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INTRODUCTION

Recently, social and economic problems have come to 

the attention of many Americans. Of great concern have become 

such topics as, Head Start, War-On-Poverty, Urban Renewal, 

the Jobs Corps, to mention a few. One such program is 

Medicare, and my purpose is to discuss general aspects of the 

MeJlx̂ cu-e PxuyicmL cuid Lu answer1 the following quesrtuns spool-- 

Sie-ally:

What is Medicare intended to do?

. How does the Medicare system work?

• What are some notable socio-economic effects 

of Medicare?

z"4 . What are some possible outlooks for Medicare 

in the future?

S. How well has Medicare theory been applied to 

the practical situation?

The total Medicare system of rules, formalities, social 

implications, congressional juggling, and economic allocation, 

presents a challenge of great concern to our political leaders 

of today. As our government becomes more involved in social

1
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problems, planning and organizing become a necessary govern

mental function. A program of the magnitude of Medicare, 

^affecting 2f)r"ffli'llio''!l"_cyf"o\xr' older—cibiẑ ens-) is an ambitious 

task for any political unit.

needs, Congress saw that many older citizens were not receiving 

the health care they required or deserved. In 19-6-l->— a-Corrfbfence 

on-Agirrg was held in Washingtony- Bv' C . The Conference was 

composed o-f— 2.-y-&0Q delegates -representing 53 states and terri

tories^— JThe--Corv£erence 1 s recommendations as to health and 

medical carS~~were ̂ as^folTows :

Licensing laws must be adequate to protect the 
public and must be rigorously enforced.

ability of states to finance public assistance 
medical care programs - need for Federal legis
lation of medical assistance for the aged. ̂
Medicare was passed into law July 30, 1965, in partial

answer to the recommendations suggested by the White House 

Conference on Aging. The Medicare law as any other piece of 

legislation required many compromises. Many opposing factions

Care - Section 5, 11 The Nation and Its Older People, 1961, 
U. S. Dept. of Health, Education and Welfare, Washington, 
D . C ., p . 151.

As part of its general look at the country's social

Orderly planning of facilitres in local areas.

Health and Medical Care, Including Institutional
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had to be wooed and appeased to get the bill passed. This 

fact contributed to earL y difficulties in administration of 

the Medicare Program. The second difficulty arises from the 

fact that the program is administered by the Government, and 

requires a "100 per cent audit." Costs must be closely veri

fied with bureaucracy and red tape as the dominant features.

A third and unavoidable difficulty is the aspect of newness. 

Any new program, organization, process, or set of variables is 

going to encounter many unforeseen consequences. But only in 

the real world of practice will planning gaps be exposed.

Two of these problem areas are in the process of being 

solved. The third area is somewhat behind, but the solution 

is forthcoming. The people who were appeased in order to get 

the legislation passed are finding that the program is being 

administered in a much different way than they would like.

For example, many doctors felt that Medicare payments would be 

made merely as they prescribed them. As it turns out the medi

cal staff of the Fiscal Intermediary has the final say as to 

who is eligible for benefits. The initial problems will 

disperse with the passage of time and the improvement of the 

analytical skills of the Social Security Administration and 

Intermediary staff. The Government agency problem and the 100
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per cent audit will probably be the last to be solved. The 

problem is embedded in the generally held distributive fallacy. 2 

The fallacy assumes that as Government takes over a particular 

social need (Medicare), the services become "free." The parties 

involved - patients, doctors, hospitals, and extended care 

facilities - all want their share of the "free" money. When 

they realize this money is not free and that efficiency leads 

to more resources for all, the need for the 1 0 0 per cent audit 

may be eliminated.

This study will deal primarily with the Extended Care

Facility (ECF). The ECF is a type of nursing home that offers

its patients a required amount of skilled nursing care.

An extended care facility is an institution 
(or distinct part of an institution) such as 
a skilled nursing home or rehabilitation 
center, which has a transfer agreement in 
effect wit^ one or more participating 
hospitals.

In order that payment may be made for post-hospital 

extended care services, the individual must have been in a * 3

Peter F . Drucker, The Age of Discontinuity (New 
York: Harper and Row, 1969), p. 215.

3
Extended Care Facility Manual - HIM 12, (Washington 

D. C .: Government Printing Office, 1967), p. 13.
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hospital for three consecutive days and must have transferred 

to an ECF within 14 days after leaving the hospital.

A Medicare beneficiary is entitled to 100 days of ECF 

care for each "spell of illness." (A new spell of illness 

must be separated by a 60-day period of no illness. ) 4 Twenty 

days of care are fully paid by Medicare. The beneficiary pays 

$5 per day ($5.50 in '69; $6.50 in '70) for the remaining 80 

days of care.̂

Medical care in a hospital and ECF comes under Part A 

of the Medicare Program. Part B of Medicare (the supplementary 

health insurance plan) helps pay for such things as doctor 

bills, home health units, drugs, X-rays, ambulance service, 

braces and artificial limbs. Coverage under Part A is free to 

all citizens 65 or older. Part B costs the beneficiary a $3 

per month premium initially and is now $5.30 per month. 6

4Ibid., p. 2 1 .
5Ibid., p. 63. 
Ibid., pp. 5b, 6 .



CHAPTER I.

MEDICARE - ITS PLACE AMONG OTHER 
GOVERNMENTAL PROGRAMS

The Health,Education and Welfare Department 

Medicare comes under the guidance of the Social Secur- 

ity Administration which is a branch of the Health, Education 

and Welfare Department. The organizational chart of the 

concerned organization is diagrammed in Figure 1.

Objectives Proposed by Congress 

Medicare came into being under Title XVIII of the 

Social Security Act (1965) Public Law 89—97. Some important 

features of the Act are its initial qualifying statements.

1. Forbidding any federal officer from exercising 
supervision of control of any participating 
facility.

2. Guarantee of the patient's right to obtain 
health services in any participating facility.

3. Option of the covered individual to obtain 
any other health insurance coverage. 7

People 65 and older were finding it very hard to pay
7 .T-l.t-lfl XVIII of the Social Security Act - EL_ 89-97 

(Washington, D . C .: Government Printing Office, 1965), p . 4~~~

6
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FIGURE 1.

ORGANIZATIONAL CHART 
OF THE

MEDICARE SYSTEM

PRESIDENT

SECRETARY OF HEALTH, 
EDUCATION AND WELFARE

-A■

Source : Prepared by Writer
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f°r the required health services with their retirement incomes

Medical care prices were increasing rapidly, and the fixed

budgets of many of our older citizens were not sufficient to

pay for the needed medical services.

The Commissioner of Social Security, Robert M. Ball,

made reference to the goals of the Medicare Program in his

statement before the Senate Finance Committee.

First, however, let me remind you of the general 
setting in which the Medicare Program operates. 
Medicare came into being in response to the basic 
dilemma that faced older people and private 
insurers in attempting to provide protection 
against the cost of medical care in later life.
The fundamental dilemma was that older people 
have a need for much more medical care than the 
average younger person and yet incomes are much 
lower. Consequently, they could not afford, in 
old age, to pay a premium high enough to cover 
the cost of care. 8

Structure of the Medicare System 

The medical services that would be required by our 

older citizens were to be provided by the currently existing 

medical care industry. The Federal Government would make 

payments to hospitals, extended care facilities, home health 

agencies and other providers of health services on the basis

Q
Robert M. Ball, "Statement Before the Senate Finance 

Committee (Washington, D . C .: Bureau of Health Insurance 
Pubs., 1969), p. 2.
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of the cost of the services provided. The payments are made 

to providers through intermediar Blue Cross and

to what type of sickness would qualify the elderly for Medicare 

payments. Many aged, and young people as well, thought the 

Federal Government would pay for all types of care in any 

nursing home; however, this was far from the truth. The 

Medicare Program was designed to pay for illnesses requiring 

skilled medical attention and would not cover custodial care 

in a nursing home.

administration of the program, as laws are handed down to it 

through Congress. The SSA controls the actions of the fiscal 

intermediaries through Health Insurance Manuals, Regulations,

and Intermediary letters. __AU— procedural manual s— are.subject

. tQ- Xev-i-s-ion-s which—occur— f-requen-t 1 y .

The Health Insurance Manuals and Regulations contain 

the policy and procedures on such things as requirements for

Intermediaries Administer Part A services and Carriers Part B.

Blue Shield, Aetna, Travelers/^and others.and others.

The basic design of the administration tff the 
prb~grc£m~-has. be en to lodge the Federal respon
sibility in t Security Administration
but to rely for the determination of 'reasonable 
costs' and charges, and for bill-paying and 
reimbursement on intermediaries and carriers.®

When Medicare was enacted there was some confusion as

The Social Security Administration (SSA) controls the

®Bal1, Senate Finance Committee Hearings, pp. 2-3.
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certification, and accounting for the Medicare Program. The- 

manuaj.a.„axe—designed to help -the intermediary know what type 

of facilities are qualified to receive Medicare patients and

what type, of cost reporting is permissible to the facility.

