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United States
General Accounting Office

G A OWashington, D.C. 20548

Human Resources Division DTIC
ELECTE

August 25, 1986 S1
SEP 9 M96

The Honorable William Mayer, M.D.
Assistant Secretary of Defense B
(tlealth Affairs) B

Dear Dr. Mayer:

2-1 We have completed a survey to determine if the Civilian Ilealth and
Medical Program of the Uniformed Services (CIIAMI'US) could better c(on-
tain costs for professional services by adopting two cost containment
techniques used by the Medicare program: a fee schedule for outpatient -

laboratory services and an economic index for physician services. After
analyzing payment records for five states, we estimate that CIIAMI'I "S
could have saved $2.3 million, or 2.4 percent of the professional service
costs spent in those states, if these two techniques had been in effect

COPY during the 6-month period October 1984 through March 1985. Adopting
JNSPECeVO these techniques would increase somewhat the amount paid by many

families using CIIAMPt's-an average of $2.43 per family for laboratory
services and an average of $2.85 per family for physician services for
the 6-month period.

1 c- !r When dependents of active duty personnel, retirees, and dependents of
- -. , . retired and deceased members seek outpatient medical care, they can

*-]either (1) receive the care at no cost at a military hospital or clinic or (2)
go to a private health care provider and be reimbursed under CIAMPIs.

.* -______For outpatient medical care under ('IIAMPIS, each beneficiary pays a
deductible of $50 ($100 maximum per family) each fiscal year. Benefi-
ciaries also share part of the cost of each allowed charge (the charge
most providers in a state have billed for a particular medical service) by

-, : . making a copayment. )ependents of active duty members pay a 20-
percent copayment; other beneficiaries pay 25 percent.

CIIAMPI'S costs for medical care rendered by physician and other pro-
fessional health care providers rose from $282 million in fiscal year
1981 to an estimated $476 million in fiscal year 1985, an increase of
about 69 percent.N

Nor-.

Scope and Methodology We obtained computer tapes of ('IIAMI'( S claims for five states: Cali-
fornia, Florida, Texas, Virginia, and Washington. We selected these _

states primarily because together they account for a significant per-
centage of ('IIANIN's'S costs for professional services-42 percent in cal-
endar year 1984. The tapes we obtained were for claims adjudicated

%% %*Page I (GAO FfRD-86-i 15 Potential Savings for ('HAMPI' 51
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between October 1, 1984, and March 31, 1985, tile latest available
month period at the time we started our fieldwork.

For each of the five states, we

* compared CHAMPUS'S allowed charges for laboratory services with Medi- '
care's allowed charges for the same services,

" compared the rate of increase in allowed charges for )hysician services ,...
between fiscal year 1983 and the first 6 months of fiscal year 1985 with
the increase that would have occurred if C'AMI, 's had begun using the
Medicare economic index in fiscal year 1984, and

" estimated changes in ciitmpus and beneficiary costs if ('IIAMPI'Cs adopted
these two cost containment techniques.

and CHAMPUS, like Medicare before 1984, uses a "reasonable charge" system

for determining maximum allowable charges for laboratory and physi-

Medicare Methods for cian services. Since 1984, Medicare reimburses providers on the basis of

Reimbursement of a fee schedule for laboratory services.

Laboratories and CHAMPUS'S definition of reasonable charges is the lower of (1) the billed

Physicians charge for the service or (2) the amount that equals the 80th percentile
of the previous year's billed charges for similar services in the state.
Medicare defines reasonable charges as the lower of (1) the actual
charge for the service, (2) the amount the physician normally charged :

for the service (the customary charge), or (3) an amount high enough to -':"

cover 75 percent of the customary charges for the service by all physi-
cians in the area (the prevailing charge).

In 1978, the Congress enacted 10 1 T.S.C. 1079(h), which stipulated that
cHAMPus-allowed charges be at least equal to the 90th percentile of cus-
tomary charges' in an area, rather than the 75th percentile used by
Medicare. However, DOD appropriation acts since 1978 have effectively
superseded 10 IT.S.C. 1079(h) by providing that none of the ('IIANMI'I'S

funds shall be available for ". . . reimbursement of any p)hysician or
other authorized individual provider of nedical (arc in ex'cess of t he
80th percentile of the customary charges .. " Thus. not wit hstanding 10
U.S.C. 1079(h), the maximum allowable charges have been established
at the 80th percentile of customary charges every year since 1978.

