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	P R O C E E D I N G S
(0:43:20 - FILE 0562) FINAL PANEL: WHAT HAVE WE LEARNED?
			MR. CRAMTON: Thank you, Tom. Thank you, panel members. That was wonderful. Your remarks are extremely helpful. It's so wonderful to get all the perspective from people all over the country and from Government and as providers and those working closely with beneficiaries.
		Now, as we bring up our final panel -- and again, if you could arrange yourself in alphabetical order and hopefully brought your name cards, but if you haven't, that's fine. 
		So actually, Tom Bradley, why don't you sit right here. I think you're first, and then Walt, then Nancy, then Tom, then Evan, and finally Wayne. Good. Excellent. 
(0:44:17)	Good. Well, I know it's been a very long day, and we are in the home stretch now. We've covered a lot of ground, and I think actually it's been very illuminating. Certainly has for me and I hope for everyone.
		This final panel, the goal is to reflect on what we've learned today, what we've learned in the last few years, what we've learned in the last decade, and what we've learned in the last 200 years. So whatever -- you have a lot of discretion in what you can speak on, but hopefully it's going to be related to the Competitive Bidding Program.
		And our first is Tom Bradley, who needs no introduction. Tom.
(0:45:10)		MR. BRADLEY: I'm Tom Bradley. I'm the Chief of the Medicare Cost Estimates Unit at the Congressional Budget Office.
		I see a number of familiar faces in this audience, and I expect many of you are fired up to go visit my clients on the authorizing committees and then looking forward to coming to visit with me and my colleagues. So I'm here largely out of self-defense.
		I want, when you come to see us, for you to have a better understanding of how we think about DME in the baseline, how we think about estimating changes in legislation for DME, and I want you to come prepared with data to help us understand how to analyze your proposal.
(0:45:57)	Let me start with our baseline projection. Under current law, we project that Medicare is going to pay in the neighborhood of $125 billion to DME providers over the next decade. That is about $15 or $20 billion less than we would project if Medicare continued to pay on the fee schedule to that decade.
		So, clearly, we are assuming that DME -- that the competitive bidding mechanism will generate substantial savings for the Medicare Program.
(0:46:34)	We do take into account the results of the demos and of the Round 1 bidding. We assume -- the 32 percent figure has been thrown around a lot. We assume considerable slippage from that and considerable slippage over time; nevertheless, we assume that the DME Competitive Bidding Program will generate considerable savings for Medicare, compared to the alternative of going back to the fee schedule.
		Let me start by recapping in my own terminology some of the high points of what I took away from today's session and how we think about how CMS operated the first round of the Competitive Bidding Program.
(0:47:24)	One of the things we learned is that the purpose of an auction that's intended to be repeated -- and I think that's an important part of what we've been discussing today -- is that it reveals the sustainable marking -- market clearing price; that is, the price at which the seller and the buyer are willing to contract to exchange something and then are expecting to be willing to come back to the auction on the next round.
		The auction mechanism that CMS used in the first round was poorly suited to the task of revealing that sustainable market price. That auction mechanism creates very strong incentives for bidders to submit bids that are below the amount at which they're willing and able to commit to deliver, and CMS's price setting mechanism, once they got those bids in, was -- I'll describe it as an interesting method of attempting to compensate for that incentive to bid low.
(0:48:26)	Why did it create an incentive to bid low? Because the bidders were not actually bidding for the price at which transactions would occur; they were bidding for an invitation to the next round. They were bidding to the invitation to the "any willing supplier" round or "any willing vendor" round. 
		And once they got there, then we have to deal with the mechanism that CMS used to set the price. CMS had this median price mechanism. I think the median -- the focus on the median price is actually kind of misleading. I think they selected the median price because they realized that they had all these crazy low bids, and they needed to get them out of the calculation.
(0:49:13)	What they did was they selected bidders up to the quantity well over the amount needed to clear -- to serve the given market, and then from that vastly expanded pool, they selected the median.
		Fundamentally, that's an arbitrary number. It's a number that bears no relationship to the market clearing price other -- otherwise -- other perhaps than when they went up the scale of all the bidders, they were, in their judgment, going high enough so that the median of that distribution was what, in their judgment, was a reasonable approximation of that market clearing price.
(0:49:56)	If, in their judgment, they guessed well, then the Program would work, at least for the first round. The danger in that mechanism is that now having established that -- I don't know what the numbers are, but say they went up to 150 percent of expected quantity in a given product. They now have a bureaucratically approved value for how high they go up. 
		And that makes it far more difficult in the next round to do a similar compensation that will substitute somebody's judgment of the sustainable market clearing price for -- to calculate that price out of the bids they got because the incentive for the vendors to bid low exists. And more and more of them are going to bid low because they realize that this is only bidding for an invitation to the next round.
(0:50:51)	So we fast-forward to December, and we find that vendors agreed to the prices that CMS offered. And we fast-forward to March, and as we heard, there's good reason to discount this, but so far we haven't had a whole lot of complaints. 
