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ACTION
THE WHITE HOUSE

Last Day: July 17

WASH I NGTON

July 15, 1976

MEMORANDUM FOR
FROM:
Extension Amendments

SUBJECT:

Attached for your consideration is H.R. 13501, sponsored by
Representative Rostenkowski.
The enrolled bill would:
delay until October 1, 1977 a change in the method of
reimbursing teaching physicians in hospitals which is
scheduled to take effect on July 1, 1976 under current law;
permanently allow reimbursement of certain physicians' fees
in excess of the FY 75 "prevailing charge" levels; and
provide for updating the physician "customary and prevailing"
maximum charges each year on July 1 rather than October 1.
A detailed discussion of the provisions of the enrolled bill is
provided in OMB's enrolled bill report at Tab A. Also attached
is a proposed signing statement which was prepared by OMB and
which focuses on the need to consider and act on your proposed
"Medicare Improvements Act of 1976."
OMB, Max Friedersdorf, Counsel's Office (Lazarus) and I recommend
approval of the enrolled bill and the proposed signing statement
which has been cleared by the White House Editorial Office (Smith).
RECOMMENDATION
That you sign H.R. 13501 at Tab B.
That you

appro~~~ning

Approve

1CY.l ~

,.11

?/19/16
a~

·~

7/lf/ '

~l

statement at Tab
Disapprove

c.

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUL 13 1976

MEMORANDUM FOR THE PRESIDENT
Subject:

Enrolled Bill H.R. 13501 - Medicare Extension
Amendments
Sponsor - Rep. Rostenkowski (D) Illinois

Last Day for Action
July 17, 1976 -Saturday
Purpose
Makes three changes in the Medicare law, with the effect
of increasing reimbursement for physicians' services.
Agency Recommendations
Office of Management and Budget

Approval (Signing
statement attached)

Department of Health, Education,
and Welfare

Approval

Discussion
H.R. 13501 would:
-- delay until October 1, 1977 a change in the
method for reimbursing teaching physicians in hospitals
which is scheduled to take effect on July 1, 1976 under
current law;
-- permanently allow reimbursement of certain
physicians' fees in excess of the fiscal year 1975
"prevailing charge" levels; and
-- provide for updating the physician "customary
and prevailing" maximum charges each year on July 1
rather than October 1.
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The total cost of these amendments compared with current
law is estimated to be $157 million in the transition
quarter and fiscal year 1977, combined, and $67 million
in fiscal year 1978.
Neither the House Ways and Means nor the Senate Finance
Committeesheld hearings on H.R. 13501 or requested an
Administration position. HEW staff informally advised
the House committee staff of Administration opposition
but no formal reports opposing the bill were transmitted
to the Congress.
The bill was apparently considered noncontroversial by
the Committees. It was approved by voice vote in the
Senate committee, and by a unanimous vote in the House
committee. It was then passed by voice vote in both
houses just prior to the congressional July recess.
The following summarizes the three provisions of H.R. 13501:
Teaching physician reimbursement methods. Teaching
physicians engage in delivery of care to patients as
well as instruction and supervision of interns and
residents. In general, Medicare pays for these activities
as part of its share of hospital costs. Where a hospital
can document that a teaching physician provided "personal
and identifiable" services, including direction to interns
and residents who provided patient care, however, Medicare
will permit billings at the higher amounts usually
charged for physician services, which are paid 80% by
Medicare and 20% by the patient.
Under current law, starting on July 1, 1976, fee reimbursement is to be restricted to cases where a teaching
physician has a prior professional relationship with a
patient and generally bills and collects from his patients
in the institution where he is a teaching physician.
This limitation was originally scheduled to become
effective July 1, 1973. As a result of concerns expressed
by the medical schools, however, the effective date was
postponed until July 1, 1975 and a study of the teaching
physician reimbursement issue by the National Academy
of Sciences was mandated. A subsequent delay until
July 1, 1976 was enacted at the request of the National
Academy.

''"

'"'~-""~~ ...·- ~-""'·

3

H.R. 13501 would provide for a third delay until October 1,
1977. According to the House and Senate committee reports,
this will allow the committees time for a review and
evaluation of the National Academy's study, which was
submitted to them on March 1, 1976. HEW estimates the
provision will reduce Federal costs by $6 million in the
transition quarter and fiscal year 1977.
Reimbursement of physicians above 1975 levels. The annual
rate of increase in maximum physician fees that Medicare
will pay is limited by an economic index. HEW implemented
this index in the fiscal year beginning July 1, 1975,
t¥o years after the effective date set by law. By that
time, however, some physicians had already raised their
charges above the level permitted by the index. Congress
responded by enacting P.L. 94-182 over Administration
objections to pay those charges above the index for one
year. H.R. 13501 would go further and extend that
"grandfather" clause permanently. HEW estimates that
the cost of this provision would be $10 million in the
transition quarter and fiscal year 1977, and virtually
negligible thereafter.
Updating of "customary and prevailing" charge maximums. The
"customary and prevailing 11 charges used to determine the
Medicare reimbursements have been normally updated at
the beginning of every fiscal year. The Congressional
Budget Act of 1974 changed the beginninq of the fiscal
year from July 1 to October 1. Thus, under current law
the updating of customary and prevailing charges will take
place on October 1 rather than July 1.
H.R. 13501 would continue the updating of physician
charge index levels on July 1. Enactment of this provision
would result in increasing outlays by $153 million in the
transition quarter and fiscal year 1977, combined, and by
a total of $435 million through fiscal year 1981.
Arguments for approval
1. H.R. 13501 is viewed by the House and Senate
committees as making "three relatively minor changes in
the medicare law ••• in order to avoid certain adverse
effects on medicare beneficiaries and health care providers."
Approval of the bill would prevent higher out-of-pocket
expenses for beneficiaries and loss of income by teaching
hospitals, and would increase payments to physicians on the
same basis as in past years.
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2. The Medicare premium for physician services
insurance was raised on July 1, 1976 from $6.70 per month
to $7.20 per month. Disapproval of H.R. 13501 would be
seen as adding a further cost for beneficiaries to bear
within a short period of time.
3. By providing for higher physician payments,
H.R. 13501 may slow the trend among physicians to bill
patients directly rather than accept Medicare payment
levels as full reimbursements. Physician services billed
directly to the patient--for which the patient must pay
the amount not paid by Medicare--now are fifty percent of
bills.
4. H.R. 13501 would, by retaining July 1 as the time
for updating physicians' "reasonable charges", prevent a
three month delay in fee schedule adjustment which HEW
and the congressional committees believe would have an
adverse effect on beneficiaries. HEW states that a
reduction in physician reimbursement due solely to an
unrelated change in the definition of the Federal fiscal
year is unwarranted and inappropriate. Moreover, the 1977
Budget assumed that updating of Medicare fees would continue
to occur on July 1, as provided by H.R. 13501.
5. H.R. 13501 will provide another year for the
committees to fully reexamine the complex issue of reimbursement of teaching physicians, as they state they plan to
do. HEW believes it would be unresponsive to the intent
of Congress, which required a study of the issue by the
National Academy of Sciences, to establish new methods of
reimbursement prior to a thorough consideration of the
Academy's recommendations. HEW also believes the current
law would be extremely difficult to administer.
6. HEW and the committees believe the provision of
H.R. 13501 permanently "grandfathering" the physician fee
increases prior to application of the economic index
would prevent a rollback of prevailing charges which was
never intended to occur--the index was intended merely
to limit future increases in prevailing charges.
Arguments for Disapproval
1. H.R. 13501 would increase Federal outlays for
physician services by $64 million in fiscal year 1977
and by $439 million through fiscal year 1981 over the
levels now required by the law. This increase is inconsistent with the Administration's comprehensive reforms
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calling for $1.5 billion in Medicare program savings-as well as with the Congress' own concurrent budget
resolution calling for $300 million of reductions for
Medicare.
2. The expenditures under H.R. 13501 would not
result in commensurate benefits or reductions in expenses
for Medicare enrollees. Most of the added Federal costs
would merely raise incomes of physicians and teaching
hospitals. HEW estimates that H.R. 13501 would require
Federal spending of about $3.45 for each $1.00 of benefit
that finally reaches the aged and disabled through fiscal
year 1981. Net savings for the aged and disabled are
estimated at $8 million in the transition quarter and
fiscal year 1977 compared to Federal outlays of $157
million for this period.
3. Current law limited the recent Medicare premium
increase for physician insurance (from $6.70 to $7.20
monthly) to 8%--commensurate with last year's social
security cash benefit increase--even though program
costs per capita will rise over 17%. Thus, without any
change in Medicare law, the amount of Federal subsidy of
physician insurance for the aged and disabled will increase
to $5.1 billion in fiscal year 1977, 70% of total costs.
4. The Congress has failed to enact your proposed
"Medicare Improvements of 1976" that would (a) provide
catastrophic health insurance for Medicare beneficiaries,
(b) require moderate cost-sharing to encourage economical
use of services, and (c) limit Federal reimbursements for
hospital and physician services to help control rather
than encourage health cost inflation. H.R. 13501 ignores
these proposals and would instead increase payment rates
for physician services--a low priority improvement for
patients and one that encourages health cost inflation.
5. Although the 1977 Budget did not propose to delay
the annual update of Medicare fee schedules from July 1
to October 1, the "Medicare Improvements of 1976" included
an even more restrictive proposal to limit the July 1
physician index increase to 4%. Since that proposal has
thus far been ignored by the Congress, the three-month
lag under current law could help to moderate the
inflationary effects of Medicare's payment methods.
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6. The permanent "grandfathering" of higher physician
fee increases than would be allowable under the fee index
is particularly undesirable because it would provide
Federal reimbursement for the most inflationary physician
fee increases.
Recommendation
For the reasons given above and in its attached views
letter, HEW supports the enactment of H.R. 13501.
Basically, we do not find the arguments advanced by
HEW persuasive viewed in terms of program considerations.
We believe that, on the merits, H.R. 13501 is poor
legislation for both the taxpayer and the aged. It is
inconsistent with your budget proposals to control
Medicare costs and with the Congress' own budget resolution.
Moreover, its benefits would go primarily to doctors and
hospitals, not to the aged and sick.
Nevertheless, we recognize that a veto of H.R. 13501
could result in some physicians passing on higher fees
to Medicare beneficiaries on top of the recent increase
in their premiums. Furthermore, the major cost impact
of the bill results from a technicality reflecting the
change in the Federal fiscal year; it may not be readily
understandable why the Administration would insist on a
three month lag in what has heretofore been an annual
update in allowable physician charges and was so reflected
in the 1977 Budget. Finally, H.R. 13501 was viewed by
the committees as an essentially noncontroversial technical
bill; there was no signal of a veto threat and there
appears to be no possibility of sustaining a veto. For
these reasons, we recommend that you approve this bill.
We have attached a draft signing statement for your consideration, which focuses on the need to consider and
act on your proposed "Medicare Improvements of 1976."

