9 - Other Skilled Nursing

; 056X Medical Sgcial Services

Charges for services such as counse!ing patients, interviewing patients, and interpreting
problems of a social situation rendered to patients on any basis.

Rationale: Necessary for Medicare home health billing requirements. May be used at
other times as required by hospital.

Subcategory Standard

Abbreviation

MED SOCIAL SVS

MED SOC SERV/VISIT
MED SOC SERV/HOUR
MED SOC SERV/OTHER

0 - General Classification

I - Visit Charge

2 - Hourly Charge

9 - Other Med. Soc. Services

| 057X Home Health Aide (Home Health)

Charges made by an HHA for personnel that are primarily responsible for the personal
care of the patient.

Rationale: Necessary for Medicare home health billing requirements.

Subcategory Standard

Abbreviation

AIDE/HOME HEALTH
AIDE/HOME HLTH/VISIT
AIDE/HOME HLTH/HOUR
AIDE/HOME HLTH/OTHER

0 - General Classification

I - Visit Charge

2 - Hourly Charge

8 - Other Home Health Aide

i 058X Other Visits (Home Health)

Code indicates the charges by an FHA for visits other than physical therapy,
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occupational therapy, or speech therapy, which must be specifically identified.

Rationale: This breakdown is necessary for Medicare home health billing

requirements.

Subcategory Standard
Abbreviation

0 - General Classification VISIT/HOME HEALTH

1 - Visit Charge VISIT/HOME HLTH/VISIT
6-54.18 Rev. 1875
05-03 BILL REVIEW 3604 (Cont.)

2 - Hourly Charge VISIT/HOME HLTH/HOUR

3 - Assessment VISIT/HOME HLTH/ASSES

9 - Other Home Health Visits VISIT/HOME HLTH/OTHER
059X Units of Service (Home Health)

This revenue code is used by an HHA that bills on the basis of units of service.

Rationale: This breakdown is necessary for Medicare home health billing require-

Abbreviation

060X

ments.
Subcategory Standard
0 - General Classification UNIT/HOME HEALTH
9 - Home Heaith Other Units UNIT/HOME HLTH/OTHER

Oxygen (Home Health)

Charges by an HHA for oxygen equipment supplies or contents, excluding purchased
equipment.

If a beneficiary had purchased a stationary oxygen system, an oxygen concentrator or
portable equipment, current revenue codes 292 or 293 apply. DME (other than oxygen
systems) is billed under current revenue codes 291, 292, or 293.

Rationale: Medicare requires detailed revenue coding. Therefore, codes for this series
may not be summed at the zero level.

Abbreviation

061X

Subcategory Standard

0 - Gerneral Classification 02/HOME HEALTH

!- Oxcygen - State/Equip/Suppl 02/EQUIP/SUPPL/CONT
or Cont

2 - Oxygen - Stat/Equ:p/Suppl 02/STAT EQUIP/UNDER | LPM
Under 1 LPM

3- g)lx%%in Stat/Equip/Over 02/STAT EQUIP/OVER 4 LPM

4 - Oiygen - Portable Add-on 02/STAT EQUIP/PORT ADD-ON

Magnetic Resonance Technology (MRT)

Charges for Magnetic Resonance lma%mg (MRI) and Magnetic Resonance Angiography
{MRA) of the brain and other parts of the body.
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Rationale: Due to coverage limitations, some third party payers require that the
specific test be identified.

Subcategory Standard
Abbreviation

0 - General Classification MRI

I - Brain (including Brainstem) MRI - BRAIN

2 - Spinal Cord (including MRI - SPINE

Spine)

3 - Reserved

4 - MR1 - Other MRI -
OTHER

5 - MRA - Head and Neck MRA - HEAD AND NECK

6 - MRA - Lower Extremities MRA - LOWER EXT
Rev. 1881 6-54.19
3604 (Cont.) BILL REVIEW. 05-03

7 - Reserved

8 - MRA - Other MRA - OTHER

9 - Other MRI * MRI - OTHER
062X Medical/Surgical Supplies - Extension of 027X

Charges for supply items required for patient care. The category is an extension of 27X
for reporting additional brea?(down where needed. Subcode 1 is for providers that do not
bill supplies used under radiology revenue codes as part of the radiology procedure
charges. Subcode 2 is for providers that cannot bill supplies used for other diagnostic
procedures.

Subcategory Standard

Abbreviation

063X

I - Supplies Incident to Radiology MED-SUR SUPP/INCIDNT RAD

2 - Supplies Incident to Other MED-SUR SUPP/INCIDNT ODX
Diagnostic Services

3 - Surgical Dressings SURG DRESSING

4 - Investigational Device IDE

Pharmacy-Extension of 025X

Code indicates charges for drugs and biologicals requiring specific identification as
required by the payer. If HCPCS is used to describe the drug, enter the HCPCS code in
FL 44.

Subcategory Standard

Abbreviation

0 - RESERVED (Effective 1/1/98)

1 - Single Source Drug DRUG/SNGLE
2 - Multiple Source Drug DRUG/MULT
3 - Restrictive Prescription DRUG/RSTR
4 - Erythroepoetin (EPO) less than
10,000 units DRUG/EPO/<10,000 units
3 - Erythroepoetin (EPO)
10,000 or more units DRUG/EPO/210,000 units

6 - Drugs Requiring Detailed
Coding* DRUGS/DETAIL CODE
7 - Self-administrable Drugs DRUGS/SELFADMIN
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NOTE: *Revenue code 636 relates to HCPCS code, so HCPCS is the recommended
code to be used in FL 44. The specified units of service to be reported are to be
in hundreds (100s) rounded to the nearest hundred (no decimal).

NOTE: Value code A4 used in conjunction with Revenue Code 637 indicates the
amount included for covered charges for the ordinarily non-covered, self-
administered drug insulin administered in an emergency situation fo a patient
in a diabetic coma. This is the only ordinarily non-covered, self-administered
drug covered under Medicare with this value code.

064X Home IV Therapy Services
Charge for intravenous dryg therapy services which are performed in the patient's
residence. For home 1V providers, the HCPCS code must be entered for all equipment
and all types of covered therapy.
6-54.20 Rev. 1881
05-03 BILL REVIEW 3604 (Cont.)
Subcategory Standard
Abbreviation
0 - General Classification IV THERAPY SVC
1 - Nonroutine Nursing, Central Line NON RT NURSING/CENTRAL
2 -1V Site Care, Central Line IV SITE CARE/CENTRAL
3 -1V Start/Change Peripheral Line IV STRT/CHNG/PERIPHAL
4 - Nonroutine Nursing, Peripheral NONRT NURSING/PERIPHRL
Line
5 - Training Patient/Caregiver, TRNG/PT/CARGVR/CENTRAL
Central Line
6 - Trainin% Disabled Patient, TRNG DSBLPT/CENTRAL
Central Li
7 - Training Patient/Caregiver, TRNG/PT/CARGVR/PERIPHRL
Peripheral Line
8 - Training, Disabled Patient, TRNG/DSBLPAT/PERIPHRL
Peripheral Line
9 - Other 1V Therapy Services OTHER [V THERAPY SVC

065X

NOTE: Units need to be reported in | hour increments. Revenue code 642 relates to
the HCPCS code.

Hospice Services

Code indicates the charges for hospice care services for a terminally ill patient if he/she
elects these services in lieu of other services for the terminal condition. .

Rationale: The level of hospice care provided for each day during a hospice election
period determines the amount of Medicare payment for that day.

Abbreviation

Subcategory Standard
0 - General Classification HOSPICE

1 - Routine Home Care HOSPICE/RTN HOME

2 - Continuous Home Care HOSPICE/CTNS HOME

3 - RESERVED

4 - RESERVED

5 - Inpatient Respite Care HOSPICE/IP RESPITE

6 - General Inpatient Care HOSPICE/IP NON RESPITE
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{nonrespite)

7 - Physician Services HOSPICE/PHYSICIAN
8 — Hospice Room & Board- HOSPICE/R&B/NURS FAC
Nursing Facility
9 - Other Hospice HOSPICE/OTHER
066X Respite Care  (HHA only)
Charges for hours of care under the respite care benefit for services of a homemaker or
home health aide, personal care services, and nursing care provided by a license
professional nurse.
Subcategory Standard
Abbreviation
0 - General Classification RESPITE CARE
1 - Hourly Charge/ Nursing RESPITE/NURSE
2 - Hourly Charge/Aide/
Homemaker/Companion RESPITE/AID/HMEMKE/COMP
3 - Daily Respite Charge RESPITE DAILY
Rev. 1881 6-54.21
3604 (Cont,) BILL REVIEW 035-03
Subcategory Standard
Abbreviation
9 - Other Respite Care RESPITE/CARE
067X Outpatient Special Residence Charges
Residence arrangements for patients requiring continuous outpatient care.
Subcategory Standard
Abbreviation
0 - General Classification OP SPEC RES
I - Hospital Based OP SPEC RES/HOSP BASED
2 - Contracted OP SPEC RES/CONTRACTED
9 - Other Special Residence Charges OP SPEC RES/OTHER
068X Trauma Response
Charges for a trauma team activation.
Subcategory Standard
Abbreviation
0 —Not Used
I —Levell TRAUMA LEVEL |
2 - Levelll TRAUMA LEVEL Il
3 Level HI TRAUMA LEVEL I
4 - Level 1V TRAUMA LEVEL IV
9 — Other Trauma Response TRAUMA OTHER
069X Not Assigned
007X Cast Room

Charges for services related to the application, maintenance, and removal of casts.
Rationale: Permits identification of this service. if necessary.

Subcategory Standard
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Abbreviation

0 - General Classification CAST ROOM
9 - Other Cast Room OTHER CAST ROOM
071X Recovery Room
Rationale: Permits identification of particular services, if necessary.
Subcategory Standard
Abbreyiation
0 - General Classification RECOVERY ROOM
9 - Other Recovery Room OTHER RECOV RM
072X Labor Room/Delivery
Charges for labor and delivery room services provided by specially trained nursing
personnel to patients, including prenatal care during labor, assistance during delivery,
postnatal care in the recovery room, and minor gynecologic procedures if they are
performed in the delivery suite.
Rationale: Provides a breakdown of items that may reguire further clarification. Infant
circumcision is included because it is not covered by all third party payers.
6-54.22 Rev. 1881
08-03 BILL REVIEW 3604 (Cont.)
Subcategory Standard
Abbreviation
0 - General Classification DELIVROOM/LABOR
i - Labor LABOR
2 - Delivery DELIVERY ROOM
3 - Circumcision CIRCUMCISION
4 - Birthing Center . BIRTHING CENTER
9 - Other Labor Room/Delivery OTHER/DELIV-LABOR

073X

EKG/ECG (Electrocardiogram)

Charges for ogeration of specialized equipment to record electromotive variations in
actions of the heart muscle on an electrocardiograph for diagnosis of heart ailments.

Abbreviation

074X

Subcategory Standard
0 - General Classification EKG/ECG

1 - Holter Monitor HOLTER MONT

2 - Telemetry TELEMETRY

9 - Other EKG/ECG OTHER EKG-ECG

EEG (Electroencephalogram)

Charges for operation of specialized equipment to measure impulse frequencies and
differences in electrical potential in various areas of the brain to obtain data for use in
diagnosing brain disorders.

Subcategory Standard

Abbreviation

0 - General Classification EEG
9 - Other EEG OTHER EEG
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Gastro-Intestinal Services

Procedure room charges for endoscopic procedures not performed in an operating room.

Subcategory Standard
Abbreviation
0 - General Classification GASTR-INTS SVS
9 - Other Gastro-Intestinal OTHER GASTRO-INTS
076X Treatment or Observation Room
Charges for the use of a treatment room or for the room charge associated with outpatient
observation services. Only 762 should be used for observation services.
Observation services are those services furnished by a hospital on the hospital’s
premises, including use of a bed and periodic monitoring by a hospital’s nursing or other
staff, which are reasonable and necessary to evaluate an outpatient’s condition or
determine the need for a possible admission to the hospital as an inpatient. Such services
are covered only when provided by the order of a physician or another individual
authorized by State licensure law and hospital staff bylaws to admit patients to the
hospital or to order outpatient tests. Most observation services do not exceed one day.
Some patients, however, may require a second day of outpatient observation services.
Rev. 1894 6-54.23
3604 (Cont.) BILL REVIEW - 08-03
The reason for observation must be stated in the orders for observation. Payer shouid
establish written guidelines which identify coverage of observation services.
Subcategory Standard
Abbreviation
0 - General Classification TREATMENT/OBSERVATION RM
1 - Treatment Room TREATMENT RM
2 - Observation Room OBSERVATION RM
9 - Other Treatment Room OTHER TREATMENT RM
077X Preventative Care Services

Charges for the administration of vaccines.

Abbreviation

078X

Subcategory Standard
0 - General Classification PREVENT CARE SVS

1 - Vaccine Administration VACCINE ADMIN

9 - Other OTHER PREVENT

Telemedicine
Future use to be announced - Medicare Demonstration Project.

Subcategory Standard

Abbreviation

0 - General Classification TELEMEDICINE
9 - Other Telemedicine TELEMEDICINE/OTHER
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079X Extra-Corporeal Shock Wave Therapy (formerly Lithotripsy)

Charges related to Extra-Corporeal Shock Wave Therapy (ESWT).

Subcategory
Abbreviation

0 - General Classification
9 - Other ESWT

080X Inpatient Renal Dialysis

A waste removal process, performed inan in
wa kidneys have failed. T

when the bod
blood (hcmog

ESWT
ESWT/OTHER

atient setting, that uses an artificial kidney
'S O e waste may be removed directly from the
ialysis) or indirectly from the blood by flushing a special solution between

the abdominal covering and the tissue (peritoneal dialysis).

Rationale: Specific identification required for billing purposes.

Subcategory
Abbreviation

0 - Genera} Classification

1 - Inpatient Hemodialysis

2 - Inpatient Peritoneal
(Non-CAPD)

3 - Inpatient Continuous
Ambulatory Peritoneal
Dialysis (CAPD)

6-54.24
08-03 BILL REVIEW

Standard

RENAL DIALYSIS
DIALY/INPT
DIALY/INPT/PER

DIALY/INPT/CAPD

Rev. 1894
3604 (Cont.)

Subcategory
Abbreviation

4 - Inpatient Continuous
Cycling Peritoneal
Dialysis (CCPD)

9 - Other Inpatient Dialysis

081X Organ Acquisition

Standard

DIALY/INPT/CCPD

DIALY/INPT/OTHER

The acquisition and storage costs of body tissue, bone marrow, organs and other body
components not otherwise identified used for transplantation.

Rationale: Living donor is a living person from whom various organs are obtained for
transplantation. Cadaver is an individual who has been pronounced dead
according to medical and legal criteria, from whom various organs are

obtained for transplantation.

Medicare requires detailed revenue coding. Therefore, codes for this series
may not be summed at the zero level.

Subcategory

0 - General Classification
1 - Living Donor

2 - Cadaver Donor

3 - Unknown Donor

Standard Abbreviation

ORGAN ACQUISIT
LIVING/DONOR
CADAVER/DONOR
UNKNOWN/DONOR
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4 ~ Unsuccessful Organ Search Donor UNSUCCESSFUL SEARCH
Bank Charge*
9 - Other Organ Donor OTHER/DONOR

NOTE: Revenuecode 814 is used only when costs incurred for an organ search does not resuit in
an eventual organ acquisition and transplantation.

082X Hemodialysis - Outpatient or Home Dialysis

A waste removal process performed in an outpatient or home setting, necessary when the
body’s own kidneys have failed. Waste is removed directly from the blood.

Rationale: Detailed revenue codinF is required. Therefore, services may not be
surnmed at the zero level,

Subcategory Standard
Abbreviation

0 - General Classification HEMO/OP OR HOME

I - Hemodialysis/Composite HEMO/COMPOSITE
or other rate

2 - Home Supplies HEMO/HOME/SUPPL

3 - Home Equipment HEMO/HOME/EQUIP

4 - Maintenance 100% HEMO/HOME/100%

5 - Support Services HEMO/HOME/SUPSERV

9 - Other Hemodialysis HEMO/HOME/OTHER
Outpatient

083X Peritoneal Dialysis - Qutpatient or Home

A waste removal process performed in an outpatient or home setting, necessary when the
body's own kidneys have failed. Waste is removed indirectly by flushing a special
solution between the abdominal covering and the tissue.

Rev. 1894 6-54.25
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3604 (Cont) BILL. REVIEW 08-03

Subcategory Standard
Abbreviation

0 - General Classification PERITONEAL/OP OR HOME

1 - Peritoneal/Composite PERTNL/COMPOSITE

or other rate

2 - Home Supplies PERTNL/HOME/SUPPL

3 - Home Equipment PERTNL/HOME/EQUIP

4 - Maintenance 100% PERTNL/HOME/100%

5 - Suﬁport Services PERTNL/HOME/SUPSERV

9 - Other Peritoneal Dialysis PERTNL/HOME/OTHER

084X

Continuous Ambulatory Peritoneal Dialysis (CAPD) - Outpatient

A continuous dialysis process performed in an outpatient or home setting, which uses the
patient's peritoneal membrane as a dialyzer.

Abbreviation

085X

Subcategory Standard
0 - General Classification CAPD/OP OR HOME
1 - CAPD/Composite or CAPD/COMPOSITE
other rate
2 - Home Supplies CAPD/HOME/SUPPL
3 - Home Equipment CAPD/HOME/EQUIP
4 - Maintenance 100% CAPD/HOME/100%
5- Sugport Services CAPD/HOME/SUPSERV
9 - Other CAPD Dialysis CAPD/HOME/OTHER

Continuous Cycling Peritoneal Dialysis (CCPD) - Outpatient

A continuous dialysis process performed in an outpatient or home setting. which uses the
patient's peritoneal membrane as a dialyzer.