The manuals, procedures and regulations are written 

in minute detail. The how-to-do of Medicare is presented to 

the provider and intermediary as well. The new regulations 

caused a great deal of difficulty when the program was first 

initiated. A complete new set of concepts was issued to pro

vider and intermediaries^^The burden of paperwork was passed 

down the line from the SSA to the intermediary and finally to 

the provider or his accountant. The paperwork problem was 

one of the first complaints about the Medicare Program

The intermediary was to carry the brunt of administering 

the program. Dluu Crnsry and.Blue Shield plans are the biggest

-supplier-of' intermediary services under the'Medicare program. 10  

Their structure was tailor-made for- administering the program, 

since - many of their present-health plans were administered 

much__the same way as Medicare. Other health insurance companies

1 0J. W. Castellucci, "Blue Shield Officials Urge 
Efforts to Curb Abuses of Medicare," Insurance. August 30, 
1969, p. 29.
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were contracted with to assume the role of the fiscal inter

mediary..Travelers, Aetna, and Mutual of Omaha assumed the

role of intermediaries . -*-1

The intermediaries received the burdensome task of 

dealing with a host of individual providers, dictating Social 

Security regulations, and at the same time trying to maintain 

a good company image. Since Medicare was only a small part of 

their total insurance programs, most intermediaries were 

greatly concerned about their public relations in administer

ing Medicare. Many times when the intermediary felt it should

take strong measures against a provider it was reminded of the
\need to maintain goodwill toward the company. This is one 

particular area of weakness in the program. The intermediary 

would be able to deal more effectively with some providers if 

they were allowed the luxury of ignoring the bad publicity that 
may result.

Another effect of the need tef maintain the image is 

what can be called the ."peeking order effect." With the 

company's image in mind the intermediary will try to satisfy *

Arthur E. Hess, "Medicare's Early Months: A
Program Roundup," Social Security Bulletin, Julyl967, p. 4 .
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the person who is "screaming the loudest." This is unfair 

to the p#w*der who is complaining less and may be offering 

better medical care to his patients.

Proper accounting is essential for intermediaries to 

administer Medicare to the participating hospitals and ECFs. 

Some of the larger hospitals bypass the fiscal intermediary 

and report directly to the SSA. Their accounts are audited 

by the SSA audit staff.

The fiscal intermediaries12 have their own staff of 

auditors to perform "home office" as well as "field" audits. 

The intermediary may contract for the services of independent 

public accountants. The intermediaries contract with local 

or national public accounting firms to perform audits on 

selected ECFs. In the early stages of accounting for the 

program it was also inferred that the participating homes' 

accountant could be called upon (hired) by the fiscal inter

mediary to submit an audit of the home, and that this report 

would be an acceptable basis for making reimbursement to the 
provider.

12^Mutual of Omaha in particular.
William Freitag, "A Status Report on Medicare," 

Journal of Accountancy, July 1967, p. 27.
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The American Institute of Certified Public Accountants'

Committee on Cost Reporting had this to say about enforcing

the Social Security Guidelines:

It has further been the position of the committee 
that independent auditors cannot determine what 
is or is not reasonable, but that they can report 
on the fairness of the reasonable cost in terms 
of the rules established by governmental agencies.

Next in the structural pattern of the Medicare system

is the provider of services. In the case of this study the

provider we are dealing with is the Extended Care Facility

(ECF). The ECF became eligible to receive Medicare patients

on January 1, 1967, just six months after Medicare became

effective for hospitals.

The Social Security Administration saw a need for 

such care (the nursing home) and realized it was a good way 

to release acute hospital beds.

Benefits for Extended Care Services following 
hospitalization became available on January 1 ,
1967, to persons enrolled in the Health Insurance 
Program under the Social Security Act. The 
Extended Care benefit is designed primarily 
for persons recently discharged from the hospital 
who continue to need full time skilled nursing 
care for a relatively short duration. The benefits

14Ibid., p . 27
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do not cover custodial care provided in nursing
and residential homes.-1-5

There are basically three types of extended care 

facilities. 1 6 The ECF that is entirely certified, the nursing 

home with an extended care unit (one wing or a stated number 

of beds), or an extended care unit of a hospital.

In the first type of facility, a Medicare patient 

could be eligible to receive payment (provided other require

ments were met) if he occupied a bed in any part of the 

facility. In other words, this facility can offer the required 

level of care to a patient no matter what bed in the facility 

he may occupy.

Many administrators feel there is a cost advantage 

to operating the facility with "Distinct Part Certification." 

Part of the facility offers only minimal nursing service, 

enough to pass State standards and be called a nursing home.

The distinct part which would qualify to care for Medicare 

patients would offer considerably more nursing service. The 

cost savings arise by allocating a greater share of the costs 

to the distinct part and thereby increasing the cost of

"*"5D . Allen, "Health Insurance for the Aged: Partici
pating Extended Care Facilities," Social Security Bulletin. 
June, 19^7, p. 3.

Appendix A shows a copy of the contract between the 
SSA and the extended care facility.
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operating the distinct part, which in turn would increase 

reimbursement under Medicare.

The extended care unit of a hospital is a mix between 

a hospital and ECF. It is more closely related to the hospital 

since it is a physical part of the hospital. The cost of care 

in an extended care unit of a hospital is much higher than 

the ordinary ECF since its total overhead is the same as that 

of a hospital.

Since the passage of Medicare there has been an 

increasing need for nursing homes throughout the country.

About forty per cent of the existing licensed homes have been 

built within the last five years. 1 7 There seems to be a 

relative ease in financing the new homes. Latest estimates 

show that 70 to 90 per cent of the assets are debt financed. 18  

However, the low equity reflects low Medicare reimbursement, 

specifically in the return on equity calculation.

A trend has also developed toward chain ownership of 

homes. Most of the major chains have gone public with their 

stock. 1 9 Complicated Medicare regulations have made the

17 "Nursing Homes Offer an Investment Lure; Medicare 
Expected to Spark Nursing Home Boom," Business Week, July 23, 
1966, pp, 113-4.

~7 Ibid. p. 114.
1 9Ibid. p. 114.
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nursing home business unpopular and unprofitable to many.

Older nursing homes with antiquated accounting systems have 

become a most vulnerable target for the chain buyers. One 

particular chain offers the use of its name, goodwill, and 

management services in return for a yearly management fee.

In this particular case the chain was a type of franchise 

operation. The franchise type operation gives the individual 

owner the advantages of more sophisticated management informa

tion, while the owner retains personal contact with the 
patients. 2 0

The advantages of chain ownership are much the same 

as the advantages of any large-scale organization. Better 

accounting and managerial information systems can be obtained 

since the volume of data from many homes can cover the cost 

of more expensive accounting and other information control 

equipment. More expenditures can be made on marketing and 

selling functions since they will be applied to a larger 

organization.

One particular chain of homes under the franchise 
structure is known to charge 1% of gross receipts as manage
ment fee .



CHAPTER II

GENERAL CONSENSUS AND FEEDBACK 
REGARDING MEDICARE

There has been much written concerning Medicare. The 

press and other news media have raised many interesting points 

about the Program. The questions, and discussion of the pro

gram, act as a feedback mechanism to the Medicare planners. 

This chapter will discuss some of the more prominent effects 

of the Medicare Program, which have brought about a great 

deal of public discussion.

Positive Effects

Medicare was intended as an answer to economic and 

health needs of our older people. The beneficiary has been 

the primary interest of the SSA since thh program was first 

started. Many improvements in health care have taken place 

that may be attributable to Medicare.

When Medicare first came into being (for the nursing 

home) the general consensus was that there would be a mass 

rush of old people to the nursing home. What actually took

17
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place was far different from what had been expected. When 

it was brought to the public attention that Medicare payments 

were only being made where skilled nursing care was required, 

many dull dingy nursing homes turned into more efficient 

facilities offering higher^levels of care. Nursing homes 

could foresee Medicare as a way of life and in most cases were

to abide by the Federal standards of Medicare. Generally 

these standards included a high level of nursing care, a 

Registered Nurse on duty at all times, inspection by State 

licensing authority, and" ill spec Liun- by -the

to insure effectiveness in health care allocation. 

The Utilization Review Plan under Medicare has elimi

nated the use of an acute hospital bed yhen the patient could
Cv a  J jJ  ¿ti£

be cared for in an ECF. Utilization Review has taken a 

patient out of the ECF when his medical needs could be met by 

home health agency treatments. Medicare has helped release

the pressure on the hospital by increasing the level of care 

in the EC1* , ; and decreasing the cost of these services. Figure 2 

gives an indication of the average cost per patient day in 

selected hospitals. Medicare has given rise to a new industry: 

the ECF to care for our elderly.

21A sample Utilization Review Plan is shown in Appendix B.
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FIGURE 2

AVERAGE COST OF PATIENT CARE 
IN SELECTED HOSPITALS

1965 1965 1970 1970
Total
Cost

Cost Per 
Dav

Total
Cost

Cost
Per Dav

Rockford Memorial 
Rockford, 111.
(7 days)

$274 $39 $490 $70

Maricopa County 
Phoenix, Arizona 
(9% days)

320 34 524 55

Iowa Methodist 
Des Moines, Iowa 
(9 days)

327 36 528 59

Parkland, Dallas, 
Tex. (8% days) 303 36 684 80
Baptist, Nashville, 
Tenn. (7% days) 378 50 6 8 6 91
Harborville, Seattle, 
Wash. (8% days) 385 45 738 87
Yale, New Haven, 
Conn. (10 days) 543 54 940 94
John 1s Hopkins, 
Baltimore, Md.

