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	P R O C E E D I N G S
	[ENDING OF FILE 0560] SEGMENT 4
			MR. CRAMTON: So the first panel, please come forward. Lance will be sitting right here, right next to me. And then if you could arrange yourself in alphabetical order by last name. By last name -- alphabetical order by last name with the A all the way on the far wall, okay? So A on the far wall. Lance, can you double-check that people are -- the reason I'm doing the order is to help the cameraman. We agreed on this. And we'll do the same thing for the moderators for the second panel and the final panel.
		[BEGINNING OF FILE 0561] 
			MR. LEGGITT: [IN PROGRESS] -- because it's very much appreciated, and I'd ask everybody to give Peter a round of applause. 
		[APPLAUSE] 
			MR. LEGGITT: The second thing I would say is that I actually had the privilege of having a senior economist from the FCC on my team, and I made enough money that I think I'll retire after today.
(00:23)	So by way of background, I work for Baker Donelson, which is a D.C. law firm and lobbying firm. Prior to joining Baker Donelson, I spent a substantial amount of time in the Federal Government working on healthcare issues.
		I was the Counsel to the Deputy Secretary within the Department of Health and Human Services for a number of years with oversight over CMS, FDA, NIH, and basically all the agencies within HHS.
(00:51)	In the second term of the Bush Administration, I was fortunate enough to be hired to be the President's Senior Health Policy Advisor in the White House. So I spent a lot of time focusing on what you saw early on which is this issue about the cost curve and the unfunded liability in the tens of trillions. 
		What's interesting was in the 2000s, that unfunded liability was at $20-30 trillion, and now we're moving six-seven years later and we're talking about $70 trillion. 
		So the issue is extremely important, and getting costs under control with Medicare is extremely important. But what I fear is as we grapple with this issue and how to control prices, that we go at it in a way in the short term that destroys our ability to contain costs in the long term.
(01:43)	And DME is a perfect example of that. The DME community in terms of cost to Medicare is not, you know, the big cost. As that graph showed that Peter put up, hospitalization is a big driver of costs. 
		What DME does do, though, is the DME community serves a chronically ill population that does drive costs, and in my mind, the problem we get into is as we're squeezing the DME community -- and it's clearly appropriate, and I think everybody here would agree, it's appropriate to push for quality and a competitive price. 
(02:19)	But as we're squeezing the DME community which, quite frankly, spends a lot of time supplying beneficiaries with stuff that keeps them out of the hospital and keep costs down, if we go about this in a way that's reckless and drives prices down and fundamentally alters the market structure, in the long run it's going to increase costs substantially.
		And so that's -- from my view, that's a big problem, and so I was appreciative of Peter putting me on this panel today because what we're doing is we're talking about that issue. We're talking about sustainability, talking about market structure, and beneficiary choice. All of those factors are very important as the Government plans on how they're going to do this prospectively.
(03:00)	And so what I'm going to do -- and I think that Peter put this in the program -- I'm going to ask each of the panelists to give a short introduction and then give about five minutes of discussion on their thoughts on these three issues, both in the sense of what's now in place with CMS and kind of the thoughts of what they've seen today.
		And then what we'll do is I'll work in some questions, and we'll work some questions into the audience.
So with that, what I'm going to do is turn it over to Zach, and take it away.
(03:31)		MR. SCHIFFMAN: Sure. Thank you, Lance.
Zachary Schiffman. I'm the owner of United States Medical Supply and U.S. Med. I like to go by the name U.S. Med now. It's our rebranding.
		We've lost all the regions in the diabetic space that we're in. That's our main product category. We are a Top 5 Provider in that space. We have over 100,000 patients that we service on an every 90 day basis.
(03:54)	In CPAP, we won all nine regions, and so that puts us in a little of an interesting dichotomy there.
		Of course, I'd like to, of course, thank Peter Cramton and the community of auction experts that he put together for us to create a real issue out of our plight rather than just seem like a bunch of whining business owners not making enough money; that this is a real issue. It's something that needs to be fixed.
(04:22)	And I think we can all agree, like we said, that saving the country money is a good thing. Even though it might cause some short term pain, as along as there's long term sustainability, that's what we're looking for.
