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BY THE COMPTROLLER GENERAL 

The Department of Health, Education, and 
Welfare’s effort to establish professional 
standards review organizations has been hln- 
dered by 

--organIzational Ilmltarlons, 

--resource constraints, 

.-delays in issuing program regulations 
and guidance, and 

,-the lack of aggresswe contract ad.ninis- 
[ration. 

It has also been hlndered by physicldn oppo 
Sition. 

Although many of the problems 3ppear to be 
solved. xtcon is required to promulgate need- 

ed rcgulatlons and Improve contract arlminls 
tration. In addltlon, the Congwss should 
consider using a demonstration phssc before 
authorizing full scale irnplementatlon of 
Simiinr progr3ms. 
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COMF’TROLLER GENERAL OF THE UNITE 3 STATES 

WASHINGTON. DC. 2osdB 

B-164031(5) 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report discusses progress achieved and problems 
encountered by the DepartRent of Health, Education, and 
Welfare in implementing the Professional Standards Review 
Organization progcam required by the October 19i2 amendments 
to the Social Security Act. Program implementation has been 
slow. Although many of the problems appear to be solved, 
additional action by the Department is needed. b 

We made our review pursuant to the Budget and Accounting 
Act, 1921 (31 U.S.C. 531 and the Accounting and Auditing Act 
or 1950 (31 U.S.C. 67). 

he aLtt be=113i1iy CULjlc5 UL LI~J Le:rurL iir LI~r ULL~LLU~, 

Office of Management and Budget, and the Secretary of Health, 
EducaCLx, and Welfare, 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

HEW PROGRESS AND PROBLEMS 
IN ESTABLISHING PROFESSIONAL 
STANDARDS REVIEW CRGANIZATIONS 

DIGEST ------ 

Concerned by rapidly rising Federal health 
care expenditures, the Congress in 1972 passed 
legislation creating a Professional Standards 
Review Organization program in the Department 
of Health, Education, and Welfare (HEW). 

The program is to have local physicians estab- 
lish peer groups to determine whether services 
to patients under the Medicare, Medicaid, and 
Maternal and Child Health programs are medi- 
cally necessary, provided in accordance with 
medical standards, and provided in an appro- 
priate setting. 

HEW has made progress in implementing the pro- 
gram, but this progress has been slowed I:ly sev- 
eral factors. HEW estimates that the pr:bgram 
will not be fully implemented for several years. 

IMPLEMENTING THE PROGRikM 

Tne legislation provraes for aeshgnatlng Pro- 
fessional Standards Review Organization geo- 
graphic areas@ establishing Review Organizations 
and advisory councils, enrolling physicians, 
and implementing medical review systems. 

HEW has designated 203 geographic areas. By 
June 1977, almost 5 years after passage of 
the legislation, only 62 planning and 108 
conditional Professional Standards Review 
Organizations had been estsblished. Since 
then many Review Organizations have been 
added, so that by June 1978 there were 37 
planning and 153 conditional Review Organr- 
zations. However, HEW does not expect to 
have any of the Review Organizaiivns beyond 
the conditional stage until after October 
1978. 

In addition, HEW created a national and six 
statewide advisory councilsr enrolled 35 per- 
cent of the Nation's physicians, and imple- 
mented review systems in 38 percent of the 
Nation's hospitals. (See ch. 2.) 

&i&L@&. Upon removal. the report “.l. ,X,.c--.r”., 
covar date should be note hareon. i HRD-78-92 .. ~. 
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A number of geographic areas, however, includ- 
ing three entire States, wer2 without Review 
Organizations for a long period of time, and 
many of the functions the organizations are 
responsible for were being dcre only on a 
limited basis. (See ch. 4.) 

ORGANIZATIONAL LIMITATIONS 

During the initi 5 A years of the Professional 
Standards Review Organization program, HEW 
had several organizational units putting the 
program into effect. But because of organiza- 
tional shortcomings, inadequate authority, 
and fragmented responsibility, they were 
ineffective. (See p. 11.) 

HEW attempted to correct these deficiencies by 
establishing the Bureau of Quality Assurance 
to implement the program and by assigning 
policymaking responsibility to the Office of 
Professional Standards Review. This did not 
completely solve the problem. Review Organi- 
zations continued to have problems with State 
and HEW agencies in determining review author- 
1’: ’ Yr . T--l ,-a?,t-~*- ? 4-- -L-..j= -i -..--- --i..> t2zx ztre -.-Tr -r- 
obtaining hospitks’ support. 

-is--.,, a;;e 
(See p. il.) 

In March 1977, HEW reorganized and established 
the Health Care Financing Administration, 
which is responsible for administering the 
Medicare, Medicaid, and Professional Standards 
Review Organization programs. The consolida- 
tion of the three programs within one agency 
should facilitate ccordinatlon and cooperation 
and the clarification of the policymaking re- 
sponsibilities of the Assistant Secretary for 
Heai th . (See p. 15.) 

RESOURCE CONSTRAINTS 

Less than anticipated funding and staff . limitations have resulted in (1) delaying 
conversion of planning Review Organizations 
to conditional status, (2) restricting the 
number of planning contracts, and (3) adopt- 
ing a cautious attitude toward organization 
development. (See p. 16.) 

ii 
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Limitations with staffing and travel resources 
during fiscal years 1974 and 1975 hindered 
the ability to promptly review and evaluate 
plans and activities of or provide assistance 
to organizations applying for or having plan- 
ning or conditional Review Organization con- 
tracts. (See pa 19.) 

LACK OF TIMELY REGULATION ISSUANCE 
AND INA3EQUATE GUIDFKE 

HEW has been slow 1-0 issue regulations and 
provide guidance. As of February 1978, only 
8 of 18 final regulations had been issued, 
making it difficult for Review Organizations 
to conduct medical reviews and to collect 
hospital data needed to assess the quality 
of health care. (See p. 21.) 

Additionally, the untimely issuance of some 
guidance has impeded conversion of organiza- 
tions from planning to conditional status and 
delayed others in acquiring adequate data 
processing systems. (See p. 24.) 

LACK OF AGGRESSIVE 
CONTRACT AD34 INISTRATIOM my _ ..-..a.,.x - --._-._--_ 

Four of the 17 organizations GAO reviewd ex- 
perienced delays because of various managamenl. 
problems. These delays could have been x.i,li- 
atizer! if HE:7 h.d tab& t.i.mely, aggressive ac- 
tion to enforce contractual requirements and 
resolve management Froblems. (See pm 26.) 

PHYSICIAN SUF'PORT -- 
OF THE PROGRAM 

Active physician involvement is critical to 
the overall success of the prcgramr but so far 
most of the Nation's physicians have not en- 
rolled in the program. Consequently, some 
a:-eas were without organizations, while others 
that had planning organizations were unable 
to convert them to conditional status. 

The current law required that until January 1, 
1978, preference had to be given to physician- 
sponsored organizations when establishing 
Review Organizations. HEW is proceeding tc 
seek a non-physician-sponsored organization 
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for Nebraska because of physician opposition. 
(See p. 32.) 

RECOMMENDATIONS TO 
TffE SEC.p'TARY OF HEW 

The Secretary should require the Administrator 
of the Health Cake Financing Administration 
to: 

--Issue instructions to hospitals and fistiai 
intermediaries on the statutory obligation 
of participating hospitals to cooperate with 
Professional Standards Review Organizations 

--Issue final program regulations as quickly 
as possible. 

--See that prompt corrective actions are taken 
to resolve known problems delaying program 
implementation. 

--Coordinate with the Director, Bureau of Com- 
munity Health Serwices, to provide adequate 
guidance for review of Maternal and Child 
Health patient care. 

--Promptly designate alternate organizations 
as Review Organizations in areas where a 
physician-sponsored organization refuses to 
establish a Review Organization, 

AGENCY COMIENTS 

HEW agreed with GAO's recommendations. It 
also comment4 on the need to consider other 
factors impeding the program--the revolu- 
tionary nature of the program and the com- 
plexities of coordinating with State Pledicaid 
agencies. GAO agrees that many factors 
hindered more rapid program implementation 
but believes that the problems it identified 
were the major ones. 

RECOMMENDATION 
TO THE CONGRESS 

The Congress, when establishing new national 
programs, should consider using the demonstra- 
tion concept before authorizing full program 
implementation. 

iv 
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CHAPTER 1 

INTRODUCTION 

Expenditures for health care in America have more than 
tripled since 1965. Durii:g the ll-year period ended in 1976, 
health care expenditures increased 12 percent annually--from 
$38.9 billion to $139.3 billion, or from 5.9 percent to 
8.6 percent of the gross national product. 

Concern o'er the increasing Federal health care expendi- 
tures prompted the Congress, in October 1972, to amend the 
Social Security Act (Public Law 92-603) by replacing an in- 
effective medical utilization review system with the Profes- 
sional Standards Review Organization (PSRO) program. 

The act stipulated that the Secretary of the Department 
of Health, Education, and Welfare (HEW) should divide the 
country into appropriate areas to allow for the review of 
health services provided under the Medicare, fuledicaid, and 
Maternal and Child Health programs. Medicare, which is funded 
through the Social Security Trust Fund, provides health in- 
sura--e he~efi+p tn +he =YJC=$- fijs>bled: and cartpin ptbprs= 

Nedieaid --a Federal-State program--provides medical services 
to the needy and the medically needy. Federal grants to 
States are also provided under the Maternal and Child Health 
programs to enable the States to expand and improve services 
to reduce infant mortality and otherwise promote the health 
of mothers and children, especially those in rural and poverty 
areas. 

The act also authorized the Secretary to enter into 
agreements with nonprofit organizations, preferably those 
composed of practicing physicians, for developing cand imple- 
menting syst.*matized review of medical care provided under 
the three programs in hospitals and long-term care facilities. 

Conceptually, local practicing physicians would organize 
and operate peer review mechanisms to reduce costs and im- 
prove the quality of health care provided ur‘der the programs. 
PSROs would determine whether services prqqided to patients 
in hospitals and long-term care facilities are (1) medically 
necessary, (2) provided in accordance with professional stand- 
ards, and (?) provided in the appropriate setting. 

The act also provided for the establishment oi Statewide 
and National Councils. The functions and status a>f these 
organizations and PSROs are dkcussed in chapter 2. 

1 
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Under the prcgram h?ing developed by KEW, PSROs are to 
establish a system for review of care provided to inpatients 
in short-stay hospitals and develop a phased plan for the 
later review in long-term care facilities (that is, specialty 
hospitals, skilled nursing facilities, and intermediate care 
facilities). October 1977 smenc qents to the Social Security 
Act (Public Law 95-142) require :'SROs to review noninstitu- 
tional (ambulatory) care. In 311~ .t-stay general hospitals, 
the PSRO is responsible for: 

1. Concurrent admiss;$isrtifica' ton and continued 
stay reviews--or,gorl‘lg re'rrews of inpatient hospital 
admissions to assure :,&ical necessity and quality 
of care. 

2. Medical care evaluation studies--retrospective 
In-depth reviews of care or medical management 
practices to assess the quality or utilization of 
health services. A completed medical care evalua- 
tion study should identify a potential or actual 
proSi*-, initiate an action plan, and assess the 
impac*: of the corrective action. 