		So at this stage of the process, CMS is looking back on its first round, and it is, in their terms, largely a success. So I think a lot of people here are expecting to hear CMS breast-beating about how they screwed up the first round.
(0:51:34)	I think, in their view, it's a reasonable success. The issue is they're going now into a next round, a procurement. John was up here this morning, and he said a couple things; he didn't say some things.
		One of the things he said, essentially, is they're going into a round of procurement, and they're in the listening phase. I think CMS is aware that they need to make changes. I don't know what changes they will be able to make, and I don't know how quickly they'll make those changes, but I think there is awareness they need to make those changes.
(0:52:23)	So let me bring this back to our baseline projecting, projecting that there is considerable savings from the Competitive Bidding Program. 
		Let me remind you first that I said that the bidding mechanism they used in the first round doesn't provide bids that -- doesn't reveal the same old market clearing prices. 
(0:52:46)	 And the next point is, I think, the probability of failure in a subsequent round of bidding is very high because mechanisms they use aren't actually designed to reveal those prices.
		Excuse me. What John didn't say is that they're going to change the bidding price because they are in a procurement round. There are strict rules about doing a procurement, and there are strict -- there are severe penalties for violating those. I suspect he doesn't want to break any rules that might lead to cancellation of the next round of procurement. I suspect he wants to hold on to his job. I suspect he wants to stay out of jail. So this is not the venue, and so far we have not had the venue at which he is going to make statements about how they're changing.
(0:53:45)	Starting next week at PAOC, I think we should be listening very carefully to what he does say as they move into the listening mode and as they move into the potential revision of regulations mode.
		If they don't change the mechanism they use, I think there is a high probability of failure in the near future. There is near certainty of failure sometime down the road. I think that's what Peter wants to hear; I suspect a lot of you want to hear that.
(0:54:20)	I think there's also a very high probability that CMS is going to make moves in the direction of structuring an auction that actually reveals sustainable market prices. They may do that in time to avoid any of those failures. They may have to get whacked up side the head by having an auction failure.
		What happens when -- if they act preemptively, then we have the savings that we're anticipating. If they fail to act preemptively and they have to get whacked up side the head, what happens? Well, in the next round, we're going to have to close to a thousand different auctions essentially. Today we had 56.
(0:55:04)	If there are failures in there -- and I think there's a high possibility there would be failures in there -- in that set of auctions -- it's not likely to be across the board. It's likely to be a subset, and therefore, the amount at risk as they learn the hard way is actually a relatively modest amount, a relatively modest share of DME spending, a relatively modest share of the difference between spending that we're anticipating under competitive bidding and spending that we would see if we were back on the fee schedule.
(0:55:37)	And so the budgetary impact of legislation that forces CMS to wise up before they otherwise would is actually going to be quite modest, and so I think you should have that in mind before you go visit my friends on the authorizing committees. And I think you should have that in mind when you bring me data to help us analyze your proposal. And let me stop there.
			MR. CRAMTON: Thank you very much, Tom. That was illuminating. 
		Next up is Walt Gorski from AA Homecare, who will provide a provider perspective.
(0:56:13)		MR. GORSKI: Okay. Thank you very much. My Walt Gorski. I am Vice President of Government Affairs of the American Association for Homecare. We represent about 500 members with about 3000 locations across the country.
		I want to align myself with the issues raised by the economists and the auction experts here today. And thank you, Dr. Cramton and your colleagues and your students who have worked so hard giving people a different perspective on auctions.
(0:56:44)	So what I wanted to do here today is focus on what -- based on my experience, what I see are key variables that may make auctions hard to apply to home medical equipment and services.
		And what we saw here today in a very controlled environment is a system that seems modestly to work, and however, I think if we have to expand that to the full nation with 25,000 different suppliers, I think we're going to have an entirely different result because there are so many different variables.
(0:57:24)	And you know, going last kind of has its benefits and its perils. You know, a lot of things that I wanted to say have already been said, so I'm trying to keep this panel moving.
		You know, I also question the ability of suppliers to accurately calculate costs. I think some of the larger suppliers have the bandwidth and the staffing to do that. I think a lot of people -- a lot of smaller suppliers don't have that capacity. So that is actually a very, very critical aspect.
(0:57:56)	Also, Scott from Extrakare, identified that the HCPC codes are not discrete enough to bill. And when you have a code, a HCPC code, a billing code, that the price of that code is set by the median, which means half the products are less expensive than the reimbursement rate, half the products are more expensive than the reimbursement rate, what we have set up with the competitive bidding model or -- and an auction model, if you can't calculate your costs right and you're trying to win this contract, you are, in essence, going to have to be able to provide the least expensive product that meets that HCPC code description.
(0:58:40)	So beneficiaries are going to get the cheapest equipment, and providers, the only real fungible thing that they have aside from buying the least expensive equipment is to reduce services. And that is how any auction or any bidding program is going to have to function in the real world.
		Another issue is I still don't really understand how you can apply -- if you bid 10 percent of the country at any given time and then you apply and so you've reduced the marketplace in that 10 percent in that area, how you then apply those prices nationwide because, quite frankly, people who lost in those areas, as Mike pointed out earlier, lost because they couldn't compete on price. 