. (1 0% days)
513 49 998 95

Source : James R . Polii, "Sick or Well, Everybody Pays the Bill," 
Washington Associated Press, Omaha World Herald,
March 30, 1970, p. 12.
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Medicare has made available health care to many who

could not afford it or who were too proud to go to a "charity 

clinic." Many doctors are more willing to treat an older 

patient now that there is some assurance that the bill will 

be paid.

These areas have received the most attention and concern of 

interested parties. The problem thus far that outweighs all 

others is the health costs problem. The problem caused by an 

increase in health care needs on an already overworked health 

care system. This is not to say that Medicare is the only 

reason or main factor in the rising health costs. The problem 

is that Medicare must secure its health services in this high 

cost industry.

In part the Medicare and Medicaid Programs are 
victims of their own successes in providing 
services to the poor and elderly. By giving 
millions of people access to health services 
of their choice for the first time, the Programs 
increased the nationwide demand for medical 
care - at a time when neither manpower nor

Adverse Effects

The Program has its drawbacks, and problem areas.

facilities were adequate to meet the needs.2"

"The High Cost of Health," Newsweek, July 14, 1969,22
p. 61.
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The rising health costs are giving indication to 

Congress that a national health insurance system may be 

needed. This proposal is complicated by the fact that the 

present Medicare Program is causing budgetary problems.

The bulk of the increased costs of health care is due 

to rises in hospital costs. Eigurre 3 ■sh-owe—-the rapid rise in 

tbe—M<_-diucil C-os-fe—Iftdex-. Hospital costs are rising because of 

a number of factors. Workers are demanding higher pay; their 

demands cannot be ignored because there is a shortage of workers 

in the health care industry. Hospitals are buying new expen

sive equipment to keep up with changes in medical technology, 

heart and kidney machines) .

Doctors' fees have also been on the rise. Doctors 

claim they have been caught in a bind. The general inflated 

economy and the increased cost of nurses and aids demand that 

doctors raise rates to keep ahead of the increased costs.

There is speculation that many doctors charge the maximum rate 

that health insurance companies will bear. Dr. William A.

Nolan, Litchfield, Minnesota, explains the situation rather 
well:

Before Medicare the elderly might not have been 
getting enough medical care, and the medical 
profession was not being adequately compensated
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FIGURE 3

MEDICAL COST INDEX

1970

1 * • " M  Drugs & Prescriptions _.....„ Medical Care
Physicians Fees _____^ Hospital Charges

(semi-private room)
• «a»,«®».«»«.Hospital Daily Service Charges

Source: Handbook of Labor Statistics & Monthly Labor Review,
May 1970, U.S. Department of Labor (U.S. Government 
Printing Office, Washington, D . C.) p . 297 (Hb of L.S.) 
pp. 116-17 (Monthly Labor Review).
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for the care it did provide. Now the pendulum 
has swung the other way. The Medicare patients 
are being overhospitalized and overtreated. 
Correspondingly the medical profession is and 
will be far more expensive than it should be.
Patients, hospitals, administrators and doctors - 
like most other people - function on the premise 
that the Government's money is nobody's money.̂ 3

The financial and budgetary problems are also of great

concern to our Medicare administrators. Medicare is costing

much more than Congress had anticipated. -"TEf is estimaTted-tEat 

the Medicare cost overrun will be $216 billion over the next
-M? : _...

25 years. The cost overrun appeals to be an actuarial 

blunder. The Health, Education and Welfare Department has 

initiated policies to tighten up on costs and increase health 

insurance premiums to make up the deficit.

-----1-------
Coming Changes m  Medicare: Good and Bad of 

Medicare, A Sampling of Views and Experiences," EL_ S^ News and 
World Report, July 31, 1967. pp. 52-3.

JHea.rincfS before the Committee on Finance, United 
States Senate, (Washington, D . C ., U . S. Government Printing 
Office, Feb. 25, 26, 1970), p. 51.



CHAPTER III.

NEW PROPOSALS

The question arises, what can be done to counteract 

the spiraling increases in health care costs? One of the most 

progressive proposals to come up is a Part C of Medicare, which 

would provide for prepaid group health plans. The aspect of 

group practice seems to be a very promising method of decreasing 

health care costs.

Prepaid group plans offer many more services 
than those covered by the present hospital 
and medical insurance of Medicare (Parts A and 
B), including preventive care such as periodic 
examinations and immunization shots . ̂ 5

The details of Part C are still to be worked out, 

but the general thinking is that the plan will mean significant 

cost saving as a result of group practice —  where doctors 

share overhead costs. The basic plan would require that doc

tors contract to work for a flat annual fee for each patient 

under their care. The financial incentive for doctors to 

over-treat the patient would be eliminated. 25

25 "Medical Inflation goes Under the Knife," Business 
Week, April 4, 1970, p. 26.

24
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The new plan would be an incentive for doctors to 

organize effectively. This would enable Medicare to obtain 

the services v/ith lower costs, and at the same time create a 

greater return to the doctors as a result of more efficient 

use of their facilities (offices, clinics, secretaries, nurses, 

and equipment).

The American Medical Association has thus far 
taken no stand on the proposal. But the goal 
of encouraging the development of alternate 
health delivery methods while maintaining the 
individual's right of selection has already 
won the praise of the Blue Cross Association. 26

The plan seems to emphasize the fact that we may not

need a larger health care system, but what we need is more

effective organization of the one we have. Organization of

health care is too important to be left up to doctors only.

Other proposals are being aimed at cost as a basis

for payment. It has been suggested that providers of health

care services are being rewarded for inefficiency and high

costs. There is no incentive for them to provide a high level

of care at low costs.

The Commissioner of the Social Security Administration 

at recent Senate Finance Committee hearings (July 1, 1969,

26Ibid., p. 27.



26

Washington, D . C.) proposed that providers offering the same 

level of care at a substantially lower rate be rewarded by 

increased Medicare reimbursement while those providers with 

higher than normal cost be penalized and encouraged to lower 

their costs.

The proposal could include a set rate for each type 

of care in each geographical area. The rate being established 

by surveys of health care costs in the area. Any cost over 

and above the given rate would require verification before 

payment could be made.

Other proposals suggested at Senate Finance Committee 

hearings include: limit reimbursement (depreciation expense 

specifically) to those capital expenditures which are directed 

toward local or regional plans for health care facilities.

This would discourage the duplication of health care facili

ties in the sarnie region.

Intermediaries are in the process of collecting 

information on charges and cost of health care facilities, 

and physicians. When this data is organized, a pattern of 

reasonable charges can be applied to physicians who have been 

guilty of fraud under the program. With the statistical data 

to back up charging patterns in the area, a physician or nursing 

home who continually overcharges can be dealt with effectively.



PART II.

CASE STUDIES

Theoreticians develop complicated formulas from 

abstract concepts, but they keep themselves removed from the 

practical situation to which their theory must be applied.

What is often overlooked, by the Medicare theory maker, is the 

practitioner struggling to provide health care to the aged. 

While the politicians, accountants, and professors are creating 

new theory, the administrator is out in the world trying to 

apply these concepts to a practical situation. A consideration 

of practical application is a necessity if theory is to be 

useful and effective.

The cases presented are an attempt to bring practice 

a little closer to theory. The cases should serve to clarify 

the point that the system is new, and that many parts must be 

smoothed out through cooperation and effort on the part of 

the administrators and officials of the regulating bodies.
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CHAPTER IV.

BRIARWOOD

This nursing home came into the program on January 1, 

1967 (the earliest possible date to enter). It was one of 

the first nursing homes in the State to be certified to parti

cipate in the Medicare Program. The regional office of the 

Health, Education and Welfare Department in Kansas City 

approved the certification of the home.

Briarwood has 60 beds with 16 beds in the extended 

care part of the home. You will remember that Medicare pay

ments can only be made to a nursing home classified as an ECF 

or a nursing home with an extended care wing. This adminis

trator (Mr. Earl) felt that he could not afford the 24 hour 

skilled nursing service in the entire home; therefore, he 

chose the 16 bed distinct part.

It was initially decided that Briarwood should be 

paid $10 per day to cover the cost of caring for each Medicare 

patient. This rate was an approximation of the average cost 

that would be incurred by the facility during the year. This
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rate was subject to adjustment if there were indications that 

the cost projections were wrong. If the home could prove their 

cost for caring for patients was higher (by submitting finan

cial statements) then the rate would be raised. It was requested 

on April 24, 1967, that the interim rate be raised to $12 to 

cover the extra costs of drugs and physical therapy (ancillary 

items) that were incurred by Medicare patients.

The home was operated as a corporation. Mr. Earl and 

his wife were the sole owners of the organization. The 

administrator's wife acts as secretary-treasurer to the cor

poration .

