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THE-WHITE HOUSE

WASHINGTON

November 17, 1993

Paul Samuels/Ellen Weber

Legal Action Center

236 Massachusetts Avenue, NE -
Suite 510

Washington, DC 20002

Dear Paul and Ellen:

Thank you for your recent letter on how the Administration can increase federal
funding for drug treatment and prevention programs. Carol Rasco and I appreciate you taking
the time to share your policy recommendations with us, and we're pleased that you thought
the Interim Drug Strategy made a "compelling case.”

The Administration is currently reviewing options for the President's FY 1995 budget,
and increasing drug treatment and prevention funds is one of the drug priorities on which we
are focusing. Along with the other social investments that the Administration was not able to
obtain in the FY 1994 appropriations process, we —— and that includes the President —— were
not pleased about the cuts in treatment and prevention monies and are determined to do better
next fiscal year. ’

We can also do a better job of interdiction, and the Administration —— by way of a
Presidential Decision Directive recently signed by the President —— has embraced a new
international drug control policy that calls for a "controlled shift" from generalized
interdiction activities to other more effective international programs. However, given that
monies in the drug budget are not necessarily fungible, we are reluctant to tie any increases in
drug treatment and prevention to a "shift" from our interdiction accounts. We believe are
drug treatment and prevention investments are too important to be tied to the fate of other
programs.

Again, thank you for your letter. Carol and I will keep your suggestions in mind as
we make our through the budget process during this next month.

Sincerely,

Jose Cerda III
Senior Policy Analyst



EXECUTTIVE OFFICE O F T HE PRESIDENT

16-Nov-1993 05:54pm
TO: " Rosalyn A. Miller
FROM: Jose Cerda, I11I

Domestic Policy Council

SUBJECT: Draft of Legal Action Center -- "weber.let"

Roz,

I have attached a draft of the Legal Action letter in case you or Carol would
like to review it. 1I'll send it out tomorrow afternoon. Please call me
beforehand if you should have any edits. Thanks.

Jose



A PC Data File is attached. Use PCT SAD to download to your PC
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236 Mass. Ave. NE, Suite 510 ‘Washington, DC 20002 .

(202) 544-5478 . FAX: 544-5712

October 25, 1993

Carol Rasco

Assistant to the Pres1dent

for Domestic Policy

The White House

1600 Pennsylvania Avenue, N. W.
West Wind 2nd Floor
Washington, D.C. 20500

Dear Ms. Rasco:

-We are writing on behalf of the Legal Action Center and the National Coalition of
State Alcohol and Drug Treatment and Prevention- Associations to urge you to
invest at least $1 billion in new funds for drug and alcohol treatment and

. prevention services in the Administration’s FY 1995 budget.

The Legal Action Center is a not-for-profit organization specializing in the legal
and policy issues surrounding drugs, alcohol and HIV/AIDS. The National
Coalition is composed of the undersigned twenty state-based treatment and
prevention associations whose members provide services to persons with the most
chronic drug and alcohol problems -- those who are the focus of your new drug
strategy.

~ We applaud your Interim Drug Strategy for making the conipeliing case for

elevating treatment and prevention to the forefront of our Nation’s drug and
alcohol control efforts. You clearly understand how drug and alcohol problems
underlie so many of our most serious problems including violence, HIV/AIDS,
family disruption and homelessness.

But your new strategy can only work with a firm commitment of new funds. At
the unveiling of the strategy before the Senate Judiciary Committee, there was
broad bipartisan support for increased funding for treatment and prevention.
Senators from both sides of the aisle advocated for an equal split in funds between
treatment and prevention, on the one hand, and law enforcement and interdiction,
on the other. |

We and many other national organizations support the shifting of funds from
ineffective international and boarder interdiction efforts to treatment and
prevention. We have attached a position paper ‘endorsed by 50 organizations
calling for a shift in funds to support the priorities in your drug strategy.

153 Waverly Place . New York, NY 10014 . (212) 243-1313 . FAX: (212) 675-0286




We cannot wait until the passage of health care reform to begin the expansion of treatment
‘and prevention services. We urge you to increase funding for these services by at least

$1 billion in your FY 1995 budget and to make this funding a priority in the FY 1995
appropriations process.

Thank you for considering our views.

Wb Dt

Paul N. Samuels. Ellen M. Weber
Director/President ‘ 'Co-Director of National Policy
se e

National Coalition of State Alcohol and Drug Treatment and Prevention Associations

~ Alabama Alcohol and Drug Abuse Association
Arizona Association of Behavioral Health Programs
California Association of Alcoholic Recovery Homes
California Therapeutic Communities, Inc.
County Alcohol and Drug Program Administrators
Association of California
Florida Alcohol and Drug Abuse Assomatlon
Georgia Association for the Prevention and Treatment
of Substance Abuse
Illinois Alcoholism and Drug Dependence Association
Iowa Substance Abuse Program Directors’ Association .- -
Maine Association of Substance Abuse Programs
Massachusetts Alcoholism and Drug Abuse Association
Nevada Association of State Drug Abuse Programs
New Jersey Association for the Prevention and Treatment of Substance Abuse
New York State Association of Substance Abuse Programs :
North Carolina Association of Alcohol and Drug Service Administrators
Association of Ohio Substance Abuse Programs .
Drug and Alcohol Service Providers Organization of Pennsylvania
Drug and Alcohol Treatment Association of Rhode Island
Tennessee Alcohol & Drug Association
Wisconsin Association on Alcohol & Other Drug Abuse



A NEW DRUG BUDGET:
RECOMMENDATIONS FOR NEW FUNDING PRIORITIES

August 1993

Endorsed By:

ACORN

AFL-CIO

AIDS Action Council

Alcohol and Drug Problems Association

American Association for Marriage & Family Therapy
American Counseling Association

American Federation of State, County and Municipal Employees (AFSCME, AFL-CIO)
American Hospital Association

American Methadone Treatment Association

American Nurses Association

American Psychological Association

American Public Health Association

American Society of Addiction Medicine

Association of Halfway House Alcoholism Program
Association of Halfway House Alcoholism Programs of North America
Association of Junior Leagues International ‘
Association of Maternal and Child Health Programs

Center for Science in the Public Interest

Catholic Charities, USA

Child Welfare League of America

Children of Alcoholics Foundation

Clergy for Enlightened Drug Policy

Consortium of Comprehensive Addiction Programs

CURE

Family Service America

International Substance Abuse Education Association

Latino Council on Alcohol and Tobacco

Legal Action Center

National Association of Addiction Treatment Providers
National Association of Alcoholism and Drug Abuse Counselors
National Association of Black Substance Abuse Workers, Inc.
National Association for Children of Alcoholics

National Association of Public Hospitals

National Association of State Alcohol & Drug Abuse Directors



National Black Police Association

National Center for Clinical Infant Programs

National Coalition of State Alcohol and Drug Treatment and Prevention Associations
National Consortium of TASC Programs

National Council of Community Mental Health Centers

National Council on Alcoholism and Drug Dependence

National Health Care for the Homeless Council

National Treatment Consortium, Inc.

PITCH - Prevention, Intervention and Treatment Coalition for Health
Service Employees International Union

Society of Americans For Recovery

The Center for Child Protection and Family Support

The Criminal Justice Policy Foundation

The Marin Institute

Therapeutic Communities of America

Women’s Legal Defense Fund



A NEW DRUG BUDGET:
RECOMMENDATIONS FOR NEW FUNDING PRIORITIES

I.  Ineffectiveness of the Current Federal Drug Policy

Drug dependence and alcoholism are complek health problems that affect all Americans,
devastate families and communities and cost an estimated $140 billion to $300 billion every
year.

Our nation’s drug and alcohol problem is severe:

L Heroin addiction among adults and serious drug use among adolescents are
again on the rise;

®  Courts, jails and prisons are overflowing with individuals who have drug
problems, but few receive adequate treatment;

° Emergency rooms and other health care facilities are filled with addicts and
alcoholics whose drug and alcohol problems often have not been diagnosed;

] The child welfare system is at the breaking point, unable to care for the
increasing numbers of infants and children who need foster care placement as
a result of their parents’ addiction;

o The AIDS epidemic is increasingly fueled by drug users who infect their
needle-sharing and sexual partners and children, accounting for over 1/3 of all
reported AIDS cases and most new cases.

Over the past twelve years, the Federal Government has invested more than 70% of the anti-
drug budget —- nearly $50 billion from 1982 through 1993 —- in law enforcement and ,
interdiction activities. That substantial investment has not reduced the supply of drugs in the
country, drug-related crime or violence or the number of people with serious drug and
alcohol problems. Prevention and treatment programs, however, do effectively reduce
the demand for drugs and alcohol and must be an equal partner with domestic law
enforcement efforts.

II. Recommendations for a New Federal Policy

1. Add $3 billion to FY 1994 and FY 1995 appropriations for "demand reduction”
programs — education, prevention, rehabilitation, treatment and research — to
implement the Senate’s Sense of the Congress Resolution of March 25, 1993
calling for equalization of funding between demand reduction and supply



reduction activities .

Pay for this expanded prevention and treatment by transferring to the
Department of Health and Human Services approximately $3 billion from

interdiction and intematioqal efforts (not domestic law enforcement), as follows:

L Department of Defense interdiction and counter-drug activities: $1.168
billion requested in the Administration’s FY 1994 budget.

e Coast Guard and Customs Service interdiction activities; $986 million
requested in the Administration’s FY 1994 budget.

. Andean Drug Initiative: Approximately $700 million remaining for FY
1994,

These funds should be used to:

expand effective and accessible prevention services in schools, communities,
workplaces and locations that have contact with out-of-school youth, women and
unemployed adults; ‘

move toward "treatment on demand" by extending effective and accessible
treatment to the estimated 2 to 3 million individuals who need but cannot obtain
it;

enhance the infrastructure and workforce of the existing publicly funded
treatment and prevention system .and enable these programs to provide primary
health care and child care services required by federal law;

provide treatment to all with drug or alcohol problems in the criminal justice
system, both within prisons and jails and through diversion programs to
community-based treatment programs for the large percentage of addicted
offenders who need not be incarcerated; and

expand treatment services for drug and alcohol dependént women and their
children.

III. The Benefits of a New Federal Policy

The societal costs and human suffering associated with drug and alcohol abuse could be
reduced dramatically if we invested funds to prevent and treat these highly treatable
illnesses.

Numerous studies show that treatment works, dramatically reducing drug and alcohol



use, reducing crime and slowing the spread of AIDS. Moreover, the cost of treatment is
more than offset by lowering health care and emergency room utilization and reducing
criminal justice and foster care costs. A University of California study found that for
every $1 spent on treatment, $11.54 was saved in health care, criminal justice and lost
productivity costs.

The proposed FY 1994 drug control budget is modeled after the lopsided, supply
reduction-driven budgets of the previous administrations. The Nation cannot afford to
let another year pass without addressing the fundamental problem that truly drives the
nation’s drug crisis: the demand for drugs by people with serious drug and alcohol
problems and those at high risk for such problems who continue to go untreated.

b2 2

For additional information, please contact Ellen Weber or Susan Galbraith of the Legal
Action Center (202) 544-5478
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THE WHITE HOUSE ;
WASHINGTON QJQ(QJU)W\

November 21, 1993

Gloria Maki, Project Director

New York City Pediatric/Adolescent
Family HIV Comprehensive Center

New York Department of Health

Corning Tower

Albany, NY 12237

Dear Ms. Maki:

I am just starting my review of agency proposals for the FY95
budget. The funding for Ryan White programs, including Title IV,
is of particular concern and I will be paying close attention to
requests in this area. The pediatric programs you describe have
been a critical part of our efforts to serve children with HIV.

Thank you for writing.

Sincerely,

5

E 2

‘\__\ B X

Kristine M. Gebbie
National AIDS Policy Coordinator

ce: vé;rol Rasco, Domestic Policy Council
Surgeon General Joycelyn Elders
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STATE OF NEW YORK "oV 15 &
DEPARTMENT OF HEALTH

The Governor Nelson A. Rockefeller Empire State Plaza  Albany, New York 12237

-

Corning Tower

Mark R. Chassin, M.D., M.P.P., MP.H. OFFICE OF PUBLIC HEALTH
mmissioner Lioyd F. Novick, M.D., M.P.H.
comm: November 8, 1993 ™M
Paula Wilson . -
Executive Deputy Commissioner Diana Jones Rittar
: Exscutive Deputy Director

Kristine Gebbie, R.N.

National AIDS Policy Coordinator
The White House

750 17th Street, NW

Washington, DC 20503

Dear Ms. Gebbie:

I am writing to thank you for supporting the FY 1994
consolidation of funding for the Pediatric/Family AIDS Demonstration
Program within Title IV of the Ryan White CARE Act, and to urge a:
significant increase for Title IV in the President’s Budget Request

for FY 1995.

As you know, Congress recently completed the Labor/HHS:
appropriations conference. Despite the President’s request of $21
million for the Pedlatrlc/Famlly AIDS Demonstrations and $6 million
for Tltle IV in FY 1994, the final appropriation was. only $22 million.
This represents a $1 mllllon increase out. of a total. increase of $210
million for other Titles of the CARE Act. The pedlatrlc, adolescent
and family AIDS demonstrations that are now a part of Title IV have
been essentially level funded for the past. three years. :

I am now writing to strongly urge that as the Department of
Health & Human Services finishes its FY 1995 budget request and
submits it to the Office of Management of Budget, that the funding
request for Title IV of the Ryan White CARE Act be increased to $42
million. While consolidation of funding within Title IV will enhance.
the delivery of services and access to clinical trials for children,
adolescents and families affected by HIV disease, it deces net diminish
the need for substantial new funding in FY 1995.

As you know, HIV infection rates among women, adolescents
‘and children have rapidly increased. Many service sites in New York
City and other urban areas of New York State have experienced a
doubling or tripling of their caseloads while their funding levels
have remained nearly static. Last year, following a thorough review
of funding needs, the Pediatric AIDS Coalition and.the National
Organizations Responding to AIDS Coalition in Washington, D.cC.
recommended at least a $42 million appropriation for Title IV programs
over current funding levels of approxlmately $21 million. These funds
are vitally needed for reaching underserved, low income African-
American and Hispanic women, adolescents, chlldren and families who

are disproportionately affected by HIV infection.



Title IV of the CARE Act has now become an important vehicle
for providing funds to deliver specialized, comprehensive pediatric
and adolescent HIV services throughout the United States. If you or
your staff need further information related to programs funded under
Title IV, please contact David Harvey, Coordinator for Public Policy
at the National Pediatric HIV Resource Center (202-289-5970) in

Washington, D.C.
Thank you for your consideration of this request.

Sincerely,

Gloria Maki
Project Director
New York City Pediatric/

Adolescent Family HIV
Comprehensive Center
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Mark R. Chassin, M.D., M.P.P., MP.H. OFFICE OF PUBLIC HEALTH
Commissioner ' Lioyd F. Novick, M.D., M.P.H.
" Director
Paula Wilson November 8 [ 1993 Diana Jones Ritter
Executive Deputy Commissioner Executive Deputy Dirsctor

Carol H. Rasco
Assistant to the President for Domestic Policy

Executive Office of the President
The White House
Washington, DC 20500

Dear Ms. Rasco:

I am writing to thank the Administration for supporting the
FY 1994 consolidation of funding for the Pediatric/Family AIDS
Demonstration Program within Title IV of the Ryan White CARE Act, and
to urge a significant increase for Tltle IV in the Pre51uent's Budqet

Request for FY 1995.

As you know, Congress recently completed the Labor/HHS
appropriations conference. Despite the President’s request of $21
million for the Pediatric/Family AIDS Demonstrations and $6 million
for Title IV in FY 1994, the final appropriation was only $22 million.
This represents a $1 million increase out of a total increase of $210
million for other Titles of the CARE.Act. The pediatric, adolescent
and family AIDS demonstrations that are now a part of Title IV have
been essentially level funded for the past three years.

I am now writing to strongly urge that Title IV of the Ryan
White CARE Act be increased to $42 million in FY 1995. While
consolidation of funding within Title IV will enhance the dellvery of
services and access to clinical trials for children,. adolescents and
families affected by HIV disease, it does not diminish the need for
substantlal new funding in FY 1995.

As you know, HIV infection rates among women, adolescents
and children have rapidly increased. Many service sites in New York
City and other urban areas of New York State have experienced a
doubling or tripling of their caseloads while federal funding levels
have remained nearly static. Last year, following a thorough review
of funding needs, the Pediatric AIDS Coalition and the National
Organizations Responding to AIDS Coalition in Washington, D.C.
recommended at least a $42 million appropriation for Title IV programs
over current funding levels of approximately $21 million. These funds
are vitally needed for reaching underserved, low income African-
American and Hispanic women, adolescents, chlldren and families who
are disproportionately affected by HIV infection.

Title IV of the CARE Act has now become an important vehicle
for providing funds to deliver specialized, comprehensive pediatric

-



and adolescent HIV services throughout the United States. If you or
your staff need further information related to programs funded under
Title IV, please contact David Harvey, Coordinator for Public Policy
at the National Pediatric HIV Resource Center (202-289-5970) in
Washington, D.C.

Thank you for your consideration of this request.

Sincerely,

Ml Dede

Gloria Maki

Project Director

New York City Pediatric/
Adolescent Family HIV
Comprehensive Center
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This correspondence was sent to my attention

thought you might be interested

M. Joycelyn Elders, M.D
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STATE OF NEW YORK
DEPARTMENT OF HEALTH

The Governor Neison A. Rockefeller Empire State Plaza
i

Corning Tower " Albany, New York 12237

y
Mark A Chassin, MD., MPP_ MPH, OFFICE OF PUBLIC HEALTH
Commissioner Lloyd F. Novick, M.D., M,P H.
Paula Wilson ‘ ' o D”ej“r’" o
Executive Deputy Commissioner : iana Jones Hitter
September 14, 1993 Executive Depuly Direcior

Philip Lee, M.D.

Assistant Secretary of Health
HHH Building, Room 716G .

200 Independence Avenue, S.W.
Washington, DC 20201 ‘

Dear Dr. Lee:

It has recently come to our attention that the National

AIDS Program office has withdrawn financial support for the
Regional AIDS Coordinators. Additionally, we understand
that these vital positions will not be supported by the
Public Health Service as well. We find this extremely

troubling and quite perplexing.

The AIDS Institute has been working with the Region II
AILDS Coordinator, Barry Gordon, on a number of important
issues over the past few years. He has not only been
instrumental in identifying available federal HIV resources,
but we have also been working closely with him to promote
‘service integration and federal, state and city coordination

of resources.

As health care reform becomes closer to reality and as
funds for HIV services become scarce, it Is imperative that
there be a regional AIDS coordinator to work with state and
city governments, as well as community based organizations
to avoid duplication and overlap of scarce resources.

Mr. Gordon has been invaluable not only in his

programmatic knowledge but as a true partner in our daily
struggle to provide quality cost effective health care to

the HIV infected in New York City.

