
Both sides see trouble ahead
with proposed outpatient regs
Is playing field level under Medicare APC system?

The Baltimore-based Health Care Financing Administration (HCFA)
has postponed implementation of new Medicare regulations for
outpatient facilities, which gives the outpatient industry time to

make a case for higher reimbursement. However, a bigger question is
whether this delay (caused by HCFA’s year 2000 computer concerns)
would make any difference in a reimbursement system that some
experts say could devastate rural and specialty facilities. Do the pro-
posed rules level the playing field between hospital-based and free-
standing facilities, or do they give a competitive edge to one side?

Outpatient Reimbursement Management asked people associated with
the hospital-based outpatient industry and ambulatory surgery centers
(ASCs) to analyze these issues and explain the proposed regulations for
each and how the ambulatory payment classifications (APCs) might
affect outpatient facilities.

“I believe we can expect substantial changes from the proposed
rule to the final rule,” says Chris Mancill, technical analyst for the
Healthcare Financial Management Association in Washington, DC.
The association represents financial managers in hospitals and other
health care organizations.
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The outpatient industry has a little more time to challenge the Health Care
Financing Administration’s (HCFA’s) proposed regulations and ambulatory
payment classifications (APCs). Some experts doubt HCFA will make enough
changes to keep some facilities afloat, particularly those serving rural
populations.
Experts note these potential effects:
• The cost-shifting by surgery centers and hospitals in the past will end.
• Commercial payers could add to the pain by basing their rates on HCFA’s

proposed APCs.
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Mancill says the delays in finalizing the rules
and implementing a prospective payment system
for both hospital-based and freestanding facilities
will give the outpatient industry time to respond
to the proposed APC rates.

“The proposed rule has payment amounts that
hospitals are going to have to have work done
on,” he says. “Some of the APC amounts will
have to be bumped up or increased.”

Others doubt HCFA will change APC reim-
bursement rates in any substantial way because
the government’s main purpose is to save
Medicare billions of dollars.

“Congress passed the outpatient prospective
payment system for the purpose of saving
money,” says Linda Magno, interim vice presi-
dent for policy at the American Hospital
Association in Washington, DC.

Outpatient PPS expected to save billions

HCFA predicts that hospital outpatient PPS
will save Medicare more than $6.6 billion
through 2003. (For more information, see ORM,
October 1998, p. 73.)

“That’s a real reduction relative to what hospi-
tals were going to be paid,” Magno says.

Because HCFA has repeatedly extended the
comment period, ASC officials have had since
June to comment on their proposed regulations.
Some say they’ve needed the extra time in order
to make a case for higher rates.

“It gives us the opportunity to now do some
good cost analysis and comparison of the APC
proposal for ASCs and hospitals,” says Carol
Beeler, regional vice president in surgery divi-
sion of HealthSouth in West Chester, OH.
HealthSouth is a health care company that covers
50 states with its surgical center and diagnostic
divisions, inpatient rehabilitation, outpatient
rehabilitation, and medical centers. Beeler also is
the president of the Federated Ambulatory
Surgery Association in Alexandria, VA.

1994 cost studies were flawed

Even HCFA has admitted to some flaws in its
1994 cost studies on which the APCs are based,
Beeler says. 

“HCFA is working with us now to develop a
good study for 1999,” she adds. “What we’re
looking for is a fair reimbursement system
because we have to cover our costs.”

Plus, hospitals are being hit from another

direction as well; the proposed rules reduce the
coinsurance amount Medicare beneficiaries pay
to hospital outpatient facilities, Mancill says.

HCFA’s new reimbursement methodology
fixes the coinsurance payment at 20% of the
1996 national median charge for each APC
group with adjustments for inflation for 1999,
Mancill explains.

Since beneficiaries presently pay 20% of the
outpatient facility’s billed charges regardless 
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of Medicare allowance, this can amount to a
substantial reduction, he adds. “This doesn’t
reduce the Medicare charges at all, but it does
help beneficiaries.”