During 1967 the management of Briarwood was able to 

keep 93% of their beds occupied at all times. During the 

year it was estimated that 1 0% of all patients would be eligi

ble for Medicare payments. Briarwood, as many other nursing 

homes, was experimenting with Medicare. The management 

believed there would be sufficient revenue from Medicare, 

but they were still somewhat skeptical about all these new 

regulations.

Mr. Ear1 was probably more receptive to Medicare than 

many administrators. He had been educated in Germany, a 

country with an extensive national health program. His
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formal training included a degree in hospital administration 

from the University of Frankfurt.

Beside the regular custodial care and skilled nursing 

care, Briarwood offered the services of several outside consul

tants. An activity therapist or social worker was employed 

at $9 per visit. The services of a speech therapist were 

also available at $10 per visit. A dietician consulted 

monthly at a rate of $10 per month. Mr. Earl felt that the 

extra services were required to offer am effective combination 

of services to his patients.

Regular meetings of the Utilization Review Board were 

scheduled beginning at the time Mr. Earl decided to participate 

in the Medicare Program. 27 The committee is composed of three 

doctors, the administrator, and the head nurse. The function 

of the committee is to insure that beneficiaries of Medicare 

are actually in need of the care provided in an extended care 

facility. It was decided that the Utilization Review Board 

would meet monthly.

One of the first benefits Mr.Earl was able to receive 

from Medicare was an interest-free loan called "Current

27Appendix B is a sample of one provider's Utilization 
Review Plan.
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Financing." The amount available to each particular home is 

determined by the dollar amount of their average monthly Medi

care patient costs. Mr. Earl was required to submit billings 

each month for each patient collecting Medicare. On this 

billing form (SSA Form 1453) Mr.Earl would enter his charges 

and also his costs.

Mr. Earl was very happy to take advantage of the

current financing funds. He submitted this letter to his

fiscal intermediary requesting the funds:

Thank you for your letter dated March 5, 1967, 
advising us of the $1,531 in current financing 
funds available to Briarwood Nursing Home, Inc.

We would like to take advantage of those funds.
Please mail us at your earliest convenience, 
your check for this amount.

Mr. Earl understood that he may be asked to refund 

some of these funds if he should begin to have fewer Medicare 

patients. He continued to send monthly bills for all patients 

receiving Medicare. Each bill was paid at the rate of $10 per 

day. At the end of the year it became necessary for Mr. Earl 

to file the formal statements from the Social Security Admin

istration called, "Statements of Reimbursable Costs" (SSA

28A Method of Determining the Current Financing 
Amount is shown in Appendix C.
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Forms 1750 and 1751). Briefly, these statements are a series 

of forms analogus to a balance sheet and income statement.

The statements are to summarize Briarwood1s costs for the year.

The first set of statements covered the period 1/1/67 

to 12/31/67. Mr. Earl had a chance to compute his actual costs 

for the year and be reimbursed for the amount by which his 

actual costs exceed his interim payments based on the $ 1 0 rate.

Summary of Financial Condition 
Briarwood Nursing Home, Inc.

For the Year Ended December 31, 1967

E X H I B I T  A

ASSETS 1/1/67 12/31/67

Assets of the corporation....... $ 36,757 $ 38,936
Land and Building (Assets of the 
Proprietorship, Mr. & Mrs. Earl, 
Owners)......................... 89,178 103,100

LIABILITIES
$125,935 $142,036

Liabilities (Corporation and 
Proprietorship)................. $ 9,131 $ 6,754

CAPITAL

Equity (Corporation and 
Proprietorship)................. 116,804 135,285

$142,036$125,935
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E X H I B I T  B

Briarwood Nursing Horae, Inc.
Calculation of Return on Equity 

December 31, 1967

Average Equity for the Period..................  $133,688

Apply Rate of Return 7.438%....................  9,944

Apportion to Medicare patients* 1 2 3 4 use of
the facility - Medicare return on Equity.... 1,922

Several significant points were noted on Mr. Earl's 

statements of Reimbursable Costs:

1. The average cost per patient day was $12.57 

(total expenses/patient days).

2. About 82.55% of the beds in the facility were 

filled throughout the year.

3. Only the cost of maintaining the building is 

allowed as expense i.e. no income can be earned

by the proprietorship owning the land and building.

4. Since the average cost of $12.57 is higher than the 

interim rate of $1 0 , an additional amount of $4,890 

was due Mr. Earl.

It was decided by the fiscal intermediary that there 

should be an audit at Briarwood to verify the costs claimed by



34

Mr. Earl. The staff auditors of the intermediary conducted a 

full scope audit at the facility. The audit included such 

checks as analysis of internal control, verification of 

depreciation methods, and detailed examination of patient logs 

to determine charges and cost of both Medicare and non-Medicare 

patients.

The most substantial finding of the audit was a 

misapplication of charges. Mr. Earl had failed to enter charges 

for all patients at the same rate. The ratio of charges (non- 

Medicare to Medicare) is a basis for determining Medicare costs. 

This ratio, applied to total cost gives Medicare's share of 

total costs. It is therefore important that these charges 

be reported accurately. The net result of properly stating 

charges plus other minor adjustments lowered the amount due 

Mr. Earl to $4,000.

Mr. Earl prepared a similar set of statements for 1968. 

His average per diem costs had increased to $13.38. Mr.Earl 

stated the increased costs was a result of a combination of 

factors. Higher costs of nursing help, higher prices of hospi

tal supplies, and better services provided, had all led to an 

increase in patient costs.



35

Mr. Earl is relatively happy with the Government's 

program of health insurance. As mentioned earlier his receptive 

attitude prevented some of the problems encountered by other 

administrators.

Mr. Earl stated one of the main problems with the 

Medicare system was its inability to be objective in judging 

who is eligible or who is not eligible for benefits. In the 

early stages of the program it was felt that the doctor should 

take the responsibility to determine who is eligible for 

benefits. He contends that in some cases it ds quite easy to 

tell if the patient would be qualified for benefits or not.

But there are certain borderline cases where the patient is 

admitted on the doctor's request only to be refused benefits 

by the nursing staff of the fiscal intermediary. The nurses 

at the fiscal intermediary scrutinize admission diagnosis and 

periodic Medical Review Questionnaires (MRQ) submitted by the 

nursing home. The Medical Review Questionnaire is a periodic 

report submitted to the intermediary stating the condition 

of the patient, the medication and care the patient requires.

Mr. Earl claims the decision as to who is entitled to 

benefits should be left up to the respective doctor. If the
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doctor continually abuses the privilege he should be regulate 

accordingly. Mr. Earl stated, "After three years in the 

Medicare Program I still am not sure who is eligible and who 

is not." He continued, "When the Program was new the doctor 

was supposed to determine who was eligible. Now the fiscal 

intermediary is making the doctor's decisions and many times 

they are too far removed from the actual situation to tell."

Mr. Earl feels the doctor should have the final say regarding 

eligibility; if the doctor is found to violate the intent of 

the program by approving benefits for patients who do not 

require skilled nursing care, then the doctor should be held 

responsible and monetary action should be taken against the 

doctor. The fiscal intermediary should supply a clear defini

tion of the types of illnesses requiring skilled care. This 

would give the doctor firmer ground on which to base his 

decision.

This administrator attributes much of his success with 

Medicare to this ability to solve little problems before they 

become big ones. He is able to keep good channels of commun

ication with the fiscal intermediary. In this manner he can 

solve many problems before they have a chance to grow. Instead 

of letting one irritating situation maximize other developments, 

the little irritations are removed immediately.
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A second problem Mr. Earl sees with the Medicare system 

is the cost basis. The cost basis of reimbursement encourages 

the home to act inefficiently. The home should be rewarded for 

incurring low costs; instead the high cost facility achieves 

the maximum benefits. There should be a system set up to 

reward homes which provide the required services at a lower 

cost. In this way the greatest utility would be received 

from the health care industry.

"Reimbursement should be at a set rate," says Mr.

Earl. "The additional expense over and above this set rate 

would become subject to audit." This type of system would allow 

only the efficient homes to care for Medicare patients. The 

high cost homes could not afford to care for Medicare patients.

Mr. Earl was also skeptical about the fiscal inter

mediaries' auditing procedures. He cites one instance of the 

auditor asking why a petty cash disbursement was not made by 

check. It appeared to be a waste of manpower resources to 

audit a facility year after year when no substantial misappro

priations are found. Why should the facility need an audit if 

it is providing an adequate level of care at a considerably 

lower cost than most homes in the area.



CHAPTER V.

HERSE MANOR

Mr. Herse founded Herse Manor approximately eight 

years ago. Mr. Herse was one of the original followers of the 

"new idea" in nursing homes. The idea that a nursing home is 

truly a home as opposed to a dull, dingy, depository for old 

people.

Mr. Herse is the president of the State Nursing Home 

Association. He is active in many community activities and a 

valuable member to any business community. His ability as 

administrator can be verified by his achievements at Herse 

Manor. In eight years of operation he has guided Herse Manor 

to a respectable financial position while offering the commun

ity a valuable service at a reasonably low cost.

Mr. Herse was one of the first homes in the State to 

apply for certification in the Medicare Program. The home 

became eligible on January 1, 1967. The interim rate was set 

at $13 subject to final settlement at the end of the year. The 

rate was decided upon after submission of expense statements 

for the last part of 1966.
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This administrator felt that many homes were very 

skeptical about entering the program at the early stages.