'Changed from customary to "billed" charges in 1981 by IPibit a% I. 1.7 86
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With the enactment of the Deficit Reduction Act of 1984 (Public Law 98-
369), the Congress directed the Secretary of Health and Human Services
to establish a fee schedule to be used in reimbursement determinations
for clinical laboratory services provided to Medicare beneficiaries. -
According to the legislative history, studies had shown that Medicare,
CHAMPUS, and other government programs were being charged for labo-
ratory services at the retail, rather than a wholesale, rate.

Under the fee schedule, independent laboratories (nonhospital laborato-
ries) and hospital laboratories must bill the Medicare program directly
and accept assignment-Medicare's payment as payment-i n-fu ll-on all
claims. Physicians also may bill Medicare for laboratory tests performed
in their office, but they are not required to accept assignment. These
tests are also paid on the basis of the fee schedule.

The independent laboratory fee schedule amounts are computed at 60
percent of the prevailing charge (an amount that covers 75 percent of
the customary charges for a service in a specific geographical area). On
assigned claims Medicare pays 100 percent of the fee schedule amount.
and the beneficiary is not liable for any payment. On unassigned
claims-which are permitted only for laboratory services performed in
physician offices-Medicare pays 80 percent of the fee schedule amount
after the beneficiary has met the annual $75 deductible. The beneficiary
is responsible for paying the difference between the physician's charge
and Medicare's payment. For hospital outpatient laboratory services.
Medicare's fee schedule amounts are computed at 62 percent of the pre- -. :,
vailing charge. r -

The Social Security Amendments of 1972 (Public Law 92-603) limited -.

increases in allowed charges for physician services under the Medicare
Supplementary Medical Insurance program (Medicare Part 11) to only
those increases resulting from changes in physician office practice and
changes in general wage levels. According to officials at the elalth Care
Financing Administration, this Medicare Economic Index has been effec-
tive in limiting increases in physician fees. In 1971. before the index was
used, Medicare Part 13 reasonable charges were reduced about 11.4 per-
cent. In 1984, using the index, reasonable (harges were reduced 24.9 -

percent. C,

PeG- Rf
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Extending the If CHAMPI'S used the Medicare laboratory fee schedule, most allowed
charges would be lowered and costs would be reduced for laboratory

Laboratory Fee services. In the five states, we examined each of CHAIN-',,s's allowed'

Schedule to CHAMPUS charges for laboratory service that had a comparable Medicare ;llowed .
charge. CHAMPIUS could have saved about $683.00) for the 6 months --

Would Save Money ended March 31, 1985, if Medicare's laboratory fee schedule had been
used.

To estimate what impact a lower allowed charge might have on
CHAMPUS'S payments, we used allowed charges from the Medicare labora-

tory fee schedule to determine what ('lIAMIT S's payment would have
been for laboratory services on actual claims. On all claims from inde-
pendent laboratories and hospitals, we determined ('INlAM l's's potential
payment by using Medicare's reimbursement policy, which calls for
reimbursements at 100 percent of the fee schedule amount. For all other
claims, we followed CtAMPuS's cost-sharing policies-75 percent of
allowed charges for retirees and their dependents and 80 percent for
dependents of active duty members.

As shown in table 1, we estimate CHAMPI S could have saved about
$683,000, or 12.1 percent, in laboratory services costs for five states if
the Medicare laboratory fee schedule had been used during the 6-month
period.

Table 1: Comparison of Charges for
Laboratory Services, October 1984 - Using
March 1985 Using CHAMPUS's Medicare

actual allowed fee Difference
State charges schedule Dollars Percent
California $1 .937.851 $1 629.128 $308,723 159
Florida 1.662.217 1.540.421 121 796 7 3
Texas 1,072.555 968.425 104 130 9 7 -

Virginia 661.894 572.432 89462 135
Washington 300.405 241.404 59,001 196 "" "

.-

Totnal $5,634,922 $4,951,810 $683,112 12.1

If CHAMPUS were to use the Medicare fee schedule, its fiscal ..

intermediaries-contractors that process claims-would no longer ha'e
to develop and maintain allowable charge data for most laboratory seti-
vices. Instead, each year (IIAMI'I'S would have to obtNamt laboratowy fee
schedules from Medicare's 57 Part B carrier areas.