		As far as sustainability, as a certified public accountant, I wanted to get into the details with you of how a company that bids lower than their net income margin is effectively saying that they want to go bankrupt, but Tom Milam, who's also a CPA, he advised me -- he's also one person that you can actually thank for the genesis of Peter Cramton. It was his idea to find experts in the field -- as well, of course, Nancy Johnson. Her feet get in the door very easily with her pedigree. But he vetoed me going into the details on that, so if anyone wants, I do have a little flyer to explain why, if you bid lower than your net income margin, you're somehow losing money.
(05:16)	But for a simple back of the napkin reasonableness test on how that works, if you look at Liberty Medical and Diabetic Supplies' space -- and I know they are represented here, so I don't want to speak out of turn necessarily -- but they have a 30 percent market share, so they're arguably, like I said, the 800 pound gorilla.
		They have the lowest costs by far because of their volume, and their net income margin in their last public filing was 8 percent. So, theoretically, if they bid a discount more than 8 percent, they'd be losing money or they'd have to fire a lot of people, including Wilford Brimley, et cetera.
(05:53)	CCS Medical is the second largest company, and they're also -- I don't know if they're represented, but somebody that used to be there is here -- but they're just coming out of bankruptcy, and that's with the current fee schedule.
		So just as a reasonable test, you can look and say, "Okay. A 36 percent cut in overall, but 56 percent cut in revenue without doing, you know, too much with your expenses is definitely an unreasonable hurdle to overcome." And Peter Cramton showed that his model is much more efficient than what's being done.
(6:24)	So one of the things I need to respectfully ask in that and what we've asked for is what were the financial standards that were actually used other than "Show me you've got an invoice for a low cost product. Okay, that's good enough."
		The next topic, I guess, that we're supposed to discuss is market structure, and you have to believe that, at least in diabetic supplies, that something's wrong when 99 percent of beneficiaries have to go find another provider. And the reason for that is because 95 percent of the bid winners were new entrants or only serviced a few thousand patients. 
(07:02)	And now these companies are supposed to grow a thousand percent overnight while making no money at the same time. And you know, I can tell you that it takes time and money to grow infrastructure, especially infrastructure that is compliant. So if we can get Medicare to give us the data for Medicare, I think what we're going to find is -- or I know that what we're going to find is that patients have basically gone to retail, and Medicare is going to be paying full bore on -- full fee schedule on those prices.
		And I think we're a little early and it's only been three months, so patients still have their 90-day supply. But a lot of companies are holding their billing because they wait for deductibles to get met, so I think we actually have to look more towards six to nine months from now. Unfortunately, I'd like to get rid of this thing sooner than that, but that's the reality of it; that the data is not going to be terribly reliable until around then when people really start falling off the ranks.
(07:57)	And then a final travesty that I have in thinking about a national program is that I've heard rumors that there could be as little as two bid winners in a national program or they're looking at doing a handful. And you know, you can only look at OPEC to see that an (indiscernible) does not bid well -- bode well for future rounds of bidding and have real competition.
		And then the final topic is, of course, the beneficiary choice. The fact that 99 percent of patients are going to have to switch -- on the diabetic supply side -- switch to other providers obviously speaks for itself. But in addition, I mean, my company is one of the largest, so we're able to beat up manufacturers and get the best prices we can.
(09:41)	My product costs alone on the national brands is more than the competitive bid rate. So even if I could stay in business, which I couldn't, I can tell you that patients would have basically three choices of product: bad, more bad and really bad. So, I mean, that's how I see it on that.
		As far as Cramton's model, I know that we're going -- or Dr. Cramton's model -- I think we're going to talk further on that maybe in some other rounds. I just wanted to put out my two cents while I have a microphone in front of me; that I'm terribly skeptical about the bid bond to ensure that it actually has teeth in it and you've really got to put substantial money up for it because currently the surety bond requirement, the $50,000 surety bond, sounds like a big number, but the premium for that is about $500 a year. So that really isn't too much of a poison pill to swallow if you want to do that.
(09:36)	So the bid bond really -- you're putting a lot of faith in the bid bond. So, you know, if you want to a buy a million dollars worth of volume, you either got to put a million dollars in an escrow account or pay a $150,000 premium or something substantial; otherwise, you're still going to get the bad actors.