Abbreviation

086X
087X
088X

Subcategory Standard
0 - General Classification CCPD/OP OR HOME
1 - CCPD/Composite or CCPD/COMPOSITE
other rate
2 - Home Supplies CCPD/HOME/SUPPL
3 - Home Equipment CCPD/HOME/EQUIP
4 - Maintenance 100% CCPD/HOME/100%
5- Sugpon Services CCPD/HOME/SUPSERV
9 - Other CCPD Dialysis CCPD/HOME/OTHER

Reserved for Dialysis (National Assignment)
Reserved for Dialysis (State Assignment)

Miscellaneous Dialysis
Charges for dialysis services not identified elsewhere.

Rationale: Ultrafiltration is the process of remaving excess fluid from the blood of
dialysis patients by using a dialysis machine but without the dialysate
solution. The desi§nation is only used when the procedure is not performed
as part of a normal dialysis session.
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6-54.26 Rev. 1894
08-03 BILL REVIEW 3604 (Cont.)

Subcategory Standard
Abbreviations

0 - General Classification DIALY/MISC

1 - Ultra filtration DIALY/ULTRAFILT

2 - Home Dialysis Aid Visit HOME DIALYSIS AID ViSIT

9 - Misc. Dialysis Other DIALY/MISC/OTHER
089X Reserved for National Assignment
090X Behavior Health Treatments/Services (also see 091X, and extension of 090X)

Subcategory Standard
Abbreviation

0 - General Classification BH

1 - Electroshock Treatment BH/ELECTRO SHOCK

2 - Milieu Therapy BH/MILIEU THERAPY

3 - Play Therapy BH/PLAY THERAPY

4 - Activity Therapy BI/ACTIVITY THERAPY

5 - Intensive Qutpatient Services-Psychiatric

6 - Intensive Quipatient Services-Chemical
Dependency

7 - Community Behavioral Health Program
{Day Treatment)

8 ~ Reserved for National Use

9 - Reserved for National Use

BH/INTENS OP/PSYCH
BH/ANTENS OP/CHEM DEP

BH/COMMUNITY

; 091X Behavioral Health Treatment/Services-Extension of 090X

Code indicates chax;jges for providing nursing care and professional services for

emotionally disturbe:
admitted for treatment.

provider/payer contract.

Subcategory
Abbreviation

0 - Reserved for National Use

| - Rehabilitation

2 - Partial Hospitalization* - Less Intensive

3 - Partial Hospitalization - Intensive

4 - Individual Therapy

5 - Group Therapy

6- FamiFy Therapy

7 - Bio Feedback

8 - Testing

9 — Qther Behavior Health
Treatments/Services

patients. This includes patients admitted for diagnosis and those

Subcategories 0912 and 0913 are designed as zero-billed revenue codes (no dollars in
the amount tield) to be used as a vehicle to supply program information as defined in the

Standard

BH/REHAB

BH/PARTIAL HOSP

BH /PARTIAL INTENSIVE
BH /INDIV RX

BH /GROUP RX
BH/FAMILY RX

BH /BIOFEED

BH /TESTING

BI1/OTHER

NOTE: Medicare does not recognize codes 912 and 913 services under its partial

hospitalization program.
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092X

Other Diagnostic Services

Code indicates charges for other diagnostic services not otherwise categorized.

Subcategory Standard

Abbreviations

093X

094X

OTHER DX SVS
PERI VASCUL LAB

0 - General Classification
| - Peripheral Vascular Lab

2 - Electromyelogram EMG

3 - Pap Smear PAP SMEAR

4 - Allergy test ALLERGY TEST
5 - Pregnancy test PREG TEST

9 - Other Diagnostic Service ADDITIONAL DX SVS

Medical Rehabilitation Day Program

Medical rehabilitation services as contracted with a Fayer and/or certified by the State.
Services may include physical therapy, occupational therapy, and speech therapy. The
subcategories of 93X are designed as zero-billed revenue codes (i.e., no dollars in the
amount field) to be used as a vehicle to supply program information as defined in the
ﬁmvider/payer contract. Therefore, zero would be reported in FL47 and the number of

ours provided would be reported in FL46. The specific rehabilitation services would be

reported under the applicable therapy revenue codes as normal.

Subcategory

Abbreviation

1-Half Day
2-Fulf Day

Standard

HALF DAY
FULL DAY

Other Therapeutic Services (Also see 095X an extension of 094X)

Code indicates charges for other therapeutic services not otherwise categorized.

Subcategory

Abbreviations

095X

0 - General Classification

1 - Recreational Therapy

2 - Education/Training
(includes diabetes related
dietary therapy)

3 - Cardiac Rehabilitation

4 - Drug Rehabilitation

5 - Alcohol Rehabititation

6 - Complex Medical
Equipment Routine

7 - Complex Medical
Equipment Ancillary

9 - Other Therapeutic Services

Other Therapeutic Services-Extension of 094X

Standard

OTHER RX SVS
RECREATION RX
EDUC/TRAINING

CARDIAC REHAB
DRUG REHAB
ALCOHOL REHAB
RTN COMPLX MED
EQUIP-ROUT
COMPLX MED EQUIP-

ANC
ADDITIONAL RX SVS

Charges for other therapeutic services not otherwise categorized.

Subcategory

Abbreviations

0-Reserved

Standard
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i -Athletic Training
2-Kinesiotherapy

ATHLETIC TRAINING
KINESIOTHERAPY

6-56 Rev. 1894
08-03 BILL REVIEW 3604 (Cont.)
096X Professional Fees
Charges for medical professionals that hospitals or third party payers require to be
separately identified on the billing form. Services that were not identified separately
prior to uniform billing implementation should not be separately identified on the
uniform bill.
Subcategory Standard
Abbreviations
0 - General Classification PRO FEE
1 - Psychiatric PRO FEE/PSYCH
2 - Ophthalmology PRO FEE/EYE
3 - Anesthesiologist (MD) PRO FEE/ANES MD
4 - Anesthetist (CRNA) PRO FEE/ANES CRNA
9 - Other Professional Fees OTHER PRO FEE
097X Professional Fees-Extension of 096X
Subcategory Standard
Abbreviations
| - Laboratory PRO FEE/LAB
2 - Radiology - Diagnostic PRO FEE/RAD/DX
3 - Radiology - Therapeutic PRO FEE/RAD/RX
4 - Radiology - Nuclear PRO FEE/NUC MED
Medicine
5 - Operating Room PRO FEE/OR
6 - Respiratory Therapy PRO FEE/RESPIR
7 - Physical Therapy PRO FEE/PHYSI
8 - Occupational Therapy PRO FEE/OCUPA
9 - Speech Pathology PRO FEE/SPEECH
098X  Professional Fees-Extension of 096X & 097X
Subcategory Standard Abbreviation
| - Emergency Room PRO FEE/ER
2 - Qutpatient Services PRO FEE/QUTPT
3 - Clinic PRO FEE/CLINIC
4 - Medical Social Services PRO FEE/SOC SVC
5-EKG PRO FEE/EKG
6 - EEG PRO FEE/EEG
7 - Hospital Visit PRO FEE/HOS VIS
8§ - Consultation PRO FEE/CONSULT
9 - Private Duty Nurse FEE/PVT NURSE
099X Patient Convenience ltems
Charges for items that are generally considered by the third party payers as strictly
convenience items and are not covered.
Rationale: Permits identification of particular services as necessary.
Subcategory Standard Abbreviation
0 - General Classification PT CONVENIENCE
| - Cafeteria/Guest Tray CAFETERIA
2 - Private Linen Service LINEN
3 - Telephone/Telegraph TELEPHONE
Rev. 1894 6-56.1
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4 - TV/Radio TV/RADIO
5 - Nonpatient Room Rentals NONPT ROOM RENT
6 - Late Discharge Charge LATE DISCHARGE
7 - Admission Kits ADMIT KITS
8 - Beauty Shop/Barber BARBER/BEAUTY
9 - Other Patient Convenience PT CONVENCE/OTH

Items

100X Behavioral Health Accommodations

Routine service charges incurred for accommodations at specified behavior health

facilities.

Subcategory

0 -- General Classitication

1 — Residential Treatment ~ Psychiatric

2 - Residential Treatment - Chemical
Dependency

3~ Supervised Living

4~ Halfway House

5 - Group Home

101X 10 209X Reserved for National Assignment
210X Alternative Therapy Services

Standard Abbreviation

BH R&B
BH R&B RES/PSYCH
BH R&B RES/CHEM DEP

BH R&B SUP LIVING
BHR&B HALFWAY [HOUSE
BH R&B GROUP HOMI:

Charges for therapies not elsewhere categorized under other therapeutic service revenue
codes (042X, 043X, 044X, 091X, 094X, 095X) or services such as anesthesia or clinic

(0374, 0511),

Alternative therapy is intended to enhance and improve standard medical treatment. The
following revenue codes(s) would be used to report services in a separately designated

alternative inpatient/outpatient unit.

Subcategory

0 - General Classification

| ~ Acupuncture

2 — Accupressure

3 - Massage

4 - Reflexology

5 — Biofeedback

6 — Hypnosis

9 — Other Alternative Therapy Services

211X to 300X Reserved for National Assignment
310X Adult Care Effective April 1, 2003

Standard Abbreviation
ALTTHERAPY
ACUPUNCTURE
ACCUPRESSURE
MASSAGE
REFLEXOLOGY
BIOFEEDBACK
HYPNOSIS

OTHER ALTTHERAPY

Charges for personal, medical, psycho-social, and/or therapeutic services in a special community
setting for adults needing supervision and/or assistance with Activities of Daily Living (ADLs).

Subcategory

0 - Note Used
I - Adult Day care, Medical and
Social - Hourly

Standard Abbreviation

ADULT MED/SOC HR
Rev. 1894
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2 — Adult Day Care, Social — Hourly ADULT SOC HR
3 — Adult Day Care, Medical and ADULT MED/SOC DAY
Social -~ Day
4 — Adult Day Care, Social — Daily ADULT SOC DAY
5 — Adult Foster Care — Daily ADULT FOSTER DAY
9 ~ Other Adult Care OTHER ADULT

311X 10 899X Reserved for National Assignment
9000 to 9044 Reserved for Medicare Skilled Nursing Facility Demonstration Project

9045 to 9099 Reserved for National Assignment

Rev. 1894 6-56.2A
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FL 43. Revenue Description . .
Not Required. A narrative description or standard abbreviation for each revenue code in FL 42 is

shown on the adjacent line in FL 43. The information assists clerical bill review. Descriptions or
abbreviations correspond to the revenue codes. "Other” code categories descriptions are locally
defined and individually described on each hill.

The investigational device exemption (IDE) or procedure identifies a specific device used only for
billing under the specific revenue code 624. The IDE will appear on the paper format of Form
HCFA-1450 as follows: FDA IDE # A123456 (17 spaces).

HHAs identify the specific piece of DME or nonroutine supplies for which they are billing in this
area on the line adjacent to the related revenue code. This description must be shown in HCPCS
coding. (Also, see FL 84, Remarks.)

FL 44. HCPCS/Rates
Required. When coding HCPCS for outpatient services, the provider enters the HCPCS code
describing the procedure here.

On inpatient hospital or SNF bills, the accommodation rate or HIPPS code is shown here.

FL 43. Service Date

Required. Effective June 5, 2000, CMHCs and hospitals (with the exception of CAHs, Indian
Health Service hospitals and hospitals located in American Samoa, Guam and Saipan) report line
itern dates of service wherever a HCPCS code is required. This includes claims where the from and
through dates are equal.

EL 46. Service Units

Required. Generally, the entries in this column quantify services by revenue category, €.g., number
of gays in a particular type of accommodation, pints of blood. However, when HCPCS codes are
required for services, the units are equal to the number of times the procedure/service being reported
was performed. Providers have been instructed to provide the number of covered days, visits,
treatments, procedures, tests, etc., as applicable, for the following:

Accommodations - 100s - 150s, 200s, 210s (days)

Blood - 380s (pints)

DME - 290s (rental months)

Emergency room - 450, 452, and 459 (HCPCS code definition for visit or procedure)
Clinic - 510s and 520s (HCPCS code definition for visit or procedure)

Dialysis treatments - 800s (sessions or days)

Orthotic/prosthetic devices - 274 (items)

Outpatient therapy visits - 410, 420, 430, 440, 480, 910, and 943 (Units are equal to the
number of times the procedure/service being regoned was performed.)

Qutpatient clinical diagnostic laboratory tests - 30X - 31X (tests)

Radiology - 32x, 34x, 35x, 40x, 61x, and 333 (HCPCS code definition of tests or services)
Oxygen - 600s (rental months, feet or pounds)

Hemophilia blood clotting factors - 636

Up to seven numeric digits may be entered. Charges for non-covered services are shown as
noncovered or are omitted.

FL 47. Tota] Charges
Required. The total charges for the billing period are summed by revenue code (FL 42) or in the

case of revenue codes requiring HCPCS by procedure code and entered on the adjacent line in FL
47. The last revenue code entered in FL 42 is "0001" which represents the grand total of all covered
and non-covered charges billed. FL 47 totals on the adjacent line. Each line allows up to nine
numeric digits (0000000.00).
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CMS policy is for providers to bill Medicare on the same basis that they bill other payers. This
policy provides consistency of bill data with the cost report so that bill data may be used to
substantiate the cost report.

Medicare and non-Medicare charges for the same department must be reported consistently on the
cost report. This means that the professional component is included on, or excluded from, the cost
report for Medicare and non-Medicare charges. Where billing for the professional component is not
consistent for all payers, i.e., where some payers require net billing and others require gross, the
provider must adjust either net charges up to gross or gross charges down to net for cost report
preparation. In such cases, adjust your provider statistical and reimbursement reports (PS&R) that
you derive from the bill.

All revenue codes requiring HCPC codes and paid under a fee schedule are billed as net.

FL 48. Non-Covered Charges
hReguired. The total noncovered charges pertaining to the related revenue code in FL 42 are entered
ere.

FL 49. (Untitled)
Not Required. This is one of the four fields which have not been assigned. Use of the field, ifany, is
assigned by the NUBC.

FLS 50A, B, C. Payer ldentification

Required. If Medicare is the primary payer, "Medicare" is entered on line A. If Medicare is entered,
the provider has developed for other insurance and has determined that Medicare is the primary
payer. All additional entries across line A (FLs 51-55) supply information needed by the payer
named in FL. 50A. If Medicare is the secondary or tertiary payer, the provider identifies the primary
payer on line A and enters Medicare information on lines B or C, as appropriate. (See §§3407-3415,
§§3419, and §§3489-3492 to determine when Medicare is not the primary payer.)

FLs S1A, B, and C. Provider Number
Regquired. This is the six-digit number assigned by Medicare. It must be entered on the same line as
"Medicare" in FL 50.

Fls 52A, B, and C. Release of Information

Required. A "Y" code indicates the provider has on file a signed statement permitting the provider
to release data to other organizations in order to adjudicate the claim. An "R" code indicates the
release is limited or restricted. An "N” code indicates no release on file,

NOTE: The bacfl_(lof Form HCFA-1450 contains a certification that all necessary release statements
are on file.

FLs 53A, B, and C. Assignment of Benefits Certification Indicator
Not Required.

FLs 54A, B, and C. Prior Payments

Re?uxrcd. For all services other than inpatient hospital and SNF services, the sum of any amount(s)
collected by the provider from the patient toward deductibles (cash and blood) and/or Coinsurance
are entered on the patient (fourth/last) line of this column.

Part A home health DME cost sharing amounts collected from the patient are reported in this item.
In apportioning payments between cash and blood deductibles, the first 3 pints of blood are treated
as noncovered by Medicare. Thus, for example, iftotal inpatient hospital charges are $350 including
$50 for a deductible pint of blood, $300 is to be apportioned to the Part A deductible and $50 to the
blood deductible. Blood is treated the same way in both Part A and Part B.

Rev. 1881 6-57
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FLs 55A, B, and C. Estimated Amount Due
Not Required.

FL 56 (Untitled)

Not Required. This is one of the seven fields which have not been assigned for national use. Use of
the field, if any, is assigned by the SUBC and is uniform within a State.

FL, 37 (Untitled) .
Not Required. This is one of the seven fields which have not been assigned. Use of the field, if any,

is assigned by the NUBC.

FLs 58A, B, and C. Insured's Name . .
Required. On the same lettered line (A, B, or C) that corresponds to the line on which Medicare
payer information is shown in FLs 50-54, the provider enters the patient's name as shown on his HI
card or other Medicare notice. All additional entries across that line (FLs 59-66) pertain to the
person named in FL. 58. The instructions which follow explain when those items are completed.

If there are payers of higher priority than Medicare and the provider is requesting payment because
another payer Eaid some of the charges and Medicare is secondarily liable for the remainder, another
payer denied the claim, or the provider is requesting a conditional payment as described in "36 79K,
3680K, 3681K, or 3682K, it enters the name of the individual 1n whose name the insurance is
carried. 1f that person is the patient, the provider enters "Patient.” Payers of higher priority than
Medicare include:

o EGHPs for employed beneficiaries and their spouses. (See §3491.);

o EGHPs for beneficiaries entitled to benefits solely on the basis of ESRD during a period
up to 30 months. (See §3490.);

o LGHPs for disabled beneficiaries;

o Automobile medical, no-fault, or liability insurer. (See §§3419 and 3490.);

or
o WC, including BL. (See §§3407-3416.)

FLs 59A, B, and C. Patient's Relationship to Insured

Required. If the provider is claiming a payment under any of the circumstances described in the
second paragraph of FLs 58A, B, or C, it may enter the code indicating the relationship of the patient
to the identified insured, if this information is readily available.