ASC officials say they are pleased that HCFA
decided to postpone implementation of both reg-
ulations since the hospital-based outpatient ones
were going to be postponed until after the year
2000 computer problem is fixed. Last summer,
the ASC industry feared they would have to
move to PPS before their hospital competitors,
placing them at a competitive disadvantage.

Additionally, the ASC industry’s concerns that
hospital-based facilities are reimbursed at higher
rates were alleviated when the hospital outpa-
tient regulations were published Sept. 8 in the
Federal Register.

Playing field is level, but nobody wins

“What we’re seeing is [that] the proposed hos-
pital rates would effectively level the playing
field between the freestandings and hospitals, so
the hospital outpatient departments would take a
tremendous hit from their current reimburse-
ments,” says Kevin McHugh, chief executive
officer of Washington Orthopedic Center in
Centralia, WA. The single-specialty surgery cen-
ter has more than 1,000 cases per year.

On the down side, rural surgery centers and
others are not being reimbursed enough to cover
their costs under the new APCs.

“We’ve leveled the playing field, but rates
have come down so low they don’t effectively
work for anybody now,” he says.

Already, Medicare patients are being shifted
from ASCs to hospital-based outpatient surgery
centers where the reimbursement is higher. What
will happen to these patients, McHugh asks,
when the hospital-based centers lose their finan-
cial advantage in the Medicare rates? 

“We could effectively have a big class of
patients that nobody wants; I think that’s what
HCFA is starting to come to grips with.” 

Magno says Medicare patients won’t be
dumped because non-profit hospitals will take
care of them even if it means losing a lot of money.

“Hospitals have been losing money on outpa-
tient services for a number of years; we provide
the services anyway,” she says.

There’s another problem that has been growing
in recent years. Both ASCs and hospitals survived
with low Medicare reimbursement because of cost
shifting. If Medicare’s payment for a procedure is

lower than what it costs to provide the service,
then someone else — typically commercial payers
— make up the difference by paying more than it
costs, Beeler explains. Managed care organizations
(MCOs) are putting an end to this trend.

“I think HCFA does not understand the envi-
ronment . . . today in which managed care uses
Medicare’s reimbursement rates as the founda-
tion for their reimbursement rates,” Beeler says.
“In the past, HCFA assumed Medicare was the
lowest cost provider and not the basis for every
managed care payer to go by.”

The days of cost shifting are long gone; with
HCFA again cutting reimbursement rates, health
care quality may suffer, Beeler says.

“We want a fair value reimbursement, and the
value is cost plus quality,” she adds.  ■

Create cost analysis to see
if your staffing is adequate
Expert gives tips on starting from scratch

With all of the proposed changes to Medicare
regulations for outpatient centers, it might

be time to conduct an analysis of your facility’s
staffing requirements. 

Staffing is one of your biggest expenses. If you
need to consider some cost cuts, now is a good
time to make sure the number of employees is
adequate but not excessive.

Though every facility will have its own 
needs and considerations, there are some general
guidelines to follow, says Vicki B. Sullivan, RN,
CNOR, director of surgical services for Quad City
Ambulatory Surgery Center in Moline, IL. Quad
City is a freestanding, physician-owned center
that performs approximately 150 procedures a
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Increasing, decreasing, or starting the process of
staffing an outpatient facility may be tricky. An
expert offers this advice:
• consider your facility's number of operating

rooms and its design;
• chart the types of skilled employees needed;
• determine hourly rates per full-time equivalent

skilled position, and perform simple cost analysis.
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month. Sullivan’s experience includes developing
an ambulatory surgery center (ASC) from the
ground up.

“Staffing is one of the most difficult things 
to develop in a surgical center because surgical
volume is not consistent,” she says. Sullivan
offers these guidelines to developing staff for a
new center, or expanding or reducing staff at an

existing facility:

1. Determine staffing needs.
First, consider the center’s size by answering

these questions:
• How many operating rooms are there? 
• Do you have a minor procedure room that is

used at the same time as the operating rooms?
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STAFF
(Format)

1998 Salary Levels:

* Increase by 5% per year
** Number of Staff per case is based on 6 to 8 hours of staff per case.