- 
3. retrospective reviews through which 

care data is compiled to analyze 
the patterns of health care services and lengths of 
stay S Such reviews give the PSRO and the hospitals 
information for determining needed medical care 
evaluation studies and are an effective means of 
monitoring concurrent review activities. 

PSROs are required to delegate responsibility for con- 
current review and medical care evaluation studies to quali- 
fied hospitals that are willing and able to assume such 
functions (delegated ho Jitals). PSROs also work with 
Medicare, Medicaid, and Katernal and Child Kealth administra- 
tive and fiscal agents In implementing their review program. 

LEGISLATIVE CHANGES TO THE PSRO PROGRAM 

Since October 1972, the PSRO legislation has been amended 
twice. The first amendments (Public Law 94-182) were enacted 
in December 1975. In part, these amendments affected the 
FSRO program by (1) authorizing the use of the Social Security 
Trust Fund for financing all hospital review costs (previ- 
ously , only delegated hospital review activity could be so 
financed), (2) extending for 2 years (from January 1, 1975, 
to Sanuary 1, 1978) the date preference is to be given for 
physician-Tponsored organizations as PSROs, and (3) authorizing 

2 
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the polling of practicing physicians in each PSRO area of a 
State that has multiple PSRO areas and no designated FSROs 
to determine if they support a change from the original PSRO 
area configuration to a sing!: Statewide PSRO area. 

The amendments of October 1977 (Public Law 95-1-!2), among 
other things, (1) provide for a waiver of other legislatively 
mandated review requirements, such as utilization review, when 
a conditional PSRO is found competent to perform PSRO review 
activities, ; 2) require that a PSRO undertake ambulatory care 
review not later than 2 years after it has become operational, 
(3) authorize the use of agreement- or grants, ratl,er than 
contracts, as the means for binding the relationshlp between 
the Government and the PSROs, (4) provide for a PSRO monitor- 
ing role for State Medicaid agencies , and (5) provide for the 
exchange of data with health systems agencies. 

PROGRAM ADMINISTRATION 

ThE TSR0 program is being implemented by the Health 
Standards and Quality Bureau within HEW's Health <are Fintnc- 
ing Administration, which is responsible for administering 
tha ?ynnr?m iqctlinn rnnlllatipqec ;,nd nllifif3J inas _ 2nd c?jG- 

tcibutina funds. The Health Care Financing Administration 
was established in March 1977. Before that time the PSRO 
program was administered by th- Bureau of Quality Assurance 
(BQA) of th<A Cealth Services Administration, Punlic Iiealth 
Service. 

The Health Care Financing Administration also assumed 
responsibility for administering the Medicare ard Medicaid 
programs. The former had been administered by the Bureau of 
Eealth Insurance, Social Security Administraticn, :nd the 
latter by the Medical Services Administration, SocLal and 
Rehabilitation Service. L/ 

PSROs operate under contract with HEW. Early in the 
program, HEW decided to use contracts to avoid delays that 
would have resulted in promulgating regulations authorizing 
the use of agreements. The PSROs are entirely federclly 
funded. As shown below, total program funding has g 3wn from 
about $5 million in fiscal year 1973 to an estimated $147 mil- 
lion in fiscal year 3978. 

IJSince our fieldwork was done before the Health Care Financ- 
ing Administration was established, we will continue to 
refer to the agencies formerly responsible for the ac'.ivi- 
ties discussed in this report. / 

3 



Fiscal 
year 

Medicare 
Trust 

Appropriations Fund Total 

--------------(OOO omitted)------------- 

) $ - $ - $ 4,775 
33,650 lb) 33,650 
36,208 lb) 36,208 
47,645 lb) 47,645 

11,977 lb) 11,977 
62,000 41,000 103,000 

1978 (note c) 72,234 75,000 147,234 

$/Funds were provided by the Social Security Administration. 

.1973 (note a 
1974 
1975 
1976 

Transitional 
quarter 
1977 

PSRO Program Funding 

b/The Medicare Trust Fund was used before fiscal year 1977 
for delegated hospital review only: i:Jwever, the amounts 
specifically used were not availabl,, because hospitals 
were not required to report to the Social Security Admin- 
istration costs associated with delegated review activities. 

The PSRO program is funded through two separate mecha- 
nisms. Hospital review activities are financed through the 
Medicare Trust Fund and Medicaid appropriations. Medicaie 
reimbursement mechanisms are used to make payment for both 
:ieiiLcare and Medicaid review; however, the Trust Fund is later 
reimbursed by Medicaid for the cost of reviewing care pto- 
vided to Medicaid patients. No reimbursement is made by the 
Maternal and Child Health program because KEW considers tne 
patient volume to be insignificant. 

Formerly, Health Services Administration annual appropri- 
ations were used to fund all ocher PSRO activities (such as 
program mdnagemen t and suppor t , long-term care and ambulatory 
care review activities, BQA salaries and exoenses, and gen- 
eral contracts). Realth Care Financing Administration appro- 
priations are now used to fund such activities. The annual 
appropriation also includes specific transfers from Social 
Security Trust Funds to cover Ivedizare’s share of PSRO activi- 
ties not directly related to patient care review. 

. P-j : .* 
-. . I 



SCOPE OF REVIEW 

Our review was made at HEW headquaeters in Washington, 
D.C.; the Health Services Administration (later the Health 
Care Financing Administration) in Rockville, Maryland; and 
at HEW regional offices in Atlanta (region IV), Boston 
(region I)# Denver (region VIII), Dallas (region VI), and 
San Francisco (region IX). We also reviewed the activities 
of 17 PSROs in k!assachusetts, New Hampshire, Connecticut, 
Alabama, Florida, Tennessee, New Mexico, South Dakota, Utah, 
Wyoming, and California. These 17 organizations represent 
PSROs in various stages of development. 

We reviewed applicable legislation, regulations, progrol 
guidelines and instructions p and HEW project and contract 
files. In addition, we interviewed appropriate State offi- 
cials and officials of the 17 PSROs visited. 

In March 1977, we sent a questionnaire (see app. II) to 
103 PSROs to help us assess the status and problems of PSRO 
implementation. At the conclusion of our fieldwork, re- 
sponses had been received from 93 (90 percent) of the PSROs. 

Our review covered the period October 1972 through 
December 1977. 

5 



CHAPTER 2 

SLOW PROGRESS 

IN IMPLEKENTING THE ACT 

PSRO legislation is based on the concept that health 
professionals are the most appropriate ones to evaluate the 
quality of and need for medical services and that effective 
local peer review is the sou-jest method for assuring the 
appropriate use of health care resources and facilities. To 
implement this concept, the act provides for designating 
PSRO geographic areaso establishing PSROs as soon as prac- 
ticable, establishing irdvisory co~~~cils, enrolling physicians, 
and implementing medical review systems promptly. 

HEW, despite serious obstacles, has implemented some of 
the program‘s elements, but progress has been slow. Although 
the Deoartment has been implementing the program for over 
5 years, officials estimate it will take several more before 
the program is fully operational. 

DESIGNATION OF PSRO SERVICE AREAS 

The act required HEW to designate PSRO service areas 
. throufhn!?" t!-e C:itel S",,',e; by 3XiL,il; 1, ;si;. The size ana 

characteristics of a PSRO area were to be determined by HEW 
based on the number of practicing physicians, service areas, 
and State and county boundaries. Several controversies, 
including the desire of many States to have statewide PSRO 
areas, delayed area designation until March 1974. 

The Secretary designated 203 PSRO areas throughout the 
Nation. 1/ Twenty-eight States received statewide designa- 
tion: the other 22 States wehe divided into between 2 and 
28 multi-PSRO areas. 

ESTABLSSHtiENT OF PSROS 

PSROs are generally developed in three stages--planning, 
conditional, and fully designated. In the planning stagep 
PSROs are expected to establish an acceptable organizational 
structure, recruit physician members , and formulate plans for 
undertaking review activities. In the conditional stage, 

&/Includes the District of Columbia, Puerto Rico, the Virgin 
Islands, Guam, American Samoa, and the Trust Territory of 
the Pacific Islands. 

. . 
_- . j- 1. 0. 



, 

.-_ -- 

-- - 

! 

1 - 

PSROs select norms and develop standards and criteria for 
review activities in hospitals and long-term care facilities, 
implement or delegate review zstivities, and make medical 
care evaluation and profile at,alysis studies. Once a condi- 
ticnal PSRO has met HEW's organizational requirements and is 
capable of fulfilling its responsibilities, including long- 
term care review, it can become fully designated. . . 

In March 1974, NEW aade its first reques: for proposals 
from physician organizations interested in becoming PSROs. 
In June 1974, it awarded 102 contracts--91 planninq and 11 
conditionai. The conditional contracts went to organizations 
HEW believed were ready to begin review either immediately or 
after a short planning phase. 

By June 1977, only 170 PSROs were in place--108 condi- 
tional and 62 planning. Since that time, the number of PSROs 
in place has increased to 190-- 153 conditional and 37 plan- 
ning. Many were in the planning stage for lengthy periods. . 
(See app. IV.) HEW does not expect to have a fully designated 
PSRO until October 1978. The growth in the number of PSROs 
is depicted in the following qrsph. Graphs depicting the 
growth of planning and conditional PSROs separately are in- 
cluded in appendixes III and V. 

. . * 

.- 
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As shown in the graph, PSRO growth has been slow: as of 
June 30s 1977, 1/ 33 areas were still without a PSRO. Thece 
areas included the entire States of Texas, Georgia, and 
Nebraska. Additional information on the status of the 
33 are% is discussed on page 32. 

NATIONAL AND STATEWIDE PROFESSIONAL 
STANDARDS REVIEW Councils 
AND ADVISORY GROUPS 

The act requires HEW to establish a National Professional 
Standards Review Council and, in States with three or more 
PSROs, Statewide Professional Standards Review Councils. 
Each Statewide Council and PSROs in States not qualifying 
for Statewide Council membership are required to have an 
Aavisory Group. 

The National Council_ is to advise th Secretary of HEW 
on PSRO program administration and review the performance of 
local PSROs and Statewide Councils. In May 1973r HEW estab- 
lished the Council with 11 physician members appointed by the 
Secretary. The Council, since its inception, has been advis- 
ing the Secretary on program development and has sponsored a 

i’ program evaluation recently complet=d by HEW@s Office of 
Plannina. Evallratinn and &e?ie?a+-inm 

State*qido Councils are to coordinate activities of PSROs 
in the State and assist the Secretary in evaluating PSROs and 
arranging for qualified replacements for PSROs when necessary. 
Based on the designation of PSRO geographic areas, HEW will 
be required to establish 18 Statewide Councils when PSROs are 
formed in all areas. As of June 1975, six States qualified 
for Statewide Councils; however, these Councils were not 
established until after May 1977. Establishment of Councils 
in five other qualifying States began in February 1978. 
Delays in establishing conditional PSROs postpone establish- 
ment of the other required Statewide Councils. 

Advisory Groups provide an ongoing, formal mechanism for 
providing input to the PSRO program of nonphysician health 
care practitioners (dentists, nurses, pharmacists, etc.) and 
representatives of hospitals and other health care facilities. 
As of February 1978 only two of the six established Councils 
had appointed an Advisory Group. In addition, when ail 

L/By June 30, 1978, only five areas were without a PSRO. 
These areas included the entire States of Texas and 
Nebraska. I 



PSROs are established, 39 of them will require Advisory 
Groups. As of October 1977, 33 PSROs qualified for Advisory 
Groups but only 16 had established them. 