1. Effective Until October 16, 2003

Code Title Description Map to List I
01 Patient Is Insured Self-explanatory 18
02 Spouse Self-explanatory [
03 Natural Child/insured Financial Selt-explanatory 19
Responsibility
04 Natura! Child/Insured Does not Self-explanatorsy 43
Have Financial Responsibility
(5] Step Child Self-explanatory 17
06 Foster Child Self-explanatory 10
07 Ward of the Court Patient is ward of the insured as a resuft of 13
a court order.
08 Emplovee Patient is employed by the insured. 20
09 Unknown Patient’s refationship to the insured is None
unknown.
10 Handicapped Dependent Dependent child whose coverage estends 22

beyond normal termination age limits as

6-58 Rev. 1881
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Jidle
11 Organ Donor
12 Cadaver Donor

13 Grandchild
14 Niceo/Nephew
15 Injured Plaintitt

16 Sponsored Dependent

17 Minor Dependent of a Minor
Dependent

18 Parent
19 Grandparent
20 Life Partner

21-99
1. Effective October 16. 2003

Code Title

01 Spouse

04 Grandfather or Grandmother
035 Grandson or Granddaughter
07 Nephew or Niece

10 Foster Child

15 Ward

7 Stepson or Stepdaughter
8§ Sclf

Rev. 1881
3604 (Cont.)

result of laws or agreements extending
coverage.

Code is used in cases where bill is
submitted for care given 1o organ donor
where such care is paid by the receiving
patient’s insurance coverage.

Code is used where bill is submitted for
procedures performed on cadaver donor
where such procedures are paid by the
receiving patient's insurance coverage.
Sell-explanatory

Self~explanatory

Patient is claiming insurance as a result of
injury covered by insured.

Individual not normally covered by
insurance coverage but coverage has been
specially arranged to include refationships
such as grandparent or former spouse that
would require further investigation by the
payer.

Code is used where patient is a minor and a
dependent of another minor who in turn is a
dependent (although not a child) of the
insured.

Seff-eaplanatory

Seif-explanatory

Patient is covered under insurance 29%,

policy of his/her lile partner {or similar
designation. c.g.. domestic partner.
significant other)

Reserved for national assignment

Description

Ward of the Court. This code 07

indicates that the patient is a ward of
the insured as a resull of a court order.

BILL REVIEW

Mapto List 1l

40

4 O
-

1
W

None
04

S3%

None

Map to List |

6-59
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Code Title Description Map to List 1

19 Child 03

20 Employee 08

21 Unknown 09

22 Handicapped Dependent 10

23 Sponsored Dependent 16

24 Dependent of Minor Dependent 17

29 Signiticant Other None*

32 Mother None

33 Father None

36 Emancipated Minor None

39 Organ Donor i1

40 Cadaver Donor 12

41 Injured Plaintiff 15

43 Child Where Insured Has No 04
Financial Responsibility

33 Life Partner None*

G8 Other Relationship None

* No I:1 map for Significant Othér and Life Partner.

FLs 60A. B, and C. Certificate/Social Security Number/HI Claim/Identification Number Required.
The provider enters the patient's Medicare HIC number as shown on the Heaith Insurance Card,
Certificate of Award, Utilization Notice, EOMB, Temﬁ)orary Eligibility Notice, Hospital Transfer
Form, or as reported by the SSO. On the same lettered li

ine (A, B, or C) that corresponds to the line
on which Medicare payer information is shown in FLs 50-54, the J)rovider enters the patient's HICN,
i.e., if Medicare is the primary payer, this information is entered in FL 60A.

If the provider is reporting any other insurance coverage higher in priority than Medicare (e.%..
EGHP coverage for the patient or the spouse or during the first year of ESRD entitlement), the
involved claim number for that coverage is shown on the appropriate line.

FLs 61A, B, and C. Group Name
Required. Where the provider is claiming a payment under the circumstances described in the
second paragraph of FLs 58A, B, or C, it enters the name of the insurance group or plan,

FLs 62A, B, and C. Insurance Group Number

Required. Where the provider is claiming a payment under the circumstances described in the
second paragraph of FLs 58A, B, or C, it enters the identification number, control number, or code
assigned by such health insurance carrier.

FL 63. Treatment Authorization Code
Required. Whenever PRO review is performed for outpatient preadmission, preprocedure, or
inpatient preadmission, the authorization number is required for all approved admissions or services.

FL 64. Employment Status Code
Required. Wﬁere the provider is claiming a payment under the circumstances described in the
second paragraph of FLs 58A, B, or C, it enters the code which defines the employment status of the

individual identified on the same line in FL 58, if the information is readily available.

6-60 Rev. 1881
035-03 BU.L REVIEW 3604 (Cont.)




225

Code Title Definition

I Employed Full-Time Individual stated that he or she is employed full-time

2 Employed Part-Time Epd;\/idual stated that he or she is employed part-
im

3 Not Employed Individual states that he or she is not employed
full-time or part time

4 Self-employed Self-explanatory

5 Retired Self-explanatory

6 On Active Military Duty Self-explanatory

7-8 Reserved for National Assignment

9 Unknown Individual’'s Employment Status is unknown

E

L 65. Emgloger Name o
Required. Where the provider is claiming a payment under the circumstances described in the
second paragraph of FLs 58A, B, or C, and there is WC involvement or an EGHP, it enters the name
of the employer that provides health care coverage for the individual identified on the same line in
FL 58.

FL 66. Emgloger Location .
Required. Where the provider is claiming a payment under the circumstances described in the
second paragraph of FLs 58A, B, or C, and there is WC involvement or an EGHP, it enters the
specific location of the employer of the individual identified on the same line in FL 58. A specific
location is the city, plant, etc., in which the employer is located.

FL 67. Principal Diagnosis Code .
CMS only accepts ICD-9-CM diagnostic and procedural codes which use definitions contained in
DHHS Publication No. (PHS) 89-1260 or CMS approved errata and supplements to this publication.
CMS approves only changes issued by the Federal ICD-9-CM Coordination and Maintenance
Committee. Diagnosis codes must be full ICD-9-CM diagnoses codes, including all five digits
where applicable.

Inpatient--Required. The provider reports the principal diagnosis in this field. The principal
diagnosis is the condition established after study to be chiefly responsible for this admission.

Even though another diagnosis may be more severe than the principal diagnosis, the principal
diagnosis, as defined above, is entered. Entering any other diagnosis may result in incorrect
assignment of a DRG and an overpayment to a hospital under PPS.

Outpatient--Required. Hospitals report the full ICD-9-CM code for the diagnosis shown to be chiefly
responsible for the outpatient services in FL 67. Hospitals report the girallgnosis to their highest
degree of certainty. For instance, if the patient is seen on an outpatient basis for an evaluation of a
symptom (e.g., cough) for which a definitive diagnosis is not made, the symptom is reported (786.2).
If, during the course of the outpatient evaluation and treatment, a definitive diagnosis is made (e.g..
acute bronchitis), the definitive diagnosis is reported (466.0).

Rev. 1881 6-61
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cannot provide a complaint, symptom, or diagnosis, the hospital reports an 1CD-9-CM caode for

Persons Without Reported Diagnosis Encountered During Examination and Investigation of
Individuals and Populations (V70-V82). Examples include:

o Routine general medical examination (V70.0);

o General medical examination witnout any working diagnosis or complaint, patient
not sure if the examination is a routine checkup (V70.9); or

[« Examination of ears and hearing (V72.1).

FLs 68-75. Other Diagnoses Codes »
Inpatient--Required. The provider reports the full ICD-9-CM codes for up to eight additional
conditions if t%cy co-existed at the time of admission or developed subsequently, and which had an
effect upon the treatment or the length of stay.

The principal diagnosis entered in FL 67 should not under any circumstances be duplicated as an
additional or secondary diagnosis. If it is duplicated, eliminate it before GROUPER. Proper
installation of MCE identifies situations where the principal diagnosis is duplicated.

Outpatient--Required. Hospitals report the full ICD-9-CM codes in FLs 68-75 for up to eight other
diagnoses that coexisted in addition to the diagnosis reported in FL 67. For instance, if the patient is
referred to the hospital for evaluation of hypertension and the medical record also documents
diabetes, diabetes is reported here.

FL 76. Admitting Diagnosis/Patient’s Reason for Visit

Required. For inpatient hospital claims subject to PRO review, the admitting diagnosis is required.
(See §3770.1.) Admitting diagnosis is the condition identified by the physician at the time of the
patient's admission requiring hospitalization.

FL 76 is a dual use field, Patient’s Reason for Visit is not required by Medicare but may be used by
providers for non scheduled visits for outpatient bills.

FL 77. E-Cade
Not Required.

EL 78. (Untitled)
Not Required. This is one of the four fields which have not been assigned for national use. Use of
the ﬁelﬁ, if any, is assigned by the SUBC and is uniform within a State.

FL 79. Procedure Coding Method
Not Required.

FL 80. Principal Procedure Code and Date

Required for Inpatient Only.. The provider enters the ICD-9-CM code for the inpatient principal
procedure. The principal procedure is the procedure performed for definitive treatment rather than
for diagnostic or exploratory purposes, or which was necessary to take care of'a complication. Itis
also the procedure most closely related to the principal diagnosis (FL 67).

For this item, surgery includes incision, excision, amputation, introduction, repair, destructions,
endoscopy, suture, and manipulation. Review this item against FLs 42-47. It may alert you to
noncovered services or omissions.
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four digit codes where applicable. See first paragraph under FL 67 for acceptable ICD-9-CM codes.
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The date applicable to the principal procedure is shown numerically as MM-DD-YY in the "date”
portion.

Transmit to CMS the original codes reported by the provider, unless in the course of the claims
development process you restore contradictory correct codes.

EL 81. Other Procedure Codes and Dates . .

Required for Inpatient Only. The full ICD-9-CM, Volume 3, procedure codes, including all four
digits where applicable, must be shown for up to five significant procedures other than the principal
procedure (which is shown in FL 80). The date of each procedure is shown in the date portion of
Item 81, as applicable, numerically as MMDDYY.

Transmit to CMS the original codes reported by the provider, unless in the course of the claims
development process you restore contradictory correct codes.

FL 82. Attending/Referring Ph¥sician 1D . o
Required. Effective January 1, 1992, providers must enter the unigue physician identification

number (UPIN) and name of the attending/referring physician on inpatient bills or the physician that
requested outpatient services. Paper bill specifications are listed below. See Addendum A, record
ri;pe 80 for electronic tape specifications. Accept dataon Fafer bills that does not strictly adhere to
the following, i.e., commas instead of spaces between subfields, or other minor variances if you can
process it at no extra cost.

Inpatient Part A.--Hospitals and SNFs must enter the UPIN and name of the attending/referring
physician. For hospital services, the Uniform Hospital Discharge Data Set definition for atiending
ghysician is used. This is the clinician primarily responsible for the care of the patient from the

eginning of the hospital episode. For SNF services, the attending physician is the practitioner who
certifies the SNF plan of care. Enter the UPIN in the first six positions, followed by two spaces, the
physician's last name, one space, first name, one space and middle initial.

Home Health and Hospice.~-HHAs and hospices must enter the UPIN and name of the physician that
signs the home health or hospice plan of care. Enter the UPIN in the first six positions followed by
two spaces, the physician's last name, one space, first name, one space and middle initial.

Qutpatient and Other Part B.--All providers must enter the UPIN of the physician that requested the
surgery, therapy, diagnostic tests or other services in the first six positions followed by two spaces,
the physician's last name, one space, first name, one space and middle initial. Ifthe patient is self-
referred (e.g., emergency room or clinic visit), SLF000 is entered in the first six positions, and no
name is shown.

Claims Where Physician Not Assi%ned a UPIN.--Not all physicians are assigned UPINs. Where the
physician is an intern or resident, the number assignment may not be complete. Also, numbers are
not assigned to physicians who limit their ;;)ractice to the Public Health Service, Department of

V}ftex_'aps Affairs, or Public Health Services. Providers must use the following UPINs to report these
physicians:

- INT000 for each intern

- RES000 for each resident
- PHS000 for Public Health Service physicians, includes Indian Health Services

Rev. 1881 6-63
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- VADO0O for Department of Veterans Affairs physicians
-RET000 for retired physicians

- SLF000 for providers to report that the patient is self-referred
- OTHO000 for all other unspecified entities not included above

Accept the SLF entry unless the revenue code or HCPCS code indicates the service can be provided

only as a result of physician referral. Accumulate and analyze information on providers that report

SLF or OTH. Investigate the five grovider types that report the highest percentage of SLF or OTH

g(%rﬁ Jamﬁar{{}d 1992-June 30, 1992. Report your findings on the validity of their use of SLF and
to the .

If more than one referring physician is involved, the provider enters the UPIN of the physician
requesting the service with the highest charge.

If referrals originate from physician-directed facilities (e.g., rural health clinics), enter the UPIN of
the physician responsible for supervising the practitioner that provided the medical care to the
patient.

FL 83. Other Physician ID.

Inpatient Part A Hospital.--Required if a procedure is performed. Hospitals must enter the UPIN and
name of the physician who performed the principal procedure. Ifthere is no principal procedure, the
hospital enters the UPIN and name of the physician who performed the surgical procedure most
closely related to the principal diagnosis. If no procedure is performed, the hospital leaves this item
blank. See FL 82 (inpatient) for specifications.

Outpatient Hospital.--Required where the HCPCS code reported is subject to the Ambulatory
Surgical Center (ASC) payment limitation or a reported HCPCS code is on the list of codes the PRO
furnishes that require approval. Hospitals enter the UPIN and name of the operating physician.
They use the format for inpatient reporting.

Other Bills
Not Required.

FL 84. Remarks

Required. For DME billings by HHAs, the rental rate, cost and anticipated months of usage are
shown so that you may determine whether to approve the rental or purchase of equipment. In
addition, special annotations may be entered where Medicare is not the primary payer because WC,
an automobile medical or no-fault insurer, any liability insurer or an EGHP/LGHP is primary to
Medicare. (See §§3679, 3680, 3681, and 3682.)

This space is also available to report overflow from other items.

FL 85. Provider Representative Signature.

Not Required. No signature is required for a general care hospital unless a certification is required.
(See §3315.2.) A provider representative's signature or facsimile is required on the bill of a
psychiatric or tuberculosis hospital.

FL 86. Date
Not Required. This is the date of the provider representative's signature.
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Mr. KUHN. Uniform bill. UB92, and it is a bill that is used by
hospitals in order to bill insurers, Medicare, everybody else, and it
is an attempt to try to consolidate the information so there is
standardization in terms of the information that moves forward,
one, for standardization, but hopefully to help hospitals save cost
by not having to add a lot of different things for this payer or that
payer, et cetera.

Mr. GREENWOOD. Should these be available to any patient, Med-
icaid or otherwise—anyone who wants one, at least?

Mr. KunN. That is a good question. In terms of transparency on
the bill, I wouldn’t see that there would be any barriers on that,
but I would like to check with staff, and if we could get back to
you on that one, that would be helpful for me, if I could.

[The following was submitted for the record:]

No. As previously stated, the UB92 is a claim form used to bill insurers for serv-
ices provided to a patient they cover. Providers use many different codes on this
claim form to identify services and reimbursement for different insurers. These

codes are meaningless to the patient. Furthermore, these forms would not apply to
uninsured patients.

Mr. GREENWOOD. Okay. Seeing no other colleagues with ques-
tions—in fact, seeing no other colleagues—we thank you for your
help this afternoon. We apologize for the length of time you have
had to spend here, but it is helpful.

Without objection, the binder of documents will be added to the
record. The record will be kept open for 30 days, and the sub-
committee is adjourned.

[Whereupon, at 7:40 p.m., the subcommittee was adjourned.]

[Additional material submitted for the record follows:]
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ALERT

Four Relafed Issues Dm\nnﬂ Media and Congressional
Attention - Know your Organization’s Policies

s Hospital Charges

» Public Disclosure of Your Charges
* Hospital Charity Care Policies

» Hospital Debt Collection Practices

A serfes of high-profile medis stories have raised public and congressional concern about these
four related issues. Significant news coverage siready has occurred in California, Chicago and
Denver. The New York Times and the Wall Street Jowrnal have done major articles. Several
other newspapers have indicated they are Jooking at stories with new angles, and congressional
interest has been sparked, with staffers investigating. Every hospital leader should be aware of
these isgues, familiar with their own internal policies and prepared to discuss them publicly.

Background

Late last year, 2 “consumer advocecy” organization in California Sled suit against 2 major health
care system, alleging thar the system was inappropriaely billing uninsured Latino patients full
hospital charges while at the same time granting discounts agsinst those charges 1o goverument,
HMOs and private fsurers.

The suit arose from the standard practice of a hospital charging all patients it serves the same amount
for the same service, regardless of the Type of insurance a patient has or whether the patient is
unipsured. Generally, federa] law and regulstions seek to ensure that a hospital charges all patients
receiving the same services the saxae price.

The Jawsudt wes settled and the system announced a new policy, pending regulstory approval, of
diseounting cherges to the uninsured.

While a hospital charges all patients receiving the same service the same price, what varies
dnmaucally is how much s hospital is actually paid for the care it provides, The Medicars and

dt sty that are not only Icss than charges, but also often less than the
astual cost of o caring for these patients. Private insurers ncgonate discounts from charges on behalf
of the enrollees they cover. As pressure increases from private insurers and managed care
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panies for deeper di charges have increased, as hospitals struggle to balspee govermment
under-fiunding and find the resources to care for thoge without insurance, But in the absence of
hcﬂﬁ:cmcwuageforaﬂmAmmca,peoplevmhmn‘ face bills reflecting these higher
charges, with o one 10 negotiate on their behalf. They are victims of America's Exagmenze& and
incongigtent health care payment system.

Hospitals are an the front fines of care and serve millions of patients each year, regardiess of ability
to pay. Last yeer, hospitals provided more than $20 billion in uncompensated care - cars to the
uninsursd and care for other patients who did not pay.