Source: Vicki B. Sullivan, RN, CNOR, Quad City Ambulatory Surgery Center, Moline, IL.

Position

Director

RN

Tech

Other

TOTAL
Avg/Hour

Hourl y Salar y

Hourly Rate

Hourly Rate

Hourly Rate

Hourly Rate

Total of Column

# of Positions

# of Pos./O.R.

# of Pos./O.R.

# of Pos./O.R.

# of Pos./O.R.

Total of Column

Total

Hourly Salary x # Pos.

Hourly Salary x # Pos.

Hourly Salary x # Pos.

Hourly Salary x # Pos.

Total of Column
Total of Abo ve
divided b y # of

Positions

YEAR

1998

1999

2000

2001

2002

2003

AVERAGE
SALARY/ HOUR*

See Salary
Calculation Below

See Salary
Calculation Below

See Salary
Calculation Below

See Salary
Calculation Below

See Salary
Calculation Below

See Salary
Calculation Below

# OF
PROCEDURES

From Projected
Case Loads

From Projected
Case Loads

From Projected
Case Loads

From Projected
Case Loads

From Projected
Case Loads

From Projected
Case Loads

TOTAL
HOURS**

# of Cases x
6-8 Hours/Case

# of Cases x
6-8 Hours/Case

# of Cases x
6-8 Hours/Case

# of Cases x
6-8 Hours/Case

# of Cases x
6-8 Hours/Case

# of Cases x
6-8 Hours/Case

TOTAL SALAR Y
W/25% FRINGE

BENEFITS

Total Hours x Avg.
Salary x 125%

Total Hours x Avg.
Salary x 125%

Total Hours x Avg.
Salary x 125%

Total Hours x Avg.
Salary x 125%

Total Hours x Avg.
Salary x 125%

Total Hours x Avg.
Salary x 125%



• How are these rooms scheduled? “When our
facility utilized a second room, I looked at the
amount of time I anticipated using that room,
and we had to almost double the staff,” Sullivan
says.

• What is the facility’s physical layout?
Sullivan says the physical layout could decrease
or increase staff hours. For example, staff in pre-
operative and recovery areas might be able to
assist each other if the two areas are adjacent.

“The design of our center enables staff to have
visual access to all these areas.”

Second, outline the procedures and services
your facility provides. For example, an ASC usu-
ally needs staff in the areas of surgery schedul-
ing, preoperative assessment and patient educa-
tion, admission, operating suite, and recovery
rooms. Whether these areas are staffed by RNs,
LPNs, or other health care workers depends on
the facility’s policy.
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STAFF
(SAMPLE)

A multispecialty ambulatory surgery center the owners wish to build on land valued at $2.75/SF.

1998 Salary Levels:

* Increase by 5% per year
** Number of Staff per case is based on: 8 Hours/Case

Source: Vicki B. Sullivan, RN, CNOR, Quad City Ambulatory Surgery Center, Moline, IL.

Position 

Director

RN

Tech

Other

TOTAL

Avg/Hour

Hourl y Salar y

$20.00

$16.00

$12.00

$8.00

# of Positions

1

5

5

3

14

Total

$20.00

$80.00

$60.00

$24.00

$184.00

$13.14

YEAR

1998

1999

2000

2001

2002

2003

AVG. SALARY/
HOUR*

$13.14

$13.80

$14.49

$15.21

$15.97

$16.77

# OF
PROCEDURES

1,621

1,670

1,720

1,772

1,825

1,880

TOTAL
HOURS**

12,968

13,360

13,760

14,176

14,600

15,040

TOTAL SALAR Y
W/25% FRINGE

BENEFITS

$213,000

$230,460

$249,228

$269,521

$291,453

$315,276



Last, the staffing requirements depend on the
center’s goals and desired outcomes. If a center
chooses to be accredited by a governing body,
then the staffing levels should be raised to meet
those standards. Also the state’s licensing
requirements may dictate a staff-to-patient ratio
in recovery areas.