PHYSICIAN ENROLLRENT 

Active physician support and participation is essential 
to PSRO success. Physician involvement, therefore, is an 
important measure of the progress of program implementation. 
To qualify as a TSRO, an organization must have as members 
at least 25 percent of the practicing physicians in its area. 

The enrollment of active practicing physicians in tye 
Nation has grown from 3 percent in 1974 to 35 percent in 
1977. In 1977 the number of physicians enrolled in condi- 
tional PSROs was over 40 percent of those eligible, (See 
app. IX.) This matter is discussed further in chapter 4. 

IMPLEMENTATION OF 
MEDICAL REVIEW S%%TEMS 

The act requires HEW to review Medicare, Medicaid, and 
P4aternal and Child Health patien: records in short-stay 
hospitals and long-term care facilities, As amended, it also 
requires PSROs to review patient records in ambulatory care 
settinss. PSROs are reauired to deleoate review activities 
to hospitals willing and able to assume this function. 

-- 

H&pita1 review activity 

HEW estimates that, in fiscal year 1977, the Nation's 
7,000 hospitals had 14.5 millio.1 discharges under the three 
Federal health care programs. PSRO review act;vity covered 
32 percent (about 4.6 million) of these discharges. As of 
September 1977, PSRO review activity included approximately 
2,650 (about 38 percent) of the hospitals. Review activity 
at 1,850 of the 2,650 hospitals i;as delegated. 

As part of their review activity, PSROs are to undertake 
medical care evaluations and profile analysis studies. They 
are responsible for completing at each hospital between 
4 and 12 medical care evaluaticn studies annually, depending 
on the number of hospital admissions, or for requiring the 
hospitdl to participate in areawide medical care evaluations. 
PSROs have reported completing over 9,500 medical care evalua- 
tion studies during 1977, but accurate information on com- 
pliance with the requirements was not avaiiable because of 
computer programing delays. Accordingly, progress in this 
area could not be determined. Our questionnaire showed that, 
as of March 1977, only 29 percent of the PSROs had initiated 
areawide studies. 

, 

/ 
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HEW did not issue specific guidelines to help BSROs make 
profile analysis studies until January 1978. Only 12 of the 
93 PSROs responding to our questionnaire reported activity 
in this area. 

Lonq-term and ambulatory care 

In 1976, BQA began emphasizing expansion of the PSRO 
review system to care provided in long-term facilities and 
ambulatory settings. Although eight PSROs were involved in 
long-term care reviews before this time, these reviews 
were continuations of an earlier BEW effort. 

In September and October 1976, BEW selected 20 PSROs to 
participate in a Z-year demonstration and assessrwnt program-- 
15 (including 4 of the 8 PSRO s mentioned above) for long-term 
and 5 for ambulatory care review. The results of the demon- 
stration projects are not expected to be available until 
after February 1979. 

CONCLUSION 

Although HEW has made progress in implementing the PSRO 
ijrogram, the program will not be fully implemented for several 
UeaPS, 1.Q 06 T-1-* l???. 2 r.:,fi,r rf ;;og,,&,, Ubk?tAS# ;r,c;;u&- 
ing three entire States, were without PSROs. There were no 
fully designated PSROs. Moreoveg physicians have been slow 
to support the programp and many of the functions PSROs are 
responsible for implementing were being done only on a 
limited basis. Several factors have hindered HEW’s progress 
in implementing the PSRO prcgram. These factors are dis- 
cussed in chapters 3 and 4. 
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CHAPTER 3 

PROBLEMS IN PROGRAti ADMINISTRATION 

A nmber of complex, interrelated factors impeded the 
timely implementation of the PSRO program. The delays mini- 
mized the program's opportunity to reduce medical costs and 
to ensure the quality of patient care under the three Federal 
health care programs. The factors included organizational 
limitations, resource constraints, delays in issuing program 
guidance, and the lack of aggressive contract administration. 
These problems are similar to those we have found in other 
health programs administered by HEUa. 

ORGANIZATIONAL LIfiITATIONS 

During the initial years of the program, HEW established 
several organizational entities to implement the PSRO legis- 
lation. Because of organizational shortcomings, including 
inadequate authority and fragmented program responsibility, 
these entities were ineffective. 

PSRO legislation was passed in October 1972. In November, 
HEW established, within the Office of the Assistant Secretary 
for fieaitn, rne ufrace of Professiona. arandaros nevlew to 
direct program implementation and develop program policy. To 
implement the program, task forces were set up in the Health 
Services and Mental Health Administration, l/ the Social 
Security Administration, and the Social and-Rehabilitation 
Service- By April 1973, nine HEW organizations had some 
PSRO program responsibility. 

The task force arrangement proved ineffective. The 
Office of Professional Standards Review acknowledged that it 
did not have the line authority, budget, or staff to effec- 
tively develop the program. In addition, the Office did 
not have a Director until 5 months after it was established. 
In July 1973, BQA was established within the Health Services 
Administration to handle program implementation. Because the 
Office and BQA did not have enough staff to carry out their 
responsibilities, the two staffs were combined. This arrange- 
ment also proved ineffective. BQA's placement within the 
Health Services Administration was not at a high enough level 

L/Effective July 1, 1973, the Health Services and lYenta1 
Health Administration was abolished. Its functions rela- 
ting to PSHOs were transferred to the Health Services 
Administration. i' 

-- 
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to enable it to deal effectively with the Social Security 
Administration: the Social and Rehabilitation Service; and the 
Bureau of Community Health Services, Health Services Administra- 
tion, Public Health Service. l-/ An internal HEW study team 
assessing PSRO program management concluded that a distinct 
office and staff was needed to direct policy formation and 
oversee program operations. 

On July 1, 1974, The Office of Professional Standards 
Review was reestablished as a separate organizational entity 
and assigned responsibility for oversight, coordination, 
and policy guidance. Program administration remained with 
BQA. This change still failed to provide an organizational 
structure with sufficient authority to deal with the other 
HEW agencies involved in PSRO implementation. Problems 
continued to exist in (1) establishing working agreements 
with State agencies, (2) implementing long-term care review 
activities, and (3) resolving problems with uncooperative 
hospitals. Each of these problems is discussed below. 

Workinq agreement with State agencies 

BQA required PSROs to establish agreements with State 
Medicaid and Maternal and Child Health Care agencies before 
B;~i,,lr,(; r2vitw ;r ;&;iL;.L G53is:F; by L;kac ~LuJrcillID. GVttL 

34 percent of the PSROs visited or polled said they experienced 
either substantial or very great problems in negotiating an 
agreement with the State Medicaid agency, and only 2 of the 
17 PSROs visited had negotiated agreements with State Maternal 
and Child Health agencies. This delayed review of the records 
of hospital patients served by these programs. 

The problem with State Medicaid agreements involved the 
carrying out of a February 1975 secretarial policy giving 
conditional PSROs authority to make binding decisions (for 
reimbursement purposes) on the necessity of hospital care 
provided Medicaid patients. For example, three PSROs in one 
State, despite the secretary’s decision, took an average of 
6 months to negotiate an agreement because of the State’s 
concern over the PSRO’s authority. 

The Social and Rehabilitation Service, which had a 
direct influence over State Medicaid agencies through 
approval of the State plan for the Medicaid program, did 
not take prompt, aggressive action to help resolve this 

l-/The Bureau of Community Health Services administers the 
Maternal and Child Health programs. 
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disagreement between PSROs and State PSedicaid agencies. 
BQA advised us that this problem could have been minimized 
had the Service been more timely in implementing the February 
1975 secretarial policy concerning PSRO authority. The 
Service advised the States oc the policy decision in June 
1975; however I it did not i:sue an instruction implementing 
the policy until September 1976. 

The problems PSROs encountered with State Maternal and 
Child Health agencies resulted from the failure of BQA and the 
Bureau of Community Health Services--the administrator of the 
Maternal and Child Health care program--to clarify PSRO and 
State agency relationships. Although this issue was tentatively 
resolved in July 1976 with the issuance of joint instructions 
to PSROs clarifying these relationships, specific guidance 
promised at that time had not been issued as of February 1978. 

Implementation of long-term 
care revieir activity 

BQA and the Social and Rehabilitation Service had 
responsibilities for the review of long-term care patients. 
HEW, however, had not clearly defined the procedures to 
be followed to avoid duplication and ensure effective review 
activities. 

Since as early as May 1976, the Service and the BQA 
were unable to agree on whether or not the Secretary should 
waive certain review activities required under the Social 
Security Act when PSROs implement long-term care review. 
The act* as amended by Public Law 92-603, required that: 

"In order to avoid duplication of functions and 
unnecessary review and control activities, the 
Secretary is authorized to waive any or all of 
the review, certification, or similar activities 
otherwise required under or pursuant to any 
provision of this act (other than this part) where 
he finds, on the basis of substantial evidence of 
the effective performance of review and control 
activities by Professional Standards Review 
Organizations, that the reviewl certification, 
and similar activities otherwise so required are 
not needed for the provision of adequate review 
and control." 

BQA maintained that, when a PSRO has assumed review 
responsibility, all other review activities should be waived. 
The Social and Rehabilitation Service contended that the PSRO 
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responsibilities do not fulfill the unique provision of the 
Medicaid statute requiring (1) medical review for skilled nur- 
sing patients and the mentally ill and (2) independent pro- 
fessional review for residents in intcrmediate care facilities. 

In July 1976, the issue was submitted tc the HEW 
General Counsel. In May 1977, the Counsel ruled that PSRO 
long-term care reviews supersede the medical 3nd independent 
professional reviews required under the Medicaid program. 
An instruction to the State Medicaid agencies implementing 
the Counsel’s ruling was finally issued in Janunry 197 1. 

This problem has delayed PSRO reviews of Medicaid 
patients iti long-term care facilities. In J&ne 1977, one 
PSRO characterized HEbJ’s implementation of ti.e PSRO long-term 
care activity as a “street brawl” among tire responsible HEW 
agencies. This organization further stated that at had been 
placed in a “totally ridiculous situation where: 

(1) The State wants relief and a transfer (of long-term 
care review activities) to PSROs: 

(2) The law allows (and requires) this transfer; 

(3) We have 5een trying for over a year to officially 
assume this responsitility; 

(4) HEW does ncbt want to, but must. assess (the State 
with) non-compliance penalties: 

(5) Nursing homes do not know who is responsible for 
what; and 

(6) We have been performing all the required functions 
while it is debated whether or not we have the 
capability and authority to do so.” 

In another instance, the efforts of BQA and the Social 
and Rehabilitation Service were not fully coordinated. In 
1975, tLL Service awarded a $1.4 million grant to a State 
Medicaid agency to develop and implement medical criteria for 
the review of long-term care an: ambulatory services. The grant 
was awarded before (1) the State Medicaid agency had coordinated 
its activities with the cc,gnizant PSROs and (2) BQA agreed with 
the goals and methodology of the project. Although the Service 
said it would not release all the project funds until the 
PSRO’s objections were resolved, over $40!3,000 was released by 
June 1976. Agreement was not reached until the following May. 

; 
I 
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Uncooperative hospitals 

Several hospitals in at least five States had refused 
to permit PSRO review. For example, i9 hospitals in one 
area of a State refused to implement review because they 
wanted to continue under an existing utilization review 
system. 