(0:59:24)	Well, you're now going to apply that price nationwide, and those providers are not -- there is going to be no diminution of suppliers in those areas. So you -- at least under bidding, you may have the possibility of increasing the number of items that you provide at a lesser cost. That's not going to happen in the 90 percent of the other areas.
		Again, I also think a race -- we're going to see a race to the bottom just like I mentioned with the HCPC codes, but it's going to stifle innovation. Why would anybody want to invest in home medical equipment when the cheapest product is the product that people have to go with? There's no incentive to invest R&D in this sector if we're racing to the bottom.
(1:00:15)	And finally, I think that there are input variables that we just cannot account for, and this has been one of my major concerns, and I've raised this as a PAOC member many times with CMS.
		We have 76 million baby boomers coming on-line. We're basing capacity on Medicare -- our historic Medicare volume when we know Medicare is going to -- the beneficiaries are going to increase expedientially over the next couple years.
(1:00:45)	We also don't talk about what other payors are going to do. Nor can we anticipate what other payors are going to do. You know, right now Medicaids across the country set their price based on Medicare. We're going to see Medicaid prices 40 to 50 percent below the Medicare price.
(1:01:04)	So if you think the Medicare price is bad, wait till you see the Medicaid price. And then there's the private payors. Private payors are going to mimic and probably even go worse than what -- or go lower than what Medicare and Medicaid do. And I mean, going to Tom's point, I mean this just goes to the sustainability of the Program. It crashes and burns, and it crashes and burns quickly.
(1:01:38)	Finally, you know some other people talked about gas prices. I mean, a year ago we were at $2.50 a gallon; today we're at $3.50 or $4.00 a gallon. Now a supplier who's traveling in his given supplier area is traveling somewhere between 150-200 miles a day. If you calculated your bid at $2.00 a gallon and it's now $4.00 a gallon, clearly you have a disconnect. 
(1:01:54)	So I come away from this session with a lot of my questions answered. At the same time, I think a lot more questions were raised, and bottom line is we have to stop this Program now before we tear at the fabric of the home care safety net and leave it in tatters. Thank you.
			MR. CRAMTON: Thank you, Walt. 
		So our next speaker is Nancy Johnson, who is largely responsible for this event. Nancy has served the United States public and especially the citizens of Connecticut for 24 years as a congresswoman, and now she continues her effort in efforts to improve healthcare. Nancy.
(1:02:41)		MS. JOHNSON: Thank you very much, Peter.
		First, let me thank Peter for all his volunteer hours to do this. When we first went to visit the Hill and people saw that actually there was logic behind what he was saying and some science and a body of experience that clearly had not been a part of the process in HHS, not unusual nor surprising, their first comment was "But, you know, we can't change course because two of you think that it's an important thing to do." So -- and the other one was Brett Katzman. Brett, where are you? You're back there -- because he wrote the first -- he did his Ph.D. thesis on the first pilot in Florida.
(1:03:30)	So we had really solid thinkers raising issues. So their comment was "But, you know, two of you are great, but this is the nation, and this is a Program that's going to -- that's been through a lot of work" and so on and so forth. So he said -- they said, "Well, do you think anyone else agrees with you?"
		Well, that led to the letter that Peter developed that most of you are familiar with that was signed by 167, including Larry, of his colleagues throughout the country. And if you look at that letter, they're from every major university in America, two Nobel Peace price winners. 
(1:04:10)	I mean, clearly there's a body of knowledge that has developed since the time, which is now quite a ways back, that the first pilot was put in the field. And as in every university, as in every walk of life, information tends to stay in its silo. So it isn't surprising that this body of knowledge about how to auction or set prices for products that Government wants to buy, you know, didn't get in to the health sector. It wasn't getting in to the health sector anywhere.
(1:04:47)	When we first passed legislation authorizing competitive bidding, we didn't know how to do it. Nobody knew how to do it. And that's important to remember. But we and CMS and MedPAC and sort of everybody involved knew that the administered pricing system was failing us and shorting out.
(1:05:09)	What's happening in the pricing structure in Medicare is profoundly the outcome of what is costing -- what is driving costs in healthcare. I mean, it's all of the piece. You know, healthcare no longer provides what Americans need in health. We don't need just illness treatment. We've gotten so good at illness treatment that we're keeping a lot of ill people alive.
(1:05:39)	And we need now a health system that supports chronic -- people living with chronic illnesses. And because that's so expensive, we need a health system that looks early at prevention and early intervention. 
(1:05:54)	So, in fact, America is at a point where what we need in healthcare is literally different than it was when we founded Medicare. When we founded Medicare, we just needed to take care of sick elderly. Frankly, it wasn't so costly then. You didn't have MRIs. You didn't have orthopedic surgery. You didn't have the cardiology intervention.
(1:06:18)	So we're here for the right reasons. We're here because of advances in medicine. But it means that we can't keep doing things the old way. Medicine isn't doing things the old way. So the old pricing systems don't work.