The higher level of care requirements and the cost reporting 

procedures were the negative points which encouraged many good 

nursing homes to stay out of the program. With Mr. Herse's 

educational background and his interest in the nursing home 

industry, he was receptive to any changes affecting his home.

A picture of Mr. Herse's operation activities for the 

first year can be summarized as follows:

E X H I B I T  A

Herse Manor
Statement of Financial Position

December 31, 1967

1/1/67 12/31/67
ASSETS................ $641,870 $611,583
LIABILITIES...................... 568 039 5  r : p  1

CAPITAL........................... 73,831

—J  ~-J C-> / JL  J

53, 4 4 4
$641,870 $611,583

At first glance it would look like a rather precarious 

financial situation. The low amount of equity is not uncommon 

for many new nursing homes. A mortgage note to finance a 

large share of the assets is the rule rather than the exception.
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This may give some indication of the prospects in the nursing 

home industry. It has been indicated that 70 to 90 per cent 

of the cost can be financed through a mortgage. ̂ 9

There are 85 beds in Herse Manor. This home is quali

fied to render services to Medicare patients in all 85 beds,

i.e. skilled nursing service can be supplied on a continuing 

basis in any part of the facility. In keeping with Herse1s 

idea of nursing homes, he likes to make the patient feel that 

this is truly the patient's home, therefore, Herse does not 

want to transfer the patient to a different part of the home 

when the patient becomes sick and eligible for Medicare.

The annual statements of reimbursable costs were 

submitted after the first year of operations. The statements 

were prepared with considerable care; therefore, only one 

substantial discrepancy was noted by the fiscal intermediary.

The dLscrepancy was the amount of salary claimed by 

Mr. Herse. Although I did not dwell long on Mr. Herse1s 

qualifications, they are impressive indeed. However, the 

fiscal intermediary did not feel that his services were worth 

a $24,000 annual salary. The intermediary was thinking more 

along the lines of $1 2 ,0 0 0 .
o n Nursing Homes Offer Investment Lure," Business 

Week, pp. 113-4.
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The staff of the fiscal intermediary conducted a full 

scope audit at this home; the only major discrepancy fou 

was the one mentioned above. With the adjustment to the 

owner's salary, (lowering it to $1 2 ,0 0 0) the reimbursement 

asked for by Herse was lowered from $1,800 to $8 6 . The final 

result for 1967 indicated that it was costing $12.97 per day 

to take care of Medicare patients. This figure is surprisingly 

close to the rate of $13 which Herse had been paid throughout 

the year.

Mr. Herse had the added benefit of the current finan

cing funds provided during the year. (See Appendix C for 

calculation of current financing). He had the advantage of 

using $12,000 as an interest-free loan from the Social Security 

Administration.

For the year ending December 31, 1968, it was deter

mined that the average cost per day to care for Medicare 

patients was $14.57. As other costs rose, health cost seemed 

to be rising faster. The fiscal intermediary is conducting 

an audit for the year ended 12/31/69. It is expected that the 

average per diem cost should be about $15 when all the neces

sary audit adjustments are completed.
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Mr. Herse is very happy with his disbursements under 

Medicare. He is also happy with the service he is given by 

the fiscal intermediary auditors. He wonders why more homes 

do not participate in the program; and he contends it must be 

their lack of knowledge of accounting for Medicare.

Herse looks at Medicare as a way to fill empty beds.

If he were unable to fill his home and there were Medicare 

patients available, it would benefit him to admit Medicare 

patients and contribute some revenue to cover overhead.

He admits some problems with Medicare, especially in 

the area of eligibility for benefits. He attributes much of 

his success in this area to a forceful chief nurse who can 

make her point clear" to the nursing staff of the fiscal

intermediary, who may question the eligibility of a certain 
patient.

It was noted by Mr. Herse that he was paid almost as 

much by Medicare as his normal charge for non-Medicare patients 

even though technically he was being reimbursed at cost. There 

was a certain "profit effect" involved in Herse's costs.

1. Under Medicare an extra expense (not shown 

on the books) is allowed - technical term is 

allowance in lieu of other costs ( 1 ±f/0 of total 

expense less interest).
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2. There was an increase in depreciation expense under 

Medicare - since Mr. Herse had been using double 

declining balance (DDB) for eight years the 

depreciation expense was getting progressively 

less. Under Medicare, Herse was allowed to 

recalculate depreciation, using straight line 

until 1/1/67 and then starting the DDB method.

3. Mr. Herse is also allowed 8.234% return on equity 

devoted to the business.

It remained a mystery to Herse why a home would accept 

welfare patients at $11 per patient per day (State welfare 

rate) when they could be doing substantially better through

Medicare.



CHAPTER VI.

BLUEMONT MANOR

Bluemont Manor was organized as a corporation with a 

four-way ownership. The organization was composed of an 

operating corporation and a realty corporation. The struc

ture of the operating corporation can be shown as follows:

E X H I B I T  A

NAME TITLE % OF OWNERSHIP
Mr. Weed Administrator 5%
Mrs. Weed Ass 11 . Administrator 5%
Mr. Black Director 45%
Mr. Clark Director 45%

Mr. Black and Mr. Clark were owners of the realty 

corporation (land and building). The Bluemont operating 

corporation leased the facility from the realty corporation. 

The building was constructed in June of 1966.

44
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Bluemont received certification from the Social 

Security Administration on March 1, 1967. Due to Mr. Black's 

legal background it was decided that he should act as Medicare 

liaison between the fiscal intermediary and Bluemont. Mr.

Black did not have much faith in the local fiscal intermediary 

so he went straight to the Regional Health, Education and 

Welfare Office in Kansas City to get what was "due" him. After 

conference with the officials at the Health, Education and 

Welfare Office, he was reassured of his plans and now only had 

to xwork through the fiscal intermediary to obtain his entitle

ments under Medicare. According to Black's interpretation of 

the Medicare policies, he could purchase new magnetic tape 

equipment which he would need to account for Medicare patients. 

Medicare would pay for this new equipment ($4,000). He was also 

certain that Social Security Regulations stated he could receive 

$20,400 in working capital from the intermediary.

Mr. Black submitted three pages of statements to the 

fiscal intermediary verifying his need for the funds mentioned 

above. The fiscal intermediary did not quite interpret the 

regulations as Mr. Black had intended. They were, however, 

able to give Mr. Black $6,000 in current financing, plus an 

advance payment of $6,500 to be deducted from the first bills
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submitted by the home for Medicare patients. By September 1967, 

Bluemont had received a total of $25,000 in current financing 

funds.

It was decided that Bluemont should be paid at a rate 

of $18 per day for Medicare patients. Of course this rate was 

subject to adjustment at the end of the year, after the fiscal 

intermediary had examined the costs incurred in providing 

Medicare services.

The on-site audit conducted at Bluemont for the purpose 

of .assessing total costs for the year determined that at a rate 

of $18, Bluemont had been overpaid by $25,000. Actually a $16 

rate would have been more appropriate. As soon as the on-site 

audit was completed the rate was reduced to $16.

Mr. Black was very displeased with the results of the 

fiscal intermediary's audit. He considered some of the adjust

ments quite outrageous and felt that it was indeed unfair that 

the fiscal intermediary should start withholding present Medi

care billings to pay off the $25,000, since the amount was 

still held in contention. Mr. Black's contentions regarding 

the audit are listed in detail:

1. It would be necessary to have a Medicare clerk,

and the cost of this clerk should be directly reimbur-

sable by Medicare.
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2. Medicare should pay for the cost of the accountant 

employed to prepare the Medicare yearly statements. 

This is not a normal administrative and general 

expense, but should be a direct charge reimbursable 

by the Medicare Program.

3. Various expenses were incurred in connection with 

conferences between administrator and legal counsel 

These expenses should be a direct cost of Medicare.

4. Included in cost should be the reasonable cost 

of services of volunteer workers.

5. Expenses necessary to prepare the home to receive 

Medicare patients (incurred during the month before 

the home was certified) should be a direct cost of 
Medicare.

6 . Adjustment should be made for the raise in prices 

during the cost reporting period.

7. Mortgage loans of the Clark & Black (realty corpor

ation) should be included for purposes of computing 

return on equity.

8 . Asset values should be raised to include the present 

market value of the land. Fair market value could 

be determined by the selling price of land across
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the street. (Increase in assets would increase

which would in turn yield a higher return on 
equity).

^• All expenses of the Utilization Review Committee, 

to include administrator, head nurse, should be 

included and reimbursable by Medicare. (At present, 

only physicians' fees are allowable).

Mr. Black became increasingly upset when the fiscal 

intermediary continued to ignore his contentions. He was 

preparing litigation against the fiscal intermediary. A 

meeting was arranged to discuss the matter with Mr. Black. 

Present at the meeting were the three highest Medicare 

officials of the fiscal intermediary - an independent accoun

tant and two members of the fiscal intermediary's legal staff, 

and of course Mr. Black.