In October 1975, BQA asked the Social Security Administra- 
tion to issue yenera instructions to hospitals and fiscal 
intermediaries regarding the statutory obligation of hospitals 
participating in the Medicare program to cooperate with PSROs. 
The instructions were not issued, and in April 1976, BQA re- 
peated its reqtiest. Although Social Security has dealt with 
this problem on a hospital-by-hospital basisp as of February 
1978 the requested instructions had not been i?*:ued. In com- 
menting on a draft of this report, HEW stated .at it is 
proceeding to issue the ir.structions and that they would 
have been more helpful had they been issued when the request 
was first made. 

A number of respondents to our questionnaire also com- 
mented that the delays experienced in program implementation 
neicrierj LO tiLw*s oryanizaclonal problems. As one 1?'8R0 said: 

"I * =--There needs to be high level deci- 
sio,ls made regarding 'who has the stick' BQA, 
SSA [the Social Security Administration] or 
SRS [the social and Rehabilitation Service]. 
This must be transmitted to BHI [the Bureau 
of Health Insurance] and single state agen- 
cies. PSROs are forced to serve three mas- 
ters. Sde need a consistent apyroac‘n to 
enable 3SROs to respond to the PSRO law for 
all Federal patients, not have to develop 
separate approaches for interface with BQA, 
the fiedicare program or the tiedicaid 
program.--" s I* 

Establishment of Health Care 
Pinancinq Administration 

In march 1977, HEW announced a major reorganization. This 
action included establishing the health Care Financing Admin- 
istration. Among the activities transferred were the admin- 
istration of Medicaid, Medicare, find the PSRO program. As a 
result of the establishment of the new agency, in June 1977 HEW 
announced changes in responsibilities of the Office of the 
Assistant Secretary for Health. _,.. ^ e.,- ~ 
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In June 1977, the Subcommittee-on Health, Senate Commit- 
tee on Finance, requested us to determine if the reorqaniza- 
tion resolved or continued the fragmentation of authority 
and responsibility under PSRO and other programs. In July 
1977 we testified before the Subcommittee that, although 
the Health Care Financing Administration was given operating 
responsibility for the PSRO program, the Office of the 
Assistant Secretary for Health would retain responsibility 
for setting program policy-- thus retaining the policy-opera- 
tion split that contributed to the implementation problems 
discussed in this report. Some HEW officials who foresaw 
continued problems were largely dependinq on the infl>r:nal 
organizational and personal relationships to alleviate 
such problems. 

In responding to our testimony, the Secretary of HEW 
acknowledged that the reorganization of the Office of the 
Assistant Secretary was prematurely announced without his 
review or approval. He agreed to rtwrite the fo,mal announce- 
ment to clearly define the role of that Office in formulating 
quality assurance and health care financing standards. The 
revised announcement, published in October 1977 and revised 
in December 1977 and January 1978, clarified the policy-set- 
tin3 ;espbh;it;i;~irS 0E ihc ksslsrrdnr secretary relating 
to the PSRO program. 

RESOURCE CONSTRAINTS 

Less than anticipated oroqram funding and staff limita- 
tions delayed program expansion, hindered program management, 
and may have resulted in the inefficient use of Government 
funds. 

Office of Management and Budget and 
congressional program funding restrictions 

The growth of the PSRO program was limited by program 
funding. The following table compares the funding requested 
with that actually appropriated. 

. 
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Program Funding Levels 

Fiscal HEN 
year request 

President's 
budget Appropriations 

(000 omitted) 

1974 $34,200 $33,650 $33,650 
1975 57,900 57,000 36,208 
1976 84,286 50,145 47,645 
Transi- 

tional 
quarter 13,011 13,011 11,977 

1977 87,000 62,000 62,000 
1978 77,500 72,234 72,234 

In analyzing the budget data, we noted that: 

--In fiscal year 1975, the Congress appropriated about 
$21.7 million (about 37.5 percent) less than HEW and 
the Office of Mar.agement and Budget (OMB) requested 
for the program, 

--In fiscal year 3976, OM8 did not approve funding for any 
new planning PSROs. 

--In fisal year 1977, OMB approved funding for a may3 alurn 
of only 120 conditional EROS. 

The fiscal year 1978 funding is intended to provide enough 
funds to establish conditional PSROs in all areas. 

The Congress restricted funding of the PSRO program because 
of its concern about the lack of significant pcogress in pro- 
gram implementation and the lack of any evaluation of program 
effectiveness. The lack of demonstrated effectiveness also 
influenced OPlB funding decisions. 

We can appreciate the reasons for congressional and 
OMB restrictions on funding; however, the impact of limited 
funding was felt at both the program management and local 
PSRO levels. About 36 percent of the PSROs responding to 
our questionnaire indicated that insufficient funding %ildered 
their development to a moderate or very great extent. .or 
example, one PSRO commented: 

"Lack of adequate funding delayed progress for 1 
months and led to much apathy among physicianc 
who saw no urgency to become active because , 



. 

of the uncertainty of the life of the planning 
contract which, since June 1934, has had eleven 
extensions and/or modifications, some with 
modest additional funding and-some with none.“ 

Congressional an3 OMS funding reductions and the un- 
certainty of future funding levels caused program management 
to (1) delay conversion of planning PSROs to conditional 
status, (2) limit the number of planning contracts, and 
(3) adopt a cautious attitude toward PSRO development. p 

Delayed conversion to 
conditional status 

BQA did not convert about 28 planning PSROs to condi- 
tional status when they were technically qualified because 
of its uncertainty over future funding. These PSROs com- 
pleted their planning requirements during the last quarter 
of fiscal year 1975 or the first quarter of fiscal year 
1976, but they did not receive conditional contracts until 
nay or June 1976. BQA would not initiate the conditional 
contract award process until it had some assurance that PEW, 
OMB, and the Congress would provide enough funds to sustain 
these conditional 3SROs in the future. 

Many of these PSROs were given extended planning tasks8 
&‘LirJr;l ---- L “1‘ t~l;lbL ntvdLLLc.cIr-Li,iis, 3v ~xidl: tsey wvuAa Dt pro- 

ductive while awaiting funds to convert to conditional 
status and begin review activities. The tasks included 
limited ;.ctivities that had been otherwise required under 
a condit.onal designation. Officials from some PSROs we 
visited ;nd respondents to our questionnaire indicated 
that the, could have begun review activities sooner if 
they had received their conditional contracts earlier 
in fiscal year 1976. 

For example I one PSRO we visited completed its planning 
requirements in April 1975, but did not receive its condi- 
tional designation until June 1976. Most of the delay re- 
sulted from BQA’s decision not to initiate the conversion 
process until it had assurance that enough funds would 
be available to sustain future review activities. To keep 
the PsRO in existence during this period, t3QA provided 
about $140,000 for extended planning tasks. rhe PFRO of- 
ficials stated that the tasks performed could have been 
done after conditional designation. 
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Restrictions on the 
number of planning PSROs 

BQA had to delay awarding PSRO planning contracts to 
many organizations because of insufficient funding. in 
fiscal year 1974, BQA awarded its first planning contracts 
to 91 organizations. During fiscal year 1975, it could 
only award 16 additional contracts, primarily because of 
funding restrictions. BQA could not award any new plan- 
ning contracts in fiscal year 1976 because ONI3 would 
not approve funding for them. 

The next PSRO planning contracts were not awarded until 
funding became available in February 1977. In February and 
LHarch, BQA awarded 51 such contracts. Many of these organi- 
zations had been waitinn for more than a year for funding. 

Cautious attitude 

As a result of early funding restrictions, BQA officials 
adopted a cautious attitude toward implementing the PSRC 
program. According to BQA officials, they discouraged PSROs 
from rapid development. r'or example# one PSRO was experienc- 
ing serious staffing problems; however, BQA and regional 
staffs did not act to resolve the problem "because they 
weren't spending much money and funds were not availab32 
to convert them to conditional status." 

Another PSRO was told to slow down because its condi- 
tional contract proposal was going to be completed by the 
end of 1975 and no funding was going to be available. In 
January 1976, this delay was reported to be hurting physician 
interest and support. 

Funding problems resolved /. -*a. -- 
In December 1975, legislation was enacted authorizing 

expanded use OF the Medicare 'Trust Fund for hospital review 
activities. Also, the Congress has provided higher funding 
levels in fiscal years 1977 and 1978. Although guidelines 
for implementing the December 1975 legislation were not 
issued until Harch 1977, these actions should alleviate 
funding constraints on program growth and development. 

_ . 

.?-e 

Limited resources for 
program management 

Limitations on staffing and travel resources during 
fiscal years 1974 and 1975 hindered BQA's ability to promptly 
review and evaluate plans and activities of, and provide 
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assistance to, organizations applyine for or having planning 
and conditional PSRO contracts. 

Generally, for a PSRO to be converted to conditional 
status, BQA must approve the PSRO’s formal plan for carrying 
out review activities, including the collection of hospital 
data. PSROs began submittincl draft plans in October 1974, 
However, BQA did not have enough experienced personnel to 
evaluate these plans or monitor PSRO activities promptly. 
Fur thermore, several BQA project officers said they had 
difficulty performing their evaluations or monitoring 
PSRO activities because of limited training, inadequate 
guidance, and limited travel funds. 

Because of its inability to promptly evaluate proposals 
or applications, BQA extended several PSRO contracts a*,d 
provided additional funds to maintain the PSROs while ‘heir 
plans were being reviewed. Between January and May 1975, BQA 
extended contracts for 40 PSROs at a cost of over $800,000 
so it could complete its evaluations. BQA also cited the 
lack of staff as a justification for awarding several 
contracts to outside organizations for technical assistance. 

Staffing resources improved 

in may 1$/r, tne Diiector of BQA reported that the cur- 
rent staffing level was adequate to administer the program 
but that additional personrel would be required to support 
program expansion (that is 8 additional conditional PSROs 
and expanded PSRO review activities that are required under 
Public Law 95-142). 

In addition, many training programs have been conducted 
in the past 2 years. In March 1977, a project officer’s 
manual was issued to help project officers meet their 
responsibilities. 

PROGRAM REGULATIONS AND GUIDANCE 

HEN has been slow in issuing regulations and providing 
internal and external program guidance. As a result” planning 
PSROs have been delayed in converting to conditional status, 
conditional PSROs have been delayed in reviewing care 
provided to Medicare and Medicaid hospital patients, and 
duplication of effort may occur between PSROs and Health 
Systems Agencies (HSAs) established pursuant to the National 

__-- i- 
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Health Planning and Resources Development Act of 1974 (Public 
Law 93 -641). This act provides for the-establishment of 
areawide and State health planning agencies. These agencies 
are to assess and develop plans and goals to improve the 
health systems in their areas. 

About 38 percent of the respondents to our question- 
naire indicated that untimely regulations were a substantial 
or very great rxoblem hindering PSRO development. Likewise, 
40 percent indicated that untimely program guidance was a 
substantial or very great problem. 

Regulations 

Full implementation and enforcement of the PSRO program 
has been impeded by the lack of final regulations. As of 
February 1978, only t? of the 16 regulations HEW was developing 
to implement the PSRO program had been published in final 
form. Of the other 10, 2 had been published as proposed 
regulations with solicitation of public comment and ti were 
being developed. (The status of each regulation is shown 
in app. ‘VI. ) In its comments on a draft of this report, 
HEW stated that, of the eight regulations under development, 
two have been published as proposed regulations and the 
&-)‘chei: sin &ill ‘se ggjlfshz’ 82 -$~Sf-“ZC~ ye<-Tl~“‘o?~ l-y 
September 1978. All regulations are to be published in final 
form by late 1978 or early 1979. 