(1:06:34)	So what I learned when I was in Congress, because I worked a lot with very smart people in CMS, right down the line, often way down at the people who do the real work and who never testified before a Congress, and I knew that oftentimes they didn't have a way to get at the information in a new field.
(1:06:57)	And so I often -- a couple of times I brought in from across the country experts, not to talk with me, not for me to pressure CMS, but to bring together the minds that were trying to figure out how do you fund clinical trials, for instance, in oncology. 
(1:07:15)	And when you have new things happening in the private sector, you have to give everybody a chance to absorb what does it mean, how does it fit in the old system. 		So one thing I've learned here today -- and I really thank Peter for running this -- first for sitting there and having to make decisions about which baby you're going to throw away, you know, and how you're going to reshape your business, as crude and simplistic as it was, was, I think, good for all of us to understand a little more tangibly what an auction is actually meaning and what its strengths are because there definitely are some strengths and what its weaknesses are.
(1:07:53)	And one of the things that I'm struck by, both to the panelists and during the discussion, was that you see -- and I know this from other -- I mean, there's plenty of evidence of this in other areas -- our old coding system has shorted out. I mean, we're going to from ICD9 to ICD10 for a good reason, but that doesn't mean that will work.
		So, you know, we really have to think what would be the products, how would we define them, and you can't do that -- if you listen to Amy, you cannot do that without clinical input. And it has to be very mutual. 
(1:08:25)	The mutuality is missing, and we've never had mutuality much at the national policymaking because we're such a big country, it's hard to be mutual with 250 million people, but it's not impossible. And actually, you can't do this job anymore without much greater clinical input.
(1:09:45)	So competitive bidding was put in the law. If you read the law, you won't disagree with anything in there. It just wasn't enough because we didn't want to tell them how to do it because we didn't know how to do it. 
		So when we first went to the Hill, I'll tell you my Democrat colleagues (indiscernible) competitive bidding. Peter (indiscernible) gave me a really hard time -- "Well, you put this in there." Well, it's not unlike their putting ACOs in. We don't know how to do accountable care organizations. We do know you have to integrate care. You have to reintegrate care so that we can start early, identify early, blah, blah, blah.
(1:09:19)	So what do we know now? Well, two things we know really, really well now that haven't been part of the process in the past. It must be transparent because too many lives are going to be affected. Too many people in our great nation who put their lives and capital behind building their business are going to arbitrarily lose it all. 
(1:09:43)	And those of us who have talked to some of those people -- I talked to another one just this morning. It was, you know -- you feel that. You've got to feel that. That's not fair. 
		So we have to have a transparent process, and as crude as the auction experience was today, you could see "I can't do it for that. So these guys can do it for that." Now there are ways that we can help small business. We have small business offices in every state. We have business -- we have small business centers for women-owned businesses. We have lots of -- we have continuing education that we fund with Federal money in every community college.
(1:10:24)	We can teach small businesses to identify their costs, but that clearly is something that we're going to have to do because if you don't have an understanding of your costs, you can't bid honestly. 
		Then we have to figure out what is that -- that objective process by which we make sure that people do bid their costs. We just haven't thought about this much because we thought they might. Well, they don't, particularly when the categories are so screwy.
(1:10:51)	So we need to take away what does it take to build a transparent process in which everybody will have the greatest opportunity to defend what they've created and invested in. That's important.
		Then the second thing is it has to be sustainable. If 99 percent of your people who have done diabetes mail orders are going to be out of business, this is not a good sign about sustainability.
(1:11:18)	So it has to be transparent; it has to be sustainable. But you know what? It has to do three other things that are really profoundly important that haven't -- we haven't been thinking about.
		But if this is going to work in DME -- remember, this isn't just going to work in DME; if we do this right, it will help us out in some other areas of medicine too. What is any greater failure than the way we set the physician reimbursements -- the greatest failure in the Federal Code in any area. And we are losing doctors' services to Medicare patients because of that.
(1:11:53)	So we need to learn all there is to learn from this. So the three other things I want to mention is a good auction process has to respect the fact that what is unique about America's economy, different from Europe, the one thing that enables us to recover more rapidly from downturns is our small business sector.
		If we do competitive bidding in a way that only the big guys survive, a, this won't work in rural areas because home care -- remember, if you're going to keep people out of hospitals, you need home care. This -- that's what this is about. 
(1:12:29)	And little old ladies -- I can remember walking into -- going on rounds with one of my home care agencies, and this little old lady says to me -- she said, "You know, she used to play here when she was little with my daughter." Now, that's what's wonderful about small rural communities. People do know each other. They do care about each other. 		And why can't we help that small business be efficient? We can if we help it identify costs and so on. So small business is the strength of our economy, and we threaten it through sort of blunt instruments at our own peril.
(1:13:04)	Secondly, innovation. Innovation is what keeps us a strong economy. It's the only thing that keeps us competitive in the global economy, and we need it in every single corner of our lives. And if we have one segment, we turn one segment into a segment that doesn't invent when, after all, innovation and invention has gotten us to where we live longer in much better health.
		So -- but those underlying principles of our profound reliance as a society on small business and innovation and rural -- strong rural service networks, all of those three things are at risk if we do the competitive bidding wrong. 