2. What kinds of skilled staff are needed?
Sullivan charted the types of staff necessary for

her facility by drawing two simple diagrams. One
demonstrates the staff needed for a single operat-
ing room. This includes a receptionist, a preopera-
tive nurse, four operating room employees, one
first stage recovery nurse, and one second stage
recovery nurse. The facility may hire a nurse
educator and employees to handle non-patient
responsibilities.

The second diagram lists the staff for two
operating rooms where they could be shared.
This staffing might include two preoperative
nurses, six operating room employees, and two
each of first and second stage recovery nurses.
All employees, except the preoperative nurse,
could be used to assist and relieve their counter-
parts in the second operating room.

After completing the diagrams, Sullivan wrote
the staffing requirements in terms of full-time
equivalents (FTEs). For example, the preoperative
RN position in a single operating room is written
out as 1 FTE. She added up the total to arrive at a
figure of the staff required in the facility.

3. Determine staffing costs.
Once you have the number of FTEs per posi-

tion, you can easily figure out how much your
staffing needs will cost. First, use your actual
average hourly wages for each discipline or an
estimated hourly wage. Chart these in columns,
entering the total hourly cost to the far right col-
umn. The bottom of the column will give the total
average hourly cost. (See charts, pp. 96-97.)

Sullivan says it’s probably a good idea to use
FTEs instead of full time and part time positions

when determining the total cost; because full-
time employees often change to part time or vice
versa, and your ratio probably will not remain
stable.

“I don’t think there’s any rule for a ratio of full
time to part time. It depends on the qualifica-
tions of the people you employ, and what their
desires are.”  ■

Lobbying efforts improve
orthopedic Medicare rates

[Kevin McHugh, chief executive officer of the
Washington Orthopedic Center in Centralia, WA, was
involved in a grassroots effort to show the Health Care
Financing Administration (HCFA) how orthopedic
surgeries need a higher reimbursement than the current
system. Washington Orthopedic surgery center has
more than 1,000 cases a year. McHugh enlisted a men-
tor at a large orthopedic group in Colorado and sur-
veyed 18 nationwide orthopedic centers; presenting the
findings to HCFA. The result is while many specialty
centers are looking at ambulatory payment classifica-
tions (APCs) that would reduce current reimbursement
levels, orthopedic centers will see an overall increase of
about 46% under the proposed system. McHugh dis-
cusses orthopedic reimbursement under APCs, and
how the small group got HCFA’s attention.]

ORM: So what is the good news for orthope-
dic surgery centers?

McHugh: We saw rate increases of 46% over-
all on muscle-skeletal procedures. For instance,
most of the orthopedic procedures are high vol-
ume procedures. Our No. 1 procedure is CPT
29881, which is a knee arthroscopy repair. Now
we’re being paid $595, and that will increase to
$807, a 36% increase. That procedure is No. 9
on the list of all Medicare procedures, accord-
ing to HCFA data compiled by McDermott,
Will, and Emery law firm in Washington, DC.

The No. 10 procedure, carpel tunnel, a CPT code
64721, went from $422 to $600. Also, HCFA added

98 OUTPATIENT REIMBURSEMENT MANAGEMENT / December 1998

SOURCE

For more information on staffing an outpatient
facility, contact:
• Vicki B. Sulliv an, RN, CNOR, Director of

Surgical Services, Quad City Ambulatory
Surgery Center, 520 Valley View Drive, Moline,
IL 61265. Telephone: (309) 762-1952. Fax: (309)
762-3642.



endoscopic carpel tunnel. The CPT is 29848, they
call it arthroscopic.

ORM: How did you convince HCFA to raise
reimbursements for orthopedic procedures?

McHugh: We published a study, surveyed sin-
gle specialty orthopedic centers around the
country, and did an in-depth cost study by CPT
codes and presented that to HCFA. (The study
was published in-house, and copies are avail-
able from McHugh for a $30. See source box,
below.) We presented our 24 most frequent
orthopedic procedures in an ASC [ambulatory
surgery center], and did a cost study, and it
showed that the average reimbursement was
underpaid anywhere from $238 on up. Most
were underpaid by $500 to $600, with the top
range underpaying by $1,633, all based on our
costs. So we presented that data in a daylong
meeting in September of 1996 to HCFA in
Baltimore. They took the data, that’s why I
believe we received such a significant increase.
Orthopedics doesn’t have a big lobby, and we’re
not a well-oiled machine. We’re just out there
doing the work.