~n,.<fAVj
,0~~~~~~::~ Director ftor
Legislative Reference

Enclosures

STATEMENT BY THE PRESIDENT
I have today signed H.R. 13501, the "Medicare Extension
Amendments."

Although this bill would, for the most part,

simply extend certain technical provisions of the Medicare
law, other portions of the bill will increase Medicare
'payments for physicians' services above the level recommended
in my budget without meeting the urgent needs of Medicare
beneficiaries and taxpayers.

These deficiencies in Medicare

benefits can be corrected if the Congress will promptly consider and enact the needed reforms proposed in my "Medicare
Improvements of 1976" which was submitted in February.
My proposal would provide catastrophic protection
against large medical bills for all of the 25 million aged
and disabled who are insured by the Medicare program.

These

beneficiaries would be entitled to unlimited hospital and
nursing home care and would not have to pay any costs above
$500 per year for hospital and nursing home care and $250
per year for doctors' fees.

This catastrophic protection

would reduce payments for hospital or physician services for
3 million persons in 1977.

The comprehensive reforms in

the "Medicare Improvements of 1976" also include moderate
cost-sharing to encourage economical use of services, and
a limit on Federal reimbursements for hospital and physician
services in order to help control health cost inflation.
In total, my proposal would improve insurance against really
large medical bills while also saving the taxpayers $1.5
billion in fiscal year 1977.
The Congress has also recognized the high priority that
must be given to economies in the Medicare program.

The

congressional concurrent budget resolution for fiscal year
1977 calls for $300 million of net savings in Medicare.
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I am keenly sensitive to the burdens borne by some of
our elderly and disabled in meeting their medical expenses.
I believe we should take positive steps to provide better
protection against catastrophic health costs and inflation
in health costs.
Once again, therefore, I urge the Congress to turn its
attention to meeting the real needs of the aged and of the
taxpayer and enact the "Medicare Improvements of 1976" before
it adjourns this year.

THE WHITE HO)JSE
ACTION MEMORANDUM

Date:

LOG NO.:

WASHINGTON

Time:

July 13

245pm

cJack Marsh
FOR ACTION: f]fJ ..oarah Massangale cc (for information):
Jim Cavanaugh
t;lf~ Max Friedersdorf ~
. EEd Schmults
~ Ken Lazarus tJ.. ,__
Robert Hartmann tsigning statement attached)
FROM THE STAFF SECRETARY
DUE: Date:
SUBJECT:

Time:

July 14

200pm

H.R. 13501 - Medicaee Extension Amendments

ACTION REQUESTED:
- - For Necessary Action

___ For Your Recommendations

- - Prepare Agenda and Brief

_ _ Draft Reply

-

- ¥ - For Your Comments

Draft Remarks

REMARKS:

please return to jddy johnston, ground floor west wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.
If you have any questions or if you anticipate a
delay in submitting the required material, please

telephone the Staff Secretary immediately.

K. R. COLE, JR.
For the President

DEPARTMENT OF HEALTH, EDUCATION. AND WELFARE

JUL 8

197&

The Honorable James T. Lynn
Director, Office of Management
and Budget
Washington, D. c.
20503
Dear Mr. Lynn:
This is in response to your request for a report on
H.R. 13501, an enrolled bill "To extend or remove certain
time limitations and make other administrative improvements
in the medicare program under title XVIII of the Social
Security Act."
In short, we recommend enactment of the enrolled bill.
The first section of the bill would delay, until October 1,
1977, the effective date of section 227 of Public Law 92-603,
which would establish new methods for determining reimbursement under Medicare for teaching physicians. Strong concern
about the adverse effects the provision might have on patient
care, graduate medical education, and the distribution of
health care services prompted the Congress to include in
Public Law 93-233 a provision to postpone the original
effective date of section 227 from July 1, 1973, to January 1,
1975, while a study of the issue was conducted by the National
Academy of Sciences. This law also established interim
provisions for reimbursement. A subsequent amendment (contained
in Public Law 93-368), requested by the National Academy,
postponed the due date of the study and delayed the effective
date of section 227 to July 1, 1976.
The final report of the National Academy of Sciences was
submitted, as required by law, on March .1, 1976. The Department believes it would be inappropriate and unresponsive to
the intent of the Congress, when it required the study, to
implement the provisions of section 227 prior to a thorough
consideration of the Academy's recommendations.

The Honorable James T. Lynn
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Furthermore, in its current form, section 227 could be
extremely difficult to administer. For example, for a
hospital or teaching physician to bill on a fee-for-service
basis for services rendered to a Medicare beneficiary, a
"private relationship" must exist between the teaching
physician and the patient. The criteria for establishing
that a physician-patient relationship existed prior to the
hospital admission would be extremely difficult for many
teaching physicians to document and for our intermediaries
to monitor. Because of this and other administrative
complexities, the Department favors the delay specified
in H.R. 13501 while the Academy recommendations are fully
evaluated and alternative reimbursement policies are developed.
If we permit section 227 to go into effect on July 1, 1976,
it would increase the cost of the Medicare program by
$6.2 million during the transition period and fiscal year 1977.
For the foregoing reasons we support the first section of the
bill.
Section 2 of the enrolled bill would make permanent the
applicability of section lOl(a) of Public Law 94-182. That
section provides that the economic index for determining
11
prevailing charges" under Medicare could not, for fiscal
year 1976, require a rollback of the ceiling Qn reasonable
charges for physicians• services below the level applicable
for fiscal year 1975. Section 2 would continue, for future
fiscal years, this limit on rollbacks of prevailing charge
levels. As we stated in our enrolled bill report on Public
Law 94-182, it was not the original intent of the economic
index provision to cause any rollback of prevailing charge
levels, but rather it was merely intended to provide a means
of limiting future prevailing charge increases. Although
Public Law 94-182 eliminated the rollback effect which would
otherwise have occurred in fiscal year 1976, some rollback
of prevailing charges for physician services will occur in
fiscal year 1977 (and, to a lesser extent, in later years)
if section 2 is not enacted. We therefore support section 2
of the bill.
It is estimated that this section would cost $7 million in
fiscal year 1977, and that the cost of the provision would
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The Honorable James T. Lynn

be virtually negligible thereafter.
In addition, by continuing
updates in reasonable charge screens on a July-June basis
(as would be required by section 3 of the bill), section 2
would result in a cost of $3 million in the transition quarter.
Section 3 of H.R. 13501 would provide for updating reasonable
charge screens under part B on July 1 of each year rather
than on October 1, as would become the case under the new
Federal fiscal year. We believe that a reduction in physician
reimbursements due solely to an unrelated change in the
definition of a Federal fiscal year is unwarranted and
inappropriate. Moreover, an additional three-month lag in
updating Medicare reasonable charge screens will further
aggravate the gap between physicians' and other suppliers'
current charges and amounts recognized as reasonable under
the Medicare program. This would have an adverse impact on
assignment rates and on beneficiary out-of-pocket medical
care costs. We therefore support section 3 of the bill.
The cost of this provision was included in the preparation
of the President's budget, since the Social Security
Administration actuaries prepared the fiscal year 1977 part B
budget outlay estimates on the assumption that reasonable
charge screens would continue to be updated on a July-June
basis.
Finally, section 4 of the enrolled bill provides that the
effective date for sections 2 and 3 of the bill would be
July 1, 1976, and would clarify that the requirements of
section 2 would be effective with respect to claims filed
with a carrier after the carrier had updated the customary
and prevailing charges pursuant to section 3.
For the reasons mentioned above, we support the enactment
of H.R. 13501.