The questionnaire re.,pondents cited the lack of 
regulations on PSRO review authority and disclosure of 
confidential information as the greatest problems in PSRO 
development. 

Requlaticn implementing 
review authority 

A regulation on the authority of PSROs to conduct bind- 
ing review activities was deemed necessary by HEW in Septem- 
ber 1974. Although, as discussed on page 12, the Secretary 
issued a decision addressing the matter in February 1975, 
a final regulation was not issued until February 1978. 
Shortiv after the decision was issued, a new Secretary was 
appointed and some hospitals and State lsledicaid ager.cies 
refused to comply until the decision had been reaffirmed. 
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i’nis was done 17 January 1976, but some hospitals and 
state agencies still refused to accept PSRO authority 
because of the 1x6 0E final regulations. 

Legislation enacted in October 1977 (Public Law 95-142) 
gives States a stronger role in the PSRCJ review process, 
but leaves with PSROs the sole responsibility and final 
determination on the guality, necessity, and appropriateness 
of the medical care provided under Medicaid and tiedicare. 
i’ne states can monitor PSRO performance and, if it is found 
deficient, recommend suspension of I?SRO review activity. 

Requla t ion implement inq 
confidentiality safeguards 

A final regulation on the confidentiality of PSRO data 
is not expected to be issued until December 1978. A proposed 
regulation permitting disclosur.? of public information and 
aggregate hospital data was published in December 1976, i 
and BQA issued instructions to 2 SROs providing for limited 1 
release of such information and data. However, some hospitals I 
have been reluctant to provide data in the Jbsence of a final 
regulation, fearing that they might be violating legislative i 
restrictions. Unlawful disclosure of PSRO infoLmation is 
q,,c’fec d’k..‘, -c - I--O 2 _Fi.?.: Zi?2 iXi;ZiSCF.L.L.>k. ‘2; CkU;;brZC, lit ti~i 

State, three PSROs were delayed several months in reviewing 
tvtedicaid patients for several reasonsr including disputes i 
with the State llledicaid agency over the release of PSRO data. 
Although the dispute was eventually resolved* the PSROs, 
in absence of a final regulation, were not providing all 
the data reauested by the State. 

In ,Pddition, the lack of a final confidentiality 
regulation could damage relationships between PSROs and 
HSAs established under the LUational Health Planning and 
Resources Development Act of 1974. HSAs and PSROs share 
certain goals and problems. Both are supposed to improve 
the guality of care and to contain health care costs. They 
are also both charged with improving t..e health care system, 
thoug5 in different ways. Consequently, there is an obvious 
need for them to cooperate and coordinate with each other. 
A basic, initisl need is to share data. 

To carry out their health planninq responsibilities, 
HSAs must obtain data on the need for, and use of, health 
resources. PSROs collect nart of this data in performing 
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their duties, but some have been reluctant to share it with 
HSAs until HEW publishes a final regulation specifying what 
data can be provided. 

The National Health Planning and Resources Development 
Act of 1974 requires HSAs to (1) coordinate with PSROs and 
(2) make their data available to the public. PSRO legisla- 
tion, on the other hand, restricts the release of data <.nd 
imposes penalties for improper disclosure. Despite BQA’s 
encouragement to cooperate with HSAs, some PSROs are re- 
luctant to do so because of the legislative restriction and 
lack of final regulation. Public Law 95-142, passed in Octo- 
ber 1977, provides the legislative mandate for coordination 
of PSRO and HSA data requirements. PSROs are to provide HSAs 
with agc;regate statistical data (without identifying any 
individual) on a geographic, institutional, or other basis 
reflecting the volume and frequency of services furnished. 
By promptly implementing this legislation, HEW should be 
able to resolve the data coordination problem between HSAs 
and PSROs. 

In commenting on a draft of this report, I-i% stated 
that in December 1977 a joint policy statement on PSRO/HSA 
relationships was issued. According to HEW, the policy 
guluance is intenaed to estaoirsh a atrurlq C;U~JLG~IICIC~V~ 

relationship, between the programs, ease concGrns about 
potential duplication, and facilitate data sharing. 

Reasons for the delays 

BQA officials attributed the delays in issuing final 
regulations to (1) the complex interrelationship between the 
PSRO program and the Medicare and Medicaid program : (2) 
insufficient legal staff, (3) amendments to PSRO legislation, 
and (4) chamges in HEN’s procedures for developing regulations. 

1. As part of the regulation development process, drafts 
of proposed legislation must be circulated to the 
several agencies involved in the “SRO program. (See 
p. 11.) In some cases, this has resulted in 
delays in reaching agreement. For example, a proposed 
regulation for review of hospital services was com- 
pleted by BQA in July 1976. but differences with the 
Social Security AdministrT‘tion were not resolved 
until January 1977. (See spps. VII and VIII.) 

. I  
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2. Legal assistance provided to SQA to develop requla- 
tions was limited. This proelem was compounded by 
the need to provide legal assistance on such PSRO 
matters as the eligibility of non-physician-supported 
organizations, the compo?ition nf advisory groups, 
and the authority of condition21 PSROs. 

3. Legislative amendments necessitated changes to 
ex’stinq and in-process regulations and contributed 
to the delay in the development of final regulations. 
For example, the regulation governing the financing 
of hospital reviews was delayed when new leyislation 
was enacted that changed the mechanism by which 
hospitals would be reimbursed for review activities. 

4. To inL:ease public involvement in the regulation 
development process, HEk initiated new procedures in 
July 1976. The revised procedures included a 
requirement that IiEW agencies develop an implemen- 
tation plan and publish a notification of intent 
in the Federal Register. The plan had to be 
spproved before the notification of intent 
was pub1 ished e A BQA official estimated that 
time spent preparing the implementation plans 
,gnil -of-4 Fir-tG?y-z r\G i r)+rnC A-1 -**o.A 4-b~. 4.e.vh1 +p~=-qL. 

A__. _..- L---&-L ---- --.---,..-. /_ 

of regulations about a year. In September 197 7, 
HE& again revised its regulation development 
process in an attempt to issue shorter, clearer 
regulations more promptly. 

Guidance 

In addition to issuing regulations, EQA provides inter- 
nal and external program guidance through manuals, letters 
of transmittal, anti other written instructions. BQA, initially 
slow to develop and issue the necessary program guidance, has 
improved its performance in this area. The earlier difficul- 
ties hinaered PSRGs in converting to condit’onal status and 
acquiring data systems. 

. 
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Delays in converting to 
conditional status 

In June 1974, BQA awarded 91 six-month planning and 11 
conditional l-/ contracts. PSROs were prohibited from begin- 
ning review activities until BQA had approved their conver- 
sion plans. To help PSROs develop their plans, MEW provided 
some guidance. This guidance proved inadequate, and BQA 
advised the PSROs that more would be provided. BQA planned 
to furnish this guidance before the PSROs had completed their 
plans 0 This was not dor.e, and s3me PSROs received the 
guidance either shortly before or after they submitted their 
plans. Over 30 PSROs that received the guidance after sub- 
mitting their draft plans needed 1 to 5 months to make 
revisions. 

.-- 
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For example : 

--One PSRO was awarded a planning contract in June 1974 
and was to submit a plan for conversion to conditional 
status within 6 months. In January 1975, the PSRO sub- 
mitted its plan to BQA. In February 1975, BQA sent 
the PSRO additional guidelines on preparing a conver- 
sion plan and told the PSRO to revise its plan accord- 
A.‘r’ll. TLe “S.“.S =i;.;i,s~~ -7. -..I -I ---“\r -,----r:v, ..u-u- ., . ..V..b. ” “,z --i-3)-r .__-_ 
the information to conform to the new format and 
provide additional information that was not pre- 
viously required. 

In Hay 1975, the PSRO submitted its revised plan to 
BQA, and BQA gave the PSRO additional tasks to keep 
it operating until it could further refine its 2lan 
and be converted to conditional status. In September 
1975, BQA approved the PSRO’s plan, but the PSRO 
was not converted to conditional status until June 
1976 because of funding constraints. Officials at 
this PSRO indicated that they could have zsed the 
funds received for additional tasks more productively 
had they been designated a conditional PSRO. 

--In a second case, a PSRO, initially awarded a con- 
ditional contract that included a 4-month planning 
phase, spent about $62,000 unnecessarily because 
BQA failed to provide timely guidance on developing 

L/Four of the conditional contracts provided for a planning 
phase of 4 to 6 months. 
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a formal plan. The executive director of the PSRO 
agreed that, because the PSRO was unable to convert 
to the conditional status, some of the staff were not 
needed until later. 

Acquirir.g a data system 

PSROs are required to collect extensive data on patients’ 
records reviewed under the three Federal health care programs. 
They must also be capable of processing this data for medical 
care evaluation and profile analysis studies. 

BQA’s failure to promptly issue guidance to PSROs on 
designing a data system, acquiring a data processor, and 
developing criteria and procedures to approve both, delayed 
PSROs in developing an adequate data collection capability, 
Some BQA project officers said they lacked expertise on data 
systems and were reluctant to advise PSROs on how to formulate 
a data plan. The problem was further complicated by BQA’s 
staffing limitations. (See page 19. ) For example, one PSRO 
said it was unable to process data collected manually for 
more than a year because BQA took 7 months to approve its 
request for proposals for a data processor. Additionally, 4 
of 17 PSROs reviewed were delayed at least 6 months in acquir- 
ing alj!-qwqtin d?+-P pror?gci=+- ~.3y.?l-j?.;+~~: 2 

Lacking such capability, PSROs were hindered in per- 
formi.ng medical care evaluation and profile analysis studies-- 
the two principal mechanisms for assuring the quality of 
medical care. 

LACK OF AGGRESSIVE 
CONTRACT ADMINISTk4TION 

BQA did not alp:ays take timely , aggressive action to 
enforce PSRO contractual requirements or to see that PSROs 
resolved management problems that delayed or hindered pro- 
gram implementation. For example: 

. 
--One PSRO, contrary to its contractual commitment, 

decided to reduce the rate of implementation of 
hospital review activity until it acquired 
data processing capability. Although BQA advised 
the PSRO to acquire temporary help and space to 
manually collect and store the data, the PSRO did 
not do so and BQA did not formally direct the PSRO 
to comply. 
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--Fourteen PSROs have remained in the planning phase 
for extended periods (eight as-long as 3 years), some 
as a result of internal management problems. One 
PSRO that was in the planning phase for almost 3 years 
had only a part-time executive director, and for 25 
months it had filled only one other position--and three 
different persons had held it. 

--Fourteen hospitals in one PSRO area would not allow 
hospital review activities because they refused to 
subscribe to the PSRO’s data abstracting service. 
The hospitals claimed the service merely duplicated 
their own and that a changeover would be unnecessarily 
costly and contrary to HEW policy. BQA, rather than 
clarify this issue, advised the PSRO to work with the 
hospitals toward a solution. 

Our review showed that BQA’s inaction contributed to delaying 
full and prompt implementation of review activities in 4 of 
the 17 PSROs reviewed. 