That grassroots effort of getting involved, pro-
viding good data, and being part of the solution
was what I think got us such favorable increases
where everyone else has gotten decreases. Plus
the fact that we were actually in the trenches
doing the day-in, day-out work gave us a lot of
credibility when we met with HCFA.

ORM: What is the downside of the APCs for
orthopedic procedures?

McHugh: Even though we got those increases,
not all centers can provide those services and still
be profitable. The increases were significant, but
for many centers it still won’t be enough to cover
their actual costs. If you’re a rural center with a
high Medicare population of 20% or more, you
don’t have enough commercial business to offset
these costs. If you’re in a metropolitan area with a

relatively small Medicare population and a healthy
commercial mix, then you’ll probably be able to
continue to deliver surgical services to a Medicare
population. 

The unknown is what impact [will] the APCs
have on commercial payers, who in the past, have
mirrored their rates to Medicare.

ORM: How did you conduct the study?
McHugh: We tried to do a snapshot cost analy-

sis, looking at fixed and variable costs along with
specific supply costs, staff costs, and other costs.
Then we looked at a procedure in terms of time
units and came up with 15-minute increments for
a procedure, and we looked at fixed costs per time
unit. We added in variable costs and came up
with a procedural cost.

HCFA had spent a lot of time looking at pro-
cedural cost methodology back in 1994, but the
one they did was a disaster because it was so
complex. No small center could devote their
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resources to really do the study, so only a few
centers responded. No one was looking at the
same thing the same way, so they threw out 
the entire study. To date, they haven’t devel-
oped a good way of doing a simplified proce-
dural cost analysis.  ■

New health information
standards proposed

The Department of Health and Human Ser-
vices (HHS) in Washington, DC, has pro-

posed new standards for protecting individual
health information when it is maintained or
transmitted electronically. 

The standards, published in the Federal Register
on August 12,1 were designed to protect all elec-
tronic health information from improper access 
or alteration and to protect against loss of records.
HHS Secretary Donna E. Shalala, however, called
on Congress at the same time to enact further
protections to guarantee the privacy of medical
records. 

“The proposals we are making today set a
national standard for protecting the security
and integrity of medical records when they are
kept in electronic form,” she said. “It is crucial
to have these standards, as we move increasing-
ly toward electronic medical records. But it is
also not enough. In addition, we urgently need
new legal protections to safeguard the privacy
of medical records in all forms.” 

The new electronic data security standards
were mandated under the Health Insurance
Portability and Accountability Act of 1996
(HIPAA), which also called on the secretary 
of HHS to make recommendations to Congress 
on how to protect the privacy of health infor-
mation. Under HIPAA, Congress is given until
August 1999 to enact privacy protections. If
Congress fails to act by that time, HIPAA
authorizes the HHS secretary to implement 
privacy protections by regulation. 

The proposed regulations include technical
guidance as well as administrative requirements
for those who use electronic health information
medical records of individuals. All health care
providers that maintain or transmit health infor-
mation electronically will be required to estab-
lish and maintain responsible and appropriate

safeguards to ensure the integrity and confiden-
tiality of the information. 

All providers that transmit or maintain elec-
tronic health information will need to develop 
a security plan, provide training for employees,
and secure physical access to records. Health
information about individuals must be protect-
ed during transmission and where maintained
in electronic form. Other administrative proce-
dures, physical safeguards, and technical secu-
rity measures will also be needed. 

“This is not a one size fits all security plan,”
said Nancy-Ann DeParle, administrator of the
Health Care Financing Administration in
Baltimore, “but a carefully developed set of
standards. They should ensure that individual
records are secure while providing the flexibili-
ty for each health care business.”

The final rule will be effective 60 days after
being published in the Federal Register.

Reference

1. 63 Fed RegJ 43,241 (Aug. 12, 1998).  ■
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