-~~~~
Under secretary
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THE WHITE HOUSE

July 14, 1976
BEHORANDUM FOR:

JIM CAVANAUGH

FROM:

MAX L. FRIEDERSDORF

SUBJECT:

H. R. 13501 - Medicare Extension Amendments

IJ,t, (;' ·

The Office of Legislative Affairs concurs with the agencies
that the

subject bill be ap.proved.
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STATEMENT BY THE PRESIDENT

I have today signed
Amendments."

~.R.

13501, the "Medicare Extension

Although this bill \>Jould, for the most part,

simply extend certain technical provisions of the Medicare
law, its effect will be to increase Medicare payments for
physicians: services above the level recowmended in my
budget without meeting the urgent needs of I-1edicare beneficiaries and taxpayers.
will promptly consider

This can be corrected if the Congr.;ss

an~

the needed reforms proposed

in my "Medicare Improve."llents of 1976" which '"as submitted
~

in February.

Hy proposal would provide catastrophic protection

Ns ..

against large medical bills for all of the 25 million aged

•

~

and disabled ";ho are insured by the

These

Hedica~gram.

beneficiaries would be entitled to unlimited hospital and
~

nursing~are and \'lould not have to pay any costs

a~

$500 per year for hospital and nursing horne care and $250

per year for doctors' fees.
would

,.

r~yrnents f~tal

3 rnill~rsons in 19J7.

..

This catastrophic protection
or physician services for

The comprehensive reforms in

the "Medicare Improvements of 1976" also

include moderate

cost-sharing to encourage economical use of services, ana-....

'

a limit on Federal reimbursements for hospital ar1d physician
services in order to help control health cost inflation.
In -total, my proposal would improve insurance against really

.

~

large medical bills while also saving the taxpayers $1. 5.
billion in fiscal year 1977.
The Congress has also recognized the high priority that
must be given to economies in the z.tedicare program.
cong~nal

The

concu*$ budget resolutj.on for fiscal year

1977 calls for $300 million of net savings in Medicare.

·.
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I am }:eenly sensitive to the burdens borne by some of
our elderly and disabled in meeting their medical expenses.
I believe we should take positive steps to provide better
protection against catastrophic health costs and inflation
in health costs.

.

Once again, therefore, I urge the Congress to turn its
attention to meeting the real needs of the aged and of
the taxpayer and enact the "Hedican:; Improvements of 1976"
before it adjourns this year •

.
•

----

·.

..

STATEMEN'I' BY THE PRESIDENT

H.R. 13501, the "Medicare Extension

I have today

Amendments."

Although this bill would, for the most part,

simpl:l.z::.nd .c;;,.tain :ecrf~;/}.!}lvi::.:t/:) of the Hedicare
lavl I

A* ef&!ot uttr' eeC.Q.. ~ncrease

Medicare payments for

physicians' services above the level recommended in my

budget without meeting ~s o~ Htjc;1icyre bene/• .
ficiaries and

~...

axpayers.

~can

. M/\

·t:L,....

/'l~'e~ ~

be corrected

~f

the Congr ss

will promptly consider and enact thc, needed reforms proposed
in my "Medicare Improvements of 1976" v;hich \vas submitted

'.

.

in February •

My proposal would provide

•

protection

against large medical bills for all of the 25 million aged
and disabled who are insured by the Hedicare program.

'fhese

beneficiaries would be entitled to unlimited hospital and
nursing home care and 1wuld not have to pay any costs above

'·

$500 per year for hospital and nursing home care and $250
per year for doctors' feeG.

This catastrophic protection

would reduce payments for hospital or

...

3 million persons in 1977.

refcrms .:i.n

The

the "Hedicare Improvernent:s of 1976" also

.

services for

include moderate

cost-sharing to encourage economic<:11 use of services, and
a limit on Federal reimbursements for hospital a11d physician

services in orCer to help control health cost inf!ation.
In total, my proposal would

insurance

really

medical bills Vlh:ile also saving the taxpayers $1.5
billion in fiscal

y~ar

1977.

The Congress hus also recognized the high priority that

must be given to economic;:; in the HE:dicare program.
congressional concurrent budget resolut5on for

fisc~l

'rhe

year

l9Tl calls for $300 million of net savings in Medici12'c.

2

I am keenly sensitive to t.he burdens borne by some of
our elderly and disabled in meeting their medical expenses.
I believe we should take positive steps to provide better
protection against catastrophic health costs and inflation
in health costs.

.

Once again, therefore, I urge the Congress to turn its
attention to meeting the real needs of the aged and of
the taxpayer and enact the "Medicare Improvements of 1976"
before it adjourns this year •

•

.
.
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10, 1976.-Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

Mr.

"t__TLLMAx,

from the Committee on 'Vays and Means,
submitted the following

REPORT
(Including cost estimate and comparison of the Congressional
Budget Office)
[To accompany H.R. 13501]

The Committee on 'Vays and Means, to whom was referred the bill
(H.R. 13501) to extend or remove certain time limitations and make
other administrative improvements in the medicare program under
title XVIII of the Social Security Act, having considered the same,
report favorably thereon without amendment and recommend that the
pill do pass.
I.

PURPOSE AND BACKGROUND OF THE BILL

Your committee's bill would make three relatively minor changes in
the medicare law that must take effect by July 1, 1976, in order to
avoid certain ·adverse effects on medioare beneficiaries and health care
providers. In brief, these changes would (a) provide needed additional
time during whioh the Congress can determine an appropriate policy
regarding medicare reimbursement for the servioes of physicians in
teaching hospitals; (b) ·avoid the rollback below fiscal year 1975levels,
of "prevailing charges" (used in determining medicare reimbursement for physicians' servioes) ; and (c) continue the practice, which
the medicare proff:am has followed since its inception, of updating
''customary" and' prevailing" charges (used in determining physician
reimbursement) each year as of July 1.
Your committee recommends these minor, but necessary, amendments at this time to modify the effect of medicare changes that would
otherwise occur as of July 1 of this year.

57-006
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II.
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GENERAL STATEMENT

A. REIMBURSEMENT FOR SERVICES OF PHYSICIANS PROVIDED IN
TEACHING HOSPITALS

·when medicare w~ enacted, .the general expectation reflected in the
law was that the patient care services of physicians would be reimbursed un~er part B of medicare (supplementary medical insurance)
on _the basis of reasonable charges. Hospital costs, including salaries
?f n!terns an~ residents, as we.ll as superv~sing physicians participatmg m educatmnal programs m the hospital, were to be reimbursed
un~er part A of medicare (hospital insurance) on a reasonable cost
baSIS.
These distinctions, however, are not easily made with respect to the
~ctual servi~es and responsibilities in a teaohing hospital, where teachn~g and patient care ·are ?fte~ inseparable. The original medicare law
did not address the spemfic Issue of h'ow medicare should determine
reimbursement for .the services of a physician when he supervises
interJ?-S and .res~dents i_n the ca:re of patieJ?-ts.
. This. ambigmty led m pract1ce to a variety of arrangements for relmbursmg the services of physicians in teaching hospitals. Out of con9ern ·about the l~c~ of unif:ormity ~these arrangel?ents, .th~ Congress
mcluded a p~ovisron (sectwn 227) m the 1972 social security amendments (Pubhc Law 92-603) that was intended to simplify payment
problems.
~~doption of this provision, however, brought forth expressions of
serious. con?ern. from the me~ical education community about whether
the legislatiOn m fact established a workable and equitable reimburseme~t policy for the teaching hospital setting. Thereafter, and before
sectw~ 227 'Yas implimented, the Congress adopted legislation (P.L.
92-23o) callmg: for a thor~mgh study. of the Issue by the Natwnal
Academy of Smences. Pendmg completiOn of the study, section 227 of
Public Law 92-?03 was suspended (until July 1, 1976).
The congressiOnally chartered study by the National Academy of
Sciences was presented to your committee on March 1, 1976. There has
not been sufficient tim~ since t~en ~o consider the results _of the study
and develop appropnate legislatiOn. However, the rminbursement
method for services of teaching physicians mandated in the 1972
amendments will become effective beginning July 1, 1976, in the absence of any legislative action. Since your committee plans to fully
reexamine the entire issue of reimbursement of teaching physicians in
.light o:f the study by the National Academy, the bill would postpone
the effective date of the 1972 reimbursement :provision until October 1,
·1977: This. would allow your COIJ?-mittee the time necessary to give full
consideratiOn to the study's findmgs and recommendations relating to
alternative methods of reimbursement for services of physicians in
.teaching hopsitals.
.. ·
E. ELIMINATION OF ROLLBACKS IN PREVAILING CHARGES DUE TO
APPLICATION OF THE ECONOMIC INDEX