		The other issue is Peter had us suspend disbelief in the system and not bid below cost unless you think you're going to get those synergies. But I'd like to see what happens when people gain the system, and you have the typical DME industry, which is typically Mom and Pops, that don't really know their cost structure.
(10:14)	I mean, they know what the cost thing is here. They know what it costs them for the product, but, you know, "Oh, I took this home after taxes, and you know, maybe I won't do this. Maybe I'll cut this person's staff." They just don't really know their costs other than what they paid for the goods and just have a ballpark idea.
		So what happens when somebody doesn't have perfect knowledge of their costs? A lot of his model was basically "Okay, we met theory because everyone just knew exactly what their cost was, so we just stayed at our cost." Some people screwed that up, but still most people stayed at their costs. So when you really don't know your costs, that's a big assumption or when you're not terribly sophisticated at it, that's a big assumption. So that I would be scared about, to see how people can gain the system because that's what happened this last time is people had gained the system, and so people started bidding zero dollars or just saying, "I'm just going to stay in it and wait until Liberty sets the price." So things like that...
(11:03)	And then also finally -- I'm sorry if I went over time -- but the new entrants taking up the number of units. Is it 100? Each new entrant takes one unit -- can take -- have one unit or each new entrant can have two -- can take half a unit. Even that seems too small for me. When you have 50,000 supplier numbers out there, you could have 50,000 new entrants if it's just another hunting license, and it's even -- I mean, at least this time it was hard to submit a bid. You had to do all this paperwork, and go into every single product.
		If it was just a couple of clicks, I think we're going to get a lot more people just saying, "Oh, screw it. I'll click and do" -- we'll get 20,000 more suppliers trying to click in and do it. So there you go; there's my two cents.
(11:49)		MR. MARX: Good afternoon, everyone. I'm Joel Marx. I'm with Medical Service Company. We're a provider based in Cleveland, Ohio. We won contracts for many items, most of the items in the Cleveland, Cincinnati and Pittsburgh markets.
		My comments will be in three parts -- my thoughts on the program right now, some comments on what Mr. Blum said earlier this morning, and my thoughts on the revised bidding process that we all enjoyed today.
(12:30)	So I won five product lines in the Cleveland market. I won them in Pittsburgh and Cincinnati. At the time we bid, we did not have locations in those markets. At the time we bid, we did not provide consumer power wheelchairs which we won in those markets. So we won contracts for products that we didn't sell for markets that we didn't serve. And these are the people that the beneficiaries are supposed to have confidence in.
		I'm doing what the rules said. They said I could bid anywhere. They asked how many power -- consumer power chairs we had provided last year, and I said zero. They asked what's your closest office to Pittsburgh, and I said about a hundred miles away. And they said, "Good, you got a bid because your price was there." So it sounds a little silly to me.
(13:39)	This morning Mr. Blum talked about the program addressing fraud and abuse, and I still haven't gotten my arms around that, how the program makes any difference in fraud and abuse. It seems like there's a lot of things in place now. 
		Between 2008 and 2009, the actual cost of the program for respiratory -- for oxygen services was less in real dollars. They put in constraints -- the surety bonds, the accreditation, the 36-month cap. They spent less money in 2009 than 2008. So it seems like there are some restrictions being put in. Most of the providers know that those are real.
(14:28)	Mr. Blum also talked about how the bidding or auctions will improve quality, and I just don't get that. We will pay people a lot less, limit the number of competitors they have to compete with, and therefore, everybody's going to step up and give higher levels of service. It seems that that just leads to the opposite.
		And the third issue is that somehow competitive bidding would address utilization, and in his words, over-utilization, and I don't understand that. Utilization is not bad. Utilization is why providers are in business, because people need the services ordered by a physician and paid for with their premiums that are paid to Medicare.
(15:29)	We're keeping people out of hospitals and long-term care. There's a cost-shifting. It's less going to the hospitals and more to home care. But utilization is a good thing. That's why the benefit is there, so it can be utilized. And just because utilization goes up doesn't mean it's wrong. 
		There are far more knee implants done today than there were 30 years ago. Does that mean it's bad to have an artificial knee? Again, that just doesn't make sense to me. So I'll get that off my chest.