Page 4 (A() tRI)-N6-I 15 Potential Saiig for ('IIAI'I s

.. .. .. . .. .. . .............. . . .. ....



B-223831

Exenin teIf CIIAxNII'vs were to use t he medlicare' 'conoic indehx in (alcillat ing
Extedin theallowable payments for physician serv-ices. amnnual increases in) m1any

MNedicare Economic allowed char ges would be limit ed, and co sts to(( cl.*\MII1 -, for phtysician

Index to CI-AMPIJS services would be reduced. Since 1978., increases inl Medicalr' pe
\,ailing charge lev-els hav'e been limuit ed tot I the iiiciea'se in anl ect n(inli'
index that measures changes inl wage lev-els andi the co st" (Ft ope'ratinug a
physician's office. In the five st ates. we determined (i i:\\wt s's actunal
rate of inc'rease in allowed charges ft r physician services bet weenl fiscal
year 198:3 and tit(w first 6 mont hs of fiscal year' 1985. W~e thlen 'onmpared
the actual increase with what the increase would hav-e been if (-i [AMI' s
had begun using thew index in fiscal year 1984. As shown in table 2. we
estimate that during the 1)-month period, (iiAMPwi-s couild hav-e saved $1.7
million, or 1.8 p~ercent . in physician service costs by using t h . itdex.VI

Table 2: Comparison of Costs for
Physician Services, October 1984 - Costs for physician services
March 1985 Using CHAMPUS's

actual allowed Using Medicare Difference
State charges economic index Dollars Percent I
Calitornia $36 829 259 $36 156 069 ~673 1 §6

Florida 22427889 22210848 _11 7 (-41

Texas 15428283 15224675 LC,3 6(
Virginia 13727099 13456729 73
Washington 4 706 346 4 414 843 291 503-
Total $93,118,876 $91,463,164 $1,655,712 1.8

In future years, the 1)ei(ent age of4 savings tot ('11AM I'! S could 1( be ex pectetd
to increase because use of the index in each si ibsequenvil year %E Ut 1(1 fill*-
ther limit increases inl alloEwedl charges. Savings uinder NMedii are IPart I

demonstrate this patt ern. Foir examp l(e. Me dicares reduict ionE ill reast in-

able charges has grown fro m 11 .4 1pt'eret in 1971 withonut thle index t
24.9 percent in 1984 with thle index. IHealth Ii(are Financing AdlliVii'l-
tion officials tol 011 s I his has occurrecd ma inlv becatls (5'EE it te )l tni

index.

U sing the economic index would require that (I1A11 t.\MIl ttditv\ its e, 1i
of' ainnally uupdat ing prevailing charges for- physicNin St'c\A ices. Inl add-
tittui tot its present mlet hod (If dei'lE(pirig prev'ailinig charges fi lt all
charges mathy1 provider"~ duiruuig a 1 -Ye'ar bast ' t'riot. ( it \NMi'i \E 1111d
have' 1() (ltttIli' %ha 111 t'e pre'vailinig chiarge' WE 1111 he' u I lit Mt'ti-
C('I ('tt0nt Elic indetx, 'The I rt'valitig (hagt I"t(l E ithe h e it hte
It)ve 4w0,u 1 tilt' prt'\ailinlg crg'dt'\t'lt pe'( frirtli all chiarge-, t i he
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data base period or (2) last year's prevailIIng (-Ilargc('Id. aIj)-,I (-(It. Iv the-
Medicare economic index.

Since Cti..MPT 'sS fiscal intermedliaries liai altl In;Il '10-1T ('0

develop prevailing c'harges, these ad~it it naisl s liiil hIi 01 lI' t\ il
difficult or time consuming fo I fiil hem pc~iI I I~ 'rb rh ,I -,. F1 l -1It'
since ('IAMPI S could inpu t andl use thI e pr('valI Ig I If- ;Irge', 6i'\ 1li Iw

under this approach i n t he same mllannler as "idt it IIIcr I l rIIt , ('se~II
CHAIMlPS would not have to milke( any chiiant-' inl its~a 'rlt d1lii
processing system.