Mediz Attention Grows

The suit and the subsequent storjes triggered similar reporting in other newspapers, most notably the
‘Wall Street Journal, The scope of the storics widened to include hospitals oross the country,
covering not only.the issue of high charpes, but alan the rel of many hospitals to make charge
imformation public. They slso detve imo preciscly witar polivics kospitals apply fn determining if
patients qualify for charity care.

The stories focused on debt collection practices. As hospital leaders are aware, federal agencies
have publicly criticized hospitals for not aggressively atternpting 1o collect money owed to'them,
But stories have chronicled cases of some hospitals seizing bank accounts, putting liens on homes,
and continuing to charge interest on uncollected sums owed by patients who reportedly had made
soms effort to settle their dsbt.

The American Hospital Association (AHA) is sware of scveral other reporiers working on gimilar
stories in a variety of comrmunities. In some cases, wions have been trying to fuel public attention
in support of their efforts, Some reporters have begun linking some of these issues to hospitals” tax-
exempt status.

In addition, legislation cracking down on debt collection practices and hospital charges to the
uninsured has appeared in at Jeast two states and 2 key congrossional committes has expressed a high
level of concemn, with an investigation apparently in the works.

Recanse these issues are bound to get increased public attention and becanse they threaten to fuel
public distrust of enr nation’s hospitals, the AHA recommends the following to its members.

RECOMMENDATIONS
Shanng Charge Information with the Public
Consider a detuiled review of the gross charges set for services provided by your
organization or heaith care system.
» Understand how those charges relate to both costs incurred and payments made by payer type
(&8, Medicare, Medicaid, privately msured, state or local indigent carc programs,
uninsured).

¢ Review the methods used by your organization to set charges for various services.

« Develop a way for the public to promptly access chargs information for any item or service
provided by your hospital or health system.

* Working with your public relations department, be prepared to educate your losal media
sbout hospital oherges,
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s Educate paticnts about the potential financial obligation they may incur and any options that
may be svailable to assist them with that obligation.

Pollcies for identifying and Assisting Low-income Patients

o Review your organization’s policy for identifying patients who may be eligible for public
programs and charity care programs,

s Consider revisions to your current practices, if necessary, 1o ensure that the analysis of
charity care cligibility is conducted consistently within your organization or health care
system.

s Make your policy available to consumers in easy-to-understand language, as well as in
iangnages communly used by patients in your community.

» Inrejevent areas of your organization, post s notics advising patients and sonsumers that
your orgenization provides charity care. Make your charity carc policy available to
consumers upon request and consider posting the policy itself in appropriste-places.

+ Reifesh maining for relevant staff who need to be able to answer consumers’ charity care
questions accurstely, and ensure that they reflect the values of your organization in working
with those fn need of financial assistance.

Collection Practices

» Fear of & hospital bill should never get in the way of essential health services. Encourage all
patients to ask questions about their hospital hill and to discuss with your staff agy need for
financial assistance,

* For patients who do not qualify for charity care but are in need of financial help, consider
offering revised or extended payment terms or other payment options.

s In determining a payment schedule, take into account, among other factors, the amount of the
charge and the income and fnanciel assets available to patients.

¢ Know the resources and asscts protected under your state and federal bankruptcy laws and
enoourage your organization to adopt similar protection policies.

» If your hospital or health system retains an sgency to handls debt collection, make sure that
the ageney’s behavior refiects the policies and valucs of your organization.

¢ Ask your collection agencies to use their contact with, your patients &s an opportunity to
again encourags them to discuss their bill and any need for financial assistance dirsctly with
your hospital or health system.

¢ Demand that the individuals or agencies involved in billing or debt collection on behalf of
your hospital or bealth systam treat your patients with dignity and respect.

Discounted prices for hospital care
Generally, federal law and repulations seck 1o ensure that a hospitel charges all patients receiving the

same services the same price. -These regulations and severs penelties for non-compliance have generally

cncouraged adherence to uniform charge schedules within the hospital fisld. Wa baheve these
regulations need w be clarified and possibly changed in order to allow hospitals 1o adjust bills for
uninsured individuals without compliance concerns.

The AHA will work with federal regulstors to seek clarification and explore ways in which hospitls and

hralth systems might be allowed to adjust bills for those without health insursnce coverage based o 2
variety of factors, such as & patient’s income, oversll debt, ability to contimee to produce income and
future medieal needs, We'll keep you posted on our progress.
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Ridu_ard J. Davidson Liberty Place, Suite 700
President 325 Seventh Street, NW
. Washington, DC 20004-2802

. {202} 638-1100 Phone
Advancing Hea[th \S‘W‘% www.aha.org
in America £
H
g o

December 16, 2003

MBI

The Honorable Tommy G. Thompson
Secretary

U.S. Department of Health and Human Services
200 Independence Avenue, SW

Washington, DC 20201

Dear Secretary Thompson:

The nation’s hospitals seek your help in navigating federal regulations that make it far too
difficult and frustrating to give uninsured Americans and others of limited means the same
reduced rates for hospital care that state and federal governments, health plans and private
insurers ultimately pay.

As you know, federal regulation makes it a practical requirement that a hospital bill all patients
according to the same schedule of charges, regardless of who provides their coverage. But the
amount the hospital actually is reimbursed by the various payors is quite a different story.
Medicare pays under its own system, often less than the actual cost of hospital care. State
Medicaid programs pay according to a variety of methods, again less than actual costs. Private
insurers and health plans negotiate aggressively for the biggest payment discounts they can
extract from hospitals.

In the end, one group of patients is left behind. With no one to negotiate on their behalf,
uninsured Americans and others of limited means are ofien billed and required to pay full
charges. This unfair situation is the unfortunate result of the fragmented and contradictory way
health care in America is paid for and America’s inability to find some way to get affordable
coverage to the 44 million people who don’t have it today. It is one aspect of health care in
America that truly is broken.

Hospitals believe that patients of limited means should not have to pay full charges simply
because they have no coverage. But federal Medicare regulations as written today contain a
string of barriers that discourage hospitals from reducing charges or forgiving debt for these
patients without potentially running afoul of the law. And our mernbers tell us that past
experience with federal regulation enforcement makes them extremely reluctant to risk it.
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And the bill for full charges is only the beginning of what can be a long and sometimes
confusing process patients must navigate. The vast majority of America’s hospitals try to have
fair and clear policies to help patients find financial assistance or to find out if they qualify for
charity care — assistance for the truly indigent. And they try to administer those policies well. -
For patients who have some ability to pay, hospitais try to work out a fair way for them to pay
their bills. But all of this often can be complicated and filled with anxiety and sometimes'
communication is poor and the practxces of hospitals inconsistent.

1 think you will agree that this is a situation that clearly is in need of attention, particularly in a
time when so many Americans are uninsured, underinsured or worried that their coverage may
erode or vanish altogether. There are opportunities for action by both the hospital field and the
federal government to assure the public that we are doing all we can to help those of limited
means.

At its November meeting and afer extensive consultation with hospital leaders from across the
nation, the American Hospital Association’s Board of Trustees approved a set of principles and
gmdelmes which they are asking the Association’s nearly 5,000 members to use as a standard for
assuring that all of their policies and actions in this area are open, fair and appropriate. Those
principles and guidelines have been communicated to our members and we are developing
educational materials and other resources to help them use them effectively.

But your help is essential in clearing away the underbrush of federal regulation cited earlier in
this letter that would make it clear that hospitals have the ability to do what they can to respond
to the needs of these patients.

We are enclosing an analysis of the regulatory environment that hones in on the actions we
believe are needed. But specifically, we ask that the Department of Health and Human Services:

s Work through the Centers for Medicare and Medicaid Services and the Office of the
Inspector General to develop safe harbor protection for discounting or waiving charges
for collections for patients of limited means who are unable to pay their hospital bills.
Such protection does not currently exist to guide hospitals in this area. Hospital
programs that fall within the safe harbor would be protected from challenges to their
payments and from the OIG under its enforcement authority.

» Institute an advisory opinion process that would allow hospitals to seek and receive
binding regulatory guidance on a timely basis. This would augment the safe harbor
protection and encourage hospitals to continue to develop policies and programs to assist
patients of limited means.
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¢ Create a panel of hospitals and others involved in this issue to explore solutions to the
existing regulatory barriers described in the enclosed analysis and prevent new ones from -
cropping up. The panel would also develop other processes, tools and resources that
would enable hospitals to create new and innovative programs to meet the needs of
patients of limited means who are unable to pay their hospital bills. E

You have our pledge to work closely and productively with you on this importaﬁt issue.

American Hospital Association staff members are ready to meet with whomever you designate to
discuss these issues in detail and go to work with the mutual goal of doing more to help those in

need.

Sincerely, '
1018 Raund———

Enclosure
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AHA

Advancing Health
(Embargoed untii noon on Dec. 17, 2003) In Americs f
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Hospital Billing
and Collection Practices

Statement of Principles and Guidelines
by the Board of Trustees of the
Amarican Hospital Association

The misslon of @ach and avery hospital in America is to serve the heaith care needs of people
in their communities 24 hours a day, seven days a week. Their task, and the task of their
medical staffs, Is to care and o cure, America’s hospitals ars united In providing care based
on the following principles:

»  Trest all patients squitably, with dignity, with respect and with compassion.

» Sarve the amergency health care neads of everyone, regardiess of a patient's ability to
pay for care.

s Assist patients who cannot pay for part or all of the care they recaive.

* Balance needed financial assistance for some patients with broader fiscal

responsibilitias in order to keap hospitals’ doors open for all who may need care ina
community.

Hospitals' work is made mors difficult by Amarica’s fragmented health care system ... a system
that leaves millions of peaple unable o afford the health care services thay need ... a system
in which federal and state governments and some private insurers da nat meet their
rasponsibilities to cover the costa of caring far YMedlcare‘ Medicaid or privately insured patients
... a systam in which payments do not recognize the unreimbursed services provided by
hospitale ... a system in which a complex web of reguiaﬁons pravents hospitals from doing
evan more to make care affordable for their patients. Today's fragmented health care system
does not sarve Americans weil in many ways. It is in need of significant change as each day
leaves more and more hogpitais unable to make enda meet.

While most Americans have insurance ge for their ¢ health care needs, mors
than 43 million people do not. Some of these people can pay for the heaith care they may
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need, but America’s hospitais treat millions of patients each year who can make only minimal
payment, or no payment at all. in the absence of adequate insurance caverage for all,
Amarica's hospitals must find ways to both serve and survive.

Unfortunately, a vast and confusing array of federal faws, rules and regulations make it mueh
more difficult than it should be for hospitals to respond to the concerne of patients of limited
means who are unable to pay their hospital bills. Government must commit to removing these
regulatory barriers to allow hospitals to do even more to make care affordable for patients who
cannot pay for part or ali of the care they receive.

The following guidelines outline how hospitals can batter serve their patients. Hospltals have
heen following some of these guidelines for years as they work each day to find new ways to
best meet their patients’ needs.

Guidelines

Helping Patients with Payment for Hospital Care

Communicating Effectively

* Hospitals should provide financial counseling to patients about their hospital bills and
should make the availability of such counseling widely known.

» Hospitals should respond promptly to patients’ guestions about their bills and to
requests for financial assistance.

= Hospitais should use a billing process that is clear, concise, correct and patient
friendly.

* Hospitals should make avaliable for review by the public specific infformation in a
meaningful format about what they charge for services.

Helping Patients Quatify for Coverage

= Hospitals should make available to the public information an hospital-based charity
care policies and other known programs of financlal assistance.

* Hospitals should communicate this information to patients in a way that is easy to
understand, culturaily appropriate, and in the most prevalent tanguages used in their
communities.

= Hospitals should have understandable, written poficies to heip patients determine if
they qualify for public assistance programs or hospital-based assistance programs.

* Hospitals should share these policies with appropriate community health and human
services agencies and other organizations that assist people in need.
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Ensuring Hospital Policies are Appiled Accurately and Conslistently

= Hospitals should ensure that alf written policies for assisting low-income patients are
applied consistently.

«  Hospitals should ensure that staff members who work closely with patients (including
those working in patient registration and admitting, financial assistance, customer
service, billing and colleclions as well as nurses, social workers, hospital receptionists
and others) are educated about hospital biliing, financlal assistance and coliection
policies and practices

Making Care More Affordable for Patients with Limited Means

» Hospitals should review ail current charges and ensure that charges for services and
procedures are reasonably refated 16 both the cost of the service and to meeting all of
the community's heaith care needs, including providing the necessary subsidies to
maintain essential public services,

= iHospitals should have policies to offer discounts to patients who do nat qualify under a
charity care policy for free or reduced cost care and who, after receiving financial
counseling from the hospital, are determined to be eligible under the hospital's criteria
for such discounts {pending needed federal regulatory clarification). Policles should
ciearly state the eligibility criteria, amount of discount. and payment plan options.

Ensuring Fair Billing and Collection Practices

= Hospitals should ensure that patient accounts are pursued fairly and consistently.
reflecting the public’s high expectations of hospitals.

= Hospitais should define the standards and scope of practices to be used by outside
collection agencies acting on their behalf, and shouid obtain agreement (o these
standards in writing from such agencies.

= Hospitals should implement written policies about when and under whose authority
patient debt is advanced for callection.

Hospitais in some states may need to madify the use of these guidelines to comply with state
taws and regulations

Haspitals exist to serve. Thelr ability to serve well requires a refationship with their
communities built on trust and compassion. These guidelines are intended to strengthen that
relationship and to reassure patients, regardiess of their ability to pay, of hospitals’ commitment

o caring.
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(Embargoed until noon on Dec. 17, 2003) AHA

Advancing Health
in America

Federal Regulations
Hamper Hospitals’ Efforts
to Assist Patients of Limited Means

Introduction and Executive Summary

The difficulbes faced by patients who cannot pay their haspital bills are but one troubling element of a
health care system badly in need of repair. This white paper explores a kay part of this nationwide
problam: the vast and confusing array of federal laws, rules, regulations, interpretive manuals,
guidelines and audits that make it much more difficult than it should be fur huspitals to respond to the
concerns of patients of imited means who are unable 10 pay their hospital bills.

America’s haspitals and the communities that buill them have a longstanding bond, and part of that
bond is an inhersnt promise: That people will get the care they need when they need it. Nowhere
does this promise carry more human power than when it affects the poor of America’s communities.
Hospitals have a long tradition of caring for the poor: those who are Unable to pay for their care
through private resources, empioyer support or public aid. For these patients, hospitals provide
billions of dollars in free or reduced-cost care every year ... $21 billion in 2001 alone.

Unfortunstely, the situation is more complicated for patients who do not qualify as poor but are unable
to pay their hospital bills because their resources are to0 limited and they lack adequate health
insurance. That is because vast and confusing federal reguiations make it more difficult than it should
be to extend the same free or reduced-cost care that is routinely provided ta the poor. The
Commonweaith Fund, a private foundation that supports independent research on health and social
issues, reached similar conciusions in its June 2003 report on batriers to care for the uninsured:

Federal fraud and abuse laws and Medicare requiations and guidelines designed to prevent
overbilling and provision of unnacessary rare may inadvertantly inhibil providers from offering
seduced-cust or free care and encourage providers to aggressively attempt to collect on both
Medicare and uninsured palients’ vulsianding bills.

WOC - SERTSO0E « 77HST3 41



241

Amer. Hospital Assn. 12/18/2003 12:47 PAGE 008/018 Fax Server

FINAL: FOR INTERNAL USE ONLY DO NOT CITE, QUOTE OR CIRCULATE 11712/03

The complexity of the rutes and the difficulty in interpreting themm may also lead some providers to
standfartlize their fee-setling and collections practices across alf payer groups to the uninfended

detriment of the uninsured.’

The federal rules that hospitals must navigate in order to assist patients of limited means govern both
billing and collections practices for hospital services. While lechnically these rules apply only to the
beneficiaries of the Medicare pragram, their practical sffect, due to Medicare’s huge influence on
health care in America and certain requirements for uniformity, is to shape policies for alt hospital
patients.

Billing

The difficulties created by the Medicare billing rules are related to the practical requirement that each
nospital maintain a uniform charge structure that applies to all patients In other words, sach patient
must be charged the same amount for identical services. Such uniformity remains crucial to
determining payments for some hospitals, such as critical access hospitals, and also to the
submission of accurate cost reports for all hospitals.

There are two limited exceptions to this practical requirement. The first exception, which is rarely
used, allows hospitals to lower charges to patients if private Medicare contractors approve them to do
so. To gain approval, hospitals must demonstrate that they can comply with complicated and
burdensome record-keeping requirements. The second exception alfows hospitals to lower their
charges or provide free care to patients who meet the hospital's standards for indigence.

Collections

The difficuities created by the collections rules are refated to the requirements that hospitals must
meet under the Medicare bad debt rutes. Those rules require hospitals to demonstrate that they made
reasonabie collection efforts that were comparabie for all types of patients. According to the federal
interpretive manuals for these rules, reasonable collection efforts include issuing bills, sending
collaction letters, making telephone calls and personat contacts, and initiating court action to obtain
payment.

Through a series of reviews and audits, the U.S. Depaitrment of Health and Human Services Office of
inspector Generat (OlG) has helped to shape the definition of reasonable efforts and created an

Sc Pryor, R, Seifert, D. Gurewich, L. Oblak, B. Rosman, J. Prottas, "Unintended Conseguences: How
Federal Regu!ahons and Hospital Policles Can Leave Patients in Debt.” (June 2003},

white paper, me =bove document wdl ba rafem:d to a9 the “Commonwealth Fund Rupmt

IS
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oxpectation that hospitals must be sggressive in their coliection efforts or risk losing Medicare
reimbursement for bad debt. | lospitals’ attempts to respond to these pressures are at the core of the
criticlsm that hospitals are now facing In the media and before Congress.