(1:13:46)	So I think from here, if we can work together in a more transparent process that includes everyone, we keep in mind, as Tom said, sustainability, then we will have served the American people as individuals, as public servants which those who work in our Government are, and their longevity and experience is an extraordinary asset to us, and in our intellectual institutions, then we will all be proud; more importantly, we'll succeed. Thank you -- and also, we'll set the stage for ACOs. You know, if we don't do this right, then we won't do bundling right, you know.
(1:14:26)	So the process has implications, and change is in the air. And some of it will never happen, but with that that does happen, we want to be sure happens right for all of us. Thank you.
			MR. CRAMTON: Thank you very much, Nancy. That was excellent. 
		Our next speaker is Tom Kruse, the CEO of Hoveround, who provides us the perspective of a nationwide provider.
(1:14:49)		MR. KRUSE: Thank you very much, Dr. Cramton. Thank you, Dr. Ausubel; for everybody else here at University of Maryland for putting this together. This industry really, really needed this and needed you to step into it at this time.
		You know, I'm going to mostly speak about the mobility sector that I'm in, but, you know, we're all well aware that the baby boomers -- and I'm a part of the baby boomer -- we're not really a healthy group. I mean, we all look back -- go back 10 years, we're saying, "Oh, we knew this hockey stick was coming and all the people were coming," but the fact of the matter is is that we're finding in our industry -- I think we all know this -- that obesity, diabetes, everything is on the rise. Whether it's food supply or whatever else, there's going to be a need for all of us and for everything we do.
(1:15:30)	And the efficacy of home care we all know. Sometimes it feels like CMS doesn't understand that, and sometimes you hear about balancing the buckets in Part A and Part B; that if people don't get their oxygen, they wind up in the hospital, and you wonder whether someone really is kind of weighing those two things out on a daily basis or looking at that.
		But a little bit about the bid that I was in and the bids that I've bid in here -- there have been two. In this last round, there's 129 discrete winners in our section -- sector, and 103 have no data whatsoever in the FOIA data. I mean, 103 -- only 103 have data in the FOIA information. Of the 129 winners, 85 have sold one unit or more, and there are 34 that are nowhere to be found in any FOIA data going back to 2006. And this data goes all the way up through September of 2010.
(1:16:28)	In sum, of all the nine CVA areas, one large provider holding 35.8 percent of the market in those nine areas as of September of last year was a winner, and the rest of the winners combined only comprise 19.7 percent of the market.
		What does that mean? By law, the way this was put together, is no one could have more than 20 percent of the market going in. That means that the 19.7 percent left were supposed to do or grow by 400 percent or do 80 percent of the business. 
(1:17:02)	And this goes to Paul Gabos's comment that it seems that CMS has put in one supplier as a safety net that can fill the void. That's a huge void when, again, 19.7 is supposed to grow to 80 percent at least on day one.
		As a bidder in all nine regions, I won four on the first round. Now since that time, as you all know, we took a nine-and-a-half percent cut. I go into the second round and I bid about the same as I did the first time. And I said, you know, I won half; I should be in the money. I lost nine for nine.
(1:17:41)	You know, I come from a perspective here when I'm looking at this thing that if you -- since I'm in Florida and I was very familiar with Poke County and San Antone and all of that, where there was about a 20 percent reduction in those demonstrations. And then we came out of the last one where there was about a 23 percent reduction.
		How could it be that from earlier in this century, in the late '90s when there was a 20 percent reduction -- and by the way, since that time we've really gotten very few, if any, cost of living increases, and we've taken a 23 percent cut in the meantime, a nine-and-a-half percent cut in the meantime, and all of a sudden it's 30 or 30-something percent off. Something is wrong. 
(1:18:26)		Lawrence Wilson himself said, you know, of the winners, you know, he was uncomfortable with 30 percent of them. That's a scary notion. The fact of the matter is is that the bidders that did win the contracts -- and however this was done. There was a lot of ways to gain in this thing, and it appears to have been gained through capacity. 
		And a lot of people, you know, aren't talking about that, but there's also the fact of the matter there's been no transparency. Typically when there's no transparency, there's a reason for no transparency. Most of the time people are very proud of their work and what they do. And I'm, one, as an American, as a provider, I'm concerned, and I think we all should be.
(1:19:08)	I'm also a provider that believes in competitive bidding. So for what it's worth, it doesn't make a lot of people, AA Homecare, happy and other folks around the country. I'm just saying blow it up. I'm saying let's just do it right.
		And I don't understand why -- if I were to run a bid, the first thing I would do is run out and get an expert to help me. When I enter this as a bidder next time, I will certainly have a Ph.D. next to me, maybe two. Going through that last exercise -- I'm a business -- we're a decent size company. We understand our costs. And when I look around and I experienced kind of the same things as Lincare has with suppliers calling me wanting us to buy them, us finding/looking to do subcontract deals in the nine areas we lost, and quite frankly, the people that were calling us had no clue -- I mean, not a clue. They just wanted to know how much they could buy a chair for and whether they could use our name or "Would you buy us? That would make it easier." And there was nothing -- nothing to buy.