C0NCLUS10NS 

The PSRO program has been beset by a number of complex, 
in~e~;e;s>>;~ pr ;L.;:,.ci, ,i;u w I.S*L Lzl,.‘- 4 1-- ;r:-;rm io~l?l?r~af+on 
and expansion, and lessened the opportunities to reduce 
medical. costs and assure the quality of medical care under 
the three Federal health care programs. 

These problems included (1) organizational constraints 
that were compounded by HEW’s failure to fully define the 
roles and responsibilities of the several agencies involved 
and to require their full support and cooperation, (2) staffing 
and funding limitations, (3) untimely issuance of regulations 
and guidance, and (4) lack of aggressive contract administra- 
tion. . 

. . 

-- 

--. 

--.. 

As a result, PSROs were delayed in organizing and in 
converting to conditional status and they experienced 
problems in developing working relationships with various 
State agencies, hospitals, and health systems agencies. 
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These problems are similar to those that have impeded 
the progress of other HEW-administered health programs. I-/ 
Use of a demonstration concept might have given 29EW a chance 
to identify and resolve at least some of these pr?blems 
before full implementation, thus minimizing their impact 
and facilitating the program's orderly expansion. Resources 
no longer appear to be a constraint, and many of the problems 
attributable to organizational Limitations may be alleviated 
by the establishment of the Health Care Financing Administration. 
The consolidation of three programs--dedicare, Medicaid, and 
PSRO--within one agency and the clarification of the policy- 
making responsibilities of the Assist ant Secretary for Health 
for the PSRO program should facilitate coordination and 
cooperation. 

RECOMMENDATIONS TC! 
THE SECRETARY OF HEW 

We recommend that the Secretary require the Administrator 
of the Health Care Financing Administration to: 

--Issue instructions to hospitals and fiscal inter- 
mediaries on the statutory obligations of partici- 
patinq hospitals to cooperate with PSROs. 

--Issue final PSRO program regulations as quickly as 
possible. 

--Improve PSRO contract administration so that prompt 
corrective actions are taken to resolve known problems 
delaying program implementation. 

--Work jointly with the Director, Bureau of Community 
Health Services, to provide adequate guidance to PSROs 
for the establishment of agreements with State agencies 
for the review of Maternal and Child Health patient care. 

&/These factors are similar to those we described in the 
following reports on other HEW-administered programs. 

"Progress, But Problems in Developing Emergency Liical 
Services Systems" (HRD-76-150, July 13, 1976). 

"Factors That impede Progress in Implementing the health 
Maintenance Organization Act of 1973" (HRD-76-128, 
Sept. 3, 1976). 
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RECOMr4ENDATION TO THE CONGRESS 

We recommend that the Congressp when establishing new 
national programs similar to the PSRO program, consider 
using the demonstration concept before authorizing or 
requiring full program implementation. 

AGENCY COMlalENTS AND OUR EVALUATION 

HEW agreed with our recommendations and said that it is: 

--Issuing the necessary instructions to hospitals and 
intermediaries. 

--Moving aggressively to issue the remaining regulations. 

--Devoting significant effort to improve the capabili- 
ties of the project officers in the administration 
of PSRO contracts. 

--Planning to issue guidance shortly to PSROs on 
the review of Maternal and Child patient care. 

In addition, HEW hc.d four general comments on our conclusion 
that the progress of program implementation was slow. 

First, HETq felt we did not indicate to what extent the 
slow progress can be attributed to the fact that the PSRO 
legislation was a significant departure from what the Govern- 
ment had previously required of physicians in c.ality assur- 
ance and utilization control P ivities. HEW explained that 
the legislation required esse. ally “state-of-the art” ac- 
tivities and is in many ways revolutionary. 

We recognize that certain program aspects represent 
a departure from what was required under utilization review. 
This provides additional support for our recommendation to 
the Congress that it consider using the demonstration concept 
for any future programs of this nature before authorizing 
full implementation, However many program management factors 
that contributed to slow progress--for example, the failure 
to provide timely guidance and aggressive contract 
administration-- are not related to the Government’s departure 
from previous requirements for quality assurance and utiliza- 
tion controls. 

Second, HEW stated that the report does not adequately 
recognize the program’s major achievements--that in the face 
of physician resistance, organizational difficulties, and 

. 
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other problems, PSROs have been implemented almost nationwide 
and physicians have been given an opportunity to demonstrate 
the effect of peer review. 

The data in chapter 2 adequately recognizes- the program’s 
progress in establishing PSROs, National and Statewide Pro- 
fessional Standards Review Councils, and advisory groups; 
enrolling physician members: and implementing the medical 
review system. And yet, although nearly 6 years has elapsed 
and PSROs have been established almost nationwide, little 
evidence is available to demonstrate their effectiveness. 
The Office of Planning, Evaluation, and Legislation (in 
HEW’s Health Services Administration) had made a $1 million 
study of the program’s effectiveness and concluded that, 
as of October 1977, the program was not effective in reducing 
fiedicare hospital utilization. iiowevtr, this conclusion 
was not accepted by many who reviewed the report, including 
the National PSRO Council, as being representative of the 
program because of the limited number of PSROs that had 
progressed sufficiently for evaluation. In addition, in 
Julie 1978 we testified before the House Committee on Ways 
and i4eans Subcommittee cn Oversight on the results of a 
validation of claimed savi-:gs by six PSROs. The claimed 
SakLkrijS;, LLi iilGac baata, 

. 
Wci 2 $,&al:, v*ersLu;l;;” >lir&.&& 

of deficiencies in the data used, computations made, and 
the methodologies applied. 

Third I HEW stated that the report does not focus clearly 
enough upon what it Jiews to be a major problem that delayed 
and continues to deiay program implementation--the lack 
of cooperation from State Nedicaid agencies. HEW explained 
that the original PSRO legislation was deficient in not 
clearly delineating the relationships between PSROs and 
the States. 

The lack of cooperation from State lredicaid agencies 
has delayed program implementation. However, we believe 
Gt at least some difficulties with State Medicaid agencies 
could have been resolved under the original legislation had the 
cognizant HEW agencies cooperated in taking positive, asser- 
tive action toward that end. In addition, although legisla- 
tion was enacted in October 1977 to assure States of a con- 
tinuing role in PSRO matters, HEW stated that the program 
implementation is still being delayed somewhat because of 
the lack of full cooperation from a few iuledicaid State 
agencies. 

Fourth, although acknowledging some of the organizational 
shortcomings noted in the report, HEW maintai-led that they 
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did not significantly delay program implementation. HEPl 
claimed that, even witn ideal administration, the program 
could not have been implemented more quickly because of 
physician resistance and problems of coordinating the new 
program with utilization review performed by State lviedicaid 
agencies. 

We believe that information on pages 11 to 15 adequately 
identifies the organizational shortcomings as a major factor 
contributing to the delay in program implementation. The 
impact of such shortcomings was noted in resolving problems 
with State agencies in implementing long-term care and 
dealing with uncooperative hospitals. Also, a number of 
EROS responding to our questionnaire cited the instability 
or inadequacy of HD?‘s organization and administration of 
the program as hampering their ability to implement their 
programs in a timely manner. 

31 



CHAPTER 4 --e-e 

PHYSICIAN SUPPORT OF THE PI!OGRAH -- --_- --- 

PSRO lesislation requires that HEW give Dreference to 
physician Jlqanizations when establishing PSROs. Active 
physician involvement in PSRO activity is critical to the 
program’s overall success. Initially, many physician, 
opposed the PSRO program to the point of actively seeking 
repeal of the legislation. Although HEW believes it has 
managed to dissipate much of this opposition, lack of phys- 
ician support has continued to impede PSRO development in 
some areas. As a result, some areas were without a PSRO, 
while others with planning orqanizations were unable to 
convert to conditional st?-!rs. 

UNSERVICED AREAS 

As of June 1977, 33 areas in the country lacked PSROs. 
HEW was in the process of awarding plannins contracts for six 
of these areas. Ten areas were without coverage because of 
disagreements over area designation. The other 17 areas, 
including two entire States, did not have coverage because 
of lack of physician support. For example, Nebraska physi- 
cians had taken a wait-and-see attitude toward the PSRO pro- 
gram; therefore, a PSRO had not been oroanized in the State. 
Although Georgia physicians formally opposed the establish- 
ment of the program, this sinqle-State PSRO area did submit 
an application for a planning contract, but included a 
request that it not be considered until December 16, 1975. 
That date was 15 days before expiration of the oriqinal 
statutory requirement that tiEW give physician organizaticns 
preferential consideration. When the statutory exuiration 
date was changed to January 1978, the Georgia physicians once 
again requested that the aoplication not be considered until 
15 days before expiration of the e:*tended Dreferential date-- 
December 16, 1977. In Florida, the medical society influenced 
two physician-sponsored organizations to withdraw their appli- 
cations for designation as planninq EROS. 

Generally, the physicians opposing the program disagree 
with the PSRO concept. They feel it represents too much 
Government involvement in medicine. 

As discussed on page 34, REW is developing a regulation 
addressing this issue. 
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INABILITY TO CONVERT 
TO CONDITIONAL STATUS 

To qualify for conC!itional designation, a PSRO must have 
as members at least ZC, percent of the practicing physicians 
in the area. To assure that the PSRO repre.aents the area 
physicians, the Secretary of HEW must file public notice when 
the PSRO is to be granted conditional status. If requested 
by at least 10 percent of the area physicians, the Secretary 
had to conduct a poll to determine if the proposed conditional 
PSRO is representative of the practicing physicians. Xf more 
than 50 percent of the physicians responded unfavorably, HEW 
was authorized to establish a different PSRO. lJ 

Two planning PSROs have been prevented from converting 
to conditional status because they were unable to obtain the 
require;! physician representation in a poll. BQA t er minaced 
the planning contracts of these PSLOs. One of these areas p in 
which the planning contract was terminated in September 1875, 
still did not have a PSRO 2 years later. The cognizant HEW 
regional project officer reported that HEW’s inaction in this 
area has hampered PSRO development in four adjacent areas. 
He said that, because of this inaction, lack of physician 
interest has been a problem in these areas. 

Tn annthor area. the nlannina PSRO has bean unab’e for 
more than a year to recruit 25 percent of the eligible area 
physicians and had consequently been unable to convert to 
conditional status. Still another planning PSRO was exper- 
iencing strong physician opposition in five of the six coun- 
ties in its area. BQA was reluctant to poll the physicians 
for fear that the PSRO will lose and have to terminate 
operations. 

In some instances, physician opposition has bean so 
intense that PSRO members have been harassed and ostracized. 
A project officer in one area filed this report: 

nWe almost wept after visitinq this PSRO * * *. 
At last reading, the PSRO had its sign toe n 
down, * * * the Chairman of the PSRO had been 
completely ostracized both socially and p:ofes- 
sionally, the other two physicians openly asso- 
ciated with the PSRO were losing referrals by 
the day, and the list of the remaining fetlr 
PSRO members was locked in a safe.” 