Mr. Black stated that if the intermediary continued to 

withhold billings he would have to issue an injunction for 

the release of these funds. Mr. Black resented the fact that 

he was unable to appeal beyond the fiscal intermediary, but 

stated that the American Nursing Home Association was preparing 

litigation to correct the appeal procedure.

The officials of the fiscal intermediary felt that Mr. 

Black would have no legal support for his contentions. The
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officials were more concerned that they would not be able to 

deduct enough billings to cover the $25,000 deficit before 

Bluemont terminated its contract with the Social Security 

Administration. They were also aware that substantial amounts 

would be due on the 1968-69 settlement, (year ended 6/30/69).

Mr. Black and the other owners of the related corpora

tions decided to sell out to the Casual Care Corporation, (a 

large nursing home chain). Medicare and other managerial 

problems, plus the lure of monetary gains, caused the owners 

to sell. The chain was willing to pay $840,000 for the entire 

home including equipment, land and buildings. The amounts paid 

can be broken down in this manner:

E X H I B I T  B

ITEM PRICE
OPERATING

CORPORATION
REALTY

CORPORATIONGoodwill $ 1 0 , 0 0 0 $ 1 0 , 0 0 0 $
Personal Property

(equipment) 130,000 130,000
Real Estate

(land, $1 0 0 ,0 0 0)
(Bid. $600,000) 700.000 700,000$ 840.000 $ 140.000 $700,000

:
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The balance sheet of the Bluemont operating corpora- 

(st the time of sale) can be shown as follows:

e x h i b i t  c

Balance Sheet
Bluemont Operating Corporation 

July 1, 1969

ASSETS

Accounts Receivable $ 4 4 00 0

Other Current Assets 6 0f)0

x $ 50,000
Movable Equipment $100,000
Less Accumulated Depreciation 40,000 60 000
TOTAL ASSETS jll^OOO

LIABILITIES AJSD EQUITY

Accounts Payable $ 25 000

Payable to Medicare 7 q qqq

Other Current Liabilities 4 00 0

$ 99,000
Notes Payable (long-term) 45,000

Common Stock 50,000

Stockholders Equity ( 3 4 000)
TOTAL LIABILITIES AND EQUITY Tllo'oQQ
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The books of Black and Clark Realty Corporation showed 

assets of $450,000 and the capital stock of $10,000, with a 

deficit in retained earnings of $2 0 ,0 0 0 .

The financial statistics presented here are the calcu

lations of the fiscal intermediary auditors. As a result of 

the capital gain on the sale of Bluemont, it became necessary 

to recapture the depreciation expense claimed in previous 

accounting periods. If the selling price was more than the 

original cost, all the depreciation claimed in previous report

ing periods would have to be recaptured. The audit for 1968-69 

has not been completed at this facility. From all indications 

it appears that Bluemont will owe the Medicare Program an

additional $45,000. To bring the total Medicare bill to 
$70,000.

It seems that the management of Bluemont including 

Mr. and Mrs. Weed and Mr. Black, were not totally happy with 

their reimbursement under Medicare, but this was not the only 

reason for selling the home. The potential monetary gain was 

a great incentive for them to sell. They also felt that the 

home would be under more capable management.

Mr. and Mrs. Weed continued to operate the home for 

the Casual Care Corporation. The new management has decided



not to go into the Medicare Program at this time, 

seemed to be a better attitude among all employees 

Casual Care Chain had taken over operations of the
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CHAPTER VII.

MAPLE GARDENS

Maple Gardens was certified to accept Medicare patients 

on January 1, 1967. The administrator,Mr. Pratt,was somewhat 

hesitant about accepting Medicare patients because of the 

increase m  care and costs that would be involved under Medi

care. The main areas where Mr. Pratt could see increasing 

costs were accounting and extra nursing costs.

Mr. Pratt had a total of 80 beds in his home. He 

wanted to be sure that the entire facility could offer the 

required level of nursing care to serve Medicare patients.

He did not wish to move a patient to a separate wing merely 

because the patient became eligible for Medicare.

Maple Gardens was having some trouble organizing its 

Utilization Review Committee. It was noted by the fiscal 

intermediary that many patients were averaging excessively 

long stays at this home. A public relations man from the 

fiscal intermediary was sent out to diagnose the problem.

The Utilization Review Committee began to function properly
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after the requirements had been explained and a Utilization 

Review plan was set up.

For the first year of operations, (1967), Mr. Pratt 

• submitted the required yearly statements of reimbursable costs. 

According to Mr. Pratt, a balance of $15,000 was due him for 

providing services to Medicare patients during 1967. During 

the year the intermediary had paid $15 a day for Medicare 

patients, but according to Mr. Pratt's accounting procedures, 

the $15 per day rate had not covered his actual costs.

The statements submitted by Mr. Pratt were examined 

by the staff of the fiscal intermediary, whereupon the decision 

was made to conduct an on-site audit at Maple Gardens in order 
to verify certain reported costs.

The fiscal intermediary staff auditors, following audit 

procedures suggested by the Social Security Administration, 

found that Mr. Pratt owed the fiscal intermediary approximately 

$11,000. The adjustments made by the staff auditors can be 
summarized as follows:

1. Compensation to owners (Mr. and Mrs. Pratt), was 

reduced to $2 0 ,0 0 0 .

Reduce allowable cost by $300 - amount paid to 

physician for visits to individual patients.

2.
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3. Costs were reduced by $330 due to expense incurred 

in providing daily newspaper for patients, subse

quently reimbursed to the facility by the patients.

adjustment in amount of $3,323 was made for 

purchases of capital items charged to expense.

5. Necessary adjustments made to convert statements 

from cash to accrual basis of accounting.

6 . Land owned by Mr. Pratt not related to patient

care — removed from assets for purposes of computing 

equity capital.

7. The loan from owner was treated as equity capital

as opposed to a liability for the purpose of computing 

return on equity capital for Medicare. The interest 

paid on this loan, however, was deducted from allow

able costs.

8 . The amount of payments made to Maple Gardens by 

the fiscal intermediary were understated - actual 

amounts paid by the fiscal intermediary was $5 4 ,0 0 0 . 

(based on an interim rate of $15 per day).

9. Mr. Pratt originally wished to base Medicare reimburse

ment on the ratio of Medicare charges to total charges 

(RCCAC Method).
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Total Charged to all Medicare Patients 
Total Charged to All Patients

= Ratio

Ratio x Total Expense = Medicare Expense 

It was found that charges were not applied consistently 

to all patients. (Medicare patients were charged at higher

rates). Therefore, this method of computing Medicare expense 
was not allowed.

Because of the above-stated adjustments, a refund of 

$11,000 is due the Medicare Program for the year ended 

December 31, 1967.

Mr. Pratt disagreed with the adjustments stated above. 

It was found that similar adjustments had to be made for 1968. 

The fiscal intermediary proceeded to deduct bills to cover 

the amount due on the 1967 settlement. By November 1969 the 

$11,000 had been collected.

In January 1970 a public relations representative 

from the fiscal intermediary revisited Maple Gardens to deter

mine if any problems could be cleared up or questions answered. 

Mr. Pratt reiterated his problem of year-end settlements only 

to the extent of his displeasure. He did not indicate he 

taking legal action against the fiscal intermediary. Mr.
was
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Pratt also questioned his disbursement for occupational 

therapy and oxygen. His contention was that the fiscal inter

mediary was not paying enough for these two ancillary services 

We can sum up the administrator's feelings by saying 

he is tired of filling out forms. He as many other adminis

trators do not have the time to get well versed in social 

security regulations. He resents the fact that he is at the

mercy of the Medicare auditors when it comes time for the year- 
end settlement.

The problem is based in the social evidence of resis

tance to change. The administrators can see that Medicare 

will be a way of life if they are to survive, but they are 

not going to give in easily. They are going to make sure 

someone knows that they have suffered. Sometimes they will 

refuse to accept Medicare patients to show their dismay.

This writer feels that sooner or later they will have to 

conform to the Medicare system.



CHAPTER VIII.

EVALUATION OF CASE STUDIES 

Judging Reasonable Costs

The fiscal intermediary often has a difficult time 

deciding how to adjust costs that appear to be "unreasonable." 

The problem is that the intermediary does not have enough 

facts and information to verify the reasonableness of costs.

An example can be given in the area of owner—adminis

trator compensation. What is a "reasonable” salary for the 

owner of a particular nursing home? The Social Security 

Administration says a "reasonable" salary v/ould be an amount 

paid to a non-owner administrator under similar circumstances 

i.e. in the same size facility, in the same area, offering a 

similar scope of services. The criteria for judging reason

ableness are very subjective, and therefore, very hard to 
apply.

If reimbursement were made at a fixed rate instead of 

being based on cost, the problem of "reasonableness" would 

be alleviated. It would be necessary to set a certain rate in 

each area and this, of course, would have to be a fair rate.
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Such a system would be more acceptable to the provider. 

He would know exactly what his payments would be before the 

services were rendered. With cost as a basis, the provider 

may be told his costs are unreasonable after the expenditures 

have been made. The provider really doesn't know where he 

stands until after the year-end audit. If any of his expenses 

are adjusted downward because they are considered unreasonable 

the provider is very unhappy with the "arbitrary" decisions 
of the intermediary.