The Social Security Amendments of 1972 (Public Law 92-603) included senral provisions designed to control the escalating costs of
H.R. 1114

the medicare program. Among these was a provision limitin~ the rate
at which "prevailing charges" (the ceilings on what the mediCare program will recognize as reasonable charges for physicians' services) can
increase from year to year. ·
Under this provision, the prevailing charges recognized in fiscal
year 1973 for a locality were allowed to increase in fiscal year 1974,
and in later years, only to the extent justified by indices reflecting
changes in operating expenses of physicians and in general earnings
le\-els. The statistical methods used to calculate the limit on increaseS
allowed by the provision were to be established by the Secretary of
Health, Education, and Welfare.
The application of the index in the fiscal year beginning July 1,
1975 had one completely unintended effect. In some cases, the index
caused fiscal year 1976 prevailing charges to be rolled back below fiscal
year 1975 prevailing charge levels. Out of concern that this reduction
in the ceiling on medicare payments would have an adverse effect on
beneficiaries, your committee recommended leglisation to assure that
operation of the economic index during fiscal year 1976 would not result in lower prevailing charges for physicians' services than during
fiscal year 1976. This legislation was enacted into law on December 31,
1975 (Public Law 94-182).
It has come to the attention of your committee, however, that, in the
absence of legislation, application of the economic index in periods
after fiscal year 1976 will once again have a rollback effect-reducing
some prevailing charges to levels below what they were in fiscal year
1975. Although the total effects of the rollback in the next 12 months
will be less than in the prior fiscal year (and will in the future totally
disappear), it is nevertheless an unintended and adverse effect, and
should not be allowed to take place. Your committee's bill would, therefore, change the law to eliminate the future possibility of rollbacks in
prevailing charges due to application of the economic index.
C. UPDATING OF CUSTOMARY AND PREVAILING CHARGES

Under present medicare law, "customary" and "prevailing" cl_13;rg~s
(used to determine the medicare reasonable charge for a physician s
service) are updated at the beginning of every fiscal year. In ye~;trs
prior to 1976, this meant that charges were updated every July 1, with
the update based on actual charges made by physicians in the preceding
calendar year.
Under the Congressional Budget and Impoundment Control Act of
1974, the beginning of the governmental fiscal year is moved from
,July 1 to October 1. A consequence for the medicare program is that
the updating of customary and prevailing charges will henceforth take
place each year as of October 1 rather than July 1, because existing
medicare law calls for such updating to occur at the beginning o:£ each
fiscal year. Thus, without a change m the law, in 1976 and every year
thereafter, medicare will delay for three additional months the recognition of fee increases that have occurred during the preceding calendar year. The effect is to make medicare reimbursement amounts for
physicians' services less adequate than today-at a time when many
physicians and beneficiaries already believe that medicare delays too
long in recognizing increases in fees.
H.R. 1114
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It is the primary concern of your committee that this additional 3month lag would have a direct adverse effect on beneficiaries. Even
fewer physicians than today would be willing to accept assignment of
claims-with the result that additional beneficiaries would have to
pay out :of their own pockets the increased difference between the
medicare allowance and the actual charge of the physician.
Your committee's bill would, therefore, maintain the July 1 date for
revising prevailing and customary charges, irrespective of the overall
change in the Federal Government's fiscal year.

III.

CosT OF CARRYING OUT TIIE BILL AND EFFECT ON THE REVENUEs

In compliance with clause 7 of rule XIII of the Rules of the House
of Representatives, the followin~ statement is made:
Section 1 of your committees bill postpones for 15 months the effective date of the reimbursement methods for teaching physicians
mandated in section 227 of Public Law 92-603. The President's budget
made no assumption that section 227 would go into effect on July 1,
1976. The Admmistration estimates, however, that if section 227 were
allowed to go into effect on .July 1, 1976, additional medicare expenditures would be incurred. The estimated additional expenditures are
shown below :
AIedicare expeuclitures-additionaZ ewpendihwes resulting from reimbursement
methods under section 221 of PubUc Law 92-603

Fiscal years:
MilUons
Transitional :fiscal period (July 1, 1976, through Sept. 30, 1976) -----(l)

1977 -----------------------------------------------------------1978 -~-----------------------------~---------------------------1979 ------------------------------------------------------------

J980 -----------------------------------------------------------1981 -----------------------------------------------------------1

$5
6
7

8
9

Less than $1 million.

It should be emphasized that enactment of this provision of your
committee's bill would have no effect on the outlays shown in the
President's budget for the existing medicare program. Failure to enact
this or any other provision (thus permitting the provisions of existing
Jaw to takil effect) would increase budgeted program outlays by the.
ilmount shown above.
Section 2 of the bill assures that application of the economic index
(as required by Public Law 92-603) will never result in the determination of prevailing charges which are lower than such charges determined for fiscal year 1975. The Administration estimates that if the
rollback of prevailing charges were allowed to take place, the resulting savings to the medicare program would amount to $3 million in
thetransitional fiscal period, $1 million in fiscal year 1977, less than
$1 million in fiscal year 1978, and negligible amounts beginning in
fiscal year 1979, declining eventua,lly to zero.
However, in determining total medicare expenditures under existing Jaw, the President's budget did not assume that there would be
any rollback in prevailing charges. Thus, adoption of this provision
of the bill would not affect the amounts already shown in the budget
for the existing medicare program. ·
Section 3 of the bill provides that, regardless of the change in the
Federal Government's fiscal year, medicare's customary and prevailH.R.lUt

ing charges will continue to be updated every July 1. To allow the
three-month delay in recognition of increases in physicians' fees to
occur would result in a reduction in program expenditures..The estimated reductions are as follows:
J.I edicare ewpenditures-reduetion in o-ut"lay8 resulting from additiornil delay in
updating customary and prevaiUng charges

Fiscal years :
Transitional fiscal period (July 1, 1976 through Sept. 30, 1977) ------

1977
1978
1979
1980
1981

--------------------------------------------------------------------------~-------~---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

$91
62
67
76
73
66

However, the President's budget as sent to Congress did not assume
that customary and prevailing charges would h~nceforth be updated
as of October 1 (rather than July 1) of each year. Thus, adoption of
this provision of the bill would not affect the amounts already shown
in the budget for the existing medicare program.
In compliance with clause 2(1) (3) (C) of rule XI of the Rules of
the House of Representatives, the statement relative to the estimated
costs of carrying out the bill furnished to your committee by the Director of the Congressional Budget Office follows :
CoNGREss OF THE UNITED STATEs,
CoNGRESSIONAL BuooET OFFICE,

W &hington, D.O., 1Yay 6, 1976.
Hon. AL ULLMAN,
Chairman, Oomnnittee on Ways and Means, U.S. House of Representatives, W &hington, D.O.
DEAR MR. CHAmMAN : Pursuant to Section 403 of the Congressional
Budget Act of 1974, the Congressional Budget Office has prepared the
attached cost estimate for H.R. 13501, the Medicare Extension
Amendments.
Should the Committee so desire, we would be pleased to provide
further details on the atached cost estimate.
Sincerely,
ALICE :M. RIVLIN'
Director.
Attachment.
CoNGRESSIONAL BUDGET OFFICE CosT EsTnrATE

1. Bill number: H.R. 13501.
2. Bill title: Medicare Extension Amendments.
3. Purposes of the bill: To extend provisions in the Medicare statute
(Title XVIII of the Social Security Act) related to the avoidance
of roll backs in charges due to the economic index, the maintenance of
the July 1 updating of the charge screen, and the reimbursement of
teaching physicians.
4. Cost estimate: No budgetary impact.
5. Basis for estimate: The provisions in t,his bill extend current la-w:.
Since CBO projections for the costs of .the Medicare program are
H.R.1114
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based upon current policy, H.R. 13501 would make no change in those
· h
projections.
.
. Ad · ·
6. Estimate comparison: Th.e. SoCial Secur1ty
J:?m1strat10n '!'s
also indicated that these prov1s10ns would have no Impact on their
current services projections for medicare outlays.
1. Previous CBO estimate: Not applicable.
8. Estimate prepared by: Jeffrey C. Merrill ( 225--4972).
9. Estimate approved by: C. G.. Nuckols for James L. Blum, Assistant Director for Budget .Analysis.