Similar to billing, there is an exemption from Medicare collections requirements for indigent payments.
However, uniike biiling, extending this exemption to indigent patients requires hospitals to comply with
a complicated verification process that includes an independent and fully documented assessment of
the patient's resources. If a patient is unable or unwilling to work with the hospital to document that he
or she meets its indigence standards, the hospital must make reasenable collections efforts.

Antikickback Laws

As noted in the Commonwealth Fund Report, federal and state antikickback laws also contribute to
the reguiatory confusion. Those faws prohibit hospitafs from offering inducements to patients. Ina
Special Fraud Atert, the OIG added forgiving a patient's debt for reasons other than genuine financial
hardship to the list of prohibited inducements. To date, there has been a lack of guidance from federal
or state authorities on how a hospital can forgive or reduce debts for all types of patiants within the
antikickback Jaws’ restrictions.

Recommendations for Change

To address the problems created by vast and confusing federal regulations, the Department of Health
and Human Services (HHS), through its constituent agencies, should take a number of important
steps, including:

» Develop safe harbor protection for discounting charges and waiving or reducing payments
owed by patients of limited means.

» Institute & timely advisory opinion process that allows hospitals to receive binding guidance
on programs for discounting charges, waiving or reducing payments owed, or otherwise
assisting patients of fimited means,

»  Work with a panel of stakehotders, including hospitals, to further address regulatory
impediments to assisting patients of limited means and prevent the development of new
ones, and o develop processes, tocls and resources for hospitals to use in their efforts to
assist patients of limited means.
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Billing: Medicare Uniform Charge Requirement

As a practical matter, each hospital needs to establish a uniform charge structure that applies to al!
patients, Part of the rationale for this requirement was (o prevent cross-subsidization between
Medicare and non-Medicare patients. As discussed below, a unifonn ¢harge structure is crucial to the
proper determination of payments under the “reasonable cost” system that dominated Medicare
payments to hospitals for many years and still appliss to some hospitals. it aiso remains crucial to the
submission of acciirate cost reports from hospitals, which the Centers for Medicare & Medicaid
Services (CMS) relias on for various purposes. CMS has issued thousands of pages of reguiations
governing the reasonabie cost reimbursemsant system and refated interprative gu(dancas.3 The
practical resuit of CMS’ insistence on uniform charges is that hospitals have been discouraged from
fowering their charges to patients of limited means.

in Geneoral

At its inception, the Medicare program made payments to hospitals on a reasonable cost’ basis,
under which the hospital cost report played a cruciai role in determining payments. : The accuracy of
the cost report, in turn, depends upon hospitals maintaining uniform charges for all patients. Without

such uniformity, the cost report cannot propedy determine Medicare payments to l'xaspital&4

The requirernent appears in section 2203 of the Provider Reimbursement Manual ("PRM"), which
states, In part:

“So that its charges may be aliowabhle for use in appurtioning costs under the program, each facility
should have an estabiished chargo structure which is applied uniformly to each patient as services
are furnished to the patient and which is reasuvnably and consistently refated to the cost of providing
the sarvices. While the Medicare program cannol dictate 1o a provider what its charges or charge
structure may be, the program may determine whether or not the charges are allowable for uss in
appouiuning costs under the program. Hospitals which have subpmviders and hospital—based SNFs

services across each prowder setting, in order to properly appomon costs.”

See g.h.ﬁl&t!_i.@uerﬂsey Memorial Hosp,, 514 U.8, 87, 86 (noting that as of 1893, the Medicare
some 620 pages of the Code of Federal Reguiations”).

Socist Security Act {"8SA”) § 1861(v)}{1){A). The stotute defines ‘reasonable cost” as “the cost actually
MCUTRd, exclumng tharsfmm any part of incurred cost ruund 0 be unnecessary in the efficient detivery of needed
health services” and d in ; with The ions are st d to ensure that
cross-subsidization (Medicare bearing the costs of non-Medicare patients and vice-versa) doss not ocour. Id,

The cost repor] determines Medicars resmbursemenl by first compmng hospital mcurred costs and allocating
overhead costs (“cost finding™) and then g the af & costs to Med: patients and
non-Meadicare patients {"cost apportionment™). See 42 C.FR. §§413. 24 MS 50.

4
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(Emphasts added.)

CMS has been active in ensuring that hospitals maintain uniform charges and frequently used the
principle to defend Medicare reimbursement disaﬂowances.s indeed. one court noted, “the
regulations require that charges are reported at theis pre-discount rates for Medicare appuitionment
purposes because the charge figure affects the amount of cost reimbursemem.““ Thus, as a practical
matter, hospitals must (evy uniform charges for all patients to ensure compiiance with Medicare cost
report requirements.

Medicare rules also clearly indicate that the uniform charge is what hospitals are supposed to levy to
all patients, including Medicare patients. When a hospital provides a non-covered service to a
Medicare patient, the charge for the service should be the customary charga7 Likewise, if 3 Medicare
beneficiary insists on a private room, the hospital may collect the difference between the customary
charge for the room and the most common charge for a semi-private mcm.‘S in these situations, the
Medicare program expects that hospitals will use their uniform charges in billing Medicare
beneficiaries for non-covered services, just as hospitals use the uniform charges when billing patients
who have third party insurance or who have no insurance

A recent praposed rute by the OIG illustrates the confusion created by the invoivement of muitipte
federal agencies in hospital charging practices. That proposed rule, which would penalize hospitats
for bilts or requests for payments “substantially in excess” of "usual charges,” appears 1o have the
effect of reinforcing the practical requirement for uniform charges.s VWhile CMS rules say that
Medicare cannot dictate what a provider charges, the OIG rule appears to propose doing just that and

in a manner that encourages uniformity in order to avoid exclusion from the Medicare program.

g. St Mary's Hosp, Medical Gtr. v, Heckler. 753 F.2d 1362, 1364 (7 Cir. 1985), cert. danied 472 U.S.

1028 { 1086) {without uniformity of charges Medicare could bear a heavier burden for the cost of laboratory secvices),
Saptist Memaorial Hosp v, Sdllivan, 1992 Wi 314081 (W.D. Tenn. 1992) (Secretary requires uniformity of reported
price charged to ensure propear rn%’ appordinamanty
. Lake Reaion Hosp, Corp. v. Hegkler, 802 £. Supp. 109, 111 (D. Minn. 1983).
Hospital Manual § 415.3(D}. "Customary charges are those uniform charges listed in a provider's
established charge schedule which is in effect and applied consistently to most patients and recognized for program
é'eimbursemanl.' PRM § 2604.3.

1d. at §§ 210.1, 415.3(G).

Soe 68 Fed. Reg. 53938, 53540 (Sept. 15, 2003).

Compare PRM §2203 with 68 Fed. Reg. 53840-42.

d

B
1
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Limited Exceaptions

There are two limited exceptions to the uniformity requirement. As explained below, one exception
imposes considerable administrative burdens on hospitals and must be approved by the CMS private
contractors (known as fiscal intermediaries), and the other applies only to Madicare baneficiaries
mesting certain indigence standards.

“Grossing-up”: The “gross-up” exception aliows nospitals to bili lower charge fevels to selected
patients without jecpardizing tha integrity of the cost apportionment process. A provider is permitted
to deviate from the uniformity requirement by having different charge levels as long as it first oblains
the permission of its fiscal intermediary, having demanstratad to tha intermediary that the provider
has the accounting and record-keeping ability to track the lower charges and to gross them up to
customary levels for the cost report. When permission is granted, the hospital may bill charges for
some patients at levels that are different from those for other patients, aithough for cost report
purposes the lower charges must be increased to the full charge level before cost apportionment is
done. While the “grossing-up” technique does allow for a variance of charges with the fiscal
intermediary’s approval, there are significant nsks and administrative and accounting burdens

12
associated.

Sliding Scale Charge Structure: Medicare rules allow providers to offer free care or care at a8
reduced charge to patients who are determined to be financially indigent. It is not clear whether
indigence needs to be datermined and verified by the same standards that govern debt collection.
The charge assessed to the patisnt is typically based on the patient's ability to pay. and the hospitat
must meet certain conditions for the practice to be permkssib!e,“ While this provision allows hospitals
to provide free or reduced-charge care to people who qualify as indigent, It does not expressly permit
hospitals to fower their charge levels to patients of imited means who do not meet the hospital's
indigence standards.

o
PRM §2314(8). This exception has been found to be an appropriate means to ensure proper cost
apportionment when a provider charges patients different amounis foc the same services. £.g. Mggp_._a_gg

Nursing Home v. Blue Cross and Blue Shicid Assoc.. HCFA Admini Decision (Jul. 1, 1883), reprinted in
Memcare & Medicaid Gu:de [CCH} ﬁ33 013. The decision of the HCFA Administrator was upheld in faderal court.
r 1985 WL 58545 (D.D.C. Apr. 18, 1885). "HCFA" stands for the
Health Care Financing Admmsstrauon which was the prior name of CMS,
See Commonweatlth Fund Report at p. 10 (“implementing muttiphs fee schedules am put pmvnders atrisk of
violating the law"). See gensrally Qreqon 90 Coinsurance e Group./ Appeat v. Biue Cr

Assogiafion/Blue Croas and Bilue Shield of Oregon, rep in & Medicaid Guide xccv—q 1[ 44 591 (HCFA
Administrator Decision Jun. 24, 1996) (dispute over how {0 gross-up charqes) St Mary's Hosp. and Medical Cir, v,
Blue Cross and Blus Shisig Assoclation/Blue Cross of California, /ep & Guide [CCH ¢

80,650 (Provider Reimbursement Review Board Declsion Apr. 25 2001) (Buam majority and dissent disagreead on
gross-up methodoloay).
PRM § 2608.2(D).
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Why It Is Important
While it may be tempting to dismiss the uniform charge rule as a relfic of the “old" reasonable cost
reimbursement system, in fact, a significant portion of the Medicare program has only recently been
converled to a system that does not base payments an "reasonable cost.” indeed, it was only three
years ago that CM§ discontinued determining payments for ail hospital cutpatient services ot a
reasonable cost basis. Morsover, reasonable cost remains the basis for determining Medicare
payment levels for a numbaer of hospitals, such as critical access, cancer and children’s hospitals.
Finafly, information from the Medicare cost report continues to play a role in establishing Medicare
payment levels for hospitals that are paid under the Inpatient and outpatient prospective payment
yst and h remain obli ta file accurate cost reporis at the risk of criminal sanctions. *

Effoct on Pati of Limited M

Because of the Medicare rules described above and the lengths to which CMS has gone to enforce

the rules, hospitals continue to beliave that the Medicara cost reporting ruies require them, in
practice, to develop and maintain uniform charges for all patients. There is no guidance from CMS
that would lead hospitals to a different conclusion. While the ruies countenance mechanisms by
which charges can vary, the mechanisms either are extremealy burdensome and risky for hospitals, or
they would not aliow hospitals to provide relief to all patients of imited means. In the absence of clear
guidance alfowing them to lower their charges to patients with limited means, hospitals are
understandably reluctant to deviate from what they see as a longstanding requirement imposed by
CMS.

Collections: Medicare Bad Debt Rules

Although Medicare bad debt policy provides payments to hospitals for uncollectible copayments and
deductibles from beneficiaries, the rules governing such payments require uniformity in hospital
coflection efforts for all patients, not just Medicare patients. CMS has created an extensive set of
rules regarding Medicare bad debt payments that are both difficult to navigate and incomplete. With
the extensive review of hospital bad debt payments from Medicare fiscal intermediaries and the QIG
and the insistence of these entities that hospitals make vigorous collection efforts, hospitals have
been discouraged from making accommadations for patients of imited means who do not meet
indigence standards.

See 42 C.F.R. §§ 412.87-88 (inpatient new technology payments), 415.66 (Outpatiant PPS pass-through
payments for medical davices), 67 Fed. Rog. 65718, 86746 (Nov. 1. 2002) (use of charges fur establishing outpatient
prospective payment system rates)
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What Thay Are

Medicare's bad debt policy is grounded in the same principle as the uniform charge requirement -
minimizing cross-subsidization between Medicare and non-Medicare patients. As noted in a 1897
decision by the CMS administrator, “the program acknowledges that the inability of providers to
coltect deductibles and coinsurance amounts from Medicare beneficiaries could result in part of the
costs of Medicare covered services being borne by individuals whe are not bencficiaries. To

1%
minimize such cross-subsidization, Medicare pays providers for allowable bad debts.”

The bad debt policy is implemented by CMS through regulations and manual provisions. The
regulations (42 C.F.R. § 413 .80e)) set forth four ariteria for bad debts to be allowable

* Tne debt must be related to covered services and derived from deductible and coinsurance
amounts.

» The provider must be able to establish that reasonable coliection efforts were made.

*  The debt was actually uncollectible when claimed as worthiess.

»  Sound business judgment established that there was no likelinood of recovery in the future.

Further guidance appears in the Provider Reimbursemsnt Manual. For example, PRM § 310 explains
what constitutes a “reasonable collection effort.” 1t requires a provider to use similar efforts to collect
from Medicare beneficiaries as those that are made to collect comparable amounts from non-
Medicare patlents.m According to CMS, “[wihere a provider expends less effort to collect from some

o
patients than from others . . . it has an inconsistent collection effort contrary to Megicare policy.” ’

Providers must issue a bill a1, or shortly atter, discharge to the party responsibie for the patient's
personal financial obligations, issue subsequent bills, issue collection letters, make telephone calis or
initiate parsonal contacts. These actions must constitute a genuine collection effort. As part of that
effort, the provider “may us{e] or threaten(] to use court action to obtain payment."w In addition, a
provider may use a collection agency in addition to. or in hieu of, its coilection efforts, and if it does so,
must use that colfection agency for all classes of patients. On the whole, these rules, as read by

9‘)7’), reprimted in Medicare & Medicaid Goide {CCH),

confirmed by federal courts and the CMS Adminiswrawr. £

i County Medical Conter v, Blue Cross and Bl Shield HCFA A Deciston (Jan. 13,
5,182

,4,»

That cotlection efforts ust be the same for Medicars and son-Medicare paticnts under the bad debt rules has been

Hospital Medical Center v Shataba, 196

d.: ML 17
7™ Cir. 1999). Ser Letter to Mark Rukaving from Laurence D. Wilsen, Director Chronic Care Policy Gronp, (,\xs Sapt. H
2003 ¢hercinatter, CMS Letter on Hospital Charges).

CMS Leter on Hospital Charges.
PRM § 310
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hospitats, create a very strong presumption that hospitals must use aggrassive efforts to collect from

ali patients.

The manual also sets forth a complicated independent verification system for indigent patients that, in
effect, exempts them from ‘reasonabie collection efforts.” Providers are not required to undertake
reasonable collection efforts when they determine that the Medicare beneficiary 1s indigent. Quite
racently, confusion has arisen surraunding whether "Medicare policy requires a provider to apply . .
consistent methods for determining indigencel.]" to ali patients. * a letter responding to a general
inquiry on the subject sent on September 11, CMS suggested that such a requirement might apply,
althaugh the manual provision does not contain such a recmirement2c Providers may deem patients
who are dually eligible for Medicare and Medicaid as indigent, for other beneficiaries, providers must
determine indigence using the following guidefines:

s Providers must make an independent indigence determination ~ a signed declaration by the
patient that he or she is unabte to pay his or her medical biils will not suffice.

= A provider must take into account total resources including, but not fimited to assets,
liabilities, income and expenses.

= A provider must determine that the patient is not eligible for Medicaid or that another
individual or program is not fegally responsible for the patient's medical bills.

* The patient's file must include documentation of the method by which indigence was

determined, including all backup information to substantiate the determination. o

According to the Commonwaeslth Fund Repor, federal officials expect a patient's indigenca to be

N 22
determined anew at each visit, untess those visits were within days of one another. Qbviously, this
requirement poses significant administrative burdens on the hospital

Unless afl of the above requirements are met, a hospital must undertake “reasonable coflection
efforts.” Provided that @ hospital adheres to this web of regulatory and manual provisions, it is eligible
for Medicare bad debt payments.

Why They Are Important
CMS and the OIG have been vigorous in their enforcement of the Medicare bad debt rules. For
instance, in 2002 the OIG reportad the results of its review of inpatient bad debls at Jacksan

CME Letter on Hogpital Charges.
1o,
PRM § 312.

R
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Memorial Hospital over three cost years. The OIG conciuded *{mlany of the unaitowable bad debts in
our review of FY 199¢ resulted from the hospital's not making coilection efforts on patients who were
not irxcﬁgent."zE After noting that efforts to coliect from patients may be waived if the patient is
determined to be indigent by the hospital, the OIG found that the hospital did not make reasonable
coliection efforts for patients that did not meet the hospital's indigence guidetines and recommended
a disailowance of $157,179 because of this ﬂndmg.y Although it 1s unclear whether the OIG reviewed
bad debts for non-Medicare patients, the OIG appears to have faulted the hospital for not undertaking
sufficient collection efforts for the very patients that hospitals are now belng criticized for demanding
payment frorn too strenuously.

The OIG's oversight of the bad debt rules alse prompted the creation of additionai requirements for
hospitals to follow in making “reasonable collection efforts.” In one recent audit, the OIG defined
“reasonable collection efforts” as making genuine efforts on a monthly baslis for 120 days from the
initial billing, with the collection efforts thereafter to be frequent enough to constitute more than a

token effort.” These requirements have never been included in the Medicare manuals. Moreover,
the OIG has been active in exercising its oversight authority with regard to Medicare bad debts,
particularly on the question of reasonable collection m"forts.?c These added (and unstated until the
issuance of an audit report) requirements, combined with the O1G's extensive review of hospital bad
debt payments, put even more pressure on hospitals to be aggressive in their collection efforts.