We strongly encourage you to continue this effective
partnership with us by retaining the Regional AIDS

Coordinator position.

Sincerely,

Z%m@% — 05T
Humberto Cruz | ' /TR%:E??

Director
Division of HIV Health Care

AIDS Institute



STATE OF NEW YORK
DEPARTMENT OF HEALTH

The Governor Nelson A. Rockefeller Empire State Plaza > Albany, New York 12237

Fa

Corning Tower

¥ OFFICE OF PUBLIC HEALTH

Mark R. Chassin, M.D., MP.P,  MPH. )
Commissioner . Lioyd F. Novick, M.D., M.P H.
Paula Wilson . Director
. o September 14, 1993 Diana Jones Rifter
Executive Deputy Commissioner Executive Deputy Director

Audrey F. Manley, M.D., M.P.H.

Acting Deputy Assistant Secretary for Health
in Intergovernmental Affairs .

HHH Building, Room 716G

200 Independence Avenue, S.W.

Washington, DC 20201

Dear Dr. Manley:

the National

It has recently come to our attention that
the

AIDS Program office has withdrawn financial support for
Regional AIDS Coordinators. Additionally, we understand
that these vital positions will not be supported by the
Public Health Service as well. We find this extremely

troubling and quite perplexing.

The AIDS Institute has been working with the Region I1I
AIDS Coordinator, Barry Gordon, on a number of important
issues over the past few years. He has not only been
instrumental in identifying available federal HIV resources,
but we have also been working closely with him to promote
.service integration and federal, state and city coordination

of resources.

, As health care reform becomes closer to reality and as
funds for HIV services’ become scarce, it is imperative that
there be a regional AIDS coordinator to work with state and
city governments, as well as community based organizations
to avoid duplication and overlap of scarce resources.

Mr. Gordon has been invaluable not only in his
programmatic knowledge but as a true partner in our daily
struggle to provide quality cost effective health care to

the HIV infected in New York City.

We strongly encourage you to continue this effective
partnership with us by retaining the Regional AIDS
Coordinator position.

Sincerely,
gf;é;4%,1£;12)6?ﬂbb

Humberto Cruz
Director
Division of HIV Health Care

AIDS Institute



HEALTH CARE REFORM IN RURAL AREAS

An Invitational Conference Sponsored by
The Robert Wood Johnson Foundation
and
Arkansas Department of Health

Conducted by
Alpha Center

March 10-12, 1993

Excelsior Hotel
Little Rock, Arkansas
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HEALTH CARE REFORM IN RURAI AREAS
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Workgroup Questions

Rural Health Service Areas

What criteria should be used to define the boundaries of health
service areas?

Should service areas be "large enough" to allow competition? How
much competition?

Should rural areas be incorporated as part of larger regions which
include secondary and tertiary facilities/services?

Should separate rural health commissions/authorities be established
for rural areas? If so, what kinds of governance structures would
be needed? Should regulatory powers be assigned to rural health
commissions/authorities? If so, what kinds of regulatory
tools/authorities would be appropriate?

What criteria should be used to identify "at-risk" and "access
critical” hospitals?

What should be the relationship between rural health
commissions/authorities and health insurance purchasing
cooperatives (HIPCs)?

Supply of Human Resources

What are the implications of network development for organizational
relationships between rural physicians, hospitals, and other health
providers? -

How will rural physicians react to increased management and
oversight of their practice? ’

How can the recruitment and retention of rural physicians, midlevel
providers, nurses and other health professionals be enhanced by
health care reform?

How should medical education be reoriented to meet the needs of
rural areas?

What changes in the location and availability of specialty services and
technology should be promoted under health care reform? Which
services and technology should be provided locally in rural areas?
How should referrals to specialists be managed?

How should differences in urban/rural practice standards be
addressed?



How can rural providers and administrators currently participating
in rural~based HMOs/networks asszst the1r colleagues in other rural
areas in developing such entities?: ~:.. zr_.:

Networks: Structure and Formation

How quickly will rural providers react in developing rural health
networks under the stimulus of health care reform? Will the initiative
for network formation come primarily from rural providers or from
urban-based health plans and health care organizations?

Should rural-based networks be given priority in
contracting/forming AHPs?

What providers should be included in rural health networks?

How do we encourage local public health agency and other local
providers to collaborate?

How can providers currently receiving direct government funding
{CHCs, RMHC) be integrated into AHPs?

What specific legal barriers to network formation currently exist
(e.g., antitrust laws and corporate practice of medicine rules)?

What steps should HIPCs take in areas where rural providers decline
to participate in health plans?

What type of competition should be promoted in rural areas —-
between networks, between primary care providers?

How should we deal with any shift of rural primary care providers
into urban areas?

The focus has been on inter-community networking, how can we
encourage intra-community networking?

What standards for chartering AHPs, particularly rural-based AHPs,
would be particularly helpful or harmful to rural residents?

Networks: Financing

-

Should rural networks be encouraged to participate in multiple health
plans, or should they be awarded "franchises"” to serve designated
geographic areas?

Under different reimbursement approaches, how strong should the
financial incentives be for rural primary physicians to control or
alter referrals to specialists?



B Can a network of rural providers assume responsibility for all of the
medical care for rural communities or will they need to contract with
urban-~based providers for specialty services?

. How would community rates for insurance premiums be established
for rural residents and how would those rates be risk-adjusted?
What urban vs. rural issues might arise?

. How should rural providers be grouped for risk sharing?

. What are the implications of expenditure caps for rural providers?
How would such caps be established? :

. How should fee schedules be established and enforced for rural
physicians, particularly if providers decline to join an AHP?

. What kinds of financial protections should/could be used to maintain
certain providers deemed essential for assuring access to services in
underserved areas?

. Should networks have sufficient capital to accept financial risk under
prepayment?

. Policymakers are considering a variety of approaches for financing
health care reform-~such as employer mandates, individual
mandates, "sin" taxes, and capping the tax exemption for employer-
paid premiums. What are the implications of different financing
approaches for rural communities?

. Should all coverage in rural areas come through an AHP? What are
the implications for rural providers and network formation if some
payors are excluded? (e.g., Medicaid, federal employees)

. What is the potential role of HIPC in financing medical education in
ways that will improve recruitment and retention of professionals in
rural areas?

Networks: Operations

. What kinds of administrative and governance structures would be
needed to enable hospitals, emergency medical services, community
health centers, long-term care providers, solo-practitioners, and
other non-hospital providers work together within a network
structure?

. What incentives can be created to foster local hospital-physician
cooperation? ‘

. What kinds of referral/transfer agreements need to be developed
between network providers?



How can qua.hty improvement mechanisms/ programs be implemented
on a network-wide basis?

What kinds of data should be shared between network members? How
important would it be to transfer patient records electronically?

If rural networks serve enrollees from multiple plans, would it be
difficult for a single plan to exercise sufficient leverage on network
providers to ensure meamngful participation in the plan s cost
containment efforts?

What are the probable strengths and weaknesses of urban-based
AHPs versus rural-based AHPs?

How will operational issues differ between "competitive" and "non-
competitive" AHPs?

Do rural providers and communities need adjusted standards under
the Medicare fraud prohibitions against self referral?

Public Health

To what extent could/should public health services be integrated
with personal health services in rural network and/or covered under
rural AHPs? {

What specific public health services should remain outside of the AHP
{e.g., systems for tracking and reporting disease, environmental
health, etc.)?

Identify examples of public health service integration and
coordination in rural areas that could provide useful models. What
are the common characteristics of these exemplary systems?

What special provisions should be made to meet the needs of
vulnerable and traditionally underserved populations in rural areas.

State Government Roles: Service Delivery/Network Formation

What are the most effective ways for states to stimulate rural network
formation? How can existing capacity-building programs be
incorporated under capitated rates?

How aggressive should states be in enforcing antitrust laws when
considering rural network formation? Will state action immunity be a
successful strategy for permitting joint ventures that improve access
and contain costs for rural populations?

What role should the state play in coordinating/providing emergency
medical services so as to provide access to these services in more
remote areas?

g



. What considerations should the state make for designating/governing
HIPCs serving rural areas?

. What kinds of technical assistance can states provide to providers
seeking to form rural networks?

. The Jackson Hole Group suggests a role for Rural AHP Authorities.
Is such an authority needed and what should be its function?

State Government Rolés: Resource Allocation

. What roles should states play in determining how financial resources,
technology, and health care personnel are deployed, especially in
sparsely populated areas?

. How should states treat the allotment of medical education dollars to
increase the supply of primary care providers in rural areas?

. What considerations should states make for the scope of practice for
midlevel providers and for how they should be reimbursed?

. What role should the state play in collecting and disseminating health
care information to the public? How will the special considerations of
rural environments (e.g. low volume, relevant comparison groups,
interest in patient referral process) be addressed?

. How would a federal-state determined global budget affect rural
areas? What role should states play in implementing and enforcing
budget limits and what special considerations, if any, should be made
for rural areas? (Note: historical expenditure levels typically been
lower on a per capita basis in rural areas. ) '

. What lessons/models from existing state rate-setting programs should
applly to rural areas?



(303) 692-2478
Fax (303) 782-3576

Lindy Nelson, MPH

Calorado ’ oo "y smary Health
Department - Director, Rural and Primary [lea

of Health Family & Community Health Services

Colorado Department of Health
FCHSD-RPH-A4

4300 Cherry Creck Drive South

Denver, Colorado RI222- 1530




STATE OF COLORADO

' COLORADO DEPARTMENT OF HEALTH
Dedicated to protecting and improving the health and
environment of the people of Colorado

4300 Cherry Creek Dr, S, tahoratory Building

Denver, Coloradé 80222-1530 | 4210 E. 11th Avenue .

Phone: (303 692-2000 Denver, Colorado 80220-3716
(303) 691-4700

Roy Romer
Governor

Patricia A. Nolan, MD, MPH
Executive Director

March 16, 1993

Carol Rasco

Assistant to,.the President for
Domestic Affairs

The White House

1600 Pennsylvania Avenue, West Wing

Second Floor

Washington, D.C.. 20500

Dear Ms. Rasco,

T.want to\express mny apprec1atlon to you for spendlng time with us
dn.Little Rocks Tt helpedhalf 6f5lg to seé your involvement and
depth vof'" understandlng of the issues facing rural America with
health care reform.

On Thursday morning you and Dr. Shalala met with a small group of
us - from- the EACH/RPCH states. - I found that meeting to be
particularly useful and I hope you did as well. I‘d like to
reiterate that if you have further questions about EACH/RPCH or
would like to visit a network, we in Colorado would be pleased to
arrange that. Most of our RPCHs are located in frontier counties
and this program appears to be a very viable solution to assuring
access to those communities.

Again, I thank you for your time in Little Rock. I can honestly
say I was pleased to meet you and know that you do understand our
issues and will provide the kind of leadership we so desperately
need at the Federal level. Please contact me if I can assist you
in any way. S

Slncerely, S P
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FOR IMMEDIATE RELEASE CONTACT: Richard Coorsh

February 18, 1993 _ ‘ 202/223-7787

Health Insurance Association of America

NEWS RELEASE

HIAA LAUDS CLINTON'S8 COMMITMENT TO HEALTﬁ CARE REFORM,

ENDORSES MANbATBS TO ASSURE UNIVERSAL COVERAGE

WASHINGTON, D{CQ, February 18, 1993 =-- Consistent with
President Clinton's call in.the State of the Union for '
comprehensive health care reform, the Board of Directors of the
Health Insurance Association of America (HIAA) yesterday enhanced
its own comprehensive health care reform proposal by calling for
the federal government to require employers to help pay for at
least part of the cost of an essential benefit package of health.

insurance for their employees and dependents.

"The revised Vision language also calls for gdvernment
subsidies to assist certain employers and individuals to purchase
health care coverage. It continues to support the preservation
of a pluralistic, competitive, employer-based private health
insurance market to ensure sustained cost containment.
Additionally, the Vision language calls for sysfemic‘change in
financing and delivery systems, with an emphasis upon the
pontinued evolution of managed care, including full participation

of Medicare and Medicaid beneficiaries.

The Vision proposal also reaffirms laﬁguage, previously'

- approved by HIAA's Board of Directors, that calls for all
Americans to purchase coverage and be covered under an essential
paékaée of benefits. It also calls upon the federal government
to establish rules of market behavior for all payors, including
insurers, that will ensure universal covérage.

o - more - '

1025 Connecticut Avenue, NW Washington, DC 200363998 202/223-7783 FAX 202/223-7896



According to the Vision reform, the federal governhent
should also oversee the definition of an essential package of
benefits, dévelop rules for providers to follow to ensure .
consistent payment levels to eliminate cost-shifting, and set -
standards for electronic data interchange and:for reporting
medical care outcome and cost information.

In aﬂ%ouncing the action of the Board ofiDirectors, HIAA
President Bill Gradison applauded President Clinton's.strong
commitment to universal health care coverage and controlling
health care costs. Mr. Gradison also said that meaningful reform
of the health care financing system must build upon the strengths
of the existing private sector employment-based system, and added
that ultimately, HIAA's Vision for health care reform would go a

long way in containing health care costs.

"Employers have a unique interest in maintaining employee
health because it affects productivity," observed Gradison.
"Unfortunately, because of cost-shifting, employers have ended up
bearing avdisproportionaté share of the escalating coéts of

health care."

- To remedy this, added Gradison, HIAA's Vision reforms seek
to reduce health care costs by eliminating cost-shifting,
increasing the use of cost-saving managed care techniques,
reducing insurers' administrative expense, preempting costly
state mandated benefits, and targeting subsidies to assist

employer and individual participation.

"The active'participation of -employers in financing,
selecting, and administering an essential package of benefits is
critical to maintaining an'open, flexible, and innovative health
care system," noted Gradison. "Given their significant financial
commitment, employers must retain control over their employees'
health care coverage. For example, employers should not be
required'to participate solely through group puréhasing pools
which would invalidate the cornerstone of our employer-based
system," he added.

- more -



HIAA's reform proposal also calls for a change in the
regulatory sﬁructure of healﬁh insurance to ensure that all
public and private payors play by the same rules. To achieve
this the regulatory framework must avoid duplicative or
overlapping regulation among the states or between the state and
federal levels, remove all state control over anti-managed care
laws, mandated benefits laws and provider contracting laws,
prohibit states from mandating additions to the essential benefit
package, and amend ERISA to allow these changes to be
implemented. '

The proposal also calls for equitable tax policy that caps
tax preferences at a level equal to the essential benefits
package and extends tax breaks to the self-employed and those
purchasing outside of an employment setting; Support by the

‘industry for the tax changes is contingent on the revenue being

used to help pay for health care reform and that cost-shifting is
adequately addressed.

_ HIAA is a Washington, D.C.-based trade association
representing the nation's leading commercial health insurance
companies. '

'R

NOTE TO MEDIA: On Friday, February 19, 1993 at 9am, RIAA will

.hold an informal breakfast briefing for the media, with HIAA

President Bill Gradison. The purpose of the briefing is to
extend an opportunity to meet with Mr. Gradison, provide
information about HIAA's Vision reform proposal and to offer
reaction and analysis of the health care reform component of
President Clinton's S8tate of the Union address.

The briefing will be held at HIAA, located at 1025
Connecticut Avenue, N.W., in the 12th floor Board Room (go to the
12th floor reception area). To assure adequate seating, please
R.8.V.P. as soon as possible, either to Richard Coorsh at 202~
223-7787 or Gloria Tibby at 202-223-7810.



"+ Bealth Insurance Association of America

VISION STATEMENT

Our vision is a society of healthy individuals and
‘communities. Our nation, through systemic change,
will build upon our employer-based system to create

a consumer-responszve, prevention-focused, affordable
and cost-effective health system which fosters
individual responsibility, human dignity, improved
health status, and enhanced quality of life for all.

VISION GOALS

. Promote a healthy and productive existence for all
Americans, maximizing the dignity and quallty of life for
each individual.

L] Recognize, as a socilety, that heroic efforts to extend life
are not always appropriate or desirable. .Dignity, quality
of life, and the potent1a1 of returnlng to a healthy
existence must be considered in treatment decxslons and in
the allocation of resources.

. Provide compassionate care to all people, especially to
those who are chronically or terminally ill and cannot
recover from their illnesses. ;

. Encourage Americans to take personal responsibility for
- maintaining good health regarding llfestyle factors w1th1n
thelr ability to contro.l.~

] Stablllze health care costs as a percentage of individual

flnanc1al capac1ty—~earned 1ncome and other sources.

. ‘Harmonize health care spendlng w1th other essential national
requ1rements--the environment, educatlon, the economy and
securlty. -

February 18, 1993

1025 Connecticut Avenue, N.W., Washington, DC 20036-3998 202/223-7780 Telecopier 202/223-7897



GUIDING PRINCIPLES

Reform of our health care system reguires comprehen51ve change.
Change must include a shift in emphasis away from sickness and
repalr and toward health and wellness. The principles below
comprise a unhified whole, not a cafeteria menu. All elements
integral to universal coverage and cost containment must be
implemented together, not piece-meal nor staged over time one
state at a time. HIAR believes that reform of our system must be
gulded by the following principles: - -

1. Reform must rely on competltlve, pluralistic, and flexible
dellvery and financing systems in which all players--public
~and private alike--abide by the same rules. Government
should not anoint winners; winners should be determined by
the marketplace--a marketplace free to abandon failures and
embrace promising new ideas.

2. Universal, '"cradle to grave" coverage must be achieved by
requiring all employers and individuals to pay for an
essential package of benefits which should include primary,
preventive and catastrophic coverage. Government cannot
shirk its role; it must help subsidize those employers and
individuals who cannot afford to purchase an essential
package.

3. Insurers and other private payors must issue and renew
coverage for all. To protect insurer solvency and maintain
employer incentives to control costs and promote employee
wellness, insurers can, within limits, establish premium
~rates which reflect risk. Coverage must be portable; there
must be no pre-existing condition limits once in the system;
and the problem of "job lock" must be eliminated.

4. Reform must build on our employment-based system.
Employers’ active participation in financing, selecting, and
administering an essential package of coverage is critical
to maintaining an open, flexible, and innovative health care
system. Given their significant financial commitment,
employers must retain control over their employees’ health
care coverage. Therefore, requiring employers to
participate solely through group purchasing pools would
invalidate the cornerstone of our employer-based system.

5. Changing the delivery system is fundamental. Managed care
should be the primary vehicle for achieving sustained
systemwide cost savings; we must allow it to evolve and
develop into its next generation, including full
participation of Medicare and Medicaid beneficiaries 'in
managed care systems. A defining element of managed care




systems will be their ablllty ‘to collect and publlsh data
which allow purchasers to compare outcome and price :
information. Employers and managed care systems will also
provide incentives that promote healthy lifestyles and
perSonal responsibility. Managed care alone may not

. sufflclently control systemic health care costs. Therefore,
alternative approaches (such as expenditure targets and
provider rate regulation) should be explored as an
additional means of'controlling health care costs.