(1:20:16)	The fact of the matter is is nobody has talked about the train wreck that's coming, and I think this is probably, as far as I'm concerned, the biggest point relative to sustainability. If, in fact, there's going to be a 30 percent cut and in my business, somewhere between -- in our standard mobility business, about 15-16 percent of the people are either in Medicaid carve-out states where you don't get the 20 percent or, in fact, they're indigent and justifiably indigent, and they can't play the 20 percent.
		We go to the bariatric business; that number doubles, 30-32 percent that are indigent or in states -- and everybody understands the dilemma -- that the Medicaids are in. And the fact of the matter is they're all going to be carve-outs based on the -- what's going on with the states and unless they get waivers or something.
(1:21:08)	But the fact of the matter is if you take that into account, you'd say that you're taking a 30 percent discount and then writing off 20 percent, and then in our business, then you're going to wait 13 months to get paid.
		The reality of that whole situation is that if you're poor, you're not going to get a wheelchair. If you're poor -- I don't know -- I guess you're going to get oxygen in the hospital. If you're rural, no one is driving a hundred miles to bring you those products. If you're poor and rural, you're screwed, and that's the train wreck.
(1:21:42)	And when I'm on the Hill, that's what I talk about. It's not here and now. It's CMS saying, "We're not hearing anything from anyone." We're hearing it, and I don't understand how this lack of communication -- but a couple of other points.
		You know, the non-transparent financial qualification system, I just don't understand why that would not be transparent. The accreditation without real operational surveys, as we all know, they're three year deals, and if you buy an accreditation package up front, you really aren't expected to have it implemented, et cetera. So these new dealers are kind of on a different playing field.
(1:22:19)	When we've gone into places like Orlando and Miami looking for a provider for our products, we found that it was very difficult to find, as I'd said before, providers that have been in the business. There's people that actually went and got supplier numbers that we found that were never ever in the business. And I think we've talked about that enough.
		The flow over the three-year contracts relative to the sustainability, I will tell you now the price of lead has doubled since everyone bid. I'm a manufacturer, so I understand the cost of batteries and other commodities. We look at petroleum and fuel that drives the cost of plastics and whatnot. These things are on the way to doubling.
(1:23:03)	And those that are buying products from -- and sub-assemblies, et cetera -- from China or other places in the world, that drives the cost, logistics cost and everything else. Never mind the fact that the lack of sophistication of some of the smaller dealers; how do you -- did they factor in a cost of living? If, in fact, they just squeaked by today, where are they going to be three years from now?
		We're already seeing that people -- we're not allowed to put batteries on our own chairs anymore in these areas. But the problem is we can't find a dealer that wants to do that or that will do that. And maybe they're going to get in trouble with CMS or something for not doing it, but the fact of the matter, when I sold them the chair so many years ago, I expected that the profit that I made by selling the higher ticket item put me in the front seat of taking care of them for the length of need of product. And I do want to do it.
(1:23:57)	I'm not going to do it as any willing provider, though, because I'm not a willing provider at those prices given the fact that those prices are underwater.
		The service issues will continue, I believe. I think some of the stuff that I heard here today, quite frankly, you know, I was a little, you know -- I tried really hard on this bid thing, but as the clock was clicking down really fast, it was a little difficult. 
(1:24:21)	But the fact of the matter is I have faith in our system. I have faith in America. I think we look to our universities for knowledge. I, for the life of me, will never understand -- this is not a session on trashing CMS or anything -- I just would not -- do not understand why -- just like the Department of Energy or Interior or anyone else that's running an auction -- wouldn't go to auction experts.
		I, for one, am in for a fair auction designed by people that know what they're doing, and I'm always in for a good fight. So I appreciate everything you did. Thank you very much. Thank you.
			MR. CRAMTON: Thank you very much, Tom. 
		So our next -- we're sort of alternating Government, non-Government, Government, non-Government. We're back to Government, and actually I've got a little -- Evan Kwerel is our next speaker, who's a Senior Economist at the FCC. And he's actually somebody I've worked with for nearly a couple decades. And he thought that at this time of day we are probably a little sleepy and we need a little cartoon.
(1:25:28)	So there's the cartoon, and let me just say Evan is -- he's been the intellectual force at the FCC with respect to spectrum matters for nearly 20 years, right, or maybe over 20 years. He can appreciate, as this cartoon illustrates, that sometimes it takes more than a month, maybe even more than a year to get to the right market solution. And in fact, he knows how long it took in the case of Spectrum to get auctions done, and he'll tell you that.
		And he also has a lot of experience throughout Government bringing market solutions. So with that, Evan Kwerel.
(1:26:20)		MR. KWEREL: Well, thank you, and I hope we're not going to leave anybody at the Emergency Room door while we're trying to figure out how to do this.
		So first let me start with a disclaimer. You know, these are my opinions. If you've got a problem, come to me, not my boss. 