--I_- 
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a/This polling requirement expired on January 1, 1978. 
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LACK OF REGULATIONS PREVENTS USE OF 
NON-PHYSmN-SPONSORED ORGANIZATmNS 

Initially PSRO legislation required that until January 1, 
1976, preference be given to physician-srxnsored organizations 
when establishing PSROs. A December 1975 amendment to the 
Social Security Act (Public Law 94-182) extended this date to 
January 1, 1978. Should no organization of physicians come 
forward, BQA could designate a non-physician-sponsored 
organization as the area PSRO. The December 1975 amendment 
also provides that preference need not be given to physician- 
sponsored organizations vhen 

--an organization proposed to be designated by the 
Secretary has lost a poll or 

--a membership organization representing the largest 
number of doctors of medicine in an area8 or in the 
State in which such area is located, if different, 
has adopted by official procedure a formal policy 
position of opposition to or nonccoperation with the 
established program of professional standards review. 

The leqislation prohibits these provisions from being 
implemented until regulations are issued. HEW began to 
develno a regulation nn ?lternatives tn Dhvcipign-c?nnsnreA 
PSROs in July j-976, but work on it has not-yet been ccm- 
pleted. 

EN(:LXIONS 

A n:lmber of PSRO geographic areas remain unserviced 
because of a lack of Dhysician support. In four areas where 
PSROs had been established, the lack of physician support 
caused two planning FSROs to be terminated and has prevented 
two others from being converted to conditional status. Some 
evidence suggests that this opposition has also hanpered 
program development in adjacent areas. The future impact of 
physician opposition could be less ened with the issuance of 
the required regulation and the prompt designation of alter- 
nate organizations as PSROs. 

RECOMMENDATION TO 
THE SECRETARY OF HEW 

We recommend that the Secretary require the Administra- 
tor of the Health Care Financing Administration to promptly 
designaLe alternate organizations as PSROs in areas where a 
physician-sponsored organization refuses to establish a PSRO. 
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HEW coneur~ed with our ~ecomenBbtionr but explahed 
that only one area--Nebraska--does not have a pl-iyalc~an group 
willing to become 8 PSSQ. HEW stated that the final regula- 
tion for designating ~ltarnata organizations is scheduled to 
be published in August 1978. 
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APPENDIX II APPENDIX 11 

0. S. GENERAL hCCOUNTIAC OFFICE 
SURI’EY OF XE PSRO PROGPAH 

PURPOSE AND INSTRUCTIONS 1. PSRO MCXCROUND 

The U.S. Cenorol hccou~ting Office--the agency 
rasponsible for the Congressional ovetsight of the 
Federa! agencies--us conductIn$ d review of ch-l PSRO 

*. 

1. Which of the following conrracrusl srr~er of 
develop.zsnc best dtscr~bos tie cucro”c ,cacus of 
the PSPa? (Check one.) 

:. 
. -- 

Thlr quertlonndirc is an lrcportant port of’this 
review. The puroosa Is to SUNBY rhe euperxence, 
rnd reconanandrruxs of people Luke yourself WILY a’e 
responsible for this imp~emenret~on sod r.aport to 
the Congrera. 

Yost qwrrionr can ba rnrwrad quickly by either 
checking the appropriate borer or fillio~ lo the 
blanks. ~ovevcr, 8 icw of the “fall in t e blank” 
lrcml nay I&c!3 a fev nlnutal since you nay he.“. LO 
conrulr your records. Sow of the p.nrtic~pencr 
found lc faster to go through the quQsCio”“atre first 
so they knew what ~nformacioa f.o @L fros these files. 
In dither CIJC. the entire form can be vrtrren I” 
about 30 minutc~. la addition, it “y take from 30 
to OD minuCcs (depending on the accsasibiliry of 
ycur records) CO record ,o~e dotas and nunberr froa 
your files. 

Ua realize chat the exfe”L of your k”owiedgc 
rod pa rceprio”s goes far beyond vouc own PSRC, however, 
ia this case yi) ask you to base your opioionr rod 
obrarvarion, o” your arperieqcsr with this particular 
PSRO. YOU may. of cours.e, leek counsel from know 
ledgeable as9oc~aces or key staff whanever you feel 
this to be necessarv. It is hportanr that you 
vrovida a rersonebl? answsr to everv OU~PL~CX,. IO 
moss rev cases “i,era C”P infO”a,tlo~~ I, dtfficult 
to obtain, please provide ‘4, with your best estimate 
rather than delav or fall to respond. 

Be waurcd your responses will be treated with 
the atricrest of coniidonce. Your questionnaire 
1s nu!nbered for follow-up aod analysis purp.xer only. 

I1 1. - 

17 2. L 

I/ 3. - 

I/ b. - 

1. what L?I your PSRD’S estimate of the number of 
physicians and doctors of ortoopschy CD.O.‘S) that 
practice wirhm your PSRO &real 

-. (‘focal nmher of phyrxiana 
and D.O.‘,) 

7’ 
ti 

-7 
*= 

(Note: Idanrifv the ~~ource if you used dsra from 
,ourceo other than your PS20’9 e~iwace.c.~.. sQA. 
AnA. etc.) :..-k-w. 

*-- 3. How mnny of theac physicians and D.O.‘r rre 
mcrJb4rs of your PSRO? 

(uwnber of !i.3.‘$ and 
0.0:s) 

disclose inforcsrlon rhbc identifies the individual 
Co these or a”” ocher agency. Furthenwre, thr “ame, 
of the lndivtdual PSRO’. will not bs published w:U,our 
the expressed prrmtssion of the respondent providi”& 
Chc dsa. Bamao are nor Lrqortaaoc. but what you 
have to soy co the U.S. Congress II. So please give 
u. your moar frank and honest .ssessmfn~s. 

.i=- 
c. Service Popu!at1on: Horpitals -. 

_* 

H.’ 
.- 

0. Hov rmny short term acu’.o care hospirals are 13 
your PSRO area? 

(Nlcnber of Horpiulr) 
Ploosr return the cozpleted form in the 

enclosed self-addressed, fraokd. snvaio~e within 
10 days cfwr rtce~vlng this que;tio”nai;s. If you 
have my quertlons ceil (301) 4rr3-3596. Doug tirtng 
will be standing by to render mrsismace. Wa are 
z,oac Zrareful for your coaalderacion and cooperztio”. 

d--- 

0. Scrvtcr iopuIorion: Feders.1 Admi,,tons 

5. How oany Federal admlssiona w-ere recorded ,n 
the hospitals fa your PSRO ares durms December 
1976? 

-L 

_ ,  .  .  .  .  -  . . ,u -  

%’ .  
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!tonth Year 

Wxich 

,I 1. To 11rt1e or no dXl~rlC - 

17 2. To JOmc .?xwnr 
co to11 

- 

L 7 3. To l moderate CXCC~I 

L 1 1. Ertmdcd Pkmta( Potrr :: enn. 
CO”CI.CZ dlrlonrl was 

. 
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APPENDIX II APPENDIX II 

F. Peer Raviev History 

15. Has your PSRO Implementad coneurront “Admisalon 
Cerclflcarton” sod “Continued Stev Review” procodurar --- 
for el~har Hedicare oc Mdlcald p~Clenta7 (Check 
ye, or no for tick). 

1. “-,<s-.-. 
., 

#Y 8 v., 17 7-u: 
= 

2) Mdicaid L I l-Yes 17 Z-No 

If yea, to cltker, giva dates firat rrrrtad. 

I) Medicare 
Month roar 

2) Madlc&id 
Hi Ye*r 

(If no co bath, go to JO) 

(Ntmbar of koopttalr) 

17. In how many of the oma PSRO ho%pltals has thla 
concurrent rcv‘ev process been “fully” dalqated? 

(Nunbar fully delagerad 
horpkca1.s) 

--a 

.  .  

(Puobsr of proct1tionar 
rnrly8lr con,plordd ia Of 
12/X) 

21. AIao, kaa your PWO lnitlrrad a proflio 
l olys’~ on one or more PSAO ama korplt~laf 

1. If yrr, &iv@ Lhb dacr of the firsl 
profile l mlytls. 

Non th rear 

17 1. 80 (If no,, &O to 23) 

22. If yar, how many of thrae noap~r., protl~e 
rnnlyooe have been completed (~a of Emcamber 19:bl 

(Numkr of boBpita analyses 
coqlersd LI of lZ/?b) 

uonth rear 

/--7 I. No (If 00, 80 CO IS) - 

21. tf yea, how many of Ckesa ares wide “‘Uadical 
Care Evaluatlono” have bean completed as of 
Dacambet 197bl 

18. How many Pederal ednisrfons were rsviewd by 
your PSRO during=-comber 197bZ 

(Nmsber ravleved Lo lZ/?b) 

(Total number of ares 
wide WEE’. completed 
.I of 12176) 

i 

. 

. ..m. 

, 

- -- 

. 
.* 

2.’ 
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dcvciopad. ad&fad o; impleanted la order to kne.r 
what YOU con,ader to bo the rntent of ch,, PSRO 
lcgdation rod avallrbla S?A directrves. :Chsck 
one colwzm far e’ch row.) 

26. if you :heckcd 10 a Subrtanrlal. Great oc 
vary Great CXLC~~ (Cola. + or 5) for my of tie 
above row, coarinue. othen1se. jo :o 2:. 

i- _I i. Yes 

2. :: .VPI, dare approv*L. 

Xonth vcir 

c 1. Yes 

l-7 2. YO - 
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2. It yes, dare apptovod. 

.ronrh 

i 3. No (If 00, go co 17) 

xonch Yeor 

I-7 3. NO - 

!Nuaber of hdulstory care 
- frcilltlaa la which Peer 

Review bar been startid 
.s of 12/76.) 

-- 

.’ 
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APPENDIX i7 

IX PSRO DEVEWPti?NT IMP&CT ARE.2 

APPErdDIX II 

S. Statewide Counci! 

*. PSRO Repularionr 

tha’ local 
PSRO’s. and 

procedures 
3. Conf id-n- 

tir1tty of 
Isfomtion 

6, Sutewido 
cauncitr 

1. Local PSRO 
advirorv 

PSRO 
advisory 
co”nclls _ 

R&e” Council. In Dacsdxr of lc76. the 
,CCIetPrv Of KEW bctwn orgmiaing the first of CHI 
such cou&ls. The-question m-how wxh help, 
if WY, would a Statewide Council have bean. 
raaming they had ken ,n exi?)m~cc when you were 
developmg your m area PSRO? M~w.?r for each 
pi the development acCIvaties Itaced below. 
(Check ma collrmn for each To”.) 

of”Hsdlc:er: 1 1 ! t 

Hospital 
!+oo*!, -- 
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0. Osor Croup Cccpareticn and Assistance 
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E. Physician Support 

17 0. MO baais to Judeo - 

Physician PSRO 
supporr ROkl 

1. Ulth a:tIv~ rupport from ii.0. aad 0.0. 
laadarshlp. 

L -7 1. Under 252 

17 2. Prcm 25 fo under 502 - 

a 3. Ptora 50 VJ under 75% 

I-7 4. cwr 75% - 

2. Uithaut sctiva rupporr for M.D. aad 0.0. 
lasdmhiT;s 

u L. UnCr 252 
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C. STATSWTnPe SJPPORT CEHTeRS 

9. Statewide Support Centers were rutl’orirod 
by tbo Secretary of HEW in 13 States, tiea your 
suta OM Of the 133 

17 1. Yea (Continua) - 

m 2. No (Co to 54) 

i7 3. tiot rum (CO LO 54) 

53. ID general. hew much. if my, her the Starr- 
tide St;pparf Cancer -mtribuced LO the developsent 
arInd ‘5plcmcnCatron of your local PSRO progrhml 
(Check cm.) 