6. Government's role must be one of an enabler, not of a
"doer". A primary and essential function must be to .
eliminate cost-shifting to private payors. Self-regulatory
bodies will develop, 1mp1ement and enforce rules of conduct
‘for all players. These include rules of market behavior for
all private and public payors, rules for providers to follow
to ensure consistent payment levels which eliminate cost-
shifting, and standards for electronic data 1nterchange and
for reporting outcome and cost information. ' Government-.
sanctioned self-regulatory bodies will also define
essential package(s) of care, evaluate technologies for
their cost-effectiveness, and establish a mechanism for
pooling certain cost and utilization data. 1In addition,
government must enact legislation reformlng the malpractice
adjudlcatzon system.

7. Tax preferences must be limited to the essential package of
care, thereby motivating the public to seek the best value
and providing additional revenue to finance expanded health
care coverage. ,

CREATING A WORKING HEALTH'CARE SYSTEM

We Americans have shorter life spans, ‘higher infant mortality
rates, and higher rates of violent death than do the citizens of
other industrialized countries. Yet we pay more for health care
per capita and more in total health costs--close to $900 billion

a year--than does any other country in the world. Furthermore,
an estimated 37 milllon people in the United States do not have
health care coverage; if we as a society continue "buSiness as
usual," that number is expected to reach 40 million by the year-

2000. , .

To make matters worse, the private ‘sector has had to shoulder
more than its fair share of the costs. The Prospective Payment
Assessment Commission estimates that, in 1990, private payors
paid $22.5 billion more than the costs incurred by their hospital
patients to make up for losses hospitals experlenced from the

" uninsured as well as Medicaid arid Medicare patients. Put another
way, private payors paid an average of 128 percent of actual



provider costs; this amounts to almost a 30 percent "tax" on
hospital costs paid by the nation’s employers.

Clearly, these trends must be reversed. Over the last year, the
Vision Committee of the Board of Directors of the Health
Insurance Association of America’ (HIAA) met to discuss health -
care reform. The Committee members approached their task as
Americans who happen to know about health insurance rather than
as health insurance executives who happen to be Americans.

HIAA’s vision is a framework for comprehensive reform. Its .
underlying premise is that everyone with a stake in the success
of American health care, including insurers, will have to do what
it takes to create a working health care system. It reflects the
conviction that the nation’s health care needs can best be met by
a competitive and pluralistic system, not a monolithic one, and
that the private sector will continue to play a dominant role in
financing health care. It calls for universal coverage for all
and changes 'in the behavior of providers, payors, including
insurers, and the public. It advocates that government be an
"enabler," not a "doer," that it eliminate cost-shifting, and
that it establish guidelines for everyone to follow. Our vision
is premised on comprehensive reform; all initiatives central to
its goal of universal coverage and cost containment must be
1mp1emented together, and in coordination with one another, to
ensure max1mum success.

Taken together, these reforms will lead to a sustainabte
reduction in the growth of health care costs and improve the
health of the American people. -We recognize, however, that these
reforms will require significant new government spending. We

- have identified one possible revenue source--a limit to the tax
preference employer-sponsored health insurance currently enjoys--
but we recognize that other 'sources will be needed as well.. "It
is critical that these newly generated tax dollars be applled
only to bulldlng a health care system that will produce long-term
sustainable savings; new revenues should not be wasted
perpetuatlng the status quo.

The health insurance industry anticipates further discussion on .
many aspects of the system it proposes. Some areas need more
thought, and some gaps need to be filled. As areas of
uncertainty are clarified, this paper, which is not final, will
be modified to reflect these changes. Some lack of specificity
will have to be tolerated while we struggle to find solutions to
difficult issues. (For purposes of this discussion, "health
care" refers to services to prevent, diagnose or treat medical
conditions. The reforms proposed here do not apply to coverage
outside of the essential package, such as disability income,
supplemental hospital 1ndemn1ty, specified disease, Medlcare
supplement or. long-term care. 1nsurance )




‘ B GQMRQNENTB OF THE NEW SYSTEM
1. Based on Plurallstlc Flnanclng and Dellvery Systems

Reform must rely on market~based plurallstlc and competitive
financing and dellvery systems. Pluralism and choice are what
engender competitlon--competltlon among ideas, among companies,
among plans, and among values such as cost, quality and
convenience. ' Only true competition can assure that our health
care system remains flexible and open to innovation, so that it
will continue to evolve to better meet consumers’ needs in the
future.. A system with many buyers and sellers will assure
‘breadth and depth of services and responsiveness to consumers.
Market forces must be allowed to determlne whlch systems shall
succeed. o

Comprehen51ve health care reform wlll require an expanded federal
role to eliminate costly variations in state regulation and -
assure uniform standards~-a level playlng field--for all public
and private payors. It will also require that government remove
barriers to the growth of pluralistic, competltlve systems.

2. Bullds on an Employer-Based Foundatlon

Enployers have a unique interest in malntalnlng employee health--
as it affects" productivity. Therefore, employers must provide
coverage for all their employees and dependents. Employers will
pay for at least part of this coverage. Some employers will
receive government assistance to help cover their employees.

All employers, regardless of themr size, will select plans based
on the performance of competlng managed care systems. A system
built on an employer base is categorically inconsistent with the.
concept of exclusive group purchasing that bypasses employers
altogether, thus relieving them of their responsibilities.

" Purchasing pools, such as group association and multiple employer
plans, are common methods of obtaining coverage. We have no
.objection to a variety of demonstrations and experimentation with
other forms of purchasing pools provided employer participation
is voluntary. 1In no case:should employers be required to buy
health insurance solely through group purchasing arrangements.

A competitive and ‘pluralistic system should allow- putchas;ng
pools to exist side by side with other methods of arranging :
coverage. Insurance reform measures will prevent any one entity
from bearing an inequitable share of risk because all payors will
follow the same market rules to guarantee coverage. .



In addition, employers should:

° be free to experimentfwith and invest in a variety of
approaches in providing an essential package of coverage;

L] provide incentives to promote healthy behavior; and

¢ = have incentives to help restrain costs because some element

of their experlence is con51dered.
3. Achieves Universal Coverage for an BSsenfial Package

All Americans will have continueus.coverage«for an essential
package of primary, preventlve, and catastrophlc care.. Achieving
universal coverage will require a series of mandates--on

~ government, employers, insurers and individuals. How to divide
- these responsibilities will probably be the most difficult and
controversial aspect of health care reform. Ultimately, it will
be a political decision, not a health care decision. Clearly
governments—--federal and possibly state--will bear the cost of
covering low-income people. Employers, in our view, should at
the very least be required to incur the costs of efferlng health
insurance to their employees.

HIAR supports a requirement that employers help pay for coverage
for their employees and dependents. Even a modest employer
payment would heighten employer cost consciousness and: help
restrain health care inflation. So-called employer mandates,
however, are in effect a mandate on employees as well as. 4
_employers, since employee premium contributions are envisioned in
virtually all employer mandate plans. We are reserving judgment
on how the costs should be shared between employer and employee,{
recognizing that there are practical limits on the ability of
both employers and employees to shoulder the financial costs of a
health care mandate. It may be necessary--however the cost is
divided--to phase in the mandates over a period of years, taklng
account . of any other employer mandates--such as increases in the
minimum wage--that may be imposed at the same time.  If an
employer mandate is phased in, it'will be necessary.to coordinate
it with other aspects of health care reform. For example,
certain aspects of insurance market reform are not feasible
absent a mandate; the two reform measures nmust be’ synchronlzed.

To achieve universal coverage,  the fellowlng steps must be taken:

. Government must require all employers to arrange and help
pay for an essential package of coverage for their employees
and dependents. All individuals--those employed and those
not connected to the work force--are requlred to obtain
such coverage.




L Government must help employers and 1nd1v1duals who cannot
afford to purchase an essential package. (Certain employers
receive financial help, but they cannot “opt out® by paylng
a tax instead.) s

L 4A11 1nd1v1duals~—those employed and those not connected to
. the work force--must receive the same tax 1ncent1ves to
- purchase an essent1a1 package.

° The essential package covers prlmary, preventlve, and

‘ catastrophic care. Government ‘will.authorize an 1ndependent
body of providers, payors, employers and consumers to define
the essentlal package of coverage. The design of this
package must ‘be flexible to encourage cost-conscious
behav1or, it must have inherent limits to prevent continuous
expansion, recognizing that people s wants and desires may
exceed society’s resources; and it must not overlap or. | ]
duplicate medical care coverage available elsewhere such as
under workers’ compensation and automobile 1nsurance.;

e There should be no dlfference in the essential package of '
coverage received by the poor. and the non-poor. Government
will finance coverage for low income individuals, but there

-will no 1onger be the need for a separate Medlcald program.

4. ’Ensures Unlversal Coverage Through Harket Reform

Market reform must be premlsed on ‘a government requlrement that
all individuals and employers purchase coverage. In this
environment, all health plans will be subject to national rules
of market behavior to guarantee universal and continuous
coverage. The same rules will apply to all health plans, whether
offered by commercial insurers, Blue Cross/Blue Shield plans,
HMOs, self~insured employers, government, or any other -entity.
Problems such as "job lock" and lack of coverage for pre-existing
conditions will be resolved. The rules of market behav1or wlll

.. require that coverage be made avallable to. every employee in
an employment-based group, - A

s 'assure that every inleldual will ‘be able to purchase the
" essential package, regardless of thelr health, financial or
temployment status; - : oo
. guarantee ‘that coverage wlll not be canoelled termlnated or
- not . renewed based on the health status ‘or clalms experlence
of any 1ndiv1dual or group, 4

] prohlblt insurer ratlng practlces that create large rate

differentials for groups of similar age, sex and geographlc
comp051tlon,



. maintain, at the same time, insurers’ ability to calibrate
-rates to risk--pure communlty rating results in market
disruption and works agalnst cost contalnment in a varlety
of ways; and

e  establish a formVOf reinsurance or risk-sharing to
compensate for inequitabletdistrihution of risk.
S. Creates Sustained Cost Containment By 3ystem1c Change in
C P:nanclng and Delivery Systems

- Changing the health care dellvery systen is fundamental. The
actual dellvery of care must be substantially better organized
than it is today to meet the needs of patients,. purchasers, and
providers. Therefore, managed care should be the primary vehicle
for achieving sustained systemwide cost savings, and must be
‘allowed to evolve and develop to its next generation. Managed.
care systems will serve the health care needs of communities by
offering essential packages of care; they may also offer
supplemental coverage. .

- Different forms of managed care coverage will compete on a level
playing field. These competing forms of coverage include plans ..
employing managed care technigues such as utilization review as
well as managed care structures such as HMOs, PPOs, other
network-based health plans, and evolving models. However, a
defining element of all managed care systems will be their
ability to collect and publish data which allow purchasers to,
compare outcome and price 1nformat10n across managed care
systems.

Managed care systems will be permitted to pay providers in a
variety of ways that encourage cost-effectiveness and quality’
care, including physician risk-sharing incentives, so that
providers are rewarded for the cost-effective use of medical
resources. New payment systems should encourage greater provider
autonomy in de0181onmmak1ng and reduce the "hassle factor" that
now results from mlcromanaglng by payors.

Hanaged care systems w111 be user-frlendly, -efficient, and
paperless. Administrative costs, and waste and fraud, will be
szgnlflcantly reduced. ‘Improved alliances between prov1ders and
‘insurers will promote enhanced financial and managerial control
of managed care systems, timely and responsive customer service,
quality assurance programs, and fraud prevention. - :

Both managed care systems and employers will provide incentives
that promote healthy behavior including discounts, promotions,
and education. These incentives will reduce health care costs
related to unhealthy llfestyle chozces and w111 promote personal
respons;blllty for one’ s health. ,
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Given government’s enormous buying power and its ability to
influence provider costs, there should be strong incentives,
perhaps requirements phased in over time, that Medicaid and
Medicare beneficiaries fully participate in managed care systenms
to eliminate cost-shifting and control costs and utilization.

As managed care continues to develop, it will result in
significant cost containment. However,; managed care alone may
not sufficiently control systemic health care costs. Therefore,
alternative approaches (such as expenditure targets and provider
rate regulation) should be explored as an addltzonal ‘means of
controlllng health care costs.

6. Controls Systemwnde Costs Via New vaernmenthole

Government will establish an entity that oversees and relies on
one or more self-regulatory bodies to develop,_implement and -
enforce rules of conduct for all players in the health care
system. The régulatory framework will include all 1nterested
parties in the health care system--providers, insurers,
employers, government, and the public. One, or possibly several
.self-regulatory bodies will perform the following functions:

. establlsh con51stent rules of market behav;or for all health
plans--those provided by insurers, self-insured employers,
HMOs, government or any- other entlty (see point 4);

. define essential package(s) of coverage.that is made
: available to all, regardless of their income, age'or
employment status (see point 3); . : ‘

. ,establlsh rules for providers to follow whlch ensure that.
‘they set consistent payment levels for all public and
_private payors for the same service. These rules should;

K recognize that different payors may use dlfferent
payment methods; and

] assure that payments reflect real economic costs and
value to providers and payors (such as convenience,
'service, adherence to quality standards, cost-effective
practice patterns, or meeting additional contractual
obligations). :

(In no case, however, should the rules allow providers
- to grant discounts to one payor simply by increasing
the cost to another payor. The most -important outcome
of these new rules is to eliminate government’s chronic
failure to pay the true costs of care for poor and
elderly Americans. 1In other words, Medicaid and
Medicare should no longer receive special deals with



providers at the expense of the rest of the
populatlon )

. develop standardized guidelines for electronic data
processing and a nationally uniform claim form to achieve an
efflclent and paperless system;

e .. evaluate technologles (i.e., drugs, procedures, and
equipment) for their cost-effectiveness; sanction clinical
guidelines (developed by appropriate professions) that can
be used as 1ega1 defense against malpractice claims;
determine valid experimental treatments eligible for
reimbursement through participation in cllnlcal trials;.

. establish standards for the reporting of outcome and cost
information published by managed care systems;

. establish a mechanism for pooling certain cost and
utilizatioén data on a regional, state and/or national basis
to assist all payors in controlling costs and utilization,
to help managed care systems produce outcome and cost data,
and to help the government-authorized entity to develop
guidelines that ensure that providers set ‘consistent payment

levels;

. enact leglslatlve reforms of the malpractice adjudlcatlon
system;

e  enact legislation that allows insurers to exchenge

information for the purpose of 1dent1fy1ng fraudulent
prov1ders; and

. ~consider actlons needed to change the mix and supply of
physicians and to increase the supply of phy81c1ans in inner
cities and rural areas. :

7. Establlsbes Egultable Rules for All

Government will require all public and private payors to play by

the same rules. To achieve this level playlng field, the

regulatory framework must:

. avoid duplicatlve or overlapping regulation among the states
‘ or-between the state and federal levels;

. remove all state regulatory control over anti-managed care
laws, mandated benefits laws, and provider contracting laws;

. prohibit states from mandating additions to the essential
benefit package; and

- 10 =-




. amend ERISA to allow this regulatory Strncture tc,b
successfully implement the above responsibilities.

8. Promotes EQUltable Tax Policy

Government must 1mplement tax pollc1es that eliminate perverse

incentives for health care spending.! An unlimited tax ~

preference for employer-sponsored health benefits does not

promote cost-consciousness among employees. Instead, tax ,

preferences for the essentlal package of coverage .should be: -

e - capped at a level equal to the essentlal beneflt package,

. extended to the self—employed ‘and to those who purchase the o
coverage out51de of an employment settlng,

e 1napp11cable to any premiums for health benef1ts in excess
‘ of the essential package; and - :

. .1napp11cable to cost—sharlng requlrements, such as
deductlbles and copayments, for the essential package.

Emplcyers wculd,continue'td be'allowed~to'deduct.100 percent of

their contributions to emplcyees' health coverage, even if their

contributions are for coverage in excess of the essential
package. (But employees are taxed on the excess.) 1In addltlon,
the 1nequ1table taxation of various payors must also be addressed

' to help level the playing field in the new system.

- The revenues from these tax changes should be used only to help

pay for health care reform. HIAA could not support these tax
changes if cost-shlftlng is not adequately addressed or if the
revenues generated from these changes are not spec1flcally
applled to health care reform.

 SYSTEMIC FACTORS 'DRIVING COSTS ARE SI.OWED

Ve have proposed many ways to create a sustalned reduction in the
growth of health care spendlng. Everyone will have. continuous
coverage so people will not wait until they .are ill before .

‘seeking care. Managed care systems w111 dlscourage excess doctor

‘As noted earlier, this vision addresses reform of the acute.
care medical system; it does not address long-term care financing
reform. HIAA continues to support several recommendations in the
latter area, including favorable tax treatment of long-term care
insurance, on the grounds ‘that the increased avallablllty of
affordable private insurance will have a significant impact on

'reducing future public (Medicaid) spending on long-term care.

- 11 -


http:Vl.Sl.on

visits, unnecessary hospital and specialist care, and technology’
use that is not cost-effective. Physicians will be empowered to
practice effective, not defensive, medicine.. Managed care
systems will offer essential packages of care: that will compete
on prlce and value.

Prov1ders wlll not be able to shift costs among payors, so true
market competltlon will compel. providers to become more
efficient. A government-authorlzeé entity will evaluate, and
slow the use of, expensive technologies that are not cost-
effective. Adminlstratlve simplicity, a paperless system, and
-standardized claim forms will save money and help control fraud
and waste. Coverage of preventive care and incentives for

. healthy lifestyles will pay off over the long-run. Tax
advantages will be limited to the value of the essential package
of care, thereby motivating everyone to seek the best value.

Successful reform will yield measurable results and trends that
will compare favorably to those of other nations on costs and on
a variety of quality measures (such as mortality, percent who
‘smoke, and helght/welght standards) .

HIAA will continue to refine its vision of health care reform.
However, we are committed to achieving the objectives outlined.

- Fixing the health care system will 1lift a sizable burden from our

collective shoulders, yielding resources and liberating energies

for other critical issues on the nation‘’s social agenda. :

SEPARATE ISSUE PAPERS

Additional issue papers are being developed on selected subjects.
In some instances, these are descriptive papers discussing the
pros and cons of the issue. In other cases, these are
supplemental papers providing more detail than what is proposed
herein. Toplc areas include: :

1.. Price controls

2. Global budgets or expendlture targets

3. Extent of tax~-favored treatment for health insurance

4. Precise nature of federal and state responsibilities

5. Cost estimates and revenue sources for reform .

6. Implementation and enforcement of employer and individual
mandates (including how much an employer contributes,. which
employees qualify under the employer mandate, and how a

. subsidy program could be structured)
" 7. Centrality of employers in providing coverage (including a
discussion of the concept of group purchasing arrangements)

8. Insurance in the new market

9. Determining the essential package of coverage (1nc1ud1ng a
~dlSCUSSlon of supplemental coverages)

=12 -




10. Medicare and Medicaid

11. Technology assessment

12. Tort reform

13. Individual respon31b111ty, wellness and preventlon

14. Measuring and assessing results with other nations

15. Medical care coverage under Workers' compensation and auto
" insurance : : : :

...’ 13 .
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Health Inzurance Association of America
America’s Commercial Health Insurers
Protecting 95 Million People

" CAMPAIGN TO INSURE
ALL AMFRICANS

%

March 10, 1993

PLEASE DELIVER THE FOLLOWING‘Q H‘PAGE(S). In case of problems with
transnission, please cggtact Kathleen Pyfife at 202 223-7834.