Academy of Sciences to undertake a detailed study of the issues in
teaching physician reimbursement and postponed the effective date
of section 227. The completed study was submitted to the Committee
on "'\Vays and Means in March, 1976. The further extension of the
effective date of the reimbursement provision would allow the time
necessary for the committee to consider the study and determine
·whether an alternative approach to teaching physician reimbursement
\vould be preferable.

rv. OTHER l\.L~TTERS REQUIRED To BE DISCCSSED uNDER HousE RULES

SEC'l'ION 2. ELIMINATION OF ROLLBACKS IN PREVAILINGS CHARGES DUE TO
APPLICATION OF TilE ECONO~HC INDEX

In compliance with cla~se 2(1) (2) (B) .of rule XI of. the Rules of
the House of Representatives, the followmg st~tement IS made re~a
tive to the vote by your committee on the motion to report the b1ll.
The bill was unanimously ordered favorably reported by your
committee.
In compliance with clause 2(1) (3) (A) .of rule XI of. the Rules of
the House of Representatives, the follo~mg statement IS ma~e relative to oversight findings by your ?Omm1ttee. As ~he result of 1ts continuing examination of the operat10~ of the medicare program, yolfr
committee has concluded that certam changes that would o~ur m
the program under existing law should not take place; accordmgly,
the bill instead extends into the :future several arrangements under
r
which the program currently operat€S.
In compliance with clause 2(1) (3) (B) of rule XI of the Rules of
the House of Representatives, your committee states that the changes
made in present law by this bill involve no new budgetary authority
or new or increased tax expenditures.
With respect to clause 2(1) (3) (D) of rule x;I of the Rules of. the
House of Representatives, your committee a~v1ses that no overs,:ght
findings or recommendations have been s~bm1tt~d to your committee
by the Committee on Government Operations with respect to the subject matter contained in the bill.
In compliance with clause 2(1) {4) of rule XI of the Rules of the
House of Representatives, your committe~ stat~s that ~he three char:ges
made under this bill would not have an mflat10nary 1mpact on p~ICes
and costs in the operation of the national economy. All three sections
would merely extend certain existing medicare arrangements.

V.

SECTION-BY-SECTION ANALYSIS Al\TD JumsmcTION OF THE Bu.L

SECTION 1. REIMBURSEMENT FOR SERVICES OF PHYSICIANS PROVIDED IN
TEACHING ·l10SPITALS

Analysis
Section 1 would postpone the effective date of the reinmbursement
methods :for services of physicians in. reaching hospitals called for
under section 227 of the 1972 social security amendments (Public Law
92-603) from July 1, 1976, to October 1, 1977 (i.e., cost~accbunting periods beginning after September 30, 19'77}.
Justifieation
.
Before section 227 was implemented, Public Law 93-233 (December 31, 1973) authorized the Institute of Medicine of the National

Analysis
Section2 would assure that operation of the economic index (applied
pursuant to the 1972 social securitv admendments--Public Law 92603) will never result in rlctermii1ation of prevailing charges for
physician services that are lower than thcy \Vere in fiscal year 1975.
Jus ti flcation
It was never intended that application of the economic index in
fiscal year 1976 (when the index was first applied) should have the
effect of rolling back preniling charges below their fiscal year 1975
levels. A rollback did, however, occur in fiscal year 1976 but was corrected by enactment of Public Law 94-182. To avoid the occurance
of such rollbacks again, the bill would modify the law to assure that
in no future period will the economic index result in prevailing charges
lower than were determined for fiscal year 1975.
SECTION 3. UPDATING OF CUSTOl\fARY AND PREVAILING CHARGES

Analysis.
Section 3 would assure that customary and prevailing charges continue to be updated every .Tuly 1. even· though the beginning of the
Federal Government's fiscal year is changed to October 1.
Ju.stifioation
To allow the change in the fiscal year to apply to the updating of
customary and prevailing charges would result in an additional 3month delay in recognizing increases in physicians' fees at a time when
many physicians and beneficiaries already believe medicare delays
too long in recognizing increases. Of primary concern is that this
cle1ay would have an adverse effect on beneficiaries. Even fewer physicans than today :would be willing to accept assigmnent of claimswith the result that additional beneficiaries would have to pay out of
their own pockets the increased difference between the medicare allowance and the actual charge of the physician.
SECTION" 4. EF.E'ECTIVE DATES

Analysis.
Section 4 provides that section 2 (elimination of a rollback in prevailing charges due to application of the economic index) and section
3 (updating of customary and prevailing charges) will become effective July 1, 1976; except that, for the 12-month period beginning July
1, 1976, the requirements of section 2 will be effective with respect to

H.R.ll14
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claims filed with carriers after the carrier~ have updated the customary and prevailing charges pursuant to sectiOn 3.

J ustifioation
. .
.
July 1 1976 is the date on which the ex1stmg medicare law ';'ould
have call~d for customary and prevailing charges to be updated 1.f the
Federal Government's fiscal year had _not been changed, ~nd section 3
of the bill restores that date. A prevwusly ena;c~ed med1care amendment assured that for fiscal year 1976, n_o preva1lmg ch~ges would be
determined to be lower than they were m fiscal year 19w (due to apjJlic~tion of the economic index). ~or periods after fiscal year 19:76,
the effective date of section 2 resnlts m the same assurance, keyed to the
updating of prevailing charges by medicare carriers.

VI. CHANGES IN EXIsTING LAw MADE BY THE BILL, As REPORTED
In compliance with clause 3 of ~ul~ XIII of the Rules of tJle House
of Representatives changes in ex1stmg law made by the bill, as reported, are sho,vn ~s follows (existing la:w p~opose~ t? be_ omit~~ is
enclosed in black brackets, new matter IS prmted m 1tahc, e:nstmg
law in which no change is proposed is shown in roman}:
SECTION 15 OF PUBLIC

LAW

93-233

To provide a 7-percent increase in social security benefits beginning with March
1974 and an additional4-percent increase beginning with June 1974, to provide
increases in supplemental security income benefits, an for other purposes

*

*

*

*

*

*

PAYMENT FOR SERVICES OF PHYSICIANS RENDERED IN
HOSPITAL
SEc.15. (a) (1) * * *

*

*

*

*

*

A

*
TEACHING

*

*

(d) The provisions of subsection (a) shall apply with respect to cost
accounting periods beginning after June 30, 1973, and prior to [July
.1, 1976] October 1, 1977.
SEcTION 1824 oF THE SociAL SEcuRITY AcT
USE OF CARRIERS FOR AD1\UNISTRA1.'ION OF BENEFITS
SEc. 1842. (a)
(b)(l) * * *

*

*

***
*

*

*

*

*

(3) Each such contract sh_all provide that the carrier(A) will take such actwn as may be I~ece_ssary to assur~ that,
where payment under this part for a service IS on a.cost basis, the
cost is reasonable cost (as determined under sectiOn 1861 ( v)) ;
(B) will take such ac~ion as may be n~ce~sary to assure th~t,
wh!:)re payment under this part for a serv1~e IS on a charge basis,
such charO"e will be reasonable and not higher than the. charge
applicable~ for a comparable service and under comparable cir. It.R: 1114

cumshmces, to the policyholders and subscribers of the carrier,
and such payment will (except as otherwise provided in section
1870(£)) be made.
·
( i) on the basis of an itemized bill; or
·(ii) on the basis of an assignment under the terms of
which (I) the reasonable charge is the full charge for the
service (except in the case of physicians' services and am·
bulance service furnished as described in section 1862 (a) ( 4},
other than for purposes of section 1870(f) and (II) the
physician or. other person furnishing such service agrees not
to charge for such service if payment may not be made therefor by reason of the provisions of paragraph (1) of section
1862, and if the individual to whom such service was fur~
nished was without :fault in incurring the expenses of such
service, and if the Secretary's determination that pavment
(pursuant to such assignment) was incorrect and was~ made
subsequent to the third year .fo1lowing the year in which
notice o:f.such payment was sent to such individual; except
that the Secretary may reduce such three-year period to not
less than one year if he finds such reduction is consistent with
the objectives of this title;
but( in the case of bills submitted, or requests :for payment made,
after M~rch 1968) only if the bill is submitted, or a written request :fm:: payment is made in such other form as may be permit~
ted under regulations, no later than the close of the calendar
year following the year in which such service is :furnished (deeming any service furnished in the last 3 months o:f any calendar year
to have been furnished in the succeeding calendar year} ;
. (G) will establish and maintain procedures pursuant to which
an indiv~dua1 enrolled under this part will be granted an opportunity for ,a, fair hearing by the carrier, in any case where the
amount in controversy is $100 or more when requests for payment under this ·part with respect to services fm:nished him are
denied or are not acted upon with reasonable promptness or when
the amount of suc4 payment is in controversy;
(D) will furnishtl) the Secretary such titnely information and
reports a!3 h~ may find necessary in performing his functions
under this part; and
.
(E) will maintain such records and afford such.access thereto as
the Secretary finds necessary to assure the correctness and verification of the information and reports under subparagraph (D)
and otherwise to carry out the purposes of this part;
and shall contain such other terms and conditions not inconsistent with
this section as the Secretary may find necessary or appropriate. In
determiniJlg the reasonable charge for services for purposes o:f this
paragraph, there shall be taken into consideration the customary
charges for similar services generally made by the physician or othe-r
person furnishing; such serviCes, as well as the pre\'ailing charcres in
the locality for similar services.
""
No charge may be determined to be reasonable in the case of bills
submitted or requests for payment made under this part after Decemb~r 3L 1970, if it ~xceeds the higher of (i) the prevailing charge recogmzed by the carrier and found acceptable by the Secretary £or similar
II.R.1114
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services in the same locality in administering this part on December 31, 1970, or (ii) the prevailing charge level thas on the basis of
statistical data and methodology acceptable to the ~ecretary, would
cover 75 percent of the customary charges made for similar services in
the same locality during the last preceding calendar year elapsing
prior to the start of the [fiscal year] 113-rnonth period (beginning
July 1 of each year) in which the bill is submitted or the request for
payment is made. In the case of physician services the prevailing
charge level determined for purposes of clause (ii) of the preceding
sentence for any [fiscal vear beginning after ,June 30, 1973,] 113-nwnth
period (beginning afte·/ Jwne 30, 1973) specified in clause ( ii) of such
sentence may not exceed (in the aggregate) the level determined under
such clause for the fiscal year ending June 30, 1973, except to the
extent that the Secretary finds, on the basis of appropriate economics
index data, that such higher level is justified by economic changes. In
the case of medical services, supplies, and equipment (including
equipment servicing) that, in the judgment of the Secretary, do not
generally vary significantly in quality from one supplier to another,
the charges incurred after December 31, 1972, determined to be reasonable may not exceed the lowest charge levels at which such services,
supplies, and equipment are widely and consistently available in a
locality except to the extent and mider the circumstances specified by
the Secretary. The requirement in subparagraph (B) that a bill be
submitted or request for payment be made by the close of the following calendar year shall not apply if (i) failure to submit the bill or
request the payment by the close of such year is due to the error or
misrepresentation of an officer, employee, fiscal intermediary, carrier,
or agent of the Department of Health, Eduction, and Welfare performing functions under this title and acting within the scope of his
or its authority, and (ii) the bill is submitted or the payment is requested promptly after such error or misrepresentation is eliminated
or corrected. Notwithstanding the provisions of the third and fourth
sentences preceding this sentence, the prevailing charge level in the
case of a physician service in a particular locality determined pursuant to such third and fourth sentences for the [fiscal year beginning
July 1, 1975,] 113-rnonth period beginning 01~ Jiily 1 in any calendar
year after 1974 shall, if lower than the prevailing charge level for the
fiscal year ending June 30, 1975, in the case of a similar physician
service in the same locality by reason of the application of economic
index data, be raised to such prevailing charge level for the fiscal year
t:nding .Tune 30, 1975.