Effet o CHA PUS Adopting the Medicare laboratory fee schiedule anid eeoriinlic nlie
would increase somewhat the animtnt Somile tamlilic' 11illo i \Ifl \'I'I ay

Faluies for medical ca- while decreasing the( amount (Ithers,1a IIa I tie ti\ c
states we examined, laboratory service c 1)st s for ab tit 63 lImr elit of thle
CHAMPUS families would have increased. fil average . $2.43 diii tug the 1
month period. Laboratory service costs fIt Ilte relimi i g kaimnic \\- ildt1

have decreased, on average. $ 1.95 (see table 1. 1 ). l'hese ('st inlat's are
ba-sed on the assumption that 'i i.\1tl's. like Mecdicare. p~aid I I Hipercent
of allowable charges onl all claimis firom iii(('pe fliefl labm (at' lri('s, ht 151i-
tals, and all providers %%ho a(ccepted l t.\Nt't s s allow-able (llmrg(s as
payments in full.

By using the Medic'are econoW mic inidex. ph I ysi( ia nSo 'Ix i I(, I )st s h)Ir a lilt

64 percent ofl tWhe(IAMI't * famlilies Wolild have iiicr'ast'ti (III average.
$2.85 during the (;-mon~th period. livsit ian se-" wv cw41s s h r Il1w

remaining families,.Wot id have' (l('cre:ase. t111 a1 Vt ' go'. I 'c ' :1itlt

1.2). These ('st imates assum(' nol change' ill j IrtI (it'5 t14 t 1' ()I*

CHAMP! s allowvable charges as payment iii hill

The actual impact of these alternat ivo' ro'imitrsclt'ii' t cl~l 14 1 If-, (Ill

CHAIMPUs beneficiary c'osts would depenl nrid (I 11()drs, \\illi I gicss If)
accept the lower ('IANIPi' allowaibleCM-LIS;1 charge as p:Ilttiii Ill 1 Whri
providers do nolt accept the (lAttSallttWllhle'olig' as, 1;I\ 111(tilt Ill

full, beneficiaries are responlsible 'ml' tho (Ii teltice ilt \Wityl itilled
amounts and allowNable charges ill ;iddil itni 14)111cao lt';i t~ '.aiI;~ ))I'()-
visions. Any difference in alb iwed cha rg('s t1t ciIalrt I \ 1.\ It i 's
would most likely be passed onl 10 (iit'1I t''l -liel l'f

CHAIUS officials said that plast at lempljts i(ll tl'acrill' Il 1111ii(,iti

prov iders wilfling t o ac'cept the('(' i.l ~i' S ; :1();11~ )i If, IT' aI t 1 Ia Iliiln Inl
full have met with little sutcce(ss. InIH 1,4 III()\ i(Ic't %\ ,v litillit11ig toi



)ft the sit blli I( I -l illils. I i t '441114' n 1)v4 i (it I I I( I II' !.4 I

P~art BI 1)r44)gl.I1fl We( 1~liljl(% to i, w(ept t he If 4\V4'4 Medfi' ir ;ihI Wh~i4
ch r e 414l -1-1 pere nt t I llc 4 1 'silllil e hills il 44 isu;il 1,I! 1!48- 1

CH-A.AMPUS Change 141'4! 4'i4444il''fg8 I\i'S ('Ir1iiii 11i1\'4H eiI
affect4 a(1de(ision (m\\~4' 1'' ( 11145 li('le o)ilps Ilulae 4(I44Alw4' 115cIdllql -

13eing Con'si4iderefd cli1'd( i this r('j44 . The 11i' 'ldmg4 hv4ing~ cm4114111 iml (6 IV '". '44Ira41H If

care' "'at fi14814i~l risk"' t' Y 1 1* N(I Wit'~ Sol h 1 11 ill ti 11 ('( 4)ll l'd4('1 . 114

)III r111c' award'( is 4'X144'14'( smuililill f1 iscal vea' 198'S. \V 4'\141hIi41(1
byx )fficia1Is 44\;i11Yml di44'. 1Il (ml44'1 114101 \'.4i1 li h e c-pireIf4 144 'IIili

P11iIi48r ("111' If1li;I iii (T thati1' wwuil 1)4i1()\ ~~jidc h114 m.1 1(4W--5(141'4 1( To

Commrenits o:f 4'1I.MI'S (411i(1dis il).I-fwd~ I hat a(4 411 g Nl('(11('8142 1;1h444111 ((v fee
schediile and~ vc00040i ili(14' w44il4 r-eduice co)sts. T'llcY 1(1(1Il 11 oxevel..