(16:03)	My third issue is the process we went through today. I mean, this was like a really great Monopoly game. I enjoyed it. I love the theory. I was an economics major. I love the curves and all that stuff. But you talked about the term complementarities, and you spoke of one complementarity that we had in this, the $25,000.
		Every one of our businesses has 50 complementarities, and we're going to bid below cost because the same rep that serves that area does the V.A., and I really need it so he can keep calling on the V.A. Or I just brought my son-in-law in the business, and I want to make sure he still has a market because we're partly in the competitive bid area and partly out of the competitive bid area.
(16:52)	Half the people in the industry don't know what their costs are. And how do we take into account changes -- the risk factor for gasoline prices next year? There have to be 50 different complementarities. I'm only in one market and it's being bid, and if I don't get the bid, I go out of business.
		Now on a macro level, that's fine; you shouldn't have been in business. On a micro level, it's a two generation or three generation business with 15 employees. And dammit, I just want to get through the two-year period. I'll lose money during that period, and then I'll bid it again and try to get it.
(17:34)	There's also the inaccuracy that our capacity can be provided to another market segment, and with Medicare being a monopolistic buyer, that pricing -- without Medicare, most of us can't stay in business.
		What wasn't addressed at all, what were the service aspects. This is not a homogeneous product that can be easily transferred, electricity over the lines. You send them to Belgium instead of France if you had that excess and you low bid in Belgium because you didn't get the bid in France.
(18:14)	In this case, if we don't get the Medicare contract for concentrators, we can't provide it to the healthy 22-year-olds. It's sort of like saying to a doc who bids, "We'll let you keep taking care of patients, but they have to be under 65 years old." 		And the way the bidding process went is the heart surgeon who wins the contract for the heart surgery, "Well, you're a doctor; you can bid on brain surgery too." I mean, that's what they did in our case. They felt we were qualified to do something we've never done before. Is this wacky?
(28:55)	Other than that, I really like the bidding program, so I'll turn it over.
		[LAUGHTER]
			MS. LUTZ: So unlike everybody else on this panel, I am not an expert in DME, and I suspect that's why Peter put me on this panel, in fact. What I am is an economist, and I'm with the National Science Foundation. And I do need to start by saying that the National Science Foundation does not endorse what I say. These are my opinions and not the opinions of the Foundation.
(19:25)	There's a reason for that. The Government employees who are all here know that otherwise multiple layers of lawyers would have had to look through the most innocuous things that I would be saying. 
		NSF is about -- we're a Federal agency, but what we're about is funding the best new ideas, the best new research. In general, we leave health-related issues to the National Institutes of Health.
(19:50)	But one of the things that happens is that in doing other kinds of science, we develop -- our research communities develop ideas that are important for issues with healthcare provision or healthcare evaluation, healthcare management.
		Here it's important to remember that why am I -- why we were sponsoring this? Well, as you know, we have an award to Peter and Larry for their academic research. We look at everything on two criteria. One is intellectual merit, how good a -- how innovative and how new are the ideas, and the second one is broader impact. Do the ideas have the potential to improve society in a fundamental way?
(20:35)	So this is an example of how academic research can end up producing broader impact. Auctions are an area broadly where we know that this has happened. I could ask you all, say, who's got a cell phone with them today, and most of the hands would go up. And I could say, "Do you know that the U.S. Treasury" -- Evan will know the numbers for sure, I suspect, but the last one I got from Peter was on the order of a hundred-billion in the States. And that's not some economist estimate of the net benefit to society; that's actual money in the U.S. Treasury. The net benefit to society is way huger.
(21:13)	What do we know about how to make auctions work? Well, it turns out that over time a process that has been pretty robust in the sense that it's been tried in a number of different areas is, in fact, the one that Peter laid out this morning.
		You start with economic theory because it -- among other things, it keeps you from flailing around to randomly trying things, hoping you will find one that sticks. When you have some ideas from your theory for a form of auction that would work well, you take them to the decision-making lab, and you all were, in my terms, subjects in such a lab experiment, except that we would have actually taken the money home or a fraction of the money home and not just a prize for being best.