*

*
S1~CTION

204

oF THE

*
FrscAL Y E.\.R

*

(1)

*

(7)

***
*
*
*
*
*
*
the following provisions of the Social Security Act:

section 201 (c) ( 42 U.S. C. 401 (c)) ;
sections 403 (c) and (f) (42 U.S.C. 603 (c) and (f);
section 423 (c) ( 42 U.S.C. 623 (c) ) ;
section 1118 (42 U.S.C.1318);
section 1817 (b) ( 42 U.S.C. 1395i (b)) ;
section 1841 (b) ( 42 U.S.C. 1395t (b) ) ;
[section 1842(b)(3) (42 U.S.C.1395u(b)(3));]

*

*

*

*

0

*

*

TRAXSITION

SEc. 20,!. The period of July 1, 1976, through September 30, 1976,
shall be treated as part of the fiscal year beginning July 1, 1975, for
the purposes of the following provisions of law:

AcT

AN ACT To provide for the orderly transaction to the new October 1 to
September 30 fiscal year

*

*

*

*

*

*

*
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SENATE

REPORT
No. 94-993

MEDICARE EXTENSION AMENDMENTS

JuNE 25 (legislative day, JuNE 18), 1976.-0rdered to be printed

Mr. LoNG, from the Committee on Finance,
submitted the following

REPORT
[To accompany H.R. 13501]

The Committee on Finance, to which was referred the bill (H.R.
13501) to extend or remove certain time limitations and make other
administrative improvements in the medicare program under title
XVIII of the Social Security Act, having considered the same, reports
favorably thereon with an amendment and recommends that the bill
do pass.
I. SuMMARY oF THE BILL
The bill would make three relatively minor changes in the medicare
law that must take effect by July 1, 1976, in order to avoid ceJiain
adverse effects on medicare beneficiaries and health care providers. In
brief, these changes would (a) provide needed additional time during
which the Congress can determine an appropriate policy regarding
medicare reimbursement for the services of physicians in teachinghospitals; (b) avoid the rollback below fiscal year 1975 levels, of
"prevailing charges" (used in determining medicare reimbursement
for physicians' services) ; and (c) continue the practice, which the
medi<?are program has followed since its inception, of updating "customary" and "prevailing" charges (used in determining physician reimbursement) each year: as of July 1.
·
The committee recommends these minor, but necessary, amendments
at this time to modify the effect of medicare changes that would otherwise occur as of July 1 of this year.
In addition, the committee bill would authorize the Secretary of
Health, Education, and Welfare to make adjustments in medicare
nursing home reimbursement in certain areas
the country-such as
Alaska-with unusually high cost levels.

of
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GENERAL ExPLANATION OF THE BILL

A. REIMBURSEMENT FOR SERVICES OF PHYSICIANS PROVIDED IN
TEACHING HOSPITALS

When medicare was enacted, the general expectation reflected in the
law was that the patient care services of physicians would be reimbursed un~er part B of medicare (supple!fientary ~edical. insuranc_e)
on the bas1s of reasonable charges. Hospital costs, mcludmg salaries
of interns and residents, as well as supervising physicians participating in educational program in the hospital, were to be reimbursed
under part A of medicare (hospital insurance) on a reasonable cost
basis.
These distinctions, however, are not easily made with respect to the
actual services and responsibilities in a teaching hospital, where teaching and patient care are often inseparable. The original medicare law
did not address the specific is~me of how medicare should determine
reimbursement for the services of a physician when he supervises
interns and residents in the care of patients.
This ambiguity led in practice to a variety of arrangements for reimbursing the services of physicians in teaching hospitals. Out of concern about the lack of uniformity in these arrangements, the Congress
included a provision (section 221) in the 1972 social security amendments (Public Law 92-603) that was intended to simplify payment
problems.
Adoption of this provision, howel'er, brought :forth expressions of
serious concern front the medical education commnnity about whether
the legislation in :fact established a workable and equitable reimbursement policy for the teaching hosiptal setting. Th~eafter, and before
section 227 was implimented, the Congress adopted legislation (P.I,.
~2-233) calling for a thorough study of the issue by the National
Academy of Sciences. Pending completion of the study, section 227 of
Public Law 92-603 was suspended ( until.T uly 1, 1976).
?"'he congres!tionally chartered study by the National Academy of
Smences was submitted on March 1, 1976. There has n0t been sufficient time since then to consider the results of the study and develop
appronriate legislation. However, the reimbursement method :for services o£ teaching physicians mandated in the 1972 amendments will
become efl'ect.ive beginning ,Tulv 1, 1976. in the absence of anv le¢s1ative action. Since the Committee on Ways and Mean and the Com•
mittee on Finance p1an to fully reexamine the entire issue of reimburs('ment of te~ching physicians in light ot the study by the National
Academy, the b1l1 would postpone the effective date of the 1972 reimburs('ment provision until October 1, 1!)77. This would allow the time
necessa~y to give _full consideration to the study's findings and recommPnrlahons rel:ttmg to altPrnative methods of reimbursement for
services of physicians in teaching hospitals.
R.

EUMINATION OF ROLL"BACKS IN PREVAILING CHARGES
APPLiCATTOX OF THE ECONOMIC J!NDEX

·nUll TO

The Social Securi~~ Amen~ments of 1972 (Public Law 92-603) included several provisiOns designed to control the escalating costs of
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the m~di~~re pr<;>gram. Among these 'Y~s a provision limiting the rate
at whiCJ: prevai~mg charges" (the ceilmgs on what the medicare pro~ram will recogmze as reasonable charges for physicians' services) can
mcrease from year to year.
Under this provisi?n, the· prevailing charges recognized in fiscal
year _1973 for a locahty were allowed to increase in fiscal year 1974
and ~1 l~ter year~, only to the extent j~stified by indices reflecting
chanoe~ m ope~at:ng expenses of physicians and m general earnings
levels. The statistical methods used to calculate the limit on increases
allowed by the provision were to be established by the Secretary of
Health, Education, and vVelfare.
The application of the in?ex in the fiscal year beginning ,July 1,
1975 had one completely unmtended effect. In some cases the index
caused fi~cal yea_r _1976 prevailing charges to he rolled hack below fiscal
year 197~ preva1lmg charge levels. Out of concern that this reduction
m the ?ei~mg on medicare payments would have an adverse effect on
benefi~Ianes, the commi_tt~e recom~ended legislation to assure that
·oper~tiOn of the ec~n.omiC mdex durmg fiscal year 1976 would not result m lower preva:lmg _cha~ges for physicians' services than during
fiscal year ~976. Tlns legislation was enacted into law on December 31
1975 (Pubhc_Law 94-182).
'
How~ve.r, m t_he ah~ence of further legislation, application of the
economic mdcx m penods after fiscal year 1976 will once aaain have
a rollback effect-reducing some prevailino- charo-es to lev~ls below
what they were in fiscal year 1975. Although the btotal effects of the
rollhacl~ 11~ the next 12 months w~ll he less t~an in the prior fiscal year
(and w1ll m the future totally disappear), It is nevertheless an unint~nded and adverse effect, and should not he allowed to take place. The
bill would, tl:erefore, ~J:ange the law to eliminate the future possibility
?£ rollbacks m prevailmg charges due to application of the economic
mdex.
C. UPDATING OF CUSTOll<IARY AND PREVAILING CHARGES