The length and the complexity of the appeals process for disallowed payments further deter hospitals
from curtailing collection efforts from low-income patients. In Universily Health Services, the dispute
inveived whether the hospital was permitted to treat non-Medicare debts differently than Medicare
debts. The district court determined thal the PRM provisions could be interpreted sither way, and thus
found that the hospltal was entitied to the $524,800 in Medicare bad debt payments in question from

21
the 1986 cost report.  The app court, h A d the district court’s decision twa years

later, deferring to CMS’ interpretation of the PRM. The hospital had {o fight the issue administratively
and in federal court for more than 10 years to receive definitive guidance on the question from a

- Commaonwealth Fund at 7.

See httpfioig hhs govioasireponsireqiona/40202015 paf, OIG Report A-04-02-02015. Review of Medicare
gad Debts for Jackson Memorial Hospital for the Fiscal Year Ended September 30, 1989 {October 2002), atp. 1.
N Seeid. atp. 4.
See htip:/igig.hhs. 020027 pdf, OIG Report A-08-02-0027, Audit of inpatient Bad
Debts Claimed by Harmann Hospital in its Medicare Cost Report Hospital for the Fiscal Year Ended June 30, 2000
(gcmber 2002), at pp. 10-11

£.9. id.; bpfoig hhs govicasirepanis/reqion4/40202011.pdt OIG Report A-04-02-02011, Review of
Medicare Bad Debts for Fiorida Hospital for the Fiscai Year Ended December 31, 1898 (October 2002)

ing a $134,698 Medi isail b of a failure to under 1 + collertinn efforts),

University Health Servs,, Inc. v. Shalala, 1985 WL 842005 at *5 (S.D. Ga. 1985),

25

28

10
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federal appeals court. Thus, when the Medicare policies on bad debis are unclear, it fakes years to
settle the disputes, at substantial cost and with substantial sums of Medicare reimbursemernt at

@
stake.

Effect on Patients of Limited Means

Complex regulstory requirements tor bad debt payments, strict enforcement of thase provisions, and
the lack of clear guidance from regulators lead hospitals to presume that anything less than
aggressive collection efforts run the risk of violating Medicare bad debt rules and jeopardizing
payments that they are entitied to under the Medicare statute and regulations. These risks are far less
for insured patients.,

For patients Insured by private health insurance, the insurer typically negotiates payments for
services that are 19ss than the hospital's charges, which are then reflected in a contract with the
hospital. These contracts usually prohibit the hospital from collecting from the insured anything other
than deductible or coinsurance amounts for covered services. This is a very typical amangement
between a hospital and an insurer, and the government has never guestioned whether this
constitutes a ‘reasonabie collection effort” under the bad debt rules. That is because it would be quite
difficult to demonstrate that the hospital's acceptance of payment that is less than the uniform charge,
after arm’s length negotiations with insurers, does not constitute a reasonable effort 10 coliect billed
charges.

Indeed, this private insurance scenario mirrors what occurs with Medicare beneficianies, only without

anyr iation l @ and the hospital. Medicare will establish a payment rate and

assess a copayment. The Medicare statute requires that hospitais accept the Meadicare payment rate
and the copayment amount as payment in full for the servtce.zq The hospital is prohibited from
seeking the difference between its charge and the amount it collects from Medicare and the
heneficiary. No one would suggest that, in abiding by the law, the hospital has failed to undertake
reasonable collection efforts, just as no one should suggest that the hospital fails to undertake
reasonabvie collection efforts when it abides by its contract with the private insurance company and
seeks no further collections from private insurance patients.

" University Health Serve., Inc. v. Health and Human Servs,, 120 F.3d 1145 (11 Cir. 1997), cert. denied, 524
1.5, 904 (1988). Simiarty, in Shalala v, Psaul-Ramsey Medics , 50 F.3d 522 (8™ Cir. 1995), the agency
defended a denial of Medicare bad debt costs because the hospital relied on financial information from the patient in
assessing whather the patient met lts standards for indigence up to the United States Court of Appeats for the Eighth
Circult. The final decision was rendered more than eight years after the costs in question were reported by the
hospital.

28

SSA § 1888(a)(1).
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The same, however, cannot be said for haspitals' decisions to discantinue collections for uninsured
patlents who are not inalgent. No entity negotiates on behalf of these Indlviduals, forcing hospitals to
make case-by-case determinations with no clearly articulated Medicare policy that permits hospitals
to take into account an individual patient’s true ability to pay for services received. At most, the
Medicare rules allow hospitals to determine that “the debt was actually uncoliectible when claimed as
worthiess” or tn axarcise “sound business judgment” as to whether there is no likelihood of recovery
at any time in the future. In practice, the patients in this category have some abillty to pay, so the
debt is neither worthiess nor is there no likelihood of recovery. These provisions, thus, provide no
assurance that a hospital wanting to accept $200 as payment in full for & $1,000 service from a
patient of limited means would not bear the brunt of an OIG investigation or an audit by the hospital's
fiscal intermediary regarding whether it has undertaken reasonable coltection effnrt'e.,30 The effect of
the entire regulatory scheme is to pressure hospitals in these circumstances to be conservative in
following the standard colleclion agency course, rather than negotiate a lower payment amourt with
patients of limited means who are not considered indigent.

Fraud and Abuse: Anti-kickback Laws

State and federal antikickback laws also create incentives for hospitals to aggressively seek
repayment fraom uninsured patients of limited means. These laws generaily prohibit entities such as
hospitals from offering remuneration to induce individuals to obtain services at the hospital. For
exampie. Rhode istand law prohibits offering remuneration to a person to induce him or her to
purchase any health care item or service, regardiess of the payer involved.m Under such state faws, a
hospital that forgives patient debts could be accused of offering remuneration te induce patients to
obtain services at the hospital.

Whiie federal antikickback law applies only when the induced services are payable by a federal heaith
care program (e.g., Medicare or Medicaid). it is relevant to hospital efforts to coliect iess than full
capayments from a Medicare beneficiary. * The OIG iasued a Special Fraud Alert regarding waiver of
Medicare deductibles and copayments and stated that when health care providers *forgive financist

Indeed, when the authors of the Commonwealth Fund Repon gueried a CMS official about using less
aggreseive collection efforts for the uninsurad, the official couid not pravide assurance that such action would he
found i with i rules. Ses C Fund Report at g. 8. That the government agency that
gnforces ihe bad debt rules cannot sanction such action underscores the complexity of these ruies.

R.L Gen. Laws § 5-48.1-3(b). Other state laws follow the federal antkickback iaw explicitly but extend it to
ali persons. See Minn. Stat. § 52J.23 (meking the tederal Jaw “apply to all persons in the stale, regardiess of whether
the person participates™ in a particufar hesith care program}.
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abligations for reasons other than genuine financial hardship of the particular patient, they may be
untawfully inducing that patient to purchase items or services from them.” * White the Special Fraud
Alert suggests that hospitals can make determinations about financia! hardship on a patient-by-
patient basis, it offers no guidance on how hospitals can make these assessments consistent with the
antikickback law.

Why They Are important

Federal and state antikickback laws carry severs civit and criminal penalties, causing hospitais to
consider very carefully whether their actions are consistent with these authorities. Penalties for
violating the federat antikickback faw consist of substantial criminal fines and up to five years of

tmprisonment, exclusion from participation in the federat health care pi , and the imposition of
34
civil monetary penalties.  State laws also can carry significant penalties; the penalties for viclating

3%
the Rhode Island taw include up to a year in prison. °

Effecton P of Limi

Because the penalties for violating federal and state antikickback laws can be severe, hospitals are
very retuctant to establish programs that may implicate these laws in the absance of clear guidance.
Moreover, hospitals that serve patients residing in different states. or hospital systems operating in
different states that want to have a uniform program, may have difficully navigating the various state
antikickback laws. States typically offer hitle guidance in this area. To the sxtent that federal
antikickback law Is applicable, the OIG has offered no guidance on programs for patients of limited
means who are notindigent. As a result of this lack of guidance, hospitals are refuctant 1o proceed
with these programs.

SSA § 11288(b). Because patients that report they have no insurance iater coutd be found to be covered by
a federal health care program, e fedsral antikickback law also could be wnplicaled in a hospital's consideration of
ipn forg: for patients.
See 58 Fed. Reg. 65372, 65375 (Dec. 18, 1894). While this fraud alert pertains to routine waivers of
Medicare Part B deductibles, the OIG siated (hat the focus should not be interpreted as legitimizing similar waivers
under Medicare Part A. Igt, at 85374, Further, OiG advisory opinions make clear that its concerns about waivers of
deductibles and coinsurance extend to Medicare Part A. See OIG Advisory Opinion 01-07 (Jul.2. 2001),
hiip faig hhs i i 2001/2001-07 pdf.
} See SSA §§ 1128B(b)(criminal fine of $25.000 per viclation and imprisonment for not more than five ysars;
S8A §1128A(a)7) (imposing civil monetary penaity of up to $50.000 per act plus three times the remuneration
offered); SSA §§ 112B(b)(7), 1128A(a)7) (exclusion from panicipation in a federat health care program).

R.1 Gen Laws § 5-48.1-3{b}

3
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Recommendations for Change

There is no single panaces to solve the problems created by the vast and confusing array of federat
taws, rules, regulations, interpretive manuais, guidelines and audits. However, there are certain
important steps that the faderal government can take to sliminats much of the regulatory uncertainty
that hampers hospitals’ efforts to develop programs or undertake other activities to assist patients of
limited means with their hospitat bills,

*  HHS, working through its constituent agencies CMS and O1G, should develop safe harbor
protection for discounting and waiving charges or collections for patients of imited means who
are unable to pay their hospital bilis. Currently there is no safe harbor that hospitals can took to
for guidanca in order to develop and operate programs that discount or waive charges or
collections for these patients. Hospital programs that fali within the safe harbor would be
protected from a challenge to their payments under the Medicare program and from the OIG
under its enforcement authority,

»  To augment safe harbor protection and encourage hospitals to continue develaping programs o
assist patients of limited means. HHS also should institute an advisory opinion process that
allows hospitals to seek and receive binding reguiatory goidance on a timaly basis. Certain
aspocts of the OIG's currert advisory opinion process coutd serve as a model. Howaver, to be
effective, there must be a high level of assurance that the process will be a timely one and that
the guidance received will be binding on both CMS and the OIG. With regard to timeliness, the
commitment of the federal antitrust agencies to respond to requests for guidance on mast health
care matiers on an expedited basis — within 80 days of receiving the necessary information —
should be incorporated into this advisory opinion process.

= To assist hospitals and their patients at the broadest level, CMS shoutd work with a pane! of
stakehotders, including hospiais, to:

v further explore solutions to the existing reguiatory impediments described in this
white paper and prevent the development of new ones, and

v’ devaiop other processes, tools and rasources that hoepitals can use to facilitate the
development of new and innovative programs to respond to the needs of patients of
fimited means who are unable to pay their hospital bills.
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THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, D.C. 2020}

FEB 19 2004

Richard J. Davidson

President

American Hospital Association
Liberty Place, Suite 700

325 Seventh Street, NW
Washington, DC 20004-2802

Dear Mr. Davidson:

1 received your letter regarding the issue of hospitbals charging uninsured Americans more
than individuals who have health insurance coverage. Hospitals’ charging the uninsured
the highest rates is a serious issue that demands all of our attention.

As 1 am sure you are aware, Medicare and Medicaid have a long history of doing their part
to help the uninsured that includes paying hospitals $22 billion each year through the
disproportionate share hospitals provisions to help hospitals bear the cost of caring for the
poor and uninsured. In addition, although Medicare beneficiaries are not uninsured,
Medicare pays hospitals approximately $1 billion a year to compensate them for bad debt
associated with serving Medicare clients.

Your letter suggests that HHS regulations require hospitals to bill all patients using the
same schedule of charges and suggests that as a result, the uninsured are forced to pay “full
price” for their care. That suggestion is not correct and certainly does not accurately reflect
my policy. The advice you have been given regarding this issue is not consistent with my
understanding of Medicare’s billing rules. To be sure that there will be no further
confusion on this matter, at my direction, the Centers for Medicare & Medicaid Services
and the Office of Inspector General have prepared summaries of our policy that hospitals
can use to assist the uninsured and underinsured. This guidance shows that hospitals can
provide discounts to uninsured and underinsured patients who cannot afford their hospital
bills and to Medicare beneficiaries who cannot afford their Medicare cost-sharing
obligations. Nothing in the Medicare program rules or regulations prohibit such discounts.
In addition, the Office of Inspector General informs me that hospitals have the ability to
offer discounts to uninsured and underinsured individuals and cost-sharing waivers to
financially needy Medicare beneficiaries.
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Page 2 - Richard J. Davidson

With this guidance as a tool, I strongly encourage you to work with AHA member hospitals
to take action to assist the uninsured and underinsured and therefore, end the situation
where, as you said in your own words, “uninsured Americans and others of limited means
are often billed and required to pay higher charges.”

Sincerely,

4 %y G. Thomp%¢17’j
Enclosure
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Questions On Charges For The Uninsured

Q1: Can a hospital waive collection of charges to an indigent, uninsured individual?

Al: Yes. Nothing in the Centers for Medicare & Medicaid Services’ (CMS’)
regulations, Provider Reimbursement Manual, or Program Instructions prohibit a hospital
from waiving collection of charges to any patients, Medicare or non-Medicare, including
low-income, uninsured or medically indigent individuals, if it is done as part of the
hospital’s indigency policy. By “indigency policy” we mean a policy developed and
utilized by a hospital to determine patients’ financial ability to pay for services. By
“medically indigent,” we mean patients whose health insurance coverage, if any, does not
provide full coverage for all of their medical expenses and that their medical expenses, in
relationship to their income, would make them indigent if they were forced to pay fuil
charges for their medical expenses.

In addition to CMS’ policy, the Office of Inspector General (OIG) advises that nothing in
that agency’s rules or regulations under the Federal anti-kickback statute prohibits
hospitals from waiving collection of charges to uninsured patients of limited means, so
long as the waiver is not linked in any manner to the generation of business payable by a
Federal health care program —a highly unlikely circumstance.

Q2: What if a hospital wants to discount charges to patients with large medical
bills?

A2: In the same way that a hospital can waive collection of charges for individuals under
its indigency policy, a hospital may also offer discounts to those who have large medical
bills. Hospitals have flexibility in establishing their own indigency policies. The
separate issue of how Medicare reimburses for the uncollectible deductibles and
coinsurance of Medicare beneficiaries will be discussed in answers below.

The OIG advises that discounts to underinsured patients can raise concerns under the
Federal anti-kickback statute, but only where the discounts are linked in any way to
business payable by Medicare or other Federal health care programs. In addition,
depending on the circumstances, discounts to underinsured patients may trigger liability
under the provision of the civil monetary penalties statute that prohibits inducements
offered to Medicare or Medicaid beneficiaries. But again, if no inducement is being
offered, neither statute is implicated. The OIG’s views on the related issue of reducing or
waiving Medicare cost-sharing amounts on the basis of financial hardship 1s addressed in
answers to questions below. Further information on these fraud and abuse issues is
available on the OlG webpage.
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Q3: Does a hospital need to get prior approval from either CMS or its fiscal
intermediary before offering discounts? How should discounted charges be
reflected on a Medicare cost report?

A3: No, a hospital does not need permission before offering discounts. However, the
Medicare cost report should reflect full uniform charges rather than the discounted
amounts. The hospital should also make the intermediary aware that it has reported its
full charges on its cost report.

Q4: Does offering discounts to the uninsured/underinsured affect a hospital's
cost to charge ratio or Medicare cost apportionment?

A4: No, as long as the provider properly reports full charges on the Medicare cost report.
This is important because a hospital’s cost-to-charge ratio is used to set retmbursement in
certain areas of the Medicare program, such as some features of the outpatient
prospective payment system.

Q5: How is the above any different than a hospital giving a discount to Blue Cross
or any other insurer?

AS: For apportionment purposes, discounting charges to uninsured or underinsured
patients is no different than giving an allowance to Blue Cross or other commercial
insurers for non-Medicare patients. The Provider Reimbursement Manual directs a
provider to report its full uniform charges for courtesy, charity, and third-party payer
allowances. The Medicare program sees no complications where a provider offers
discounts or allowances to uninsured or underinsured patients versus allowing discounts
or allowances to third-party payers.

Q6: Does the Medicare program's lesser of costs or charges (LCC) principle alter
any of the above advice or prohibit hospitals from offering discounts to the
uninsured or the underinsured?

A6: The LCC principle is a feature of the prior cost method of reimbursing hospitals,
before the current payment rules were enacted in the 1980s and 1990s. Under these old
rules, Medicare paid hospitals the lesser of the hospital’s costs or charges. If that system
were still in effect for most services, the LCC principle could be implicated by
discounting charges for the uninsured, because if a hospital discounted its charges below
its costs or failed to collect from a substantial percentage of charge-paying patients,
Medicare reimbursement to the hospital may be reduced.

The reality is that this LCC principle has limited applicability today. For example, the
LCC principle might apply in the first year of reimbursement for pediatric or certain
cancer hospitals. But the vast majority of services provided in hospitals in America today
are not subject to the LCC principle.
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In the cases where LCC is applicable, however, the Provider Reimbursement Manual
provides that if a hospital offers free care or care at a reduced charge to patients
determined to be financially indigent, and meets the provisions in the manual, the
reduced charges do not result in adjustment to charges under LCC. And since charges are
not adjusted, Medicare reimbursement to the hospital is not affected either.

Q7: Will Medicare pay a hospital’s bad debts for non-Medicare patients who don’t
pay their bills?

AT: No. Medicare does not pay the bad debts of non-Medicare patients.

Q8: Does Medicare provide any special compensation to hospitals that treat a large
number of uninsured patients — especially those hospitals that have to write off a
large number of bills for the uninsured?