Too Many Regulating Agencies 

The nursing home administrator is faced with regula

tions from many agencies. At times the agencies offer conflict

ing information. The State licensing authority gives permission 

to operate the home. The regional Social Security Office 

approves the home for Medicare. The State Health Department 

inspects the home to see if Medicare patients are being treated 

properly. Social Security representatives and the staff of 

the fiscal intermediary inspect the home to see that Medicare 

services are being administered properly.

Better communications could be developed between the 

administrator and regulatory bodies if the operational and



60

financial audits of the various agencies could be combined.

In this way the administrator would not receive conflicting 

information. This method would also avoid duplication of 
many auditing procedures .

As the problem stands, the Government is still trying 

to make the separate programs (Medicare and Medicaid) run 

smoothly on their own. There will not be an effective combina

tion of the programs until each is able to function effectively 

by itself. Until such a development occurs the administrator 

will be subject to the policing action of the various agencies.

Private Initiative

The nursing home administrator as an independent 

businessman has made an investment for the purpose of gaining 

profits. At the same time he is providing a service which is 

demanded by the community. Part of the incentive for starting 

a venture such as a nursing home is the power that comes with 

owning and operating your own organization.

Medicare as well as other governmental programs is 

taking away some of the benefits of private ownership. Since 

reimbursement is based on cost the profit incentive would be

removed for a facility providing services to large numbers of 
Medicare patients.
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The individual owner also loses his prerogative to 

operate the home as he pleases. The various regulating agencies 

are constantly re-visiting him. Instead of being able to 

direct the operations of the nursing home, he is merely manipu

lating to stay within the guidelines of the regulatory agencies.

Medicare and Medicaid take away the nursing home 

owner's freedom to control and direct the facility as he wishes. 

The incentive to operate one's own organization is a primary 

motivator to the entrepreneur. If government regulations 

remove this incentive, the industry may fail to grow.

ywummii I t -  Q L1QIÌ :

A major difficulty in administering Medicare has been 

the inability of the fiscal intermediary to communicate with 

doctors. Many doctors feel that Medicare causes more problems 

than it's worth. The American Medical Association has fought 
Medicare legislation from the start.

Since many doctors have taken this hostile attitude 

toward the Medicare Program, it has been difficult for the 

fiscal intermediary to educate the doctor as to what illnesses 

are covered under Medicare. Many patients who have been certi

fred as eligible by doctors have been refused benefits by the 
fiscal intermediary.
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The lack of interest on the part of the doctors has 

caused improper use of the Utilization Review function. If 

the doctor fails to learn how Medicare benefits are to be 

utilized, he may allow a patient to stay in the facility 

longer than necessary under Medicare regulations.

Doctors are gradually adjusting to the Medicare rules. 

They are learning that Medicare is designed to be fair to all 

beneficiaries. It is essential that doctors cooperate with 

the administrators of Medicare. Through this cooperative 

effort the doctors can begin to accept the responsibility of 

certification and re-certification as the program intended.

Certified Nursing Home

In some States the certification to care for Medicare 

patients is a prerequisite to receiving a State license to 

care for private patients, (those paying their own way). The 

home must be qualified to care for Medicare patients in order 
to admit other paying patients.

Many homes would rather fill their beds with private 

patients since they receive more income from these patients.

If a Medicare patient wishes to enter, the home may claim it 

is filled up. Then after the 14-day qualifying period has 

elapsed, the home will admit the patient at private rates.



63

Homes that can generate enough business from private 

patients would only accept the minimum amount of Medicare 

patients (less than 10%). The Social Security Administration 

has set no minimum as percentage of Medicare patients required. 

They have merely said that a certified home cannot refuse to 

accept a Medicare patient. It is very hard for the fiscal 

intermediary to prove a home has refused to accept a Medicare 

patient when a bed was available. The intermediary has tried 

to prosecute several homes, but the Social Security Administra

tion has refused to follow through and revoke the certification.



CONCLUSION

A basic problem of Medicare or any other program or 

organization can be summed up in three words: "lack of 

communications." In Medicare we find many communication 

gaps among the various subsystems in the total Medicare 

system. The provider, the fiscal intermediary, and the doctors 

all have different view points on how things should be done. 

Many times their view points reflect their own self interest.

As the basic ideas of the subsystems are integrated, 

and the subsystems begin to understand each other better, the 

total system will begin to function smoothly. Each subsystem 

must become aware of its part in the total system. For example, 

when the doctors become more cognizant of the values and goals 

of the fiscal intermediary, and the goals of the total system, 

they will be able to incorporate and reconstruct their own 

goals accordingly. As the subsystems become more sensitive to 

the needs of each other and the needs of the total system, a 

more effective organization will develop.

-0 0O0 0-
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A P P E N D  I X A

STATEMENT ON AGREEMENT WITH 
PROVIDER OF SERVICES PURSUANT TO 

SECTION 1866 OF THE SOCIAL SECURITY ACT

A provider of services which has duly executed the 
agreement becomes eligible to participate in the Health Insur
ance for the Aged program (Title XVIII of the Social Security 
Act) after this agreement is accepted for filing by the Social 
Security Administration on behalf of the Secretary of Health, 
Education, and Welfare. Pursuant to the statute and regulations 
xssued thereunder, payment will then be made to the provider 
of services for the reasonable cost of covered items and ser
vices it furnishes to individuals insured under the program.

However, before payment may be made certain require
ments must be satisfied. The patient must sign a written request 
that he wants payment to be made under the program to the 
provider for the covered services it furnishes. In addition, 
there must be a certification by a physician that the services 
are required for the patient's medical treatment and that, 
depending on the nature of the services furnished and the type 
of provider furnishing those services, other pertinent conditions 
are met.^ In the case of extended stays in institutions, a 
recertification by a physician of the medical need of such 
service will be required. (Detailed policies and guidelines 
for procedures on the above requirements will be made avail- 
3-fole to hospitals and other providers. )

In addition to the foregoing, the following provisions 
are applicable to the provider and the Social Security Adminis
tration :

1. Except as may be specified in 3. below, a provider 
of services cannot charge the patient or any other person for 
covered items and services for which the patient is entitled
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to have payment made under this program (section 1866(a)(1)). 
Under certain circumstances, a hospital is guaranteed payment 
or covered items and services furnished a patient who is not 

entitled to have payment made for such covered items and ser
vices, where the nonentitlement results from limits on the 
mruber of covered days (section 1814(e)). m  such cases where 
the hospital is paid under this program, it may not charge the 
patient fon such items and services.

2. I21 the event that a provider of services erroneously 
charges a patient or some other person for covered items and 
services, the provider of services shall either refund the 
money incorrectly collected to the patient or person charged,
or if for some reason this cannot be done (e.g., the patient 
died, disappeared) the provider shall make adequate provision 
for return of this money, in accordance with regulations 
(section 1866(a)(1)).

3. Title XVIII of the Social Security Act provides 
for the payment of the reasonable cost to the provider of the 
items and services covered by the program. The payment, how
ever, does not include certain deductibles and coinsurance, 
which may vary depending upon the covered items and services 
furnished and whether they are furnished under Part A of the 
program (Hospital Insurance Benefits for the Aged) or under 
Part B of the program (Supplementary Medical Insurance Benefits 
for the Aged). The law provides that the provider of services 
can, where applicable, charge the patient or other individual 
for such deductibles and coinsurance (section 1866(a)(2)).

4. A provider of services may charge a patient for items 
and services furnished at the request of the patient where 
such items and services are in excess of, or more expensive 
than, the covered items and services for which payment may be 
made under this program. The charge to the patient for these 
items and services shall not exceed the difference between the 
amount customarily charged for these items and services fur
nished and the amount customarily charged for the covered 
items or services with respect to which payment may be made.
For example, if a patient requests a private room rather than 
the semi-private accommodations for which payment may be made 
the provider may charge the individual for the difference 
between the customary charge for the private room and the
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f°r serni“Private accommodations (section 1866 
‘a;[2){ * (Note: A Private room may be a covered item if it is medically necessary.)

5. A provider of services may include in its charges 
to a patient the cost, to the hospital, of the first 3 pints 
of whole blood furnrshed him during a spell of illness. if 
a provider of services charges the patient an amount in excess 
o its cost for whole blood furnished, the difference between 
the cost of the blood to the hospital and the charge to the
P£V enL Wl11 be deducted from anY Payment to the provider made under this program (section 1866(a)(2)).

The reasonable cost of the whole blood in excess 
3 Pints furnished and not replaced, as well as the cost of 

the administration of all the whole blood, will be paid to 
the provider under this program. No charge can be made for 
whole blood furnished to the extent that it has been replaced 
by, 01 on behalf of, the patient, or that arrangements have 
been made for its replacement. Where an individual is fur
nished whole blood in excess of 3 pints and he replaces, or 
arranges to have replaced 3 or more pints, but less than the 
total furnished, the provider cannot charge the patient for 
any of the blood furnished.

with fh/q A ?r°Vider of services may terminate an agreement
tration An^ih Se^ ritY Administration by giving the Administration and the public notice of intention to terminate the
fSedmwiih hhri^ en n°tiCe °f ±ntention to terminate must be filed with the Administration. The length of time between

ice and the point at which the termination becomes effective 
i H  be specified m  regulations but it cannot be longer than 

6 months (section 1866(b)(1)). 7

7. The Social Security Administration may terminate 
an agreement with a provider of services after notice to the
ifvli 6f . the public if the provider (a) is not complying ubstantially with the provisions of the agreement or with the 
provxsrons of Title XVIII and the implementing regulations,
(b) No longer meets the appropriate conditions of participation 
established under the Act and regulations, (c) has failed to 
aupply information which is necessary to determine whether
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payments are due and the amounts of payments, or (d) refuses 
to permit examination of fiscal and other records (section 
1866(b)(2). If the provider of services is dissatisfied with 
such a determination he is entitled to a hearing by the secre 
tary.