To: Anthony Masso, yidé Présidant :
Health Insurance Assoc. of America

(attending The Robert Wood Johnson Foundation meeting,
and not a hotel guest)

c/o The Excelsior Hotel
l.ittle Rock, Arkansas

Phone: 200 527=-1745
Fax w:o. L0l 375-4721
From: Kathleen H. Fyffe, Director of Payment Systems, HIAA '!
Message: Please give to Mr. Masso..
Thanks.

Tony - Bavbara Souden's fax is 24 pages. The
mast impoptant fon you s the f

frsfF 3 Fages.

HIAA Fax phones: }

12th Floor (Main) (202) 223-7897  Legal/State Affairs. v (202) 828-4527

11th Floor (202) 223-7896 Managed Care : (202) 828-4528

Education (202) 223-7885  Policy Development & Research (202) 828-4511

Executive Suite (202) 223-7889 Provider Affairs - (202) 223-7545

Fedetal Affairs (202) 828-4529

Disclaimer: The informadion centained in this telecopy mestage is intended only for the use of the individual ot entry named above. )f the
reader of this message is not the mtsndad recipient, or as the emg:loyee of egeat regsongible for dalivering it to tha intandsd recipisct, you are
bhareby notificd that any dissemination, distribution oc copying of this communieation is grictly prohibited. If you have received this messags

in error, please tmmediately notify us by telephone and return the otiginal message to us at the addtems below via the U.S. Postal Service,
Thank you

1025 Connecticut Avetue, N.W., Washington, DC 20036-3998 202y223=7780.7 | ON PHOTOCOPY
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‘March 10, 1993

Tony Mas:zo
Mazsagas for the Clinton Health Care Taskforce on EDI
Attached for your reference are:

(1) The Workgroup on Elactronioc Data Interchange
(WEDI) Raport Exacutive Summary (Recommendations)

{(2) The WEDI FirstJQuarter Update, 1953

. {3) Prass Releasa: Fabruary 2 Steering Committes
Meeting

(¢) Press Release: February 22-23 TAG Meetings

Key nessages that you need to daliver:

(1) EDI is not a partisan issue: both Democrats and
Republicans support it.

Sonmvon the CIinton t.an

mrpcrtedly have saig

raason. & octronic bﬁim Intcrchang__(EDI) is
a technology 1s8sue, not a polltioal one.

: Z_'t 1t nhould ba notad that WIDI ig made up of =a

oad publio[privata partn cludes-
B8 - providers ayara,

nsineas, and governmant.. A vas vary
actively involved in formulating the poll-
oies.) The consensug WIDI reached vas
unheard of in health oare; for years the
industry has tried to adopt one standard for
EDI in health oare.

& 1t this tima, saven additional organizations
(particularly providar g¢roups) joined WEDXI in
1893 for the Pabruary maating; others are

asking to be on the Stearing Committee; total
22.

* The Tachniocal Advisory Groups (TAGSH) have
increased to 10. They are reviewing and
making recommendations oh a host of issues to
implement EDI -~ universal identifiers,

FPRESERVAT I|ON PHOTOCOPY
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health care card technology, clearinghouse
sooreditation, confidentiality and privacy
imsues, data contant, and implementation
standards. The TACH somprise a very broad
base of representation.

atandard used by Nedicare.

% Tha use of EDI in health care is not new --
Modicars has been proceasing claimas for 20
yaars aleotronically. In fact the technolegy
has spawned 458 different standards. Wwhile
EDI is in oparational today, it is primarily
ocne-and-tvo wvay comsunications, not
interactivae ones.

+ Tha slectronic standard selected is the "ANSI X
12." In plain BEnglish, this means tha
American National Btandsxdas Institute's
(ANSI) electronic data interchange committec

ANBI standard wgg

(numbered "X 12%). Tha

alectronic highwave, :

+ Today many standards, 1n¢1udinq the "national

(3)

.-..standard® used by HCFA, transmit empty spaces
- in addition to the data. -In our future . "7
hoalth care asystas, wvhers data will take on
an even nmora prominent role, transmitting it

cheaply will be important.

+ Finally, the ANSI X 12 stundard is developed
through a congsensus process and anconpasses

all health cara data, not just that relating
to Medicare. '

* %e bave heard tha Clinton Team 1s looking for
short~tars savings 1994, and faars
start-up costa in switchiing to the ANSI
standards vill obliterata tham. If thay are
looking to revamp the health care systaen,
ANSI is the way to procaed because of its
sefticiency and bresdth.

PRESERVATION PHOTOCOPY
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A question may arise about the hardship rural
health providers will have to get EDI cowxpatible.
Bithar a PC or-8 talephone t¢ connect one to a
clearinghouse is all that's reeded, Nany

providars nov use an outside vandor to parform
this marvice. : . '

My office numker is (203) 27ﬁ:§naﬂl__zlll_he]there Thursday.
P6/(b)(6)

Tonight and Priday I am in Boaton

Call me anytise.
75511_A£;1LJL0£’

Barkara 2. Soudar

B o A

e e e B - o e Y ae ane e
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WORKGROUP FOR
ELECTRONIC DATA INTERCHANGE

REPORT

-~ To Secretary Of U:S, Deparfiment
Of Health And Human Services

July 1992
Co-Caair : ) Co-Chair
Joseph 7. Brophy : Bernard R. Tresnowski
 President * President
The Travelers ' , Blue Cross and
hisurance (Company : v : Blue Shield Assoviation
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Workgroup for Electronic Data Interchange

WED!I Co-Chairs

Jeseph T Brophy
" Peesident
T Travelers surance Company

Bernard R. Tresnowski
Presldent
Blue Cross snd Blue Shield Association

WEDI Steering Commitiee

G Yorge Belsey
Fo.ecutive Viece President
Aneriean Hospital Association

Jin Bradley
V ce President, Information Systems
U sited Healtheare

D ¢k Conneil
Vice President
Acina Life & Casually

Nowwood Davis, In
-Chairman of the Bourd & CFO
- Blie Cross, e ma hlch&oﬂ\’irb.ma

B rbara C‘agol ‘
Director, Bureaw of Program Operations
Health Care Financing Administration

lynn E. Jensen, Ph.D.
Vire President, Health Policy
American Medical Assoclation

Erale Johnslon
Vize President
M iiual of Omaha

' John Mutley

Viee Prosident
National Fecieration of Independent Business

Dr. Arno A. Ponzlas
Nobel Laureate
AT&T Bell Laboratories

Fred Pirman
Vice President, Information Sysiems
Humana, Inc.

Leonard Schasffer
Cha rivan and CEQ
uc Cfcss of Cai forma s e ek

Hnda Sc.)xofst

Director, Medieal Care Adminlstration
Department of Income Maintenance
State of Conneclicut

Pamela Wear, MBA, RRA

Executive Director

Amcrican Health Informatien Management
Assccialion

'WED! Staff Members

A.I wort Alexander
The Travelers Companles

Lo? Barrolt
The Travelers Compandes

Barbara Souder, PA.D.

The Travelers Companiies

Elaine Waxman
Blue Cross and Blue Shield Association
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Executive Summary

PIRRUSREN

In November 1991, Socretary of Health and Human Services,
Dr Leuis Sullivan, convened a forum of national health care
leaders to discuss the challenges of reducing administrative costs
in the U. 8 health care system. At the forum, three health care
incustry-led workproups were created -+ the Workgroup for
Elestronic Data Inlerchange, The Taskforce on Patient Information,
and the Workgroup on Administrative Costs and Benefits.

This report represents the findings and recominendations of the
Warkgroup for Electronie Data Interchange (WEDD and reflects
the efforts of a genuine public and private partnership over tha
last six months., Co-chalred by Bernard R. Tresnowski, President,
Blue Cross and Blue Shield Association, and Jeseph T. Brophy,
President, The Travelers Insurance Company, the 15-member

e WEDL Steering Committee, supported by a technical-advisory -+

i) 008625

TO:B2R4528 MAR 41, 19583 8113aM P.es

SRR R A R

" proup of approximately 50 staff, convaned to assess and mobilize

the health care industry’s use of fechrology (o streamline health
cary financing.

This report bas Jald out aggressive but achievable goals to propel
the health care Industry toward the use of EDI quickly and
effectively.  WEDI has also developed a specific action plan for
translating these gonls into reality. WEDI believes the answer
lies in a public/private partnership, Eecause EDI represents an
opportunity where good public policy and good business sense
converge, we believe the industry can and will respond as an
offeelive pariner with the government. -

PRESERVATION PHOTOCOPY
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Autemate Transactions

By fourth quarler 1994, 93% of Category | industry participants
should implement KDL, directly or through a clearinghouse, for
thcse core transactions listed above, offering the ANSI ASC X12
standard formats, Category I participants include major public
andd private payors; hospitals; major employers and selfsinsured
plans; pharmacies; and elinics and group practices of 20 or more.
professionals. By fourth quarter 1996, 85% of Category U
participants should implement EDI for core transactions, direcily
or through a clearinghouse, prasing in ANSI ASC X12 standard
[ornats. Calegory 11 participants include all remaining health
cary payors; providers; employers and self-insured plans; and
pharmacies. A longer phase-ii period may be necessary for small
employers Implementing electronic eiwrollment (ransfer to payors.

o Reconvmendation 42 from the WEDI Report

Belween now and fourth guarier 1998, WIDL shall submit
periadic reports to the Seccrelary regarding progress in achieving
implementation percentage goals, If the Indusiry has falled to
ma'xe satlsfaclory progress In reaching these goals, WEL! will
recamraend that the Secretary take further action, including
appropriate legislation to support these voluntary initlatives.

Recommuendation #3 from the WEDI Report

B P RO & T SR SCURTEeP L N R A vt e n . LI TR F L RPN I RIS P Y

~ Provide Incaniives

Public and private payors should create Incentives for increased
use of ENL  Among the incentlves available are: low- or no-cost
software and malnlenatice support, quick payment Incentives for
electronie claims, cost/benefit analyses. and technlcal assistance.
In nddition, providers and other participants are urged to explore
opportunities for partnerships to reduce development and
implenentation cosis. For example, hospltals may provide
elecironic links to physiclans to facilitate access to automated
coding. Providers may create "informational partnerships” that
reduce the development, transitional, and operating costs of EDI
and avold duplication of effort.

Recommenrdation #4 from the WEDI Report

PRESERVATION PHOTOCORY
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Il Preliminary Savings Estimated at $4 to $10 Billicn:
WEDI tZommits Funds for Further Study

WED] will sponsor and fund continuing analysis of the benefits
and costs of EDI as they relate to reduction in administralive costs.
In particular, there s a need for research in the following categories:

» EDI! implications for providers and employers, including
an analysis of start-up costs and the ongoing impact on
administrative costs. ‘

»  System-wide DI investment requirements and
implementation costs,

Reconmmnendation #13 from the WED! Report

" - A - — 30 — A

. Call for Congressional Acltlon 1o Profect Consut
Conficieniiclity ancl Privacy Rights

- L

nel

Congress should enact federal pre-cmptive legislation governing
confldentiality by fourth quarter 1993 to facilitate and ensure the
uniferty, confidential treatment of identifiable Information in
elec-ronic environments, WHDI shall create a task force to
coordinate with other relevant groups and to assist in the timely
- technica! drafting of this legislation, which should:

» [stablish uniform requirements for preservation of
confidentiality and privacy rights In electronic health care
claims processing and payment;

» Apply to the collection, storage, handling, and
transmission of individually identifliable health care data,
including initlal and subsequent disclosures, in electronic
transactions by all public and private payors, providers

B I it = S S ST

of health-care, -and all other entities involved in the ...

transactions;
» Exempt state public health reporling laws;

» Delineate protocols for secure electronic storage and
transmission of health care data;

e At
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»  Participants should utilize a unique identifier system, as
cited above in recommendation #7, to facilitate
instructional routing of information to support COB.

These three elements can support full implementation of
electronic exchange of information for COB,

Recommendation ¥3 from the WEDI Report

A WEDI task force should be cstablisked to develop
recommendations regarding the use of electronic card technology

by second quarter 1993. The objectives of the task farce are to:

> Delermine options for using electronic health insurance
cards within the health care environment and the types
of electronic card alternatives, such as magnetic stripe
cards and smart cards.

»  Recommend an implemeniation process to ensure that
standard and current information can be acecssed.

Reconnmendation #10 from the WEII Report

V. WEDI Continues Public/Private Partnership to Provide

. .-Leadership and Monitor implementation ..

To oversee the indusiry’s progress toward EDI, and to assist in
the fulfillment of these recommendations, WEDL shall cantinue in
exislence as a collaboralive effort among health care industry
participants and shall report o the Secrelary of DHHS cach year
on iadustry progress. By the end of 1992, WED] shall create and
approve a struciure for its conduct, including additional
membership and administration of the Steering Committee,
standing task forces, and public input, Membership and
pariicipation in WEDI shall continue to be on a-dual level with

_both executive management and technical support. The WEDI!

steering commitice may be expanded up to 20 voling members
to ensure diverse and balanced representation into the future.
Technical group representation shall be open to other interested
partics,

Recommendviion #14 from the WED! Repor!

PRESERVATION PHOTOCOPRPY
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HEALTH CARE INDUSTRY EDI IMPLEMENTATION SCHEDULE

‘GOAL: FULL EDI AUTOMATION WITHIN FIVE YEARS

8
=
o = Rep®  Task 1992 1993 1998 i 199 r
: ; _ S5Q KXWQ 2Q 3Q 4Q11Q 2Q 3Q 4QI1Q 2Q 3Q
Government  DHHS forum on administrative costs 11/9% : ! ' | ! §
B . WEDU  Began analysis of industry’s use of EDI 1/92 | 3 § i
WEDE Made EDI recommendations to DHHS Secvetary 7/92_ & 7
WEDI 14 WEDL. Creates structure fm: membefsh:pftask forces m—— i i e}
WEDI 15 WEDI.  Establiches work plan for publicily/education ~ eemmm 3
§ CONFIOENTIALITY 8 WEDA Drafts model confidentialbly federal iegisiation ~ mem—— :
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WHAT IS WEDI"

The Workgroup lor Electronic Dala Interchangs (WED!) Is an Indusiry-led task force ¢reated 1o siteamiing health care
administrat'on throu jh standardized slecironic communicaiions. The Workgroup was formed to develop an action plan
faliowing a national summi on health eate paperwork convened In fate 1891 by the Secretary of Heallh and Muman Sorvices.
In 192, WEDI conve ned 15 national haalth cars leaciors, reprasenting private payors, govetnment, providers and busingss,
10 outling tho steps necessary to makn electronic data inferchange (EDI) routir e for the heath care Industry by 1894. This
Stoering Commktce, supported by a Technical Advisory Group of 50 expents, lesued s report 10 the field In July 1992, The
group is co-chaired by Joseph T. Brophy, Presikdomt, The Travelers Insurance Company, and Bernard R, Tresnowsk!,
President of the Blu: Cross and Blug Shivld Assoglution,

WED! calls for publlc -private pannership to achieve reform, The Workgroup envislons a health care Industry which conducts
Rs busingss transac lons via compute’, using one national standard format ard Interconnecting natworks, Major payors,
providets and employers will-automate earollment, eligibility, clalms submissizn and remittanges by fourth quartor 1984,
Smallar entitlas will ave until 1998 1o achleve routine automation.

Central to this plan |5 the use of natioral dala slandards for thess transactions (o sase administration and reduce computer
costs, WE DI panicipants have commiiiod to using standards devaioped by the Amarican National Standards Institute (ANSI)
and to ensuring cor ssnsus on thase formets has been reachod by the end of 1883, WEDI has also called for a proemptive
o foderal statule forenfidentlality. protection, In an electronie environment and has drafted the principlas necossary for this

iegisiation, Finally,"NEDI has commitied (o reseiving a nu:%béfo't'iéy”lri‘{p?'é‘rhim(aiiéﬂfétiiétaC‘-j;é;fTlﬁ‘jl'gas;‘xcroﬁ_&Qt@’ﬁﬁ.hfi‘ﬁ.c?llfﬁ\

can be achlevod thiough a public/private partnership.

WEDI will continue o expand membership In the Steering Commitiee to guarentee broad representation of national hoeglth
groups. Tho WEDI Technlcal Advisory Qroup will Include all Individuals Interesiad In developing further Industry consensus
on EDI. Key Issuet 1o bo tesolved for our founth quarter 1993 report Include recommendations for: & universal identifier
system for payors, |roviders and subncritars; coordination of bensfits In an electronic environment; use of electronks cards:
implameniation ass stance for data siandards; and further progress ¢n unforrn data content. WEDI also looks forward to
working with the néw Congress on ¢anfkientialty legistation.

WEDI bellaves that 2 ’pubzla-prtvato pantnership ls critical for sdminlstrative refom and has commitod to ar aggressive time
framo 10 make neo'ed reform happan, However, WEDI's 1892 repoit makes c'ear that i tha Industry falls lo meet ke goals,
It 1s prepared to recommend and aceapt funher steps, Including the possibility of additlonal legisiative of regulatory action,

What ara the benef1s WED! Is seokirg? Health care paperwork will no longor be the respensiblitty of consumers and wil
be greatly simpitfied for providers. Zleciionic eommunications will speod business transactions, Improve accyracy and
provide a standard approach for all heahh Insuranco plans 1o use. Annual savings for payors Is estimated to range from $4 .
$10 bilicn a year. Provider savings ara ifficult to estimats becauss of Insulficlent data, but ara Ikely 10 Incroase tha
payback significanily. Finally, acconiplishing, EDI for haalth care financing lays tha ground work for fture exchangas of
sophisticated clinical data that can gnhance the quality and effectivensss of medioal care, -
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WEDI: THE WOFD GETS AROUND

* Ovor 2,500 WED reports have bean dlistributed since July, 1992 to various partles Including tho Feders/ govermnment,
health care providers, Lrade assoclations, veixiurs, state govemments, smployers and payors. Al members of
congross recebed & copy In Fall 1882, ) :

.ﬁ. Neod & WEDI Repont?