(21:57)	And then we take a look, analyze that data, and then we take it out into the real world, and in a good process, like the one that the Federal Communications uses, you watch what happens in the field and you adjust the way that the auction runs to identify any weaknesses you've found, to find new methods. The way that you auction something off in 10 years may not be the way that you did it at the beginning.
		What do we learn from that process? That it's important; that things that fail theoretically do not suddenly figure out -- do not suddenly sprout wings and work well in reality. Things that don't work well in the lab also do not work well in reality. It's one of the big advantages of the lab; you can even figure out what interfaces are easy or hard for people to understand on the fly.
(22:47)	We also know something about the kinds of outcomes you can reach through auctions. And I could use fairly technical language from economics, but what it boils down in many ways is common sense. There are a few things that we know that we'd like to have as a society in the outcome of any procurement process.
		One is that we'd like to minimize the cost that we're paying for what we're buying. Minimizing doesn't mean making it zero; it just means not paying more for it as a society than we need to.
(23:16)	Another one is that we want to make sure that winning sellers who are operating efficiently and fairly earn enough money to stay in the business. There's a phrase from antitrust that "We're not about preserving competitors, but we are about preserving competition," and that applies here too.
		Market structure -- I can't tell you when I wear my professional economist hat if there should be 10,000 providers in this market or two. It depends on the size of the market; it depends on the cost structure. I can tell you that competition is the only force over the long term that keeps prices down. Regulated pricing does not have a great track record. Administrative pricing just doesn't globally.
(23:58)	And we want an outcome that's what economists would call Pareto efficient. That's a big term that basically means we're not leaving anything on the table. Everybody -- when we leave the room, everybody -- there's nothing that we could do to make somebody happier without making somebody else less happy.
		Those are pretty common sense things. Auctions are a pretty good way of getting there. They are, as Peter noticed, in practice actually quite robust. They're a lot more robust than some other ways of running a market as we have discovered.
(24:33)	But getting the rules right is really important, and that's the kind of place where I like to see my principal investigators, the people that we're funding, thinking about real world problems. So I'm glad to be here.
(24:48)		MS. LAW: Hi. I'm Amy Law. I'm with the -- Hi. I'm Amy. Thank you, Dr. Cramton. Thank you for your passion. I really appreciate what you're doing, all of you.
		So we were in Round 1, the original Round 1 before the rebid, with one product called negative pressure wound therapy, which I hope you are not familiar with. It is a therapy used on severe and chronic wounds in a highly comprised Medicare patient population that is younger, more likely to be disabled. 
(25:22)	We treat in the hospital and the home, but about 60 percent are now in the home, transitioning out of the hospital, which we appreciate. Our therapy helps prevent readmission, emergent care, amputations, reduces length of hospital stay. So we are very passionate about what you're doing for us. So thank you.
		So I do have approved comments, but I'm not going to read. So they're my own just in case -- in case I deviate and say the wrong thing.
(25:51)	We are supportive of competitive bidding. I raised my hand and agreed this morning. One thing I would say, we bid this product all the time to hospital systems, GPOs regularly. We have 500 contracted payors.
		One difference that we didn't talk about this morning or that CMS has not included is in the market today they typically include a clinical panel of experts to help define what is being bid, both the product specifications, the service levels, the training and the access to support.
(26:22)	And I think you all talked about understanding cost structure. We're not a category where if it alarms at 9:00 on Friday, you can worry about that on Monday. You need to worry about that that night, similar to like maybe a home dialysis. 
		So obviously we're very, very concerned that you take into account your costs and you understand those before you bid. And I think you kind of alluded to that today with accrediting a bidder before the process just to make sure there's quality for what you actually have to deliver.
(26:54)	So we are in support of having clinicians on the panel and help define what the product and the service levels should be as we see in the market.
		We also believe, to your point this morning, that the system should not interfere with the choices of the physician in this case, particularly just because wound healing is still an art and not a science, and you really need to understand the patient, the product, the outcomes that you're dealing with the products. I heal very differently from an 80-year-old or a disabled. And so you need to really look at what are the -- what is the nutritional status, what is the caregiver status, what's the comorbidities of that patient. And you have to realize that in evolving categories, you want to have some choice of the physician when they're looking at a patient and evaluating. (27:41)	That's how they decide what's the best outcomes. That's how they decide what to use. That's how they decide how long to keep it on and what kind of support they're going to get.