I-7 1. - Little or no contribution 
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procurewnc direcrlves. etc. (Include 
tran5mL~ul letters.) 
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APPENDIX VI APPENDIX VI 

1. 

2. 

3. 
4. 
5. 

6. 
9. 

8. 
9. 

10. 

11. 
12. 

13. 
14. 

15. 

16. 
19. 
18. 

STATUS OF PSRO REGUrPATIOWS - 
As of February 1978 

Regulations governing 

Designation of PSR service 
areas 

Notification--polling of 
physicians 

Designation of statewide areas 
Advisory groups to PSROs 
Advisory groups to statewide 

councils 
Statewide PSRO councils 
Assumption of review respon- 

sibility by conditional PSROs 
Waiver of liabilities 
Interim hearings and appeals 

of PSRO determinations 
Reconsioeration uf Pb~ir 

determinations 
Appeal of PSRO determinations 
Procedures for review of 

hospital services 
Financing of hospital reviews 
Interim confidentiality and 

disclosure of data pnd 
information 

Confidentiality and disclosure 
of PSRO data and information 

Grants 
Sanctions 
Designation of alternate 

organizations 

d/ Under development. 

Date final 
regulation 

issued 

3-18-94 

5-09-94 

9-12-96 

1-r)4-98 
12-09-99 

2-22-98 

l-25.*79 

1-16-98 

Date interim 
regulation 

published for 
comment 

4-28-96 

(a) 
(a! 

l-25-99 
(a) 

(a) 

. 
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APPROXIMATE PERIODS FOR DEVELOPING AND PROCESSING REGULATION ON 
PROCEDURES FOR REVIEW OF HOSPITAL SERVICES 
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APPE~JDIX VIII APPErJDIX VIII 

APPROXIMATE PERIODS FOR DEVELOPING AND PROCESSIRIG REGULATION ON 

NO OF MOMTCS 
ASSUMPTION OF REVIEW RESPONSl6LLlTY BY CONDITIONAL PSROr 

L 

66 - 

65 - 

64- 

63- 

62 - 

61 - 

60' 

59 - 

66 - 

57 - 

56- 

55 - 

M- 

63 - 

52 - 

61 

60 

46 

47 

49 [ 

46 

45 

44 

43 

42 - 

41 - 

4Q- 

39 - 

36- 

37 - 

36 - 

35 - 

34- 

33- 

32r 
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DEPARTMENT OF HEALTH. EDUCATION. AN3 WELFARE 

OFFICE OF THE SECRETARY 

WASHINGTON. 0 c 20201 

July 15, 197& . 

fir. Gregory J. Ahart 
Director, Human Resources 

Division 
United States General 

Accounting Office 
Washington, D.C. 20548 

Dear Mr. Ahart: 

The Secretary asked that I respond to your request for our 
comments on your dratt report entitled, "Progress Rut Problems 
in Establishing Professional Standards Review Organizations." 
The enclosed comments represent the tentative position of 
the Department and are subject to reevaluation when the 
final version of this report is received. 

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

Sincerely yours, 

Inspector General 

Enclosure 
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Comente of the Department of HenPth, Education, and #elfare on the 
General Accounting Office’s Draft Report Entitled, “Progress But 
Problem8 in Establishing Professional Standards Review Organizations 
TPSROs)” 

Overview 

The GAO has concluded that establishment of BSROs nationwide has been 
BlOW, and they then indicate the reasons for this slow progress in 
implementing the program. Pour points about this need to be made. 
Pir5t, the GAO report doee not indicate the degree to which the PSRO 
legislation represented a significant departure from what the go.:ern- 
meat had previously required of physicians in quality assurance and 
utilization control activities. The PSZ3 leg rlation required essen- 
tially “state of the art” types of activities which many physicians 
were not ready to undertake. The PSRO program is in many ways revolu- 
tionary, and the implementation of the program had to proceed with the 
recognition that major changes in physicianr’ attitudes could not be 
achieved overnight. 

Second, the G&O report does not adequately recognize the major accom- 
plishments achieved by the program over the last 6 years. In the face 
of significant physician resistance, organizational and other problems, 
Emus have been lmplemenrea aLmo5t nationwroe, ana pnysiciane nave oeen 
given an opportunity to demonstrate the effect of peer review, 

Third, the GAO report does not focus clearly enough upon what we 

view to be one of the major problems that delayed PSRO program 
impbeaeatation-.-,the complexities of coordinaticn with State Medicaid 
agencies. 

The original TSR0 legislation dr ‘C; not clearly enunciate the relation- 
ships between PSROs and the States. This matter became so acute that 
additicnab legislation waa required (P. L. 95-142) to assure States 
of a continuing role in PSRO matters. Even QOW, program implementation 
is being delayed somewhat because of continuing complexities of coordi- 
nation with a few Medicaid State agencies. 

Pourth, the GAO report noted that HEW’s “organizational shortcomings, 
including inadequate authority and fragmented program responsibility” 
were factors in delaying PSRO implementation. While we acknowledge 
that some of these problems did exist, we do not believe they signifi- 
cantly delayed program implementation. Even with ideal administration, 
the program could not have been implemented more quickly, because of 
the resistance from physician8 and Zroblems of coordinating the new 
program with utilization review performed by State Medicaid agencies. 
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GAO Recommendations 

That the Secretary of HEW require the Administrator of the Health 
Case Financing Administration to: 

1. Issue instructions to hospitals and fisco1 intermediaries 
on the statutory obligations of participating hospitals to 
cooperate with PSROs. 

2. Issue final PSRO program regulations as quickly as possible. 
.’ 

3. See that PSRO contract administration is improved so that 
prompt corrective actions are taken to resolve known prob- 
lems delaying program implementation. 

4. See that adequate guidance is provided for PSXO review of 
Maternal and Child Health patient care. 

Department Comments 

1. We concur. 

The Departmrnt is proceeding to issue the necessary in- 
structions to hospitals and intermediarie;. However, at 
this stage of PSRO program implementation, the issuance 
of these inscructlons will not be as helpful as they would 
have been had the instructions been issued when the request 
was first made. We are not now experiencing the kinds of 
problems with hospitals cooperating with PSROs as we did 
earlier in the development of the program. 

2. We concur. 

. 

The Department is moving aggressively to issue the remain- 
ing regulations. The complexity of the program made the 
regulations development process slower than normal as did 
interagency disagreements which have since been overcome 
with the creation of HCFA. We do not believe, however, 
that the delay in issuing regulations had a significant 
impact on delaying the overall implementation of the pro- 
gram. Sufficient guidance was provided to the PSROs in 
the framework of PSRO Transmittals and the PSAO Program 
Manual to allow them to implement their review systems in 
the absence of published regulations. 

Of the 8 regulations identified by GAO as currently under 
development, 2 have been published as Notice of Proposed 
Rulemaking. The remaining 6 will be published as notices 
during the next 2 months. All will be completed in final 
by late 1978 or early 1979. 
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3. We CoRcur. 

Since the time of the GAO study: we have devoted significant 
effort to improving the capabilities of the project officers 
in the regions through technics1 assistance and training 
activities. The quality of overall adminietration and mnage- 
menb of PSRO projects have increased 8~ a result of these 
sctivities. In addition, beginning with the contracts which 
expired June 30, 1978, all PSRO contracts will be comer&& 
to a grent method of Financing. All contracts will hsve been 
converted by June 30, 1979. This should stresmline our aver- 
all operation. 

4. We concur. 

The detailed instruction mentioned by GAO in their report 
will be issued shortly. In addition, we are now examining 
the statutory role of pSRCs vith respect to their review of 
Maternal and Child Health (#CH> patients. The PSRO legis- 
lation requires PSRCs to review the health care of WCH 
patients. Uowever, because the Paternal and Child He,alth 
program already had a distinct system in place to review 
the utilization of HCM servkea, the legislation did not 
.p..d gcqp .-..“+-‘f, “_.; y;!-.F ?;:;-il..,L;,,, of ,,;;...&,; UCELZB‘~ 
sity which would be binding on the payment agency. This 
places the PSRO in a difficult situation. Because of thia 
problem, the 8ational Professional Stanclards Review Council 
has decided to review the entire issue of YSRO review of NCB 
patients. 

GAO Recommendations 

That the Secretary of HEW require the Administrator of the Eealth 
Care Financing Administration to promptly designate alternate 
organizations as PSROs in those areas where a physician sponsored 
organization refused to establiah a PSRO. 

Degartnant Comments 

We concur. 

Currently, only one area - the State of Kebraska - does not have 
a physician group willing to become a PSRO. Final regulations 
setting forth procedures to be followed in designating an alter- 
nate organization to serve as the PSRO are scheduled to be pub- 
lished in August 1978. 
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Additional Departmental Comments 

1. Page 6, lines 6 through 8, should be revised as follows to 
make the account of hospital review reimbursement accurate: 
II . . . mechanisms. Etospitel review activities are financed 
through the Fiedicare Trust Funds and Hedicaid appropeietions, 
Medicare reimbursement mechanisms are used to make payment 
for both Medicare and Medicaid review; however, the Medicare 
Trust . . . .‘I 

2. On page 20 of the report, the General Accounting Office (GAO) 
states that the Bureau of Quality Assurance, now the Health 
Standards and Quality Bureau, Health Care Financing Adminis- 
tration (HCFA), and the Bureau of Community Health Services 
(BCHS), PBS, had tentatively clarified the relationships be- 
tween PSROs and the Haternal and Child Health programs. HOW- 

ever, GAO reported that, as of February 1373, no specific 
guidance had been issued. As noted in our response to Recorrr 
mendation No. 4, the jointly developed guidance material is 
scheduled to be issued shortly. 

It should also be noted that BCHS sponsored several eonfer- 
ences at both the national and regional levels in 1976 and 
1977 which addressed the PSRC-Title V (NatcrnaL and Child 
Health and Crippled Children’s Services) relationships. In 
addition, BCHS supported a contract, completed in December 
1976. entitled, “A Review of Ouality Assurance Hethodologics 
and Procedvres as Prarticed in Title V Programs and t!le Status 
of PSRO Quality Assurance Efforts”. The findings rcsul t ing 
from this contract effort were presented to the National PSRO 
Council in March L977 and made available nationwide to PSROs, 
State Title V programs and other parties interested in PSRO 
activities. 

3. GAO, on page 32 of the report, states that the potential exists 
for duplication of effort between PSROs and Health Systems 
Agencies (HSAS). On December 5, 1977, the Joint Policy State- 
ment on PSRO/HSA Relationships, signed by HCFA and PHS, was 
issued and distributed to the PSROs and health planning egen- 
ties. This policy guidance is intended to establish a strong 
eoord inat ive relationship between the programs, ease concerns 
about the potential for duplication of effort by PSAOs and 
HSAs, and facilitate the sharing of data by PSROs with HSAs. 

* 4. The GAO statistics on the percent of PSRO review activity in 
hospital: is somewhat misleading. Page 14 of the draft re- 
port states that as of September 30, 1977, there was PSRO 
activity in “3950 hospitals, or about 56x of the hospitals”. 
Although there were approximately 3950 hospitals in PSRO 
conditional areas as of September 30, 1977, only 2631 were 
actually performing PSRO review. 

(102006) 
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