A8: Yes. CMS makes payments — significant payments — to hospitals that treat a large
number of low-income and uninsured patients. For example, the Medicare and Medicaid
disproportionate share provisions paid $22 billion to hospitals last year. And under the
rules we explain in Question 9, Medicare pays over $1 billion per year to hospitals for the
bad debts of Medicare patients.

Q9: Can a hospital be reimbursed by Medicare for a Medicare patient’s unpaid
deductibles or coinsurance? Are there special rules for this “bad debt” if the patient
meets the hospital’s indigency guidelines?

A9: Yes. In the case of Medicare patients generally, the program reimburses a hospital
for a percentage of the “bad debt” of a Medicare beneficiary (i.e., unpaid deductibles or
coinsurance) as long as the hospital sends a bill to a patient and engages in reasonable,
consistent collection efforts.

However, if a hospital, using its customary methods, can document that a Medicare
patient is indigent or medically indigent (as we used that term in question 1), the hospital
can then forgo any collection effort aimed at the patient. And, if the hospital also
determines that no source other than the patient is legally responsible for the unpaid
deductibles and coinsurance, the hospital may claim the amounts as Medicare bad debts.

Hospitals may, but are not required to, determine a patient’s indigency using a sliding
scale. In this type of arrangement, the provider would agree to deem the patient indigent
with respect to a portion of the patient’s account (e.g., a flat percentage of the debt based
on the patient’s income, assets, or the size of the patient’s liability relative to their
income). In the case of a Medicare patient that is determined to be indigent using this
method, the amount the hospital decides, pursuant to its policy, not to collect from the
patient can be claimed by the provider as Medicare bad debt. The provider must,
however, engage in a reasonable collection effort to collect the remaining balance.

Q10: Can a hospital determine its own individual indigency criteria?
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Al10: Yes. It must, however, apply the criteria to Medicare and non-Medicare patients
uniformly.

Q11: Does CMS have any requirements as to what documentation a hospital must
secure in order to make an indigency determination? If so, what are those
requirements?

All: For indigent patients who are not Medicare patients, the Medicare program does
not prescribe any specific rules for providers to make indigence determinations; rather,
the hospital is permitted to use its own business judgment in determining whether or not a
non-Medicare patient is indigent and therefore entitled to a discount pursuant to its own
indigency policy. For Medicare patients, however, if a provider wants to claim Medicare
bad debt reimbursement CMS does require documentation to support the indigency
determination. To claim Medicare bad debt reimbursement, the provider must follow the
guidance stated in the Provider Reimbursement Manual. A hospital should examine a
patient’s total resources, which could include, but are not limited to, an analysis of assets,
liabilities, income and expenses and any extenuating circumstances that would affect the
determination. The provider should document the method by which it determined the
indigency and include all backup information to substantiate the determination. Medicare
also requires documentation where a collection effort is made. The effort should be
documented in the patient’s file with copies of the bill(s), follow-up letters, and reports of
telephone and personal contacts. In the case of a dually-eligible patient (i.e., a patient
entitled to both Medicare and Medicaid), the hospital must include a denial of payment
from the State with the bad debt claim.

Q12: Are hospitals required to take low-income patients to court, or seize their
homes, or send claims out to a collection agency when those patients don’t pay their
hospital bills?

Al2: No. Nothing in the Medicare instructions requires the hospital to seize a patient’s
home, take them to court, or use a collection agency. Hospitals aren’t required under
federal law to engage in any specific level of collection effort for Medicare or non-
Medicare patients.

However, as we noted and explained more fully above in question 9, the Medicare
program does contain a special feature that allows a hospital to be paid for its Medicare
bad debts. If a hospital wants this special reimbursement adjustment, it must, at the very
least, send the Medicare patient a bill for the debt and must make the same reasonable
effort to collect from Medicare patients as it does for its non-Medicare patients. In other
words, if the hospital sends non-Medicare patients’ bills to a collection agency but does
not do so for Medicare patients, the hospital has not engaged in uniform collection efforts
and cannot ask Medicare to reimburse it for Medicare patients’ bad debt.

Q13: Can a hospital write off a Medicare patient’s bill but take aggressive
collection action against a non-Medicare patient who doesn’t pay his/her bill?
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A13: Again, this is a decision to be made by the hospital. If a hospital decides that it
wants the special Medicare reimbursement allowing for payment of Medicare bad debts,
however, then it must engage in uniform collection efforts for all patients, both Medicare
and non-Medicare.

Q14: Can a hospital be subject to criminal sanctions or penalties if it writes off a
patient’s bill?

Al4: As explained more fully on its webpage, the OIG advises that offering a discount
to an uninsured patient will not implicate the Federal anti-kickback statute, so long as the
discount is not linked in any way to referrals of Federal health care program business.

Q15: What if the hospital wants to write off a Medicare patient’s deductible and
coinsurance regardless of their income level? Is that permissible?

A15: Yes. If a hospital does not want to collect, but wants to write off the uncollected
debt regardless of income level, as “charity care” or as a “courtesy allowance,” Medicare
rules don’t prohibit that, but Medicare will also not reimburse these amounts.
Furthermore, a hospital may also forgo collection of deductible and coinsurance amounts
using its customary methods for determining indigency, according to the bad debt policy
stated in the Provider Reimbursement Manual. Bad debt reimbursement policies are
governed by Medicare, but, as we note in the answers to Questions 12 and 13, these apply
only where a hospital which has unpaid Medicare coinsurance and deductibles wants
Medicare reimbursement for them.

Moreover, as explained in detail on its webpage, the OIG advises that under the Federal
anti-kickback statute, there is an available safe harbor for waivers of Part A deductible
and coinsurance amounts without regard to financial need. In addition, hospitals have the
ability to provide relief to Medicare beneficiaries who cannot afford to pay their hospital
bills by waiving all or part of a Medicare cost-sharing amount, so long as the waiver is
not advertised, not routine, and made after there has been a good faith, individualized
determination of financial need or failure of reasonable collection efforts. Advertised
cost-sharing waivers, routine waivers, or waivers not based on good faith, individualized
determinations of financial need or failed collection efforts potentially implicate both the
anti-kickback statute and the civil monetary penalties provision barring the offering of
inducements to Medicare and Medicaid beneficiaries.

Q16: What steps can hospitals take to assist the uninsured? The underinsured?

A16: The Department of Health and Human Services notes with interest the many steps
that state hospital associations such as the Hospital Association of New York State and
the Florida Hospital Association, and community hospitals across the country, have taken
recently to address the issue of charges to the indigent and medically indigent. As these
hospitals have already discovered, they can take several steps to assist patients with
payment for hospital care. For example, hospitals can ensure that all written policies for
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assisting low-income patients are applied consistently. In addition, hospitals can review
their current charge structures and ensure that they are reasonably related to both the cost
of the service and to meeting all of the community’s health care needs. Finally, hospitals
could also implement written policies about when and under whose authority patient debt
is advanced for collection. For example, a hospital could decide that only the CEO of the
hospital can authorize collection action for a patient debt. As we have noted, this is a
decision to be made by the hospital; the only Medicare requirement is that whatever
decision the hospital makes, it must be consistently applied if the hospital wishes to seek
Medicare reimbursement for Medicare bad debts.
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HOSPITAL DISCOUNTS OFFERED TO PATIENTS WHO CANNOT AFFORD TO
PAY THEIR HOSPITAL BILLS

This document addresses the views of the Office of Inspector General (*01G”) on the following
topies: (1) discounts provided by hospitals for uninsured patients who cannot afford to pay their
hospital bills and (2) reductions or waivers of Medicare cost-sharing amounts by hospitals for
patients experiencing financial hardship. For the following reasons, the OIG believes that
hospitals have the ability to provide relief to uninsured and underinsured patients who cannot
afford their hospital bills and to Medicare beneficiaries who cannot afford their Medicare cost-
sharing amounts. The OIG fully supports hospitals’ efforts in this area,

Discounts for Uninsured Patients Who Cannot Afford to Pay Their Hospital Bills

No OIG authority prohibits or restricts hospitals from offering discounts to uninsured patients
who are unable to pay their hospital bills. It has been suggested that two laws enforced by the
QIG may prevent hospitals from offering discounted prices to uninsured patients. We disagree
and address each law in tum.

. The Federal Anti-Kickback Statute.! The Federal anti-kickback statute
prohibits a hospital from giving or receiving anything of value in exchange for
referrals of business payable by a Federal health care program, such as Medicare
or Medicaid. The Federal anti-kickback statute does not prohibit discounts to
uninsured patients who are unable to pay their hospital bills. However, the
discounts may not be linked in any manner to the generation of business payable
by a Federal health care program. Discounts offered to underinsured patients
potentially raise a more significant concern under the anti-kickback statute, and
hospitals should exercise care to ensure that such discounts are not tied directly or
indirectly to the furnishing of items or services payable by a Federal health care
program. As discussed below, the statute and regulations offer means to reduce or
waive coinsurance and deductible amounts to provide assistance to underinsured
patients with reasonably verified financial need.

. Section 1128(b)(6){A) of the Social Security Act.* This law permits — but does
not require — the OIG to exclude from participation in the Federal health care

142 US.C. § 1320a-7b(b).

242 U.S.C. § 1320a-7(b)(6)(A).
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programs any provider or supplier that submits bills or requests for payment to
Medicare or Medicaid for amounts that are substantially more than the provider’s
or supplier’s usual charges. The statute contains an exception for any situation in
which the Secretary finds “good cause” for the substantial difference. The statute
is intended to protect the Medicare and Medicaid programs — and taxpayers ~
from providers and suppliers that routinely charge the programs substantially
more than their other customers.

The OIG has never excluded or attempted to exclude any provider or supplier for
offering discounts to uninsured or underinsured patients. However, to provide
additional assurance to the industry, the OIG recently proposed regulations that
would define key terms in the statute.’> Among other things, the proposed
regulations would make clear that free or substantially reduced charges to
uninsured persons would not affect the calculation of a provider’s or supplier’s
“usual” charges, as the term “usual charges” is used in the exclusion provision.
The OIG is currently reviewing the public comments to the proposed regulations.
Until such time as a final regulation is promulgated or the OIG indicates its
intention not to promulgate a final rule. it will continue to be the Q1G’s
enforcement policy that, when calculating their “usual charges” for purposes of
section 1128(1)(6)(A), individuals and entities do not need to consider free or
substantially reduced charges to (i) uninsured patients or (ji) underinsured patients

who are self-paying patients for the items or services furnished.

As noted in the preamble to the proposed regulations, the exclusion provision
does not require a hospital to charge everyone the same price; nor does it require a
hospital to offer Medicare or Medicaid its “best price.” However, hospitals
cannot routinely charge Medicare or Medicaid substantially more than they
usually charge others.

In addition to the two laws discussed above, it has been suggested that hospitals are reluctant to
give discounts to uninsured patients because the OIG requires hospitals to engage in vigorous
collection efforts against uninsured patients. This misperception may be based on some limited
OIG audits of specific hospitals’ compliance with Medicare’s bad debt rules. The bad debt rules
and regulations, including the scope of required collection efforts, are established by the Centers
for Medicare & Medicaid Services (“CMS”). No OIG rule or regulation requires a hospital to
engage in any particular collection practices.

%8 Fed. Reg. 53939 (Sept. 15, 2003).
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Reductions or Waivers of Cost-Sharing Amounts for Medicare Beneficlaries Experiencing
Financial Hardship

The fraud and abuse laws clearly permit the waiver of all or a portion of a Medicare cost-sharing
amount for a financially needy beneficiary.* Importantly, under the fraud and abuse laws, the
“financial need” criterion is not limited to “indigence,” but can include any reasonable measures
of financial hardship.

T

Like many private { plans, the Medicare program i a cost-sharing requirement.
Cost-sharing is an important control on overutilization of items and services. If beneficiaries are
required to pay for a portion of their care, they will be better health care consumers, selegting
items or services because they are medically needed.

The routine waiver of Medicare coinsurance and deductibles can violate the Federal anti-
kickback statute (discussed above) if one purpose of the waiver is to generate business payable
by a Federal health care program.® In addition, a separate statutory provision prohibits offering
inducements — including cost-sharing waivers — to a Medicare or Medicaid beneficiary that the
offeror knows or should know are Likely to influence the beneficiary’s selection of a particular
provider, practitioner, or supplier.® (This prohibition against ind offered to Medi

and Medicaid beneficiaries does not apply to uninsured patients.)

However, there are two important exceptions to the general prohibition against waiving Medicare
coinsurance and deductibles applicable to hospitals, one for financial hardship situations and one
for inpatient hospital services.

First, providers, practitioners, and suppliers may forgive a Medicare coinsurance or deductible
amount in consideration of a particular patient's financial hardship. Specifically, under the fraud
and abuse laws, Medicare cost-sharing amounts may be waived so long as:

. the waiver is not offered as part of any advertisement or solicitation;

“Hospitals still need to ensure that they comply with all relevant Medicare program rules.

*In certain circumstances, the routing waiver of coinsurance and deductible amounts can
implicate the False Claims Act, 31 U.S.C. § 3729. See Special Fraud Alert: Routine Waiver of
Copayments or Deductibles Under Medicare Part B, 59 Fed. Reg. 65372, 65374 (Dec. 19, 1994),
available on the OIG webpage at http://oig.hhs.gov/frand/docs/alertsandbulleting/121994 htmi.

42 U.S.C. § 1320a-7a(a)(5). The statute includes several other exceptions. One
exception permits the waiver of cost-sharing amounts for certain preventive care services without
any requirement to determine financial need. 42 U.S.C. § 1320a-7a(i)(6)}(D); 42 CF.R. §
1003.101; see also 65 Fed. Reg. 24400, 24409 {April 26, 2000).

3
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. the party offering the waiver does not routinely waive coinsurance or deductible
amounts; and

. the party waives the coinsurance and deductible amounts after determining in
good faith that the individual is in financial need or reasonable collection efforts
have failed.”

The OIG recognizes that what constitutes a good faith determination of “financial need” may
vary depending on the individual patient’s circumstances and that hospitals should have
flexibility to take into account relevant variables. These factors may include, for example:

. the local cost of living;

. a patient’s income, assets, and expenses;

. a patient’s family size; and

. the scope and extent of a patient’s medical bills.

Hospitals should use a reasonable set of financial need guidelines that are based on objective
criteria and appropriate for the applicable locality. The guidelines should be applied uniformly in
all cases. While hospitals have flexibility in making the determination of financial need, we do
not believe it is appropriate to apply inflated income guidelines that result in waivers for
beneficiaries who are not in genuine financial need. Hospitals should consider that the financial
status of a patient may change over time and should recheck a patient’s eligibility at reasonable
intervals sufficient to ensure that the patient remains in financial need. For example, a patient
who obtains outpatient hospital services several times a week would not need to be rechecked
every visit. Hospitals should take reasonable measures to document their determinations of
Medicare beneficiaries’ financial need. We are aware that in some situations patients may be
reluctant or unable to provide documentation of their financial status. In those cases, hospitals
may be able to use other reasonable methods for determining financial need, including, for
example, documented patient interviews or questionnaires.

Second, another exception to the general prohibition against Medicare cost-sharing waivers is
contained in an OIG “safe harbor” regulation related to inpatient hospital services.? Compliance
with a safe harbor regulation is voluntary, and failure to comply does not necessarily mean an
arrangement is illegal. However, a hospital that complies fully with a safe harbor is assured that
it will not be prosecuted under the Federal anti-kickback statute.?

42 U.S.C. § 13202-7a(i)(6)(A); Special Fraud Alert, supra note 5.
842 C.F.R. § 1001.952(k).
*Furthermore, 42 U.S.C. § 1320a-7a(i)(6)(B) provides that any waiver that fits in a safé

harbor to the anti-kickback statute is similarly protected under the beneficiary inducements
statute {discussed above).
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The safe harbor for waivers of coinsurance and deductibles provides that a hospital may waive
coinsurance and deductible amounts for inpatient hospital services for which Medicare pays
under the prospective payment system if the hospital meets three conditions:

. the hospital cannot claim the waived amount as bad debt or otherwise shift the
burden to the Medicare or Medicaid programs, other payers, or individuals;

. the waiver must be made without regard to the reason for admission, length of
stay, or diagnostic related group; and

. the waiver may not be part of a price reduction agreement between the hospital
and a third-party payer (other than a Medicare SELECT plan).

While the OIG is not concemed about bona fide cost-sharing waivers for beneficiaries with
genuine financial need, we have a long-standing concern about providers and suppliers that use
“insurance only billing” and similar schemes to entice Federal health care program beneficiaries
to obtain items or services that may be medically unnecessary, overpriced, or of poor quality.

OIG Advisory Opinion Process

The OIG has an advisory opinion process that is available to hospitals or others that want
assurance that they will not run afoul of the fraud and abuse laws.”® OIG advisory opinions are
written opinions that are legally binding on the OIG, the Department of Health and Human
Services, and the party that requests the opinion. To obtain an opinion, the requesting party must
submit a detailed, written description of its existing or proposed business arrangement. The
fength of time that it takes for the OIG to issue an opinion varies based upon a number of factors,
including the complexity of the arrang the compl of the sut ion, and how
promptly the requestor responds to requests for additional information. Further information
about the process, including frequently asked questions, can be found on the OIG webpage at

http://oig. hhs. gov/fraud/advisoryvopinions.htmi.

%Section 1128D(b) of the Social Security Act; 42 C.F.R. part 1008.

5
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Conclusion

Hospitals have the ability to provide discounts to uninsured and underinsured patients who
cannot afford their hospital bills and to Medicare beneficiaries who cannot afford their Medicare
cost-sharing obligations. Nothing in the OIG rules or regulations prohibits such discounts, and
the OIG fully supports the hospital industry’s efforts to lower health care costs for those unable
to afford care. While every case must be evaluated on its own merits, it is important to note that
the OIG has never brought a case based on a hospital’s bona fide discounting of its bill for an
uninsured or underinsured patient of limited means.