Call Margle Trljplatie at Blue Cross Blue Shield Assoclation (312-440-574%) 10 request your copy. Help us sproad
the wordl

* Presentations ¢n WED! have begn made to dozens of groups, Inciuding:
. American Madical Information Assoclation

. Automated Modical Paymants Conference (Docember « San Frangisco)

. Congrat sianal Staff ‘

. Health | dustry Manufacturer's Assoclation
e e NELON] Councll of Proscription Drug Programs

Sree o National Modicare Conferanes - Ty e e S e e e

D

.ﬁ( Among those v/ho have expressed suppont for WEDI's work:
' Amariean Soclety of Intermal Medicine

Cornputsr-Based Patlent Peccnd Instiute

Haalth 11surance Association of America

Natlonal Fedemtion of indspendent Buginess

The Conservative Democratic Forum (included many of WEDI's prneipies in fe hesith reform proposal)

* “The " 8hort Te m8trategles Workgroup -welcomes. proposals. for- Healih. Care. EDI.Demonstration Projocts. .

Bemonsiratlon Project Propesals will be considered on tha basls of the seven spacific prejset objectives outlined in
the WED! Report. Domonstraticn Projects must 1) Be ecumenical, 2) Be close to the Public, 3) Show Industry
cooparation, 4) Laverage existing Infrastruciures, 6) Add something niw, 8} Have a defined location or user
population, arxi 7) Have aggressive tims frames.

For furthor delails on submitting 1 proposal, comact the Short Torr Strategles Workgroup through Marge
Brown, {203)551-8398 (phone); (203)561-3007 (fax), ' .

E’RESERVAT ON PHOTOCOPY
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SHORT TERM STRATEGIES DEMONSTRATION PROJECT UPDATE .

As part of the Inftial WEDI recommendations, the Short Term Strategles Technical Advisory Group was given the mission 10
achleve rapld publlc recognition of ERI'g potential o teduce administrative costs: Improve opotational efficiency by
promoting awarenass of curront ED aciivity and ldentity and pursue opaortunitios for cooporation among public
policymakers, provikdars, private payors, vendors, and eimployers 10 expand EQL®

Thrae Demanstration Projocts ware iniated 1o Hustrate the value of EDI, rectult pew participants, and expand tha scops of
ED! eommunieutions Thesa Demonst'alions ara 1ho:

ATA&T Demonstration Project which explores the valug of autcmated enroliment betwoen & large employor, AT&T
and 118 throa §ayors. '

Twin Chlos Comonsirsiion Project which oxpands the users andd uson of EDI In the 11 county area sumounding
Minnsapolls/€t. Paul, Minnesots. : -

Virginia Damonstration Projec! which encompasses béth urban and niral envitonmants,

) ~A bflﬂ'umﬁta/ °f Q&Chpwxoctfoﬂws‘ .‘,' vﬁ "»*"1377,‘,%.&‘_%.4?:5 >'<' B T PR T T 1 Z TR CUNE TR Ty e g ey b <
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ATAT DEMONSTRATION PROJECT

Tha objectives of tho AT&T Demonstretlon Project are to eutomate the enroliment transaction using the ANS| B34 format,
demonstrato cost-cotalning potential of EDI, gemonstrate industry cooperaticn and sstabiish an Implomentation mode,
ATAT ls a large purchaser of health and Insurance services whh over 700,000 sovered membem. Costs assoclaled whh
AT&T's bensfit plan ¢xcaads $1 bllion annually, AT&T and Ha throa payors (Travaliers, Empire Biue Cross and Blus

-.Bnleid, and Prudentizl) have embarked on sutomating the Group's entoliment using the ANSI standard (834). Previously, |

each catrler used a p-opristary format b transfer anrciimont data. The proprietary formats are belng replaced with the ANSI
834 and the tape transfors are giving way to the use of a valug-added network (VAN) for connectivity, Connoctivity using
the 834 has been astablishad and tested with each payor, Additional system ro-englneering I8 underway 1o maximizg the
cost savings, cusiomer service and paperwork (thassle”) reduction Inherent in the traditional tape transfer, For more
Informallon on this Jemonstration, please contact Jim Monosters at ATAT (phone)201.858-2358; (fax)201.808-2488,

PRESERVATION FPHOTOCOPY
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TWIN CITIES DEMONSTRATION PROJECT

{

The objectivoy established by the WEDI Sher-Term Strategles Committoe for the Twin Chiles
Bemonelration Project aro threolold: : '

_ . Inernase the number of providere Lsing EDI technology
% . Increase the number of claims submitted elactronically by ten percent
. Extend ellgibility transactlon processing 1o selectod commerclal carriers

In August of 1892, over 450 rocruitment latters werg sent 10 physiclans, hosphals, clinles, payors,
professional assoclat! sns and vendors In the eloven county area sumounding Minneapolls, St. Paul and Rochester, A press
confarenco was hold .n Septomber announcing the WED! Twin Citles Damonstration Project and the joint efiorts of Medica,
& Unted Healthcare Corporation-managod plan, and Blue Cross and Blus $1ield of Minnesota In thelr suppont of the
demonstration projee . Both health plang have programmed thelr electronle networks to capture and forward each others’
claims, sllowing acce is 1& an electronic notwork through one front-end application residing In the provider office. Senator
David Duronberger &l30 epoke at the press conference, reliforeing the Impact of WED! eforts on healthcare reform,

The Twin Ci'es of Min noapolis and St Paul served as tho pllot she for tha creation of the cost data collection toal, Ste vishs
wera hold with WED! $hont-Term Stralegy commhiioo mombors, the Tiber Graup, the third pary consultam retained to
“perform the cost savings analyses, and providers paricipating 10 refine the use of the data cotlaction 100, Individual fecus

group meetings word: (RBR held Whh' ¢ach heallh ¢8ra constiuancy (shysician, hosphal ahd’ payor): 107 explaln the data.. | .’

collection todl prior t¢: 1s distribution for ary necessary data collection/analysls sssumption adjustments. Data colfection
has been in progress since Novembar,

A monthly riewslotier 15 distributed to all 'WEDI Twin Cltlas panicipants 1o kesp them abreast of project progress and
milestones, sarve s a comrnunleation and education vehlcla about EDI Implementation, and remind participats of mportant
moeting datos, In eddition, an epen menthly forum is held to encourage dialogus betwesn alt healthcare Industry
constfuents In the Twin Citiss area, Atiendance 18 not limitedt 10 WEDI Twin Cities demonstration participants. Discussion
toples have Included NED! demonstration project status (with regard to the objecthves set for the project}, EDI education
and Implementation, ¢ stabiishment of slandards, parallel Inktlatives In the Minnesota state leglsiature, and the national WED!

parspective.

Tha WED! Twin Chles Demonstration Pioject participants look forward 19 belng an active volce of the Industry as a cordult
to the WEDI Bteeting t2ormittes. Feedback I8 belng soliched mirroring the structure of the WED! Technical Advisory Groups
for 1083, Cpen lssuds of paricular irlorest appoar to be unlque physician axd pationt: oniiflors, ED! Implemontation
planning and executian, creation and maintemance of health care catds, data content, and development of meaningful
financlal information. For more informatien on this Demonsiration Project, pleases contact Mauraen Ward »t United
Health Care (phone) 708:250-3248;(far) 706-250-8488,

PRESERVATION PHOTQCOPRPY
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YIRGINIA DEMONSTRATION PROJECT

The Virginla Demonstation Project has been running since October 18t for all
partieipating payors/providers and transactions arg continuing 1o Insrease. Transactons
Inciudo claims, remittances, ofigibiity, benefts, referrals, electronie funds transfer (EFT)
entolimen: and E-Mall. The payors Include Bius Cross Blue Shield of Virginia, Modicare A
e Meddicare B, Medicald, Mutual of Omaha, Prudential, Aetna (through HIT) and a numbgrc,}

o
-

othor commioreial pa iors linked through NEIC. Approximatoly 8,000 physiclare and 188 hosphtals are submitting at lgast
ong type of lransacticn. Thers are mors than thirty (30) payers recelving at leas: one type of transaction. Total transactions
have reached over ong millon per morth, [n addition, Blua Cross Bluo Shield of Virginia has connectnd s natwork 1o all
of thesa payors and s currontly deltva:ing over 160 thousand ¢lalms per month to non-Blye Cross 8lue Shisld of Virginia

entitlas,

Recent davelopmentt include: -

. The new ANSI 838 standard ramittance advice for Modicare A Is In full production for those customers request!
Mod B ANS| 835 has been developed by Travelers and Is ready to be sant to physiclan pilots, A flat 'm?ngglg;
ls being developed In order to transmit this information, EFT Is talng piloted and should be avallatie by February.

o
‘e

- Transaclions Fave Ingroased over 200% within the past two manths, ™+~

. Commerclal ol giblitty through NEZIC's HCIN network Is belng testad whh oflot shes and further rollowut of th
Is scheduled for this month, ® product

. Enroliraent irar sactlons are belng dome In a proprictary format with three employers and test stes !
for the 834 fonnat. ' ploy ?f ¢ baing eva‘uawd

® Ptmd?ntw rerm ttances are schocule! for firet quanter and X fs expected that the 835 format will be ready during this
tima frama.

" E-Mat 13 belng tested and applications are kianiiiod for multiple healthcere faciitles to Inciude hospitals, physiciar
practices, Blue Cross Blug Shietif of Virginia, Medicare, Virginia Hospital Assoclation and others. das physl‘cfimtw'

A pross briefing 1s tentatively scheduted 1or eary February to coingide with Inftlal Information on the results of the Tibar Study
Local press Informatic s has baon sent 0.4 and anticles are planned By the nows medla, Also, radlo talk shows have Included
intorviows wih participants In the Virgiala Demanstration. For meve infsrmation on this Demonsiration Project, please

contact John Romer at Health Communicatlon Services, ine, (phons)804-885-8030; (fax)804-665-6014,

WED! Update is publishe s quanterly by the WED Education/Publiclty
Work Qroup. Kleat o quattions should be dlraetec to Lise Lachowies,
Mytual of Sriaha, Mutue! of Ornaha Plaga, Cniehe, NE 88175,

phone (402)078-2401 of 'ax {602)978.2583,

PRESERVAT I ON PHOTOCOPY
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NEWS SBUFMARY! WEDI MBETE FOR FIRST 1993 BESSIION; BEVEN NEW
ORGANIZATIONS JOIN WORKGROUP JFOR DATA INTERCHANGE

WASHINGTON, Feb., 2, 1993 =~ The Workgroup for Elactronic
Data Interchange (WEDI), a publiceprivate partnerahip working
for administrative simplification in health care, began its
1833 effarts today to resolve remaining obstacles to full

o 'electronlc in’cercmngex. st b o s ey T T e

T L Lt
R P A LI -

Tne group'a co-chairs, Barnard R, Tresnowaki, president,
Blue Crous and Blue Brield association, and Joseph T. Braphy,
prasidann,vwhe Travalers Insuranca Company, waiccmed'eiqht new
national organizations t¢ the coalition.

"Tnisa naw orgunizations,! Brophy said, "bring oritical
expertise on streamlining hoalth cara a&miniutration and‘;ﬁsura V
that the full spactrum ¢f health care dalivery i{s working.

toward automating our paperwverk."

-- MORE ==
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At today's maeting, the group cormitted o rYesolving the
remaining implamentation obstacles frem its 1992 aqenda,

ingluding a c¢consensus on:

-=greating a unigque ldentifier system for patiants,
providers and payors;

-~the standard infermation required on health care cards
and the potential use of an electronic card to access

htalth insurance information:

-=tle coordinatien gf bonefits (multiple carrier coverages

Iur one person) using an electronic environmant;

; ‘ 5 ; S B eeemeaded, -
: . : P, mnon > el iy T LB ey
d T ;i rrga T el B LR L IR R S Ea i_w © e g L O SR
B SRR, 0T T AT e ‘ . . .. - B L I T S i)
ST P A T - . g
ea e s e e

»=telecommuting protocsls: and
--uniform data content and standards implementation)
The yroup also agreed to establish aubcummittaas to
" coordinats outreach and education offarts on electronic data
interchanye (EDI): act as lialsons to state ¢overnments working
to achievs EDI in thair health reform plans and continue

analyzing costs and benéfita of a paperless systen.

== MORE w=-

PRESERVATION PHOTOCOPY
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Treshowski ocommended the group for helping foster industry
censensus on sdministrative reform and sald WEDI will isaue a
report to tha industry and to the new secre:ary of health and
human services in the fall. |

"Wa have in place a public-private partnarship that can
make significant strides toward a simpler and mere effective
health care financing system under any reform scenaria,"
Tresnowski added,

Broshy sald thatAWEDI will share its axpertise with the
new Congzess and tha naw adminiétration as it works toward a
health ¢ire resform pamkaqa.

The group also hesard progrese raporta onh three initial

fov gz @ 0 Lt Y arineean b
SR I S

* demenstrution prédsnté sponEerad By WEDI. The damanetratiens o
include & pilet of automated health insurance enrollment ameng
ATST and ite payors, cocperative sfforts to axchange oclaima in
the Minneapolis managed cere environment and development of a
broad nrray‘ot EDI transactions in virginia,
A final report on the prcjecta, includinq costs analysis
4s scheduled for April ‘release. WEDI 8180 ayresd o adopt a

new damcnatratian prajact under development in Connscticut,

~= MORE ==

PRESERVAT | ON PHOTOCOPY
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The first WEDI Technical Group meeting is schedulsd for
Feb, 22 and 23 in Chicage.

New' member orgunizatioﬁsa Salf-Inpurance Institute of
Aﬁarica, American Dantal Association, National Counsoil for
Praeserip:ion Drug Programs,~Medioal Group Management
Associat.on, National Association for Home Care, Amarican
Health Cure Associaticn, Amafican Clinical Laboratory
Assoclation,

Pro\iously=-adn.tted members: American Hoepital
association, United Healthcare, The Travelers Insurance
Company, Humana, In¢,= Hcspital Division, Blue Cross and Blua
Shield of Virginia, American Medical Associaticn, Mutual of -

-Omaisa, Aetn& Life: ‘& “Casualty, "Health InsurAnce Aesociation of .
America,<alue>Crcas of California, Connscticut Department of
Income Malntenance, Blue Cross and Blue Shield Association,

Health Caze Financing Adninistration, American Health

Information Hanaqemamt Asgocliation,

- 30 -
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NIWS SULLARY1 WORRIROUP ON ELECTRONIC OATA INTERCEANGE TO
DELITIR PROGRESS REPORT ¥O CLINTON ADMINIATRATION

CHICAGO, March 9} 1893==The Workgroup 2or Electronie 5at§
Intexeharge (WEDI) is compiling a rapert on the qraup's
e - PEOGTANE COWAYAS rmduainq Heslth-olaine” paptrwarx. 1e -xpaotn R
0 deliver thu rapurt to the Clinton administration later this "
month. ,

The action was talten during a meeting of the WEDI
Technelogy Anviaory Group (TAG), which met hare ¢n Feab. 22-23,

Mera than 200 ruprnntntativa: zrom h-alth care providers, |
Lnsurarn, govarnzens, exnployers, touhnolagy Vvandors and
‘national haalth cers industry ssaocistions attended.

It 4o part of ¢he anqoinq effort ¢o implament WEDXI's 1962
recemnenditions eoncurniﬁq moving the natién*u Realth care
systenm Zrch & PApar to An alactronic systen,

=Hnore

PRESERVAT I ON PHOTOCOPY
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By May, the T:3 expacts to draft praliminary £indings and
recomnmaniations on a hroad array dt technical Sfasuss,
inoludinyt astablishing & unique identifier system for ail
éati&ntl; providazs and subscyibars) using elsctrenie haalth
gard techinoleogyl ccozdinating bensfits !oﬁ pmhiintl with
multiple insurance coversges y&n EDY tachnology! aestablishing
bapio reduirements for oltctéonie network perfersance
lt&hdardnr and implementing the ANSI 12 stendards and uniform
data requirenents for health insurance information,

Othor key activities inciude drafting lnnguage for faderal
protecticn of confidentinl, elestronically-transmitted mtdicnl
information) working with statas to inform thea of WEDI

TR \:‘,':rf;@w,,:f; [ T A o 3

.- aotdvitien te Sinplify ReIEh GATe PEPAFWOrk] Droadandng o+ i

sagments ¢f the industry for outrsach and sducatien on EDI: and
retining -st&ﬁatis -} 4 oclt--avinéu by moving to computer
communications. |

An‘part of a nhortitorm strategy, the TAG is oversasing
EDI demonstration projects which are designed to help stimulate
movement towards &n XDI systen acrcss the country, Ninnasota,
Virginia ind conneatiaut have nedal EDI projanﬁ-. AN
ampiayot-pnyar projest in Aleo undervay invelving ATET, The
Travalers, Pmpire Blas Cross and Blue Shield and Prudential,

-noxer
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I=3=3=3
WEDX

Cretted in 1904, WEDI is co~chalred by Bernard R.

Tresnowshl, presldens and chial executive o2iice of Tha Blue
Cress anc Blue Shield Assopiation and Jeseph 7. Brophy,
preaident, The Traveiers Insurance Company. The group ia

coordinated by a stearing cemmittes of 22 national
erganizations, -

WEDI was formed to promote tha routine use of slectronis
data interchange in health cars, In 1992, WEDI committed to a
public=private ﬁartnlrnhip and an aggresnive workplan to
achisve electronic data interchange, To raalipe this ambitious
reforn plan threugh {ndustry initiative, WEDL's goals are to

LT eesIve” Soplaentation Lskuss. Snd engage health owre trading oo e
partners in standardliged automatioen. | : . 1
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- CENTER FOR COMMUN"ITY RESPONSIVE CARE INC.

2096 Dorcheswr Avenue
Boston, Massachusetts 02124

" (617) 296-4220
i December 31, 1992

‘ e;,'f;/ : /6’557

President-Elect William Clinton

105. W Capitol St o ' /M/L

Suite 400 - ' . , 5S¢

Little R(?ck, Arkansas 72201 | . o 78
. A

Dear Mr Clinton, .
! 5.\’)4:/}

Happy New Year!

[n response to your open invitation voiced in Little Rock, [ am writing to add my thoughts and
contributions to the round table summit you held there on December 14 and 15. | wantto add a
perspective to the health care reform talks. [ know that you have no dearth of advisors on issues
related to health care, but | do not know whether anyone of those advisors speaks for the -
community and for developing training programs which will teach practitioners to work with
communities to improve their health and quality of life. As a physician who has spent most of his
career working to develop and implement such programs in several regions of the country, I would
like to add lessons of my experience to your deliberations.

Eirst,-leCme say thatbélieve_ th: tharmuch~ofrwhat:is- wrong w:th”today S_health-care system-lies-in
M W
thexfactthatmedicine.and-public- heal th-are separate’and-unequal.—While-the:separation-of-these
tWo-mainstays.of. health may.have.been appropriate in-the time- of-mfectnous"dxsease*gwen the so-
TR R e
called ~“new-morbidities’_of modern_times, that dlchotomy can. no longér-hold.~ -Recently_m*talksw
and.m.;pubhcatnons*-people’have“begun 23] call “for.a merger of. medxcme and*th~mlk

seasx,’acnon*must‘accompanys,xt S B

In L;ttle Rock you spoke of the need for a paradngm shift in thinking. Indeed; that is what is

needed to bring medicine and public health together. There is no magic to effecting this merger;
we have known for decades how to do it. The difficulty has been in the lack of political will and .
the resu;tance of the health care establishment to change.