		Our brief experience in Round 1, which was, I believe, two years, before I was with KCI -- we were -- I believe we won two categories, and we learned from discharge planners that our therapy was not available for the two weeks that the program was open in Cleveland, Ohio -- and Cincinnati -- excuse me -- because, as we talked about, suppliers were awarded contracts who were not familiar with the costs, and they decided not to bid.
(28:18)	So, again, it goes down to the non-binding bid and inexperienced suppliers. Once they realized what they'd won, as I did today, they opted out, and so we did have a severe access issue. So we were lucky it only lasted two weeks. We were told by the hospital Administrators that they were keeping patients in the hospital which you alluded to will likely happen. That's what we saw happen.
		I mean, when you have a complex therapy, you can't really risk putting somebody out there on something else that's not going to do that. And you're absolutely right -- the cost of our therapy at -- 30 days in the home is nothing like three days in the hospital. So you really have to work on trying to figure out what is the way to keep them and let them go home.
(28:58)	Anybody's who been in the hospital knows you're going to prefer to heal in the home care setting, and that's where it's going to be more efficient. So I think it's important from the beneficiary standpoint that we get that right as we design our model.
		One other point I just wanted to make, the FDA and the stakeholders in our community agree that NPWT improves outcomes. It can be used safely and effectively in the home; however, we are asking that, due to the risk of the patients in the category or complex category, that there is that pre-accreditation, that people are familiar and have the capability, the service levels that you spoke to to be able to provide that.
(29:37)	And I know in other categories, such as respiratory, that they do accredit suppliers in that category prior to allowing them to bid. So it will ensure that you can actually deliver on therapy or the 24/7 support, which is what the entire category is asking a supplier is able to do.
		Again, we want to be able to treat these patients in the home. We just want to be able to ensure that you don't take out the safety net because you can't afford to deliver the safety net.
(30:02)	And the last thing which is really my point about -- you asked the question this morning, option one or preferred option, three years or two, about how many years should a contract be. I think if you have a medical advice category that's still on a high degree of innovation, you know, you're still on that innovation curve and you're on your fourth or fifth generation product and therapy within a couple of years, it's not really fair to the patient to restrict a supplier for a three-year window.
		I think you sort of limit access sometimes to the best technology if you try and lock suppliers out. And it's really, as I said, to the patients who need the best therapy the most that can be at harm if you have a three-year duration.
(30:41)	So that is my view. Again, thank you for having us. I really appreciate it.
			MR. GABOS: Good afternoon. I'm Paul Gabos. I am the Chief Financial Officer of Lincare Holdings. We are probably the largest provider in most of these product categories in the country, with a particular focus on oxygen and CPAP and respiratory disease.
(31:05)	By most measures, we are, I think, the singly most profitable company in this space in terms of aggregate dollars as well as margin. So in some respects, you might expect, as the most efficient provider in these markets, theory would indicate that we would have been a significant winner of contracts.
		Of the 73 contracts that we bid on, we won two. Needless to say, we were shocked when we saw the results of the auction. Prices down 25 to 40 percent in some of these categories.
(31:41)	Now we fashion ourselves pretty smart guys. You know, when we went into the bidding process, our bid strategy was to essentially bid at a price that we felt would clear the market. We know from publicly trade company information, we know having been an acquirer of hundreds of businesses over the years, we have a very good sense of what profit and margins in the industry look like.
		We felt that bidding down 15 to 18 percent would clear the market, ensure contract wins in the markets that we desire and allow us to gain substantial share in those markets.
(32:17)	You know, when we see prices down 25 to 40 percent and then understanding that those prices are based on median prices so that half of the winning bidders actually bid less than that, you really start to question the integrity of the bid process.
		Now we were told there were protections that had been developed since the first round that would ensure that bids were bona fide. Well, let's examine some of those protections. All right. Providers or bidders were asked to submit cost data, invoice cost data. Okay. So I can tell you that in most of these product categories, the cost of the product itself represents roughly 20 to 25 percent of the total cost picture. Payroll is 50 percent of my costs. Vehicles and facilities, another 10 to 15 percent of my costs.