8. After a final decision of the Social Security 
Administration terminating an agreement with a provider, no 
payment will be made to an institution -

(a) with respect to inpatient hospital 
services (including inpatient tuberculosis 
and inpatient psychiatric hospital services) 
and post—hospital extended care, for services 
furnished to any individual who is admitted on 
or after the effective date of the termination 
(section 1866(b)(3));

(b) with respect to home health services, 
for such services furnished under a plan which 
is established on or after the effective date of 
the termination; however, if the plan was estab
lished before the effective date of the termination 
payment will be made for home health services 
furnished under the plan through the calendar year 
in which the termination is effective (section 
1866(b)(4);

(c) with respect to outpatient hospital 
diagnostic services, for such services furnished 
on or after the effective date of the termination 
(section 1866(b)(5)).

9. Upon a finding that a hospital or extended care 
facility is not making timely reviews of long stay cases under 
its utilization review plan, the Social Security Administration 
may in lieu of terminating the agreement deny payment under 
the program for services furnished after the 20th day of contin
uous inpatient hospital services or after stays of a prescribed 
length (as provided in regulations) in an extended care facility. 
Such a decision may be made only.after notice to the provider 
and the public and then only after reasonable notice and
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opportunity for a hearing. It will be rescinded when the Social 
Security Administration finds that the reviews are being made 
and that there is assurance they will continue to be made.

10 * If; after signing an agreement, a provider wishes 
to change its intermediary, it must give notice to the Social 
ecurity Administration and the designated intermediary 120 

days prior to the end of the provider's fiscal year, but in 
no event shall any change be made prior to July 1, 1967.

Source: Social Security Administration Form 1561
(3-66) (The Social Security Administration, Washington, D. C 1966) .



A P P E N D I X  B

UTILIZATION REVIEW PLAN

STANDARD A
DEVELOPMENT AND APPROVAL

This Utilization Review Plan of Getemwell Convalescent 
Hospital has been developed by a professional group composed 
of three physicians, two convalescent hospital administrators, 
two R. N.'s, and one physical therapist.

This Utilization Review Plan provides for the review 
of admission, duration of stay, professional services fur
nished, and review of each beneficiary case of continuous 
extended duration.

The operation of this Utilization Review Plan is the 
responsibility of the physicians. The policies governing the 
execution of this plan were jointly approved by the professional 
group and the management of the institution on April 11, 1969.

(Date)

STANDARD B 
DESCRIPTION OF PLAN

This extended care facility has a currently applicable 
Utilization Review Plan as follows :

1. Organization
The Committee is composed of three physicians, 
tw° Convalescent Hospital Administrators, 
tw° R.N.'s, and one physical therapist.
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2 . Meeting's
The committee meets at least every 28 days and 
in on-call by the Chairman of the Utilization 
Review Committee whenever necessary.

3. Records
Minutes of all meetings of the Utilization 
Review Plan Committee are kept in permanent form.

4. Selection
A random sampling of all patient records is used 
for selection of cases for review, in addition 
to those patients' records that have stays 
extending more than 21 days.

5. Extended Duration
Any patient that remains in the extended care 
facility after 21 days is considered an extended 
duration case and is reviewed.

6. Claims
All inquiries from the claims administrator 
(fiscal intermediary) are honored.

7. Reports
Arrangements for committee reports, including 
dissemination of reports, are made by the 
Administration.

8. Administrative Responsibility
The administration studies and acts upon the 
recommendations made by the Utilization Review 
Committee.

STANDARD C 
COMPOSITION

The committee is composed of representatives of the 
medical profession and is made up of three physicians, two 
Convalescent Hospital Administrators, two R. N.'s and one 
physical therapist and includes at least one member who does 
not have a financial interest in the facility, or consists of
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a group under any other sponsorship, approved by the Depart
ment of Health, Education and Welfare, which is functioning 
as the Utilization Review Committee.

STANDARD D 
REVIEWS

- The function of the committee is to analyze the 
patterns of patient care in order to maintain maximum bed 
utilization in keeping with high quality patient care.

- For the purpose of promoting efficient use of avail- 
sble health facilities and services, review is made of admissions, 
duration of stays, and professional services furnished, with 
respect to the medical necessity of the services.

- Data used in review is obtained by studies of records 
of patients accommodated in the facility.

- Review functions carried out on a continuing basis.

- Reviews include a sampling of re-certification of 
medical necessity for extended care facility services.

STANDARD E 
EXTENDED DURATION

- Reviews are made of each beneficiary case of con
tinuous extended duration.

- Twenty-one days will be considered the period of 
extended duration.

- Reviews for such purpose are made no later than 
the .seventh day following the 21st day of patient stay.

- No physician will be responsible for reviewing any 
case of continuous extended duration in which he was profes
sionally involved.

- If physician members of the committee decide, after 
opportunity for consultation is given the attending physician,
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that further in-patient stay is not medically necessary, a 
written notice of this shall be sent within 48 hours to the 
administrator, to the attending physician and to the patient 
or his representative. In all cases the judgment of the 
attending physician is given great weight, and is not rejected 
except under unusual circumstance.

STANDARD F 
RECORDS

_ - Records are kept of the activities of the Utilization
Review Committee, and committee action on extended stay cases 
is recorded, with cases identified only by case number wherever

 ̂ Minutes of the meeting are kept, and with the summary
* * fe^ eT.^indi?gS' arS reP°rted to the executive committee of the staff (if any) or to the groups sponsoring utilization 

review m  this facility. These reports form part of the 
records of such staff and sponsoring groups.

The administration studies and acts upon adminis
trative recommendations made by the Utilization Review Committee.

STANDARD G
ADMINISTRATIVE STAFF COOPERATION 

WITH REVIEW COMMITTEE

The Administration or the administrator of this facility will:

1. Act upon all recommendations from the committee.

2. Assist in assembling information, and facilitate chart review.

3. Conduct studies, and assist in improving procedures.

4. Maintain committee records and promote efficient use 
of available health services and facilities.

Provide all necessary clerical functions and designate 
responsibility for a particular service.

5.



74

6. Assist the physician and the agencies or facilities in 
timely planning for discharge and post-discharge aid to 
assure continuity of care of the patient.



a p p e n d i x c

METHOD OF COMPUTING 
CURRENT FINANCING

Principle 2 4 of the Principles of Reimbursement for 
Provider Costs HIM-5 indicates that, at the request of the 
provider, payment will be made on the basis designed to reim- 
burse concurrently as services are rendered to beneficiaries. 
The Social Security Administration has set up the Current 
FdHiLQ.cinq Payment to accomplish this end. This is an interest 
free loan which does not have to be paid back as long as you 
are providing services under the program.

The maximum amount of the Current Financing Payment will 
be computed using one of the following two formulas, based 
on the experience for the first month of the current calendar 
quarter or the average of the first month of the current 
calendar quarter and the previous calendar quarter The 
formulas are:

(a+c+p) x — - and - (b+c+p) x ,r

. You wil1 n°tice the formulas are the same except for the first letter.

The following is an explanation of the letters of the formula:

(a) One-half average length of stay in the facility 
(b One-half number of days in normal billing period
(c) Average number of days required to prepare the billincr
(p) Intermediary processing time 9
(r) Total interim payments made to provider during base 

period
(q) Number of calendar days on which payments were disbursed 

during the base period.
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NOTE The sum of a+c+p or b+c+p cannot exceed 30 days.

f o u i  the r ie r : d guarte^ -  ^ 1 « * . ^

a v a i l a b l e , " t h e n  t h e ^ v l L T m S ^ q u ^ s t ^ t “ ^ ^ ' T T "  
a  s u b s e q u e n t  r e c o m p u t a t i o n  i n d i L t e H ^ t  S  “ m e d i a t e l y .  I f  
b e  m ad e  i n  t h e  a m o u n t  o f  t h e  c u r r e n t  f t S S  a . r e d u c t l o n  s h o u l d  
r e p a y m e n t ,  n e e d  n o t  b e  m ad e  m t i l T L l T  ?  P a y m e n t ,  t h a t  
c a t e s  a  r e S ^ i ^ T i — n S f s S r ^  LIT  r e c o m P u t a t r o n  i n d i -  
o n e  o r  m o r e  c h e c k s  f r o m  the ™ ' -a  r e p a y m e n t  ma y  b e  m ad e  i n  

i n t e r i m  p a y m e n t s  m a ^ ^ ^ h ^  ^
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