In the meantime, we continue,to spend 97 cents of every health care dollar on repairing people
after they have become sick or injured, and only three cents of that dollar on keeping them well.

As you so apty commented, we are spending far more on problems after we mess things-up than on
the opportunity to avoid those problems altogether. For what amounts to all of my career in -
medicine and public health, I have worked to teach and to apply the principles of what has come to
be called commumty-onented primary care. | want to explain how and why I think that applying
the simple, low-technology principles of community-oriented primary care (COPC) should form the
comerstone of health care reform.

| discovered community oriented primary care (although it wasn't known by that name at the time)
when | worked as a young physician on the Navajo Indian reservation in Afizona in the 1950's. At
the Cornell University Many Farms Field Health Research Project, we took care of the people who

came to the clinic (the numerator population)}, while simultaneously enumerating and conducting

needs assessments of the entire population in the area for whom we were responsible (the


http:continue.to

denominator population). In this'way we combined clinical medicine's concern with the identified
padent with public health’s concern for health promotion and disease prevention for the
populanon at risk, (An article we pubhshed in Scxence that explams the project and the approach
is attached ) : : «

The actual steps of COPC are simple and logical. As we teach and practice it, those steps are five

. in number. First, a primary care program defines and characterizes the community for which it
has assumed responsibility to provide health care. (While seemingly simple, this step is critical
because it forces one to acknowledge responsibility for a community's health.) Second, the
program organizes and involves the community so that the groundwork for a community
professional partnership is laid. The third step is to conduct a community diagnosis/needs
assessment. Fourth, community based interventions are developed and implemented. Fifth,
ongoing monitoring and evaluation takes place. While these are listed as steps, they are actually
carried out in an ongoing cyclical way, constantly refining and. fine tuning, all the while promoting
. ‘and developing the community-professional partnership. [ mentioned that we practiced COPC at

Many Farms; the concept was initiated and developed in South Africa and Israel, and supported by .

a variety of advecates, including the Institute of Medicine, here in the United States. Nevertheless
- it has not taken hold as the comerstone it can and should be.

Why? Although COPC has been endorsed by prestigious governmental, philanthropic, and .
professional groups, there has never been an overall policy mandate on the national, regional, or
local level. I think that this is essential if medicine and pubhc health are to be merged, the key to
an effectlve health care system reform policy.

While the COPC process requires a»paradigm shift in thinking, to make and sustain that shift, a
. supportive policy environment is Tequired. Support in terms of time to conduct community based

public health, and support in terms of investment in health promotion and disease prevention. The

changes the resource based relative value scale will bring about and the move to pay for clinical

' preventive services will begin to-push in the direction of paying for the types of services needed

“in this country for individual patient care. However, no one other than ourselves is calling for the
type of reform that will train and pay practitioners to work with communities to. identify and
address community health problems. Health care practitioners know that sick communities spawn
unhealthy inhabitants. - Until we look at communities as "patients” and address their common,
collective problems; the one-on-one clinical (even when modified by the clinical preventive.
medicine approach) will continue to fall short of the goal of a healthy nation.

Nine years ago | began laying the gmundwotk for a COPC/preventive medicine residency training
program at the postgraduate level here at Carney Hospital in Boston. With help from the -
-W.K.Kellogg Foundation, whose interest is in community empowerment, we have developed a
multidisciplinary training program which combines education/training with service. Fellows in
the program remain at their community based site, practicing their clinical discipline, while
learning and applymg-—also at that site--new publtc health skills. In this way they learn to
combine numerator medicine with denominator public health. The dramatic growth-of the program
(the first class in 1988 was comprised of four Fellows; in 1992 we have 33 Fellows in the program)
has led us to incorporate an independent entity that we term the Center for Community Responsive

Care (CCRC). We needed to develop an independent center:as a way to begm replication of what has

been initiated at the Carney Hospital base, where we have been housed as a department of the :
_institudon. The need to move is because we are training practitioners in towns and cities beyond

_the radius of the hospital, and this summer began working with the state public health association
on a statewide mmauve to improve the public's health. .

We have alsd linked closely with hospitals, encouraging them to be more active in the area of
- training and prevention. Indeed, through the paradigm shift in thinking, they would need to view

PO S



themselves as. public health institutions, with a responsibility for the health and quality of life of
the communities from whence come their patients. Hospitals across the country could establish
COPC preventive medicine residency training programs of the type we have developed here in
Boston. They could be housed in a department of "preventive medicine and/or community
benefits." Such departments would take the lead in assuring that a critical mass of hospital staff
were trained in merging medicine and public health, based on the community oriented primary
care model. It would also have the responsibility of assuring that the institution was workmg to
1mprove the health and quality of life of its denominator population.

I don't know 1f you saw the enclosed Wall Street Journal article conceming the need for preventive
medicine and public health trained practitioners in the country. There is a need for replication

of our COPC preventive medicine people in large numbers as the most appropriately trained
practitioners for the 21st century. They should also be trained for the 600 community and

migrant health centers (see the enclosed clipping from USA Today which alludes to that need; they
~ are overburdened, underfinanced, and though they are staffed by skilled clinical practitioners,

few are trained in public health competencies). Transformation of all community health centers
from multidisciplinary primary care centers to mini public health departments through the COPC
process will provide the paradigm shift that is needed. Of course, along with that is needed the
environment, i.e., the orgamzanonal and financial suppport to sustain this orientation to pracuce

We are all acutely aware of the current high cost of the health care dehvery system; a.system that
places greater emphasis on acute hospital care than community based primary and preventive care.
Proposals for change must address the organization and delivery of health care services, as well as
the training of practitioners to work in and shape that delivery system. What we as a country craft
as a system for the 21st century rmust create an equlhbnum between medical care and health care,
between public health and personal health services, and between curative and preventive care.. The
- COPC model and the discipline of community and socially responsive ‘medicine is a process for
making a health care system more rational, accountable, appropriate, and socially relevant to the
 public. This model is"at a pivotal point in its evolution, and should serve as a paradigm for
reforming the organization, delivery, and training for health care services in America. [ would
hope that it would become a part of the health care reform debate leadmg to a consensus around it
as basic for successful reform. - :

' Sincerely yours,

HugkC$. Fulmer, MD, MPH

Director, Community-Oriented Primary Care Program - \ .
Executive Director, Center for Community Responsive Care, Inc.

Enclosures

cc: ' Members of the Board,-Inco}porators, and Friends of
Center for Community Responsive Care, Inc.
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Preventive Care Is Prescrzbed to Cut Costs,

But Doctor Training F aces the Scalpel

By P. MoxNa KHANNA

Siatf Reparter of THE Watk STAZET JOUANAL |

they had to look for

In, New Jersey.
West Virgina.

more than {our months. [n
(he search has gone on or i
‘These seopie are few ang far Setween.

‘e vears. .

i
i
!

says Frances J. Dunston. New Jersey's

‘ormer commussioner of tealth.

The ooject of pursuil: 2LYSICIANs wNO
spec:alize in disease prevenuon and pudlic
nealth. New Jersey needed someone 0
the state’s programs for maternat
and child services: West Virgima s
:ng ‘cr 3 doctor to monuor anc¢ study
sulnreaks of illness.

The w0 staies. L35 wer| 13
Sumertus  CoOmmunities 1ng ROoSTHals
¢TSS Lhe country, have run up 2gainst
Jne of (he most pressing 2nd 4 n
Sroolems in medicine. Ata Lme wnen 're
dea of prevenuing disease s increasing!y
outed as a way (o help limit spiraling
med:cal bills. the very programs_that pro-
vide- training in prevenuon anc pubdlic
sealth are 1n danger of collapse. .

~ inthepastiwo vears. {orinstance. live
of the 33 residency pregrams i U.S.
universiiies and heaith depariments that
specialize in the field have Seen forced to
close the:r doors for tack of funds. Only 13
orograms this year will receive some type
of government funding. down rom 10 in
1993, And the §1.6 miilion that universites
recerved in the current fiscal vear fof
craining in preventive medicine and pubdlic
neaith is set 1o be sliced ‘rom the 1993
federal budget.

Those programs are responsible for
filling some of the most critical. but-least-
neralded positions within the medicat
community. Specialists in the field investi-
gate outbreaks of disease: they monitor
the safety of food and water supplies, as

.well as toxic-waste disposal: they oversee -
the medical care of some 36 million.Ameri-
.cans wno are uninsured. provicing prena-

-al care. well-baby checks and treatment of
sexuaily transmitted diseases. On a daily
hasts. they counsel pauens on d: el exer-
cise—even seat-beit use. o~

All too often. however, their low-tech
efforts seem insignificant in an era fo-

" cused on high-tech medicine. “‘Americans
-are addicted to artificiai hearts, magmh

cent new drugs and llver transplants,”
says C. Everett Koop, former surgeon
general. “VVhen you get t0 prevention, al!
:hey can thmk of is Nancy Reagan and
“Just say no.’

Among e@ployerS and other payers of

il

100K~ .

Specialists in Disease Prevention and Public Health|

Comparing Salaries
‘Meian -acsme 0f S$oMe Magicd
scecialties n 1989

General
surgery

Internal
medicing

$93.000

Pegiatrics

Preventive
medicine and
pudlic heaith »f

g $85.000

Sourses imeccyn Maccy dssocatan
AL R R T

@ Counse! patients on diet. eercise and nutrition

© Work as administrators 3nd s0llcy makers in_

@ Conduct researen in pmenu‘nq giseass

© Evaluate heaith hazards in warkptaces

Q Teach other heaAlln ‘nmlem’onans and the
. puolic how 10 prevent gisease

@ Monitor the safety of tood and water

What Preventlon Experts Do . ;

° Stucy and control oummn of giseases

‘ like measies

iocai, state and lederal heatth degartments

® Diagnose and ireat msea:e in |mm|qran( and

incigent cnmrs

® Ensure the safe disgosal of loxic waste

Medical bills. preventive medicine s dctu-

ally experienc:ng 2n awakening. !f current
trends in- nealth :ire continue.
ry’'s med:cal tab will ©otal abour 3i
tritlion by 1995, As ¢ompantes and legisia-
tors searcn for.:cols o pare that {igyre,
less-expensive srevention —:n which fancy
scalpels and minicameras are traced ‘cr
old-fashionea counseling and education-
becomes :ncreasingly attractive.

Today. apout 10 U.S. universities and
health-departments still offer traning in
preventive medicine and .public health.
Their graduates.perform a myriad of serv-
ices. Now an officer with the Centers for
Disease Controi and Prevention in Atlanta.
Kim Yeager. a physician and graduate of
the preventive medicine residency at the
University of California at San Diego and
San Diego State Cniversity, designed and
opened ‘a ‘ree immunization clinic for
hard-to-reach. high-risk Hispanic ch:tdren
in"San Diego County. Since March. the
citnic has gqiven 3.000 immunizations to
uninsured patients who omer\vise wouldn't
have received them.

Despite the current emphasis on pre '

vention, health-care workers that special-

ize in the field have traditionally found .

that their efforts and successes often go
unrecognized. “It's -hard to say that 2
person would have become’ iil, and now
that person is not ill,”" says James Jekel,

who is being forced to phase out Yale

the coun- -

CUniversity's 2)-year-sic residency pro-

gram (n prevention.
What's. more, spec:alists in the field.
often face amimosity irom fellow physi-

_ c:ans and heaith-care workers. wno often

regard the:r diverse jo2s wiin a good deal
of suspic:on.

Gustav Schonfeld. ;ozi -'ssor of medi-
cine atvasnington Ln.v S
Mo..
nreventive medicine for :hree vears before
1t closed in 1987, Spec:ziisis in prevention

,“weren't thought to Ye the most academi-
says Dr..Schonfetd.

cally gufted people.”
That siigma helped seal his Jepartment’s
fate. he adds. °
in the supply corps anc on e {ront lines.
The respect goes (0 ine people who are
thougnt to be doing :le most di!ficult

. jOb

Not only the respect. dut the money as
well. Ancrew Dannenterg, director of
Johns Hopkins Schooi of Public Health and
Hygiene. says most of his residents. unlike
those who work in the vast majority of

ran the university’s L.eoartment of-

‘1U's the cifference in being .

hospital programs, area’t paid and rou: -

tinely have to work a second job to make
ends meet. Karen R. Xingrv. a pediatri-
cian in Silver Spring. Md.. who !s inter-
ested in preventive care. applied to the
Johns Hopkins program and was accepted,

but hesitated when she learned about the _.
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Preventive Medicine
Is Touted but Trainin
Confronts the Scalpe

R Conunued From Page B!
lack of salary.

““Any residents who come strangm
of medical school.” says Dr. Kingry.
going to look at this and say, ‘[ really we
like to go into healith policy, but how a:
geing to eat?” “'-Dr. Kingry. who has -
chutdren and is still paying of{ her ong:
medical-school loans. adds that she :
deferred her admission at Johns Hopks:

In Juiy.-the Council on Graduate Me
cal Education. a part of the Departmen:
Health -and ‘Human Serwvices. c:ting
“continual shortage' and **virtual abser
of funding” for preventive medic:ne re
denc:es, recommended that teach:ng -
pitals pay doctors who specialize :n -
{ield 40% more than the average resice
So far. no changes are apparent.

Despite the difficulty many doct
have sidying afloat f{inancially Zur
raining, pubhe- heaun jobs after grac
tion' are abundant. Lyle Conrna
officer with the CDC who heips gl
graduates of the centers’ training ;

. gram, says he gets al.least two call§ 3 w-

for public-health officers.

"1 tell our graduates not to worty wr
they get through because there are pc
tions available in virtually every siate.”
says. The Epidemiology Monitor, a ne+
paper published by the centers, lists ht
dreds of positions each month.

Health offlclals in West Virginia, w

- have been looking for a public-hea’

officer for five years, insist that the st
isn't in grave danger. But they conce:
that their ability to respond to outbreaks
disease is.limited only to the most press
demands. .
“We put out the fires,” says Lore
Haddy, an administrative director at :
state health department in Charlestc
“We only do what we absolutely have
do.” Recently, she says, a company ¢
proached her office trying to sell educ
tonal materials targeted at spec:

-groups. (ke teenagers, that seek to p:

vent disease. While the material look
promising, she says, she didn’t have t:
to wade through the information. -

The lack of funding and specialit

. bodes ill for the future. says Kathle

H. Acree, chlef of disease prevention a:
health promotion for California. “'If we
going to move into the '90s. were r.

‘going to do it.by business as usual. Wk

are we golng to do u we don t have the
peopie?” ..:'s. i .

“These funds (helpl train people w
are the equivaient of Harvard and Stanf{c
MBAs.”" adds Kevin Patrick, head of t.
preventive medicine residency program
the University of California at San Dies
and San Diego State University. But t
dwindling number of physictans who st
clalize in the {leld, he says, means
“states are woefully underprepared
meet publlc heallh needs "

N -
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Need grows in a w e‘lk eumomv“

By Fdward §. Kenney
USA TODAY ’

NEW CANTON: Vi, — " As
appointment clerk at the Uen-
tral Virginia Communily

- Heuith Center. Delphine Stan-

ton sees them come with ait
manner of ailments,

. But in her six years at the
clinic here-in farm and timber

‘country, Stanton can't remem-
ber seeing sut h i rolem!e“s
fiood of patients.,

. “"Sometimes there's not even
room in the waiting room for
people to sit,” she says.

. Alrendy waiting are people
-like Dorothy Owens, 35, of Inll-
wyn, who “can't pay the $100
you have lo-pay at a regular

doctor, just for an office visil.”
"+ And Estelle Cabbell, 63, New
Canton. She could no tonger al-
ford insurance when she re-
tired. “Nowadays, if you don’t
have insurance, they don't
want to see you,” she says. -

- Tony Conwell, 30, of Buck
ingham, just started a new job,
and his insurance coverage

won't start for 90 days. “We'd’

be in a world of -hurt if not for

the clinic,” he says. “1t's about .

the closest one and il's the one
we can afford to come to.”
" This center, about 45 miles
southeast of Charlottesville, is

part of a national system de-

signed to serve the poor and
geographically ‘disadvantaged.
Supported by patient fees, fed-

eral, local and privale funds,’

it's not the only one pushed o

its lins,

The USAs 950 communily
and migrant health comers —
like emergency rooms in big-

city public hospuals — are in- - §

creasingly pressed. Started in
1965 as a demopstration pro-
ject during Prasident Johnson's
War on Poverty, the centers
served more than 5 million pa-
tients in 1990, an increase of 1.3
million from 1981,

“The health center program
was envisioned as a companion
1o the Medicaid and Medicare
programs,” says Dan Hawkins
of the National Association of
(ummumty Health Centers.

} I'ha belief wnathat Megi- -
caid was going 10 be able to

help all the pour. Today, it
helps a little more than hall.”
“There are hundreds of

thousands ol peocple oul there

who can’'t get the care they
need,” says Sylvia Drew lvie of

the T.H.E. Clinic for Women:

Inc. in Los Angeles. "We have
patients in the hall and on the

- slairs leading lo the clinic.”

lvie fears the worst il in-
creases continue: "People will
dne she says.

The Los Anglea and New
Canton ctinics were among 19
surveyed .recently by the Na-
tional Couperative Bank, a
leading private source of fund-
ing for such centers,

Tworthirds of those chosen
to reflect a range of sive and re-
gion had incregses uveraging
nearly 25%, ovexr last year,

The other third ~ like Frie

Photos by Chp Mnchell

MONEY CRUNCH: Cephas Goldman, former oxecutive director of Central Virginia Community
Health Center, says many clinic patients put off routine care, until a minor ailment turns into a crisis.

Family Health Center in Chica-

‘g0 and Los Barrios Unidos in

Dallas — already were operal-
ing “at capacity,” unable 10 nc-
cept new patients.

The biggest reasons for the
increase, say centers surveyed:
unemployment and {oss of
health insurance. .

Bert (5. Steeves, president of
Hunter Health Clinic Inc. in
Wichita, Kan., says half of ils
5%, increase is “lolks who
were ‘formerly insured who
werent able to maintain pri-
vate .insurance due to the in-

crease in rides. There s a na-
nonal heatth-crisis out there,
and the question-is: What are
we going to do aboul it?”

~"The vast majority of our pa.
tients are upinsured,” lvie
agrees. She also blames some’
of her 66%, increase on hard-
ships caused by fires set during
Los Angeles’ riots last spring.

Hawkins savs many of the
mation’s cormmunity clinics are
experiencing “phenomenal in-
creases and ar- wholly unable
to cope with it,]  ~

Other reasors for overload:

a shortage of rural doctors and
rejection of Medicare patients
by. physicians who fear inade-
quate reimbursement.