(33:03)	None of those costs were evaluated. And so the opportunity for a bidder to submit a price at substantially below the cost he could operate at and make profit was not prevented.
		Furthermore, we were asked to submit financial data. We were asked to submit our 2008 tax returns. Well, the bidding occurred in late 2009. The economics in our business in late 2009 looked nothing like they looked like in 2008. 
(33:32)	In 2009, we had a nine-and-a-half percent across the board price cut. In the oxygen space, there was an additional 2.3 percent cut for what's called the budget neutrality adjustment. There was an implementation of a 36-month rental cap which, by our estimates, was somewhere between an 18 to 24 percent price reduction off the 2008 levels.
		And so the data that was presumably used by CMS to evaluate whether bidders were bona fide and could make money at the prices submitted was clearly outdated and irrelevant at the time that it was submitted. That's highly concerning.
(34:10)	Was there any attempt to do a pro forma analysis? In other words, even looking at the 2008 data, could that company make money at the prices that it was submitting with the bid process? I suspect that none of that evaluation occurred.
(34:24)	And so these are very concerning, but I think enough has been said about the flaws in the design of the auction process. I think this concept of suicide or low-ball bidding became the prevailing bid strategy, and we see tremendous dislocation in these markets.
		What are we seeing in these markets today? I think it's very early, and I think that some may be gaining a very false sense of comfort about how these markets are actually operating. I think the real cash flow impact to companies in these markets is just now being felt because, you know, in January and February, you're working down your 2010 receivables. So, you know, while your profit and loss statement shows the full impact in January and February, your cash flow is still benefitting by older receivables.
(35:14)	I can tell you that, you know, by luck or by design, there is a national provider in every market in every product category, and I can tell you that the nationals are willing to subsidize these markets with their significant out-of-market operations.
		What that tells you -- and that was, you know -- if it was by design, great. And we saw Peter's example of how the pricing could be set very arbitrarily in each of these markets because of the lack of a defined quantity.
(35:44)	And so CMS had the discretion to look and say, "At this price, I guarantee myself a national provider in this market, and that will prevent dislocation." So I think that we are getting a very false sense in these markets because companies like ours in the two markets that we're competing in where we are losing money by providing those product categories, those markets are immaterial to me in the aggregate. 
		And so in the interest of patient care, we're also a grandfathered provider. We continue to provide products to our existing patients. We do that in the interest of continuity of care and preservation of our patients.
(36:22)	We have been inundated with requests by winning contract providers to purchase their companies. You know, it's very well known that Lincare, a very well capitalized company, did not win a significant number of contracts. I can tell you that we have confidential information from over 30 companies that have won bids, and we've been contacted by at least twice as many as that.
		I can tell you that these companies are broke, okay. They were broke before January 1st, and they're even more broke now. Some of these companies are not able to take new patients until an existing patient comes off service because they can't buy a new piece of equipment.
(37:04)	What are the long term implications of that? That the fleet of equipment that is being provided to these patients is going to be old and outdated within six to twelve months, with no investment in new technology or equipment.
		What does it tell you when, you know, winning a contract which, according to efficient theory, should have been a good thing, it should have been at a price that you should have made money; now everybody is looking to get out of those businesses?
(37:29)	We know that CMS said that, I think, 28 percent of the contracts were won by out-of-market providers or providers who had no experience in those marketplaces. You know, Joel, perfect example. Do you have any intention of setting up a physical location in those markets where you won contracts and don't have one today? 
			MR. MARX: We are intending to, yes.
			MR. GABOS: You are intending, but you haven't yet?
			MR. MARX: One we have; one we haven't.
			MR. GABOS: One we have; one we haven't. We're not seeing a lot of that. I can tell you that there is some subcontracting going on. I don't think there's meaningful volumes that are occurring under these subcontracts, but, really, you know, those out-of-market bidders really only serve to drag the price down, and certainly you're not doing anything to enhance access to care in those markets.
(38:14)	You know, we're seeing in the companies that have contacted us in terms of acquisition inquiry -- these same companies contacted us early -- late last year, October, November, when the bidding had been announced. Their staffs have been significantly reduced since then as these companies are laying off to try to sustain themselves.