		One of the points that I'd like to make, which has been made in many ways, and sort of vaguely related to that cartoon, is that details really matter in economics as well as medical care. Now in medical care, you know, you want somebody who's an expert. This is a point that Peter made earlier. Just like in medical care, in economics, it's not that anybody can figure out how to design an auction. It's not like everybody thinks "Well, gee, I know how to do this. You know, just it's common sense." Well, look what common sense brought us. It didn't make any sense at all. So paying attention to details and getting experts who have actually studied these things in many cases can help.
(1:27:28)	The third point that I really want to make, and it just -- so many of the panelists, I mean, I just felt like jumping up and saying -- when I heard various concerns -- my thought was compared to what. You know, there's a problem here. You know, all these concerns about competitive bidding and this and that. Well, that's fine. But, you know, give me your alternative, and what is the alternative.
		Well, nobody really says, but it's like implicitly it's administrative pricing. Well, that's a great system. You know, tell me how administrative pricing is going to work really well when people don't know their costs. This is not an auction problem. You've got people that don't know their costs and they're out there, you know, providing a market. It's not an auction problem. It's -- like administrative costs, that's going to help?
(1:28:22)	Let me ask you -- how many of you think that administrative pricing provides great incentives for innovation and providing quality service? I mean, that's its real strong point, you know, getting people to innovate. You know, that's what I always thought.
		And then the question with administrative pricing. Well, that's going to solve our problem about how to define products? I mean, all those issues about we haven't defined the product price. You know, you're lumping all things together; they're not the same. I mean, this is a problem -- this is not an auction problem. This is an inherent problem with any kind of Government program to subsidize a service. 
(1:29:09)	When you can do a head-on comparison of your alternative, like administrative pricing with this, then I'll be able to make a judgment. Has administrative pricing ensured performance? I don't see it. So the issue of what if gas prices go up -- administrative pricing is going to solve that problem? I mean, any of these issues, I don't see most of these issues as an auction problem. I think you really need to separate out what's an auction problem from what's a general problem, regardless of what you do, and then when you're finished complaining about all these things, tell me your alternative and how it's going to work.
		I'm not denying that how you define the product affects the auction design, that there aren't interactions between these things. But all the issues that were raised here are issues regardless of whether you have an auction or whether you have some man from Mars come down and tell you what the prices are. 
(1:30:13)	So now that I've got that off my chest, you know, I just want to then just tick off, you know, what we did at the FCC that I thought, you know, would be valuable lessons learned, you know, how to do these things right.
		And the first point is that collaboration is really important. It's really important to listen to industry people, to listen to academia, Government. All three have to work together, and of course, there's ultimately the public.
(1:39:56)	It's not like just, you know, the Government can do it alone. But you're not going to have a successful program without all those elements working in a truly collaborative way.
		The second point, you know, a pitch for the economics profession which at least on some things -- you know, some things like auctions, they actually know what they're doing and that that is important for the designer of these things to hire, you know, experts and consultants, including game theorists and experimental economists to figure it out.
(1:31:38)	Another thing that helped our process work well was that potential bidders also in the part of the rule-making process hired leading academics to develop auction design proposals. They didn't just sort of make this stuff out of thin air; they hired experts who came in with ideas that were better than ideas that we in Government had originally, and we were smart enough to listen.
		And finally, the FCC didn't try to do it all itself. We contracted out part of the implementation. Now, I mean, there were other ways that we could have done this, but if we were going to do it ourselves and without hiring any experts, I think, you know, we would have had a box where, you know, a lock maybe made out of metal where people put in their bids and we would look for each license at a time to pick out the lowest bid. And that probably was sort of the limits of our capability without getting in outside design experts and people for implementation.
(1:32:44)	So, you know, one lesson for Government is don't think you can do it all yourself. Those are my remarks.
			MR. CRAMTON: Thank you very much, Evan. Very wise, indeed. 
		Our final panelist before we open it up for discussion is Wayne Sale, who's the Chairman of NAIMES and the President and CEO of Health First. Wayne.
(1:33:07)		MR. SALE: Thank you, sir. Appreciate it. Like everyone else here on the panel, I appreciate your work. And Ms. Johnson, I certainly appreciate your initiation of this process and appreciation for the challenges we have before us.
		I've spoken to a room full of people as the last speaker. I've never had this many to talk to, though. Thank you for staying.
(1:33:35)	I am the Chairman of the Board of the National Association of Independent Medical Equipment Suppliers. They're mostly small business people from around our nation. They are community providers. They are active in their community, and a lot of them go to church with their patients and make sure they have the oxygen they need whether they get paid for it or not.
		They are committed, and as I've heard many times, maybe not the best business people because they don't know all their costs, but they are caring individuals who do a good job at keeping people out of the hospital.
(1:34:16)	I am a respiratory practitioner. I started my career in healthcare in a hospital. I saw patients every three months come in for pulmonary toilet. They would spend between $20,000 and $30,000 for four days in the hospital. They'd go home and they'd do absolutely nothing for the next three months until their mucus built up and then pneumonia set in, and then they were back for another week's stay in the hospital.