The centers began seeing
more "uninsured in the early
19805, Hawkins says, with
more people who had jobs bul
couldn’t afford medical insur-
ance — or the $500 deductible
patients vlien must pay

“These are {olks used to hav-
ing a family doctor, and they
want to have a regular source
of care,” he says. “They're
turning to the health center he-

over -2



cause they see it as the closest

thing to a family doctor that is

affordable to them.”
But Dr. John, Brinley, 30, a

staff physician at the New Can-

. ton clinic, says some patients
+ have been skipping important
preventive care — Pap
smears, mammograms, choles-
terol checks — because they
. say they can't afford it
* Brinley has been “coming in
a linle earlier, leaving a litile
later” to handle the crunch.
About 175 people are on a

waiting list for routine dental

care, says former executive di-

rector Cephas Goldman, a den-

- tist and |3year veteran who .
left the clinic recenty for an--

other job.

What patients may not real-
ize: Putting off routine care can
resuit in a crisis. One had such
a swollen jaw from an infection
it closed off his air passage and
he had to be rushed (0 the hos-
pital for an emergency opera-
tion, Goldman says.

“I said, ‘Why didnt you

come in? " he adds. He said
he didn't have'® augh monev.”

" TOO EXPENSIVE: George Twitty waiting with Mfe Juliette at the
- 'Central Virginia Community Heaith Center. says. A private doctor
costs too much money. We're on Social Security At 84 years old, .

you couldn't get a bandage from a private doctor |



CENTER FOR COMMUNITY RESPONSIVE CARE, INC

2096 Dorchester Avenue
Boston, Massachuseus 02124 -

(617) 2964220

This proposal requests fund_mg for the Center for Ccmnnmity_Responsive Care
to demonstrate and evaluate the effeet of mcorporatlng payment ' to )
| practitioners for practicincj-'ccxmmmity based "defnnimtor" médicine. our
hypothesis is that incorporating payment for thJ.stype of practice will
catalyze the merger of medicine and public health through promotion of a new
kind of delivery paradigm: a practitioner teamfunctlom.ng in both a clinical
| | and community responsive publlc health capac1ty Access and'quality of. care
will improve for populatione that 't.raditionally have been un-or-underserved,
as well as for those who have been served adequateiy through the traditional
medical model of care. In the new paradigm the community will.be empowered to
work w1th a comblned medical and publlc health practice that is respon51ve to

’ comxmmlty needs 3
It is ironic that Abraham Flexne.r—the man viewed as respon51ble for the
_ reductionist model of Amerlcan medlcal educatlon— wrote that “’t'he
physician’s functlon is fast beccmu.ng soc1al and preventlve, rat'he.r than
1nd1v1dual and curative.’" " Virtually every decade since then, academics and
'pr'actitioners alike have published papers calling for a new model of praetice, -
usually one that incorporates the implications of Flexner’s assertion. |
However, with the exc.:eption of demonstration projects that flower briefly and
then die due to lack of major organlzatlonal and financial changes the
medical care system in this country has failed to expand ‘beyond 1ts narrowly ‘.
construed one-to—one phy51c1an—pat1ent .relatlonshlp paradlgm_ and evolve into a‘
new system that would enable it to‘accept its social cbligations. Indeed, the

geometric growth of science and technology in the latter half of the 20th.
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century has drive.n. the nmedical—ixmdustrial'conplex and its physioians and other
health professionals towards spec1alt1es that are tec:hnology J.ntenswe.
Reinforcing this trend has been a bias in fmancmg health care that favors
acute care rendered by spec1allsts.. As the system. oontmua its dowrxward
,‘ splral in the 1990s, oont:mued efforts to patch here, and to fine tune there
are perpetuating failure. Even the early excitément of the potential effect
of the Resource Based Relative Value Sca_le' (RBRVS) recently adopted by
Medicare as a payment framework has begun to be tempered. ‘While paying
relatlvely more for cognitive work, it ignores the practitioner who might have
an expanded outlook and. competenc1es, one who accepts the soc1al obllgatlon of
'medlcme and practices community based pr;mry care and public health. We
mst traih, retrain, and then support physicians and other providers |
,orgam.zatlonally and financially to practlce communlty based dencminator
. medlcme . The fundamental problem of the "physmlan mind set“ and "the '
- failure of medical educatlon to keep pace" can be c:hanged w1th the approach to
payment reform that is outlined in this. letter of mtent.

A 'corollary' to the historical bias toward acute care is the longstanding
publlc and professmnal attltude that clinical care can only be practiced on a
one-on-one level and that the hlghest quallty medlcme 1is dellvered by hlghly‘
tralned procedurally-orlented spec1allsts. Yet ‘the effectlveness of
populatlon based health promotlon/dlsease preventlon programs developed in

partnershlp between practltloners and communities can have a potent and far
reaching impact on‘health and'the quallty of life. The attltude that public
health clinicians do not practlce medlcme and the consequent perception that -
is reflected in their relatlvely low compensatlon mst change 1>f we are to
become commumty responsive and meet the c_hallenge of worsem_ng patterns of

disease ‘and disability disproportionately affect-ing the more disadvantaged



sectors of soc‘iety«.v. ‘ , ,

Recognizing the longstanding trend favorirxq subspecwlty, high technology
, practlce, in 1988 the WK Kellogg ch'ﬁatlon gave initial funding to a Boston
based training program in ccmmmty—onented prm\axy care/preventlve medlcme. '
'I‘he majcr goal of the program has been to tram clm1c1ans in px:eventlve
. medicine and pUbllC health skills which they then ccmbme w1th cl.mlcal
przmary care in a new community respon51ve paradlgm of practlce.

'I‘hese hybrld practltlcners have been able to ccmbme publlc health
act1v1t1es w;Lth clmlcal medlcme cnly because they have been part of a funded
| demonstration project cf basic tmm;mg merging medicine and publici health
Once tramed there is o payment mecharusm avallable to sustam them or to
enable them to practlc:e their new ccmpetencms. " We propose to demonstrate and y
- evaluate the impact of a fJ_nanCJ.ng strucmre to ccxupensate this new ccmmumty |

responswe clm1c1an for that pcrtlon of tlme devoted to publlc health
activities. 'I'hese act1v1t1es w1ll constitute the core tasks of the new
.clinician-public health pr'actltloner who is responsz.ble. for the health of the -
denominator commnity served by a prmary carepractlce Market salariee vfor
thev new‘ primary 'care/public health spec::.allst are essential to attract end
‘retain practltlonem as well as to legltmlze this. grcup as an accepted
member/leader of the health care team as the paradlgm shifts from the medJ,cal '
tothe community responswe model of care.

The purpose of the new fi:xaﬁcifxg structure is tlxreefold: ,

* to attract phys:.c;Lans and cther health care

’ professionals into the field of comminity orlented
primary care practice and to develop realistic
incentives' to ensure they remain in this field;

* - to develop an ihcentive—based, outcome \oriented
reimbursement system for hybrid practitioners:;



* to accelerate the process wherem health professions -
educatlon schools and tram:mq prograns reorlent their:
) educational perspect_we towards a QOPC approach that
merges medicine and publlc health.
We are requestmg five years of fundmg for up to ten practltloners each

year, for that portion of . the:.r time that is allocated to conumm:.ty based
publlc health actlv1t1es. The majority of these new hybrid practltloner's will
| be physicians; however, eachyear two' to fqur'non-pl'xysicians, e.‘<_:‘;., nurses,
dentiéts, will also be supported. " |
Parameters of outcemes, process and structure will be iclehtified and
' measured through quantitative and citmlitative research approaches. In
anitcring ohtc:‘:mes, factors. such as the percenta;;e lqeetirxg ‘of' ldentified
| risk; factors for specific poptllations ceuld be an epproprlate benchmark Some
data bases to test this level of impact of community public health |
mterventlon are already avallable Others will be developed. Structure and
process aspects mclude, for example, the developnent of epldemlologlc data
. bases whlch commnities can.use for setting prlorltles, or the recnutment and
' training of cammuni ty health visitors. |
Training programs that ccmbme commnlty based primary care with publlc
health w1ll produce a cadre of health care practltloners who will work as
teams in partnershlp with commnities to 1dent1fy and address health problems
; However, for rhybrid‘ practitioners to be able to use these skills, the payment
system must be reﬁtmctured [=e) tlwt they are compersated for their time at a
" level that reflects their value to society, and 15, at the least ccnpetltlve

with their colleagues in other specialties.



COPC HYERID PRACTTTIONER JOB DESCRIPTION
Overview

The hybrid practitioner must participate in the five steps of community

. diagnosis and treatment. These steps are: 1) Defmmgandcmaracterlzmgme
- community; 2) Involving the cammmity: 3) Identifying cammnity health
problems: 4) Developmg an intervention program; and 5) Monitoring program

~ impact. In addition, a OOPC practitioner must work as a change agent in his

- or her practice to foster the development of Q:)PC both wrthm the practice and
in the cammmnity at large.

Quallflcatlons - Cc»mnumty Orlented Prmaxy Care Traln.mg

1.~ . Primary care tralnmg (usually three year.s post graduate medlcal
education.) '
2. QOPC training: Two-year preventlve medlcme and publlc health C

residency
a. . Academic tramuxg in public health including the

disciplines of medical admmmtratlon, epldemology
“ard blostatlstlcs, emm:orm\ental sc:Lerx:es, and
: behavioral sciences. :
- h. Practicum training in applied OOPC.

3. Continuing medical educatlon
Respons:Lbllltles
I. Work as Agent of Change:;. Contrlbute as integral member of ‘COPC team in:

1. administrative role in medical practice,

2. Meeting with other key people in practice, ,

3. Designing and delivering staff education programs, = ‘

4. Arranging and participating in cammnity meetings and’'working to
create relationships with other community groups and leaders,

- 8. Designing and delivering cammunity education programs, -

6. Develop:mg conmumty—professmnal partnership, =~ . .

7. Contlnual ongolng evaluation '

II. Involve the Community

1.  Meet with community leaders.
2.  Attend community meetings. ' ' :
3. Develop task force(s) to participate in data gathermg and
' interpretation.
4. - Encourage opportunities for leadership training.

III. Define and Characterize the Community.

1. Collect ard analyze secondary demographic data.
Work with other institutions to obtain relevant census ard other
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data. Ermlrage collection and aggregatlon of data in unit.
useful for the practice. Engage in ongoing data analysis.
2. Key informant data.
Meet with community leaders and health professmnals to
incorporate their pexspectlves on the commmnity and its health
, problems., :
3. Collect ard analyze prmaxy data for target population.
" Develop prma.ry data gathering instrument. ‘
Collect data via commmity survey
- Analyze quantitative and qualltatlve results; campare to
. secondary data analysis. , . , -
4. . Update information periodically. ﬁ
5. Collect and analyze demographic data on active patient population: .
compare to other data sets (i.e., sworxiaryarxiprunaxy) :

~IV. Define Health Problems in the Ccmmnlty through the Planned Approach to
Comtmmlty Health (PATCH). .

1. Identify and meet with key J.nformants '

2. - Recruit and train commnity partJ.CLpants ‘

3. ' Collect primary data S

c Design health risk assessment survey
Data collection
Data analysis
Quantitative and qualitative

4. Secondary sources of data

. Identify sources. This can include census 'data, vital

statistics, hospital discharge data, ned_uyal examiner data,
police and fire information. A
Collect and analyze data - .

5. Identify determinants of health problenﬁ
Ongoing literature review
‘Research in community epidemioclogy

6. Collect ard analyze health data on active patlent populatlon.

7. Work with community groups to set priorities for intervention.
8. Meet ‘pericdically with .representatives of State Department of
' Health regarding activities directed at defining the health
problems.

V. Design I'nterventibn Program

1. ‘Plan in conjunctlon with commnity and othe.r health center staff
* 2.  Program development
3. Network with other community orgam.zatlons, encourage their .
participation

4, . Program administration
Grant writing - ,
‘Personnel hiring and superv;Lsmn
Staff training
Examples of program mlatentatlon
Vary mix of primary care services
Primary care programs to target smmal hlgh-rlsk groups
Improve access to services
Health education programs

o Ul
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Outreach programs o '

Lay community health worker prograns

Cammunity organization and voluntary act.wltles
- Political advocacy ,

-

VI. Evaluatlon
1. Incoxporate J.m:o pxngram d%lgn

2. Conduct ongoing epidemioclogic research and qualltatlve assessment
3. Perlodlc prms and cmtccne mmtorlng ,

Appmxmate Allocatlon of Tme

- Clinical Work. S :
Direct Patient Care - 16 hours .
~ Patient Follow-up : .4 hours AR
Community-Oriented Primary Care * , j
Teaching and Change Agent Work 4 hours
Data Collection/Analysis - 6 hours ‘
Program Design . ) - 2 hours .
Program Implementation 3 hours ‘
Program Evaluation . - . 2 hours
Administration and - -
Ccm:mmty Orgamzatlon .+ 3 hours

* The 20 hcurs of COPC time is divided above based ‘on ant1c1pated average time
and is done for illustration only. Weekly allocations of time to various :
activities will vary greatly both week by week and alsc over time as change
and organizing became less of a focus and program lmplementatlon ard
evaluation are on-gomg
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DRAFT PROPOSAL
for the '
RURAL MANAGED CARE NETWORK
MEDICARE DEMONSTRATION PROGRAM

Executive Summary

The Health Reform Study Group sponsored by the Rural Referral Center Coalition pro-
poses a five-year Medicare demonstration program to develop models of Rural Managed
Care Networks (RMCN) through exclusive payment franchise arrangements for the care of
Medicare beneficiaries within a defined market area. The RMCN would be responsible for
creating a service network that offers the full range of Medicare covered services, with the
addition of preventive services defined in the Federally Qualified Health Center Program.
While Medicare beneficiaries would retain complete freedom of choice as to whether they
used providers within the RMCN or outside the RMCN, there will be significant incentives
to encourage their use of the RMCNss. For instance, we are hopeful that at least several sites
would offer an option to join Exclusive Provider Organizations (EPOs) established by
RMCNs, through which beneficiaries could have access to an expanded benefit package or
to discounts on services not covered by Medicare. For those beneficiaries not in EPOs, other
incentives could be used, such as waiver of copayments for services provided by the

- RMCN.

The purpose of the proposed RMCN program is to demonstrate in up to 10 states the effec-
tiveness of provider networks, coordinated by a large service provider (network organizer),
as a workable way to organize the market while maintaining or expanding access, contain-
ing costs, rationalizing the delivery system, and providing improved measures of quality
outcomes. In addition, the program is designed to provide for a much more participative
local planning process with considerably less cost than an externally regulated system.

In this demonstration, Rural Referral Centers (RRC) or other large rural providers would
act as "network organizers". In the model, the network organizer is the hub in a wheel of
network arrangements with "network providers” that are under contract with or employed
by the network organizer. The network organizer will be responsible for providing or ar-
ranging for access to Medicare-covered clinical services for the Medicare population living
within a defined geographic market area, as well as for assuring the proper distribution of
services and coordinating their use within the network. Each network organizer will be
paid on a capitated basis and will be entitled to use its capitated payments to manage the
care of the Medicare beneficiaries. The network organizer will be at risk for paying for all
covered services, regardless of whether the services are provided within the RMCN. A
complex strategy of blended risk pooling is proposed to protect beneficiaries and the
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Medicare program. The risk mitigation strategy is governed by a Risk Management
Cooperative composed of all RMCNs in the demonstration.

The RMCN program is a bold step to link rural providers into integrated networks of care.
We are continuing to explore the extent to which legal waivers, including from Medicare
and Medicaid fraud and abuse laws, and limited exemption from potentially applicable
state insurance and HMO requirements would be necessary.

While this demonstration is designed principally as a Medicare demonstration program, it
has significant potential for setting a course for health care reform with rural non-Medicare
populations. Any proposed change in the health care system should be measured against
its expected performance in:

1) improving access;

2) containing costs;

3) assuring quality; and

4) rationalizing the delivery system.

The RMCN demonstration contains powerful incentives for the health care networks to "do
the right thing” in all of these areas of performance.

Access will be improved because, given that beneficiaries will retain freedom of choice, it
will be in the networks' best interest to provide convenient points of service in order to
hold patients within the system. State and federal oversight will guide the development of
RMCNs and their points of access. Further, payment rules will protect existing special
providers like Rural Health Clinics, Federally Qualified Health Centers and Sole
Community Hospitals, so as to retain these significant rural points of access.

Costs will be contained by the RMCN program by paying the network organizer on a capi-
tated basis at the current amount of fee-for-service payments for Medicare beneficiaries
(100 percent of AAPCC), while constraining the increases in these costs over the life of the
demonstration. By design of the program, the RMCNs will have incentives to develop and
employ cost saving procedures throughout the networks.

Quality will be assured through the continued use of PRO reviews and by the addition of a
unified medical data system that will provide new information on the process and out-
comes of care. A new provider-consumer Quality Assurance Council structure is proposed
as a way assuring accountability and sensitivity to local concerns and variations in local
standards of care. The demonstration program anticipates developing system-wide prac-
tice parameters and guidelines that will be applicable to all network providers. Also,
because the network organizer is at-risk for all care to the Medicare beneficiaries in the
area, RMCNs will have a financial incentive to provide highly acceptable care in order to
encourage beneficiaries to stay within the network.

Rosenberg & Associates
March 8, 1993 ii
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This Medicare demonstration would provide powerful local incentives for rationalizing the
delivery system as networks seek to attain efficiencies within their systems. Granting net-
work organizers geographic payment franchise and capitated payments offers strong in-
centives to rationalize and regionalize health care services.

In addition to the basic demonstration program, a small grant program for capacity devel-
opment at the state and local level is also proposed. The Network Development Grant
Program is proposed to provide grants in five areas:

1) Grants for up to 10 states to participate in developing RMCNSs within existing state
planning processes;
2) Grants for potential RMCNs to conduct feasibility and market studies;
3) Grants for RMCNs to acquire consultative technical assistance in network forma-
tion;
4) Grants for networks to acquire comprehensive clinical and administrative data sys-
tems; and
5) Grants for networks to develop or expand telecommunications capacity within the
network.
Funds for this small grant program could be obtained from the current Hospital Transition
Grant Program. :

In summary, the Rural Managed Care Network Demonstration Program and its accompa-
nying Network Development Grants Program provide all the right incentives for delivering
accessible, cost-effective, quality care in rural areas that have a large provider as the domi-
nant force in the region. The program encourages networking and rationalization of the
health care system, and does so through a system of incentives, rather than governmental
directives. At the same time, the demonstration includes important roles for both state
governments and the federal government in planning for network development by striking
a public/private partnership with government to solve certain public policy problems re-
garding health services delivery. By seeking a partnership with government, this demon-
stration could be a key component of a national health care reform strategy.

Importantly, both the demonstration and the grant programs can be accomplished without
new infusion of money into the Medicare system or new appropriations, and the programs
provide a useful precursor for significant health care reform in rural America.