Under present. medicare la_w, "customary" and "prevailing" charges
(use? to determme the mediCar~ re!l'sonahle charge for a physician's
se~v1ce) are upc~ated at the hegmmng of every fiscal year. In years
pnor to 1976, tlns meant that charges were updated every July 1 with
the update based on actual charges made by physicians in the prec~dino
calendar year.
o
Under the Qonwessional Budget and Impoundment Control Act of
1974, the begmnmg of the governmental fiscal year is moved from
.July 1 to _October 1. A consequence for the medicare program is that
the updatmg of customary and prevailing charges will henceforth take
plac~ each year as of October 1 ~ather than July 1, because existing
mediCare law calls ~or such updatmg to occur at the beginning of each
fiscal year. Thu~, with<;>ut a change in the law, in 1976 and every year
t~e.reafter, m~dicare Will delay for three additional months the recogmbon of fee mcrease.s that have occurred during the preceding calendar 3:e!lr. The e~ect IS to make medicare reimbursement amounts :for
phys~c~ans services le~s a;dequate than !oday-at a time when many
phys~Cians an~ J:>en~fiCianes already beheve that medicare delays too
long m recogmzmg mcreases in :fees.
S.R. 998
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D. AD.tUSTI1ENT IN MEDICARE REIMBURSEMENT IN UNUSUALLY HIGH COST
GEOGRAPHIC AREAS

Section 2 of the bill assures that application of th~ economic ii~dex
(as required by Public Law 92-603) "\vill never result m the determmation or prevailing charges which are .l~wer ~han s~ch charges ~eter
mined for fiscal year 1975. The Adnmnstratwn estimates that If the
rol1back of prevailing charges were allmved to take place, th~ ~esul.t
inO' savings to the medicare program would amount to $3 million m
th~ transitional fiscal period, $7 mil1ion in fiscal year 1977, .JeS? th~n
$1 million in fiscal year 1978: and negligible amounts begmnmg m
fiscal year 1979, declining eventually to zero.
.
.
However, in determining total medicare expenditures under existing law. the President's budget did not assume .that the~e woul.d. be
any rollback in prevailing charges. Thus, adoptwn of ~hiS proviswn
of the bill would not affect the amounts already shown m the budget
for the existing medicare program.
.
Section 3 of the bill provides that, regardless of the change m the
Federal Government's fiscal year, medicare's customary and prevai!ing charges will continue to be updated every .July 1. To allow the
thi·ee-month delay in recognition of increases in physicians' fees to
oecur would result in a reduction in program expenditures. The estimated reductions are as follows:

The committee is concerned that present methods for determi!ling
reasonable costs reimbursement for nursing home care ~der Medicare
may be inadequate in Alaska because of the un~sually ?-1gh cost ~ev~ls
prevailing in that State. The effect of any sigmficant madequacH~s m
payment may be to discourage the provision a?-d availaibility of nec~s
sary care for medicare patients. The committee has, theref?re, mcluded an amendment authorizing the Secretary of HKW to mcrease
reimbursement for skilled nursing facility care in Alaska if he finds
present payment levels and procedures inadequate or inequita:ble. Any
.adjustments which the Secretary might find appropriate would be applicable for care provided in skil'led nursing facilities which.currently
participate in or which previously participated in the medicare program.
It is the concern of the committee that this additional 3-month lag
would have a direct adverse effect on beneficiaries. Even fewer physi·cians than today would be willing to accept assignment of claimswith the result that additional beneficiaries would have to pay out of
their own pockets the increased difference between the medicare allow. .
ance and the actual charge of the phy~;ician.
The bill would, therefore, mamtam the ,July 1 date for revismg
prevailing and customary charges, irrespective of the overall change
in the Federal Government's fiscal year.
III.

BuDGETARY IMPACT

oF

THE BILL

In compliance with section 252(a) of the Legislative Reorganization Act of 1970 and section 308 of the Congressional Budget Act of
1974, the following statements are made with respect to budgetary
impact:
Section 1 of the bill postpones for 15 months the effective date of
the reimbursement methods for teaching physicians mandated in section 227 of Public Law 92--603. The President's budget made no
assumption that section 227 would go into effect on July 1, 1976. The
Administration estimates, however, that if section 227 were allowed to
go into effect on July 1, 1976, additional medicare expenditures would
be incurred. The estimated additional expenditures are shown below:
Jf edicu;re expenditures-additional expenditures resulting from reimbursement
methods under section 2~7 of Public Law 92-{103

Fiscal years:·
Milliang
Tmn&itlonal fiscal period (July 1, 1976, throug'h Sept. 30, 1976)______
(1 )
1977 -----------------------------------------------------------$5

1978
1979
1980
1981

1

---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Less than $1,000,000.

6
7
8
9

It should be emphasized that enactment of this provision of the
bill would have no effect. on the outlays shown in the President's
bttdO'et :for the existing medicare program. Failure to enact this or any
othe~ provision (thus permitting the provisions of existing law to take
effect) would increase budgeted program outlays by the amount shown
above.

Medicare expenditures-reduction in outla11s resulting from additiona~ delay in
updating customary and prevacilit•g charges

Fiscal years :
Transitional fiscal period (July 1, 1976 through Sept. 30, 1977) ------1977 --------------------------··--------------------------------1978 -----------------------------------------------------------1979 ---------------------------------~----~-----------------~1980 -----------------------------------------------------------1981 ------------------------------------------------------------

$91
62
67
76
73
66

However, the President's budget as sent to Congress did not assume
that customary and prevailing charges would henceforth be updated
as of October '1 (rather than July lf of each year. Thus, adoption of
this provision of the biH would not affect the amounts already shmvn
in the budget for the existing medicare program.
The statement relative to the estimated costs of carrying out the bill
furnished by the Director of the Congressional Budget Office follows:
CoNGREss oF THE UNITED STATES,
CoNGRESSIONAL Bm:>aJo:T OFFicE,

TVashington, D.O., May 6,1976.
Ron. AL Ur.L:!\IAN,
Chairman, Oom;m.ittee on Ways and l~feam;, U.S. Howse of Rep?'esentatives, TV ashington, D.O.
DEAn MR. CnAIRJ!-IAN: Pursuant to Section 403 of the Congressional
Budget Act of 1974, the Congressional Budget Office has prepared the
attached cost estimate for· H.R. 13501, the Medicare Extension
Amendments.
Should the Committee so desire, we would be pleased to provide
further details on the attached cost estimate.
Sincerely,
ALICE M. RrvLIN,
Director.
Attachment.
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(D) will furnish to the Secretary such timely information .and
reports as he may find necessary in performing his funct10ns
under this part; and
(E) will maintain such records and afford such access thereto. ~s
the Secretary finds necessary to assure the correctness and verification of the information and reports under subparagraph (D)
and otherwise to carry out the purpose~ ?f this p~rt; .
.
and shall contain such other terms and conditions not mconsiste_nt with
this section as the Secretary may find nece?sary or appropnate. I.n
determining the reasonable charge for services for purposes of tlns
paragraph, there shall be taken into consideration tl_le. customary
charges for similar services generally made by the phy~ICian or oth~r
person furnishing such services, as well as the prevallmg charges m
the locality for similar services.
.
.
No charge may be determined to be reasonabl~ m the case of bills
submitted or requests for payment mad~ under thiS .P.art after Decembf:)r 31, 1970, if it exceeds the higher of (I) the prevailmg charge ~·ec.og
nized by the carrier and fo~nd.accept~b~e by. the Se.cretary for similar
services in the same locahty m admmistermg this part on De?ember 31, 1970, or ( ii) the prevailing charge level that, on the basis of
statistical data and methodology acceptable to the ~e~retary, ~vou~d
cover 75 percent of the customary charges ;nade for similar service~ m
the same locality during the last precedmg calendar. year el~ps~ng
prior to the start of the [fiscal year] 12-mo"!th penod (begznnzng
July 1 of each year) in which the bill is. s~Ibmitte~ or the reques~ !or
payment is made. In the case of physician ser~~ces the prevall~ng
charge level determined for purposes of clause (n) of the precedmg
sentence for any [fiscal year beginning after.Jun~ 30, 1973,].!2-month
period (beginning after June 30, 1973) spemfied zn clause (n) of such
sentence may not exceed (in the aggregate) the level determmed under
such clause for the fiscal year ending J ~ne 30, 1973, .except to t.he
extent that the Secretary finds, on the basis of appropriate economics
index data, that such higher level is justified by economic ch.anges .. In
the case of medical services, supplies, and equipment ( mcludmg
equipment servicing) that, in the judgment of the Se~retary, do not
generally vary significantly in quality from one sul?pher to another,
the char()'es incurred after December 31, 1972, determmed to be reasonable may not exceed the lowest. charge levels ~t which suc.h serv~ces,
supplies, and equipment are widely and co~s1stently ava1la~le m a
locality except to the extent and under the circumstances spec1fi~d by
the Secretary. The requirement in subparagraph (B) that a bill be
submitted or request for payment ~e ~ade l;>Y the close o~ the fo~low
in()' calendar year shall not apply If (I) failure to subm1t the hill or
request the payment by the close of such year ~s due to .the error. or
misrepresentation of an officer, employee, fiscal mtermediary, earner,
or a()'ent of the Department of Health, Education, and Welfare perfor~iniY functions under this title and acting within the scope of his
or its a~thority, and (ii) the bill is submitted or the payment is requestted promptly R:fter snch error or misrepresentation is elimin~tted
· or corrected. Notwithstanding the provisions of the third and fourth
sentences preceding this sentence, the prevailing charge level in the

case of a physican service in a particular locality determined pur:suant to such thitd and :fourth sentenoos :for the (fi9cal ye~r begtnmng
July 1, 1975.] 12-month period beginning on Julyl in any calendar
year after 1974 shall, if lower than the prevailin~ ch~r~e level fo!' ~he
fiscal year ending June 30, 1975, in the case of ~ l'il~mlar physiCI~n
service in the same locality by reason of the apphcatwn of economic
index data, be raised to such prevailing charge level :for the fiscal year
€llding June 30,1975.
.J<
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Sec. 1861 (a)