CHAMPUS Officials t hat I he'he0)pp(4s411 to4 I hl' ea'rs hec;Iliise I lieV \U 4111(1 1im'r('as4 bell-

~31I~ll ~I~L~III~ '\T eVV'Sefi('ihIUv (4S 11'llv also4 staI h1 ihml i I he MP '4 11\N 14' illrlilig bieing

A\S diiscussed' fill pahge' h. t1ihe t'i Il(Ii I i1J Il4p1 (4t1 I 114 I Wp1-t r1114'i1l fit

I )e e,'s mf414 4141 41 441' \14'41i4 (1re45 % 1 (.()" 445 (4 111 t41l tI 1 11 I(,' fill

Il\ilis i)4'114'i4'ia1i4's %\\4mI141 he4 l'4:11 1\ (,].\ sIllalII it Ito 1 1 '44(,4I I (.lIr

p)44\141('l' hI444IJvl I I i vi In Ss 4'4'11114111'5'lilel l j11 it14 s IflllII1 (114w I4' 14)1

(1('4'ihll sign li ficanti 1.

t, I he~ 141'( )445411 I 1 I S- res nl I ri wl illm it1 i;41 vf is I11l4;41el04411I1I41. I I it

I )epartllenl *s adoptim (4)F I4 licse te11Uliiqus ii I I if

bel)4 se114 t he ('(lit !'h1(t(4 wm'4)iho.1)4 re4spmjii 1*, I1144 1-' i4 Ill ~c'l144'Iit
11421111 car ('hl )4viders. Illait8(11m4(. cmleell.I'arh4. m( fli 1541e4li-

('ihil' (.()St S l d1( lW(4144 04(4(41 l)4'4 llst' moist5 . it' l4i i i ;11 1 ' 44 ( mild h

pnOvide1 at littIle. it' aln .(" Ios 144 Neficiaries Ill I114' f4441 1it i4 rt44411'",4I41'\~l
114'di~lIehl'4 4411 (''S.11 ) ve'\'1 I hie pla 4 lhIe41 O !1444i I'll 1Th21,- 4i \4 ' .i

114814.ica can, center".14444i'1411 1511 4hl 8. 14lt 411 \14 .hit

Igs ~h'h~hh is anto(vu I441'lrit 14444141 .\emV lit' s. 14 1 ti '-'14l ";I\

II~ t 04' 44e 1M )('4'lit ep s' s d11111' Ii wl44444414 11 144s r i ;illw I ll I\ 4441
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report If, however, such provision s are not included annually ini the
appropriation acts, the 90th percentile requirement of II 9(h
would need to be amended or revoked.

Recommnendations ~We recommend t ht you take the necessary act ion to ado)t
R the Medicare laboratory fee schedule and associa;id reimbursenment

practices as the basis for reimbursing providers tor laborato y s('r\i( "s
under ('IAMI'Ts and

* the Medicare economic index method of limiting increases in alh )wc(

charges for physician services.

We would like to be informed of the actions Voii plan it take as a resull
of our report

Sincerely yours.

James F. Walsh
Group Director

(,o 1R 4611- h te ia s Pf~j 1 %1-'l%



Pago M HM so Ir



Appendix I

Laboratory and Physician Costs for
CHAMPUS Families

Table 1.1: Laboratory Costs for
CHAMPUS Families, October 1984 - Average family costs
March 1985 Using Increase/decrease

CHAMPUS Using using Medicare fee
actual allowed laboratory fee schedule

Total families charges schedule Amount Percent
Families with increased costs

; .. , I ,4 " H4 '; -:4 4,

4,, .1t11 11 -4 '44!=,=

,^, :. " '. 9619 10 63 7," j 4

Total 122,913 ;10( ,30 -

Families with decreased costs

*ta 4' H 1 ! 5 7 ... 4

Total 73,758 .3-4 "

Table 1.2: Physician Costs for
CHAMPUS Families, October 1984 - Average family costs
March 1985 Using Using Increase/decrease

CHAMPUS Medicare using Medicare - -
actual allowed economic economic index

Total families charges index Amount Percent
Families with increased costs

, R H,r 7 4 169 -, ' 13 6 ..

1: 71 6-' 19,'

Total 126,748 1,6f-2 3

Families with decreased costs

Total 69,930 ,-.

Va ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ o g" 10 V)11)4 - 1f'111 a 'Il
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