		I think I'll end my comments there. I think we want to have some discussion. But, you know, I think, my biggest concern is that there's going to be an evaluative process here. Hopefully there will be hearings on the Hill shortly. 
(38:49)	I don't know that we have enough information to know how bad the outcome of this bidding process was and what the long-range impact is going to be on these markets and on these patients. And I really caution any comments to the effect that "Well, we haven't received many complaints from beneficiaries."
		Many of these beneficiaries don't know what to expect, particularly patients that are being prescribed these therapies for the first time. They don't know what the expectation of proper care should be in many of these markets. And I'm concerned that, you know, a lack of complaints by beneficiaries and measuring them against some control group is somehow some indication that this market didn't fail and that everything is okay.
(39:34)	I can tell you that everything is not okay, and it's going to get worse with each month that passes in these nine markets.
			MR. LEGGITT: Thank you, Paul.
		So we've got a little bit of time for questions, and we've got a lot of very bright people in this room. And so what I wanted to do was we have some mics up there and I would open the floor up for a couple questions from folks in the audience. 
		[PAUSE]
(40:00)			MR. LEGGITT: Okay. So I'll ask a question. Paul and the rest of the panelists, let me ask you this question. In terms of sustainability, if CMS forges ahead in Round 2 the same way they've done with the Round One Rebid, what do you think the impact will be on the supplier community and sustainability?
			PANEL PARTICIPANT: I'll address that. I mean, I think, for one, as the size and scope of the program grows, the national company subsidy will go away because now that is a bigger component of our business, and so this ability to provide service to customers at a loss with a subsidy will disappear.
(40:38)		MR. LEGGITT: So I take it if CMS had come to you in Round 2 and said, "Look, you didn't win bids, but we want you to compete in all 91 cities at the price that you have today" that would probably not be a very positive conversation?
			PANEL PARTICIPANT: It would not be.
			MR. LEGGITT: Zach, do you -- what about in terms of the diabetes industry? You know, I know, or at least it's my understanding, statistically that most of the mail order diabetic supply companies are heavily reliant upon Medicare for reimbursement. And so if you're getting squeezed at a 50 percent reduction and it expands to 91 cities, what do you think that does to the market?
(41:20)		MR. SCHIFFMAN: Well, I mean, I can say that we definitely, on the diabetic side, win the bid, but I know the companies that have, and they're subsidizing. They're subsidizing because it's around eight percent of your patients -- seven to nine percent of your patients are in the competitive bidding areas. So it's not an inconsequential -- it's not a terribly material amount that you can just subsidize.
(41:43)	And some people are even pulling loopholes and actually delivering to the home themselves, which they're trying to get rid of in the next round, saying that you can't; you have to actually pick up testing supplies at a brick and mortar store. You can't just drive it in a delivery van to someone's house and get paid full reimbursement.
		But, yeah, I mean it's logical that when it rolls out to 90-plus regions, that it's not going to be something that you can subsidize, and you really have to put rubber to the road. 
		But at the same time, a lot of the diabetic supply companies don't have the scale or anything to get into the managed care business, so they are 90 percent Medicare, 80 percent Medicare, with the other 20 percent just being supplements. So really you're a hundred percent Medicare.
(42:31)	So they're going to be bidding as if their kids won't be able to eat if they don't bid low.
			PANEL PARTICIPANT: I had one other -- this is obviously a little bit longer term and hypothetical, but if the larger companies -- in theory, we like to think we've achieved our economies of scale, but we know we're always trying to take costs out, I think, longer term. 
		If you want to be, especially with the private payors, and you need to treat Medicare to also have your private payor business, I mean, we have to look very seriously at how we cut further costs, whether it's service, whether it's R&D, whether it's moving locations outside of the United States. I mean there is a longer industry play here as well. 
(43:11)		MR. CRAMTON: Thank you very much. Lance, panelists, you guys are wonderful. Your comments are wonderful.
		We are running a few minutes behind, so I know we could go on for hours. But we have two Panels remaining which are going to be very important, and so what I'd like to do is cut the break short to 15 minutes rather than a half-an-hour -- so a 15-minute break from right now. That takes us to 5 minutes to 4. 
		And so get your coffee, get your sugar, and come back 5 minutes to 4 ready for Panel 2. Thank you.
		[APPLAUSE]
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