Guidance about the anti-kickback statute and other fraud and abuse authorities is available on the
OIG’s webpage at http//oig.hhs.gov/, This guidance includes the Special Fraud Alert on
Routine Waivers of Copayn and Deductibles under Medicare Part B; safe harbor regulations
(and the “preamble” discussions that include explanatory information), the cormpHance program
guidance for hospitals, and OIG advisory opinions.

February 2, 2004
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U.S. Bousr of Representatibes

Comnuttee on Energy and Commeree
TWastngton, DC 203136115
Wl “BILLY" TAUZIN, LOUISIANA
CHAIRMAN

January 22, 2004

The Honorable Tommy G. Thompson

Secretary

U.S. Department of Health and Human Services
200 Independence Avenue, S.W.

Washington, DC 20201

Dear Secretary Thompson:

As you may know, the Commitiee on Energy and Commerce is conducting an
investigation into the billing practices of certain medical providers for uninsured patients.
Such individuals, we have learned, are often expected to pay substantially higher amounts
for medical services than third-party health plans (such as medical insurers, health
maintenance organizations and preferred provider organizations) or government health
care programs. The uninsured appear caught in the middle of the sophisticated and
complicated forces driving health care financing including managed care, government
entitlements. rising costs and shrinking public funds. These practices raise significant
public health and consumer protection issues.

Medical providers have pointed to certain federal regulations as principal
impediments to addressing these problems. On December 16, 2003, the American
Haspital Association sent you a letter asking for help with the “federal regulations that
make it far too difficult and frustrating to give uninsured Americans and others of limited
means the same reduced rates for hospital care that state and federal governments, health
plans and private insurers ultimately pay.” The AHA issued this letter in concert with a
“white paper” outlining a number of specific regulations which they claim hamper their
efforts to help uninsured patients in terms of charges and collections.

In this regard. pursuant to Rules X and X! of the U.S. House of Representatives,
please provide the Committee with the following information and documents by February
6, 2004

i Do any federal regulations prohibit. complicate or otherwise impact a
hospital’s ability to offer discounted rates to uninsured patients?
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Secretary Tommy Thompson
January 22, 2004
Page 2

2. Do any federal regulations make a “practical requirement that a hospital bill
all patients according to the same schedule of charges, regardiess of who
provides their coverage,” as the AHA claims?

a. Do providers risk, in any way, reduction or suspension of payments under
either the inpatient or outpatient prospective payment system of Medicare
if they reduce, in any manner, their “schedule of charges™ or “charge
master” rates?

3. Do any federal regulations, including, but not limited to. those concerning
Medicare bad debt. expect or encourage hospitals to be “aggressive in their
collection efforts.” as the AHA claims?

a. Are such collection efforts required for all patients for whom adequate
documentation is not available, or cannot be obtained, to demonstrate and
establish proof of indigence?

b. Do reasonable collection efforts under such federal regulations include:

1. phone calls or letters threatening lawsuits or referral to a collection
agent;

i1. use of debt collection agents;

Hi. wage gamishment,

iv. contacting employers;

v. property and/or home liens;

vi. lawsuits: or

vil. credit reporting?

¢. What program memoranda or other such guidance has HHS provided in
this regard? Please provide copies of all such program memoranda or
guidance.

4. Does HHS dispute any statements or claims made in the AHA s December 16,
2003 letter or related white paper and. if so, please explain all such disputes?

S. Is HHS conducting. or has 1t ecver conducted, any studies, reports or
investigations on these issues and. if so. please produce copies of all such
studies. reports or investigations?

6. Is HHS considering providing, or has it ever provided. any statements or
guidance on these issues to patients or any entity in the health care industry
and. if so, please produce copies of all such statements or guidance?

7. Is HHS considering any rule changes relating to these issues and, if so, please
provide the status of all such rule changes and please produce copies thereof?
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Secretary Tommy Thompson
January 22, 2004
Page 3

8. Does HHS have any recommendations to Congress relating to these issues?
If you have any questions, please contact Mark Paoletta, Chief Counsel for
Oversight and Investigations, at (202) 225-2927 or Anthony M. Cooke, Majority Counsel

for Oversight and Investigations, at (202) 226-2424.

Sincerely,

es C. Greenwood
alrman

committee on Oversight
and Investigations

cc: The Honorable John D. Dingell, Ranking Member
The Honorable Peter Deutsch, Ranking Member
Subcommittee on Oversight and Investigations
Dennis G. Smith, Acting Administrator
Centers for Medicare and Medicaid Services
Dara Corrigan, Acting Principal Deputy Inspector General
U.S. Department of Health and Human Services
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TAB6

RESPONSE TO QUESTIONS TO THE U.S. HOUSE OF REPRESENTATIVES
ENERGY AND COMMERCE COMMITTEE

Question (1): Do anv federal regulations prohibit, complicate, or otherwise impact a
hospital’s ability to offer discounted rates to uninsured patients?

Nothing in the Centers for Medicare & Medicaid Services’ (CMS’) regulations, Provider
Reimbursement Manual, or Program Instructions prohibits a hospital from waiving
collection of charges to any patients, Medicare or non-Medicare, including low-income,
uninsured or medically indigent individuals, if it is done as part of the hospital’s
indigency policy.

Similarly, with regard to discounted rates for uninsured patients (as opposed to a waiver
of all collection of charges to patients), a hospital may offer discounts to those who have
large medical bills. Hospitals have flexibility in establishing their own indigency policies.

In our response to question two below, we discuss the “lesser of cost or charges” (LCC)
principle. Although this LCC principle is not a prohibition on offering discounted rates
to the uninsured, in very limited circumstances, the principle may affect a hospital’s
reimbursement under the Medicare program if the hospital has provided a discounted
charge for uninsured patients.

Question (2): Do any federal regulations make a “practical requirement that a
hospital bill all patients according to the same schedule of charges, regardless of

who provides their coverage,” as the AHA claims?

Although federal Medicare regulations do not generally require a hospital to bill all
patients according to the same schedule of charges, a hospital’s Medicare cost report
should reflect full uniform charges rather than any discounted amounts. The hospital
should also make the intermediary aware that it has reported its full charges on its cost
report. For apportionment purposes, discounting charges to uninsured or underinsured
patients is no different than giving an allowance to Blue Cross or other commercial
insurers for non-Medicare patients. The Provider Reimbursement Manual directs a
provider to report its full uniform charges for courtesy, charity, and third-party payer
allowances (see attachment 1).

Additionally, a hospital’s decision to reduce its charges is unlikely to impact
reimbursement for those few hospitals that are subject to Medicare’s lesser of cost-or-
charges (LCC) principle. The LCC principle is a feature of the prior cost method of
reimbursing hospitals, before the current payment rules were enacted in the 1980s and
1990s. Under these old rules, Medicare paid hospitals the lesser of the hospital’s costs or
charges. If that system were still in effect for most services, the LCC principle could be
implicated by discounting charges for the uninsured, because if a hospital discounted its
charges below its costs or failed to collect from a substantial percentage of charge-paying
patients, Medicare reimbursement to the hospital may be reduced.



272

The reality is that this LCC principle has limited applicability today. For example, the
LCC principle might apply in the first year of reimbursement for pediatric or certain
cancer hospitals. But aside from those limited examples, services provided in hospitals in
America today are largely unaffected by the LCC principle.

In the cases where LCC is applicable, however, the Provider Reimbursement Manual
provides that if a hospital offers free care or care at a reduced charge to patients
determined to be financially indigent, and meets the provisions in the manual, the
reduced charges do not result in adjustment to charges under LCC (see attachment 1).
And since charges are not adjusted, Medicare reimbursement to the hospital is not
affected either.

Question (2)(a): Do providers risk, in any way, reduction or suspension of payments

under either the inpatient or outpatient prospective payment system of Medicare if
they reduce, in any manner, their “schedule of charges” or “charge master” rates?

As long as the provider properly reports full charges on the Medicare cost report, a
provider may reduce or discount charges to uninsured or underinsured patients without
risking reduction or suspension of payments. Reporting full charges on the Medicare cost
report is important because a hospital’s cost-to-charge ratio is used to set reimbursement
in certain areas of the Medicare program, such as some features of the outpatient
prospective payment system (OPPS). Under OPPS, if a provider should reduce its
schedule of charges, as opposed to discounting charges to certain patients, it could risk a
reduction of payment as a result of the overall reduction of charges. OPPS reductions
might affect payments for devices under the pass-through, interim transitional outpatient
payments, and outlier payments.

Question (3): Do any federal regulations, including, but not limited to, those

concerning Medicare bad debt, expect or encourage hospitals to be “aggressive in
their collection efforts,” as the AHA claims?

No. Nothing in the Medicare regulations or instructions requires or encourages the
hospital to seize a patient’s home, take them to court, or use a collection agency.
Hospitals aren’t required under federal law to engage in any specific level of coliection
effort for Medicare or non-Medicare patients unless they are seeking bad debt
reimbursement under the Medicare program. If a hospital wants this reimbursement,
however, it must, at the very least, send non-indigent Medicare patients a bill for the debt
and must make the same reasonable effort to collect from Medicare patients as it does for
its non-Medicare patients. In other words, if the hospital sends non-Medicare patients’
bills to a collection agency but does not do so for Medicare patients, the hospital has not
engaged in uniform collection efforts and cannot ask Medicare to retmburse it for
Medicare patients’ bad debt.
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Question (3)(a): Are such collection efforts required for all patients for whom
adequate documentation is not available, or cannot be obtained, to demonstrate and
establish proof of indigence?

For indigent patients who are not Medicare patients, the Medicare program does not
prescribe any specific rules for providers to make indigence determinations; rather, the
hospital is permitted to use its own business judgment in determining whether or not a
non-Medicare patient is indigent and therefore entitled to a discount pursuant to its own
indigency policy. For Medicare patients, however, if a provider wants to claim Medicare
bad debt reimbursement, CMS does require documentation to support the indigency
determination. To claim Medicare bad debt reimbursement, the provider must follow the
guidance stated in the Provider Reimbursement Manual (see attachment 1). A hospital
should examine a patient’s total resources, which could include, but is not limited to, an
analysis of assets, liabilities, income and expenses and any extenuating circumstances
that would affect the determination. The provider should document the method by which
it determined the indigency and include all backup information to substantiate the
determination. Medicare also requires documentation where a collection effort is made.
The effort should be documented in the patient’s file with copies of the bill(s), follow-up
letters, and reports of telephone and personal contacts. In the case of a dually-eligible
patient {i.e., a patient entitled to both Medicare and Medicaid), the hospital must include
a denial of payment from the State with the bad debt claim.

Question (3)(b)(i)-(vii): Do reasonable collection efforts under such federal
regulations include listed collection steps (phone calls or letters threatening lawsuits
or referral to a collection agent, use of debt collection agents, wage garnishment,
contacting employers, propertv and/or home liens. lawsuits, or credit reporting)?

For non-indigent Medicare patients, the hospital must, at minimum, issue a bill if the
hospital wants Medicare reimbursement for bad debts. If a hospital intends to bill the
Medicare program for the bad debts of Medicare patients, the hospital must apply its
collection policies to Medicare and non-Medicare patients consistently. Section 310 of
the Provider Reimbursement Manual (see attachment 1) contains a list of illustrative
examples of possible steps, but it does not require any particular steps. Furthermore, if a
hospital makes a determination that a Medicare patient is indigent, then no collection
effort of the amount that is otherwise owed by the Medicare patient is required.

Question (3){c): What program memeoranda or other such guidance has HHS
provided in this regard? Please provide copies of all such program memoranda and
guidance,

CMS provides formal guidance in the Provider Reimbursement Manual, Part | (PRM-I),
Chapter 3 (see attachment 1). “Questions On Charges For The Uninsured” is available at
the following web site: http://www.cms.hhs.gow/FAQ_ Uninsured.doc.
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Question (4): Does HHS dispute anv statements or claims made in the AHA’s
December 16, 2003 letter or related white paper and, if so, please explain all such
disputes.

Yes, HHS does dispute a number of claims made by the AHA in its December 16, 2003
letter and in the white paper submitted with the letter.

o Billing: Medicare Uniform Charge Requirements

-HHS disputes the claim by the AHA that Medicare regulations bar or prohibit a
provider from discounting charges to certain patients, including uninsured
patients. Medicare does not prohibit a provider from discounting charges to
certain patients, including uninsured patients, but it does require the provider to
follow Medicare rules in reporting charges on its cost report where its charges are
not uniform to all patients. In some limited situations, discounts of charges to
charge-paying patients may result in adjustment to Medicare charges and
Medicare payment under Medicare’s lesser of costs or charges policy. However,
even in these limited situations, if the provider uses a sliding-scale charge
structure and reports the pre-discounted charges to Medicare, the reduced charges
do not affect its Medicare payment.

o Collections: Medicare Bad Debt Rules

-HHS disputes the claim by the AHA that hospitals must be aggressive in their

collection efforts or risk losing Medicare reimbursement for bad debt. In order to

recognize a provider’s Medicare bad debts, Medicare requires that the provider:

1) Make a “reasonable”, “genuine” effort to collect Medicare coinsurance and
deductibles (including billing a patient), as it would any patient’s outstanding
debt. This consistent effort should be applied to like unpaid amounts. For
example, if a provider decides to utilize a collection agency unpaid accounts
of $100 or more, but not lesser amounts, they should follow the same policy
for Medicare accounts as they do for non-Medicare; or,

2) Determine indigence and the amount the patient is unable to pay as it would
for any non-Medicare patient, following Medicare’s general guidelines in
PRM section 312 (see attachment 1).

Medicare does not require providers to use aggressive collection efforts.
Medicare also does not specify a particular level of income in determining
indigence, nor does it expect or require providers to bill patients for offered
discounts or when the patient is determined to be indigent.

-HHS disputes the claim that Medicare’s bad debt policy requires a
complicated verification system in determining indigence. For indigent patients
who are not Medicare patients, the Medicare program does not prescribe any
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specific rules for providers to make indigence determinations; rather, the provider
is permitted to use its own business judgment in determining whether or not a
non-Medicare patient is indigent and therefore entitled to a discount pursuant to
its own indigency policy. However, if a provider wants to claim Medicare bad
debt reimbursement for the unpaid coinsurance and deductible amounts for
Medicare patients, CMS expects the provider to provide documentation to support
the indigency determination.

Hospitals may, but are not required to, determine a patient’s indigency using a
sliding scale. In this type of arrangement, the provider would agree to deem the
patient indigent with respect to a portion of the patient’s account (e.g., a flat
percentage of the debt based on the patient’s income, assets, or the size of the
patient’s liability relative to his or her income). In the case of a Medicare patient
that is determined to be indigent using this method, the amount (or portion of
amount) the hospital decides, pursuant to its policy, not to collect from the patient
can be claimed by the provider as Medicare bad debt. The provider must,
however, engage in a reasonable collection effort to collect the remaining balance.
Examples of what might be included in a reasonable collection effort are
illustrated in Chapter 3 of the Provider Reimbursement Manual (see attachment
1). In the case of a dually-eligible patient (i.e., a patient entitled to both Medicare
and Medicaid), the provider should forgo billing the patient, but must bill the
State Medicaid program and receive a denial of payment from the State in order to
receive bad debt reimbursement from Medicare.

-HHS disputes the statement in the Commonwealth Fund Report cited in the AHA
paper that Medicare expects a patient’s indigence to be determined anew at each
visit. Medicare policy does not specifically address a provider’s actions in
determining indigence where there are multiple occasions of service in
succession. However, in the case of successive admissions, if a patient returns for
service in a short time period following the initial service and the provider has no
reason to believe the patient’s circumstances have changed, it may reasonably
consider that its previous indigence determination remains valid.

HHS disputes the claim by the AHA that safe harbor protection is necessary.

-For Medicare payment purposes, CMS does not believe that safe harbor
protection is necessary. As we said in our initial response to question (1), we do
not believe that Medicare policy prohibits or discourages providers from offering
discounts to uninsured patients. For the same reasons, CMS does not believe that
there is a need to institute an advisory opinion process or that CMS needs to work
with a panel of stakeholders on this issue.
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Question (5): Is HHS conducting, or has it ever conducted. any studies. reports, or
investigations on these issues and, if so, please produce copies of all such studies,

reports and investigations.

HHS is not conducting, nor has it ever conducted, any studies or reports on these issues.
1t is within the purview of the OIG to provide copies of its reports or investigations,

Question (6): Is HHS considering providing, or has it ever provided, any statements
or guidance on these issues to patients or anv entity in the health care industry and,
if so, please produce copies of all such statements and guidance.

We have already shared with the Committee our response to the December 16, 2003
AHA letter and the associated Questions and Answers. We have also responded to HCA,
Tenet, Triad and others on the issue of discounting to the uninsured. We have attached
these responses (see attachment 2).

Question (7): Is HHS considering any rule changes relating to these issues and, if so,
please provide the status of all such rule changes and please produce copies thereof.

CMS issued a Notice of Proposed Rulemaking (NPRM) articulating the agency’s
proposed changes with respect to non-hospital providers’ Medicare bad debt
reimbursement. This proposed rule was published in the February 10, 2003 Federal
Register, and a copy of the NPRM is attached (see attachment 3).

On the other hand, we do not believe that the guidance that we have articulated here and
in our response to the AHA constitutes a change in the agency’s policy. The AHA
guidance was posted on the CMS/HHS website and relayed in correspondence to the
Committee on February 19, 2004.

Question (8): Do vou have anv recommendations to Congress relating to these
issues?

No. The Department does not believe that with our policy, as it has been articulated,
further statutory changes are necessary.
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