		I could see very easily how a chronic disease moves regularly and methodically through someone's life, Stage 1, Stage 2, Stage 3, COPD. It's predictable. You can watch it happen. You can watch it get worse. And if it's predictable, you can intercept it. And that's what I plan to do with my company, intercept the progress of chronic disease. In my case, it was chronic lung disease. Now it's turned out to be congestive heart failure, obstructive sleep apnea, and let's throw diabetes in there. Not that I do it, but because the results of unchecked diabetes is so expensive. Not only does it cost a lot of money, but it costs people their sight. It costs people their legs. 
(1:35:44)	We're here talking a lot about budgets, but what we're really talking about is the means to an end. We're really talking about disease. Disease is what costs our country money; not DME suppliers across the United States. And disease is what we're going to have to manage in order to bring healthcare costs under control.
		That's my effort and the effort of the independent suppliers, the publicly traded suppliers, all of us have a mission to curb the cost of healthcare as it rises from a home care setting to an Emergency Room setting to hospital admission to an intensive care unit. It gets worse and worse and worse.
(1:36:36)	So there were a couple of things that I hoped to leave here with and one or two things that I hoped to leave with you. The first certainly is to say that the bidding process, I think, clearly has problems that need to be addressed. 
		I would say two things. Back in the old days, if you don't have time to do it right, how are you going to find time to do it over? And I used to do a little woodcutting, and there was an old saying among carpenters, "Measure twice, cut once." 
(1:37:12)	I think we need to be there. This is an important time in our nation's history, but we don't have time left to solve this problem, to think about it. We've got to do something. We're on the threshold of a serious threat. We all know that.
		And if we look at the numbers and see that most of the numbers are in chronic disease categories, that $70 trillion that we're looking at, chronic disease costs us money. Prevention, methods of prevention, early detection can save spending now.
(1:37:54)	I know in a business survey that was done that every dollar a business spends in preventive medicine for its employees has a return on investment of three to four dollars. That's in a business setting. In a healthcare setting, for every dollar spent in DME, if it prevents Emergency Room visits, hospitalizations, falls, physician visits, then we know that that's a multiple of three to four times ROI.
		I can't say what the multiple is. My study is not complete yet. I hope it'll be out within the next couple of months. But I would daresay with the cost of healthcare rising and the cost of DME falling, that that ROI gets bigger every year. We are worth -- the DME industry is worth something to our healthcare system. It's the only segment of the healthcare system that brings more to the table than they take away. 
(1:39:00)	So I'd like to leave here with a new perception of what the DME market brings to our country, and there's a reason for that too. I'm a taxpayer along with a business owner, and I want to see my tax dollars spent intelligently. I'm a father. I've got two kids who are going to be stuck paying the bill when I'm gone. I've got an 83-year-old mother who's in a nursing home right now, and I want her to have the best, but will she? I feel like she's threatened right now.
		Suppose I'm not in a current Round 1; I'm in a Round 2, so it's coming up. Entirely possible -- Round 2 bids I would not win the oxygen that my mother needs, and someone else would have to take care of her. We can do better than that. We can build a better healthcare system than that.
(1:40:04)	I think it's clear we can't do it the way we're doing it. It needs renovation, and I think what I have seen today brings us an option that has heretofore not been mentioned. Before today we didn't know what the options were. When I went to my congressman and said, "Competitive bidding is strangling us. Ask CMS to take their foot off of our throat; let us breathe," they said, "Okay. Well, what are your alternatives?"
		 We've got 32 percent savings here. You've got to show me where your 32 percent is. We can't just walk away from that. Our fiduciary responsibility to our citizens and our District says we can't throw this away. I think this is certainly a viable option to consider. 
(1:41:01)	What I like about it that the other system does not have is it has potential sustainability, and I love the transparency that I saw today. That's certainly an improvement.
		I have bid bond concerns which I'm sure we can work through. But -- oh, there's one other thing I wanted to point out. Durable medical equipment lumped together is seen as beds and wheelchairs and oxygen and CPAP machines. I want to make a clear distinction between oxygen, CPAP and a bed and a wheelchair.
(1:41:42)	A bed and a wheelchair are simply aids to daily living that help people get along better with their disease process. Oxygen therapy and CPAP are both treatments, much like insulin would be to a diabetic, and has a positive effect on the progress of a disease process called COPD, CHF and OSA. 
		So there are differences in the categories that we're looking at, and I ask that you recognize those. And thank you again for the opportunity to speak here today and be a part of this process.
(1:42:19)		MR. CRAMTON: Thank you, Wayne. Very helpful. 
		Well, I apologize. We have run over. It is 5:35, and we started at 8:00. It's been an extremely long day.
		I think what -- and I really am sorry about this, but I think we should end now, and then what we can do is hopefully you've written down your questions, and you can email me your questions. And we can have some Q&A off-line. But I think it's just too much right now. We've all worked so hard.
		I'd like to thank this entire panel and your other panels --
		[APPLAUSE]
			MR. CRAMTON: -- and I would especially like to thank you, the audience. Thank you very much. 
		(Whereupon, the Conference was concluded.)
		[CONCLUSION OF SEGMENT 6, FILE 0562]