*
(v)(1)(A)

*

***

*

*

(F) The Secretary of Health, Education, and Tf!elfare in .the administration of the health insurance program establzshed by tztle XVIII
of the Sodal Security Act may, establish special ~riteria fo,r purp;;~es
of determining the reasonable cost incurred. by a skzlled "!urszng facz?zty
for services for which payment is autlwrzzed under ezther such tztle,
if(1) such skilled nursinq facility i.~ located in an area characterized by unusually higher cost levels (as compared to other areas
in the United States),
.
.
( 2) such facility is experiwncinq financial adversdy due zn substantial part to such unusually higher cost leve~s, . .
.
(3) an increase in reimbursement to such faczlzty, for servzces
performed by it for patients covered under the p;ogram es~ab
lished by such title XV Ill 'would enable such faczlzty to contznue
in operation, and
( 4) such facility 1vas a provide?' of services on or before July 1,
1976, which special cTiteria shall be des1:gned to increase the
amounts otherwise payable to such facility, under such title
XV Ill to the extent necessaTy 1nore iully to take into account
the 1£nusually higher costs incurred by su.ch facility a,~ the impact of such higher costs on the c?st whzch suc~Jaozhty, would
incur zn necessaTy replac-ement of ztems and faczlztzes utzlzzed by
it in carrying out its functions.
.
(b) The special criteria referred to in subsection (a) shall be apphcable to a skilled nursinq facility only during a period with respect to
'which such facility meets the conditions specified in paragraphs (1),
(2), (3) and (4) o}suchsubsection.

SECTION

204

OF THE FrscAL YEAR TRANSITION AcT

AN ACT To provide for the orderly transaction to the new October 1 to
September 30 fiscal year
.J:

*

*

*

*

*

*
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SEc. 204. The period of July 1, 1976, through September 30, 1976}
shall be treated as part of the fiscal year beginning July 1, 1975, for
the purv.oses of the following provisions of law:
(1)

*

***

*

•

•

*

*

( 7) the following vrovisions of the Social Security Act:
section 201 (c) ( 42 U.S.C. 401 (c)} ;
section 403 (c) and (f) ( 42 U.S.C. 603 (e) and ( £) ;
section 423 (c) ( 42 u.s.a. 623 (c)) ;
section 1118 ( 42 u.s.a. 1318) ;
section 1817 (b) ( 42 u.s.a. 1395i (b)) ;
section 1841(b) (42 U.S.a.I395t(b));
[section 1842(b) (3) (42 U.S.C.1395u(b) (3)) ;]

*

*

•

*

*

*

*

0
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H. R. 13501

.RintQ!,fonrth Q:ongrrss of the tlnittd ~tatts of 9mcrica
AT THE SECOND SESSION

Begun and held at the City of Washington on Monday, the nineteenth day of January,
one thousand nine hundred and seventy-six

To extend or remove certain time limitations and make other administrative
improv!'ments in the medicare program under title XVIII of the Social
Security Act.

Be it e'fiD,(}ted by the Senate UJrlll HO'U8e of Repre8entatives of the
United States of America in Oongress assembled, That section 15{d)
of Public Law 93-233 (as amended by section 7(c) of Public Law
9.3-368) is amended by striking out "July 1, 1976" and inserting in
heu thereof "October 1, 1977".
SEo. 2. The last sentence of section 1842(b) (3) of the Sooial Security Act is amended by striking out "for the fiscal year beginning
July 1, 1975," and insertin~ in lieu thereof "for the twelve-month
period beginning on July 1 m any calendar year after 1974".
SEo. 3. (a) The third sentence of section 1842(b) (3) of the Social
Security Act is amended by striking out "prior to the start of the fiscal
year in which the hill is submitted or the request for payment is made"
m clause ( ii) ·and inserting in lieu thereof "prior to the start of the
twelve-month period (beginning July 1 of each year) in which the
hill is submitted or the request for .Payment is made".
(b) The fourth sentence of sect10n 1842(b) (3) of such Act is
amended by striking out "for any fiscal year ·beginning after June 30,
1973," and inserting in lieu thereof "for any twelve-month period
(beginning after June 30, 1973) specified in clause (ii) of such
sentence''.
(c) Section 204 ( 7) of the li'iscal Year Transition Act is amended
by striking out th0 re:f.erence to section 1M2{b) ( 3) of the Social
Security Act.
SEo. 4. The amendments made by sections 2 and 3 of this Act shall
be effective with respect to periods beginning after June 30, 1976;
except that, for the twelve-month period beginning July 1, 1976, the
amendments made by section 3 shall be applicable with respect to
claims filed under part B of title XVIII of the Social Security Act
(after June 30, 1976, and before July 1, 1977) with -a carrier designated pursuant to section 1842 of such Act and processed by such
carrier after the appropriate changes were made pursuant to such
section 3 in the prevailing eharge levels for such twelve-month period
under the third and fourth sentences of section 1842(b) (3) of the
Social Security Act.

Speaker of the Home of Representatives.

Viae President of the United States arul
President of the Senate.

July 19, 197&

FOH Ilil1LviA1!E RELEASL

Office of the Hhite House Press Secretary
~-----------------------------------------------------------

S'I'ATEI•Li~::i.'

BY 'fEE

P~"\LSIDErJ'i'

...,:s._,,e . -;i-:7:.c,,' H.H. 13501, the "l'leJ.icare Extension
Amendments." Altl1ougn this bill -vwuld, for tl1e most part,
simply extend. certain tec.mical provisions of t~1e Medicare
la\J, ot~1er portio:o.s of t~1e bill will increase l·'letlicare
payraents for pnysicians' services above t~1e level recoramenJed
in wy budc;et \dtl10Ut meetinr; tne urz,ent needs of i'~ledicare
beneficiaries awi tax.)ayers. 'lhese cieficiencies in Ir~edicare
b€m.efits can be corre~ted if t~1e Concress will promptly consider ami enact t.1e neeu.et! reforns pPoposed in ny "r·reuicare
Improveraents of 1)'{6" wl1ic11 was subrili tteu in February.
l~ proposal would provide catastrophic protection
at,ainst larr;e meJical bills for all of t~·1e 2j million aced
ana disabled 1</ho are insured by the :1euicare program. '..L'l1ese
beneficiaries would be entitleu to unlioited ~ospital and
~.1.ursing; l1ome care anu. vmuld not ~hiVe to pay a11y costs above
~:;oo per year for hospital and nursinE; hone care and ~2)0
per year for \.J.octors' fees. '.L'his catastrop~1ic protection
would reJuce payr1.ents for :1ospital or physician services for
3 million persons in 1977. r.cne conprel1ensi ve reforms in
t~w "Heuicare Improvements of 19'76" also include noderate
cost-sharine; to encourac,e ecoumJic..ll use of services, and
a limit on Federal reii.ibursemeuts for hospital and physician
services in order to help control health cost inflation.
In total, my proposal would ir.1;n•ove ins u.ra.nce a::;ainst really
larc;e Dedical bills \mile also savinr..: t!1e tax~;ayers :;:.1. 5
billio.!l in fiscal year 1;)77.

The Congress has also recor;nized the nign priority that
must be given to econor::.ies ia t!1e l'le(ticare prosrarn. 1i'he
congressional concurrent budcet resolution for fiscal year
19 77 calls for $300 uillion of net savin££S in l1eJicare.
I a~!l keenly sensitive to t.1e burdens borae by s01!1e of
our eluerly a..ad disabled in ueetin(; t11eir medical expenses.
I believe we shoulu take positive steps to provide better
protection against catas·crop,1ic nealth cost3 and inflation
in nealth costs.
O:oce again, ti:1erefore, I ur:.;e tlle Concress to turn its
attention 'tio raeeti•J.b ti1e real needs of t!.1e ar~~ed and of the
taxpayer .::mu. enact t.n.e "~·1eu.icare Improvements of 19 76" before
it adjourns this year.
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