Rosenberg & Associates :
March 8, 1993 iii
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DRAFT PROPOSAL
for the
RURAL MANAGED CARE NETWORK
MEDICARE DEMONSTRATION PROGRAM

Introduction :

At his economic conference in December 1992, then President-elect Bill Clinton en-
thusiastically noted that the nation cannot solve its fundamental economic prob-
lems without addressing the important issue of health care. Now President Clinton
has reiterated his commitment, and has appointed his wife, Hillary Rodham

Clinton, to head a special committee to shape a legislative proposal for consideration
by the U. S. Congress in May 1993. | |

Preliminary discussions around the nation on the shape of national health care re-
form have centered on the need to contain costs, while maintaining or increasing
access, and rationalizing the delivery system. The primary method for developing a
more rational delivery system in any reform package is through the development of
health care networks. |

Much of the recent discussion of national health reform has included some aspects
of the "managed competition" approach as propounded by Jackson Hole Group.
Managed competition relies on the development of competing "accountable health
plans,” defined as comprehensive organized delivery systems competing on the basis
of cost and quality within a given market. In an article in the New England Journal
of Medicine (Vol. 328, No. 2, pp. 148-152) in January 1993, Kronick, et. al. concluded
that managed competition would work only in middie-sized and large metropolitan
areas large enough to support three or more competing plans. Rural areas and
smaller metropolitan éenters, containing about one-third of the U. S.. population,
would require some other forms of organization and regulation. Ellwood, one of the
architects of the Jackson Hole proposals, has suggested that one way of sefving _ '
sparsely populated rural areas would be through the use of "exclusive franchise ar-
rangements." |
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Another concern that has arisen from recent health care reform discussions is the
limited scope of coverage for rural residents. As currently envisioned, health reform
would exclude Medicare beneficiaries and those covered by ERISA plans and Federal
Employee Health Benefit Plans (FEHBP). Such a scheme would conceivably leave
only Medicaid recipients, those employed by small businesses, self-employed, and
the currently uninsured covered by the new plan. By omitting these large coverage
groups the purchasing agent (e.g., a Health Plan Purchasing Cooperative) could be
left without much leverage in rural areas, because in many parts of the country,
most rural residents that have insurance coverage are covered by either Medicare,
ERISA, or FEHBP plans. In the state of West Virginia, for example, 1.3 million of the
state's 1.8 million population are covered by Medicare, ERISA, or FEHBP.

In the Spring of 1992, certain hospital members of the Rural Referral Center
Coalition, a group of 90 of the nation's Rural Referral Centers (RRCs), established a
Health Reform Study Group (the Study Group) to frame an approach to health
reform that centered around the use of rural health care networks sponsored by
RRCs or other large rural providers. The Study Group reached consensus on the
goals of health care delivery system networking, as follows:
1) to increase access to needed services for both patients and provxders,
2) to improve the continuity of services by reducing fragmentatlon and im-
proving quality; and
3) to improve efficiency and lower costs by eliminating duplication, excess ca-
pacity, and waste.

To achieve these goals, networks seek to meet all or some of the following objec-
tives: ' |

a) To increase access to technology for underserved populahons

b). To stabilize prices within a market;

¢) To improve the ability to control costs;

d) To increase access to specialty care for patients;

e) To increase access to administrative support services for providers;

f) To reduce unnecessary duplication of services;

g) To reduce the number of beds in services;

h) To define quality (clinical and operating standards); and

i) To share information systems.

Rosenberg & Associates
March 8, 1993 ' 2
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RRCs or other large rural providers could provide a focal point for effective health
care network development. These providers possess the range of clinical and ad-
ministrative expertise needed; the patient care volume necessary to spread cost and
generate capital; and the physical capability in terms of technology and systems to
support the network development. Very importantly, because they are rural as well
as large providers, they have the sensitivity and motivation to work with smaller
rural providers and communities. In some markets, smaller rural providers are
themselves able to pull themselveé together into networks of a viable size, but their
success is highly dependent on their leadership and the density and richness of their
markets and services. |

Because of their size and complexity, RRCs and other large rural providers, are in a
unique position to play major roles in achieving all the above-stated objectives.
Recognizing this, the Study Group seeks the opportunity to define a Medicare
demonstration program for immediate implementation.

Rosenberg & Associates
March 8, 1993 3
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Rural Man re Network Program lin

The purpose of the proposed Rural Managed Care Network (RMCN) program is to
demonstrate in up to 10 states the effectiveness of provider networks, coordinated by
a large service provider (network organizer), as a workable way to organize the mar-
ket while maintaining or expanding access, containing costs, rationalizing the deliv-
ery system, and providing improved measures of quality outcomes. In addition, the
program is designed to provide for a much more participative local planning process
with considerably less cost than an externally regulated system.

RMCNs will employ various payments rates and mechanisms in working with
Medicare providers. The demonstration will place high value on local variation
which responds to local provider resources and characteristics.

‘Similarly, the demonstration retains patient freedom of choice, and it will offer an
array of options for Medicare beneficiaries, ranging from continuing under current
fee-for-service arrangements to joining in an exclusive provider organization (EPO).
For beneficiaries who choose the EPO option, in exchange for their commitment to
use only network providers (i.e., those under contract with or employed by the
RMCN), the range of additional entitlements might include an enhanced service
package or discounts on additional services. It will be important for networks to
develop health plan options that encourage more use of services within the network
or the benefits of network formation could be lost. The demonstration envisions
that each RMCN demonstration site may design its own incentive package.

1. C'overage:

a. Population to be served

For the purposes of this demonstration, all Medicare beneficiaries having their
principal residence (i.e., where they get their social security checks) within the
geographic market area would be considered the RMCN's service population.
This provision would exclude beneficiaries who are only temporary, seasonal
residents of the RMCN's defined service area (e.g., "snowbirds").

Rosenberg & Associates
March 8, 1993 ‘ 4
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b. Beneficiary options

The RMCN demonstration would continue to offer Medicare beneficiaries who
do not select an EPO option full freedom of choice to obtain services wherever
they choose. The RMCN would be required to pay for Medicare covered
services regardless of whether they are provided within or outside the network
and to coordinate the care of beneficiaries.

The fact that non-EPO-participating beneficiaries will have freedom of choice to
go outside the plan for care, will be an important incentive for the RMCN to
provide excellent service, as well as financial and service incentives to
encourage beneficiaries to use the RMCN. Therefore, the demonstration pro-
poses that when beneficiaries choose network providers, their Medicare co-
payments would be waived. On the other hand, if beneficiaries choose to use
non-network providers, the regular Medicare copayments and deductibles
would apply. ‘

As a local option, some RMCNs may offer an alternative option for benefi-
ciaries to enroll for managed care in an EPO. If beneficiaries elect the EPO
option, they will agree to seek their care within the RMCN exclusively and they
may receive enhanced benefits, discounts on Medicare non-covered services, or
other incentives. The type and scope of these additional incentives for
beneficiaries’ EPO enrollment will be developed as a local option by RMCNs5s
which will encourage innovation within the demonstration. EPO enrollees
will also be matched with a primary care physician who will provide a "gate-
keeping" function for beneficiaries' care.

The range of beneficiary choices is represented in the table on the following
page: '

Rosenberg & Associates
March 8, 1993 5
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Beneficiary Choice Beneficiary Service Beneficiary Incentives
Regular Medicare Medicare covered services | None
by any Medicare
provider.

RMCN provider usage

Medicare covered services,
plus FQHC preventive
services. Coordinated
care provided by RMCN.

Copayment waived

RMCN-EPO enrollment

and exclusive use of
network providers. -

Medicare covered services,

- plus FQHC preventive
services and gatekeeper
service by primary care
provider.

Copayment waived and
other incentives, such as
discounts or vouchers for
additional services (such
as glasses, dentures, hear-

¢. Scope of services

ing aids, etc.)

As discussed briefly above, the RMCN would be responsible for providing or
- arranging for the normal scope of Medicare covered services for all beneficiaries
- residing within the defined market area. In addition, Medicare beneficiaries
seeking care from providers under contract with the RMCN ("network
providers") would receive an expanded package of preventive services -
currently covered by the Federally Qualified Health Center (FQHC) Program.
These services include a significant number of preventive health services, such

as medical social services, nutritional assessment, preventive health education,
influenza vaccinations, vision and hearing screening, and mammography.
Including FQHC services in the service package should have the additional ef-

fect of assuring that networking efforts encompass the infrastructure containing

public health expertise.

As discussed above, some RMCNs may develop EPOs as a local option for

Medicare beneficiaries willing to commit to using network providers

exclusively. Although coordinated care is assured for all Medicare beneficiaries,

care for EPO enrollees would be carefully managed by primary care gatekeepers.

Rosenberg & Associates
March 8, 1993
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In addition, RMCNs may offer, at their local option, incentives such as
enhanced services, or discounts or vouchers for services not covered by
Medicare (e.g., eyeglasses, hearing aids, or dentures).

In addition to direct health care services, the RMCNs would provide

administrative services to beneficiaries, including:

* Administrative coordination to promote efficiency and network cohesion.
Rural providers frequently duplicate administrative services, and larger
providers often have services or areas of administrative specialty available
that are unattainable by small providers ihdividually. A recent study in
West Virginia documented that even a relatively small rural network could
save between $1 million and $1.5 million annually by sharing adminis-
trative functions such as data processing and service and maintenance
contracting.

¢ Clinical coordination to assure a seamless system of clinical care.

Although there are many notable exceptions in rural America, in many
communities clinical providers are in separate locations and are not well
integrated. In their efforts to assure access and quality, rural providers
frequently duplicate clinical support services such as utilization review,
infection control, biomedical engineering and discharge planning. Increased
networking of providers offers new opportunities to overcome duplication
and improve quality.

¢ Shared information systems to facilitate coordination of clinical and adminis-
trative systems.
As a means of achieving both clinical and administrative coordination, a

compatible unified medical outcomes data systerfls among network mem-
bers will be a necessity. By developing more elaborate data systems and par-
ticipating in their implementation, RMCNs should also provide an addi-
tional tool for smaller and larger providers, alike, to establish network-based
continuous quality improvement (CQI) processes for administrative and
clinical services. The Risk Management Cooperative discussed in the
"Governance" section of this paper will help facilitate CQI for the RMCNss.

Rosenberg & Associates
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In some rural areas, the telecommunications infrastructure will have to be
upgraded in order for data systems to operate efficiently. Many rural areas
are served by small, independent telephone systems that do not have the
capacity to upgrade their facilities to allow transmission of digitized in-
formation. This capacity is essential for transmitting both administrative
and clinical information.

e Coordinated emergency and non-emergency transportation.
RMCNs will have to provide or arrange for ambulance service, which is a

covered Medicare service. Since many network organizers are involved in
at least emergency transportation, this demonstration will offer new oppor-
tunities for collaboration between emergency and non-emergency trans-
portafion and to develop improved linkages with existing rural trans-
portation systems.

¢ Collaborative quality assurance, utilization review, and medical staff
credentialling.
Small rural providers often struggle to develop strong quality assurance pro-
grams in facilities with small numbers of providefs. The RMCNs, by devel-
oping networks and shared information systems, will also be able to extend
quality assurance and quality improvement programs throughout the net-
work, thereby enhancing service quality. |

d. Rational market areas

Because the RRC or other network organizer will be given a payment franchise
within its market area, the rational definition of the market becomes critical.
However, arriving at such a definition is difficult, given the great variations in
geography, health service resources, and demographics in rural America. It is
beyond the scope of this paper to define a rational market area for the RMCN
demonstration program. The Study Group is currently seeking support from
the Robert Wood Johnson Foundation to conduct research to assist in this
definition.

Rosenberg & Associates
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While this proposal does not yet define the market areas, several factors should
be taken into consideration in developing the definition, including:

* The definition of a market or service area for RMCNs probably should rest
on the definition of a geographic area within which it has a "natural
monopoly.
use a market analysis which scores markets based in terms of Little In
From Outside (LIFO) and Little Out From Inside (LOFI). In other words,
LIFO scores would identify that most of the people using the network's fa-
cilities are residents of the areas and LOFI scores rate the degree to which

"

_Federal anti-trust standards of creating a natural monopoly

the residents of the area use services within the area exclusively. It is pos-
sible that some variation of this methodology will prove useful in identi-
fying market areas for potential RMCNs.

* The network organizer should be reasonably proximate to the other
providers with which they are networking. The definition of "reasonable
proximity" will vary among network organizers according to local terrain,
population, weather and other variables. Proximity is necessary not only
for referral relationships, but also so that providers are within the sphere
of influence of the network organizer and its medical staff. "Sphere of
influence” should not be construed to mean that the RRC or other
organizer has the power to direct events within a given territory, but
rather, that by its size, scope, expertise, and quality, the network organizer
is the local benchmark for care within a region that affects other providers
in the area in regard to their clinical and operating behavior.

* The notion of confining markets (or spheres of influence) to existing ad-
ministrative-political boundaries should be dismissed. In most cases, a
county is too small of a geographical unit to represent a market. In some
cases, markets cross state borders. It is clear that existing administrative-
political boundaries have no relationship to markets and referral patterns
and that they should therefore play no role in defihing them.

¢ The use of fixed radius definition of market should also be dismissed.
HCFA has used the fix radius approach to define types of providers in the

Rosenberg & Associates
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past (e.g., Sole Community Providers, Essential Access Community
Hospitals). A 25, 35, or 50 mile circle around an RRC does not appropri-
ately define its sphere of influence. In some cases, even a 75 mile radius
may be too confining as a definition of market. In other cases, a market
may extend only 25 miles in one direction but 100 miles in the opposite
direction. Study Group participants agreed that whatever the true shape of
a market, it likely is not a circle, and that certainly a nationally applied ra-
dius standard would not accurately define the markets of all RRCs or
other network organizers. ‘Markets are irregularly shaped, and the defini-
tion of their sphere of influence should reflect local circumstances.

» With the advent of interactive video, teleradiology, and other
telecommunications-munitions applications to rural medicine, the
accepted concepts of service or market areas become even more difficult to
determine. With the use of this sophisticated .telecommunications
technology, physicians in any RRC or urban medical center can consult
with the rural primary care practitioner. This consultation can include
clinical supervision as the rural provider performs procedures as directed

. by the specialist physician. If appropriately and vigorously employed, this
technology should contribute toward reducing the need for rural patients
to be transported to the RRC or to university teaching facilities for routine
progress checks of chronic illnesses or even for sophisticated diagnostic
testing. ‘

Rosenberg & Associates
March 8, 1993 10



Draft

2.  Rural Managed Care Network Development:

As currently configured, rural health networks differ in the degree to which
they are integrated. As the following diagram illustrates, increasing cooperation
brings increasing levels of integration:

TYPES OF PROVIDER NETWORK INTEGRATION

Governance Structure
Decision Making & Policy

Administrative & Service Delivery
Goal Identification & Assessment

Interests and Shared =~ Administrative Integration  and Policy Decisions
Service Area

. ‘ : ~Increasing Cooperation >

Very few existing rural health networks function beyond the second level of in-
tegration, and most are at the first level. On the other hand, the RMCNs pro-
posed in this demonstration will function at the third level of integration, shar-
ing goal identification and assessment; administrative and service deliverjr; and
decision making and policy. However, governance will remain with the local
provider of care.

One of the key features of an integrated network is the creation or recognition of
an organization that serves the role of a "network organizer" to whom network
members surrender partial autonomy, allowing the network organizer to per-
form certain agreed upon functions on behalf of the network. In this demon-
stration program, the RRC or other large rural provider would assume the role
of network organizer. If one thinks of the network organizer as the center of a
circle through which all network member communications and transactions
pass, the network organizer resembles the hub of a wheel of networked services.

Rosenberg & Associates
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The single most important feature of rural health networks suggested by this
diagram is that health care is a local product. This fact cannot be emphasized
enough. It is critically important that this national demonstration project has
maximum flexibility to respond to the ways that local networks are developed
and organized. A "cookie-cutter" approach will fail to address the idiosyncratic
nature of rural areas and will generate resistance from medical staffs, adminis-
trators, governing boards, communities and beneficiaries.

Federal health planning law (P.L. 93-641) provides an important policy prece-
dent for granting géographic franchises. This law allows states to develop
Certificate of Need (CON) programs, which in effect grant a service franchise for
an applicant provider within a service or market area. The State CON programs
grant this franchise by ruling on which provider gets or does not get a piece of
technology (such as an MRI) or who gets to provide a new or expanded service.

Similarly, the proposed demonstration will be asking for exclusive geographic

- payment franchises for RMCNs. In effect, this request is simply an extension of
existing policy offered in P.L. 93-641. The essential difference is that this
demonstration is seeking a payment franchise, rather than a service franchise.
This demonstration will not be an exclusive service provider in the market
area, because non-network providers will be able to stay outside of the network
in the normal Medicare fee-for-service system. Also, beneficiaries (except those
choosing an EPO option, where available) will have freedom of choice, both
within and outside of the defined market area.

Instead of regulating services and facilities directly, the project seeks to demon-
strate how allowing a large service provider (network organizer) to determine
payment rates and mechanisms offered to Medicare providers effectively orga-
nizes the market so-as to maintain or expand access, contain costs, rationalize
the delivery.system and provide measures of quality outcomes. Because
network organizers are closely related to the system they are developing, they
will be likely to be inclusive of other network providers and others in their
planning. This method should provide for a much more participative local
planning process with considerably less cost than an {externally regulated
system. |

Rosenberg & Associates
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a. Risk assumption and mitigation

It is critically important to the demonstration program that network organizers
assume some measure of risk for the care of the Medicare beneficiaries in their
market areas. Risk assures the accountability of the health plan and provides a
powerful incentive to contain costs and rationalize services within the market
area. At the same time, both the Medicare program and its beneficiaries must be
protected against disruptions or degradations of service in this demonstration
through a carefully planned risk mitigation strategy.

Although RRCs and other likely network organizers are large by rural stan-
dards, they are small by the standards used for insurance underwriting and for
the regulation of managed care plans. The risk mitigation strategy will need to
be strenuous enough to cover a variety of circumstances. For example, the plan
must insure against losses due to beneficiaries' extraordinary costs of medical
care, as well as bond indebtedness forfeitures by network organizers or other
protected providers within the network. An additional layer of protection in
the latter example will be provided by the stringent criteria for accepting net-
work organizers into the demonstration as are described in the following sec-
tion of this paper on "Network participation and roles.” '

To address these challenges, the demonstration project will establish a complex
combination of risk pooling and stop-loss coverage to assure that risk is suffi-
ciently mitigated for network organizers and RMCNs in the face of unforeseen
financial occurrences. Much of the strategy employed by this demonstration is
 similar to the requirements States apply to health maintenance organizations
(HMOs). However, because the demonstration project's risk mitigation strategy
is so aggressive, it may not be necessary for RMCNs to comply with state HMO

licensure laws, and exemptions may be sought as discussed in the "Legal issues'
section below. '

The demonstration will develop a risk mitigation strategy based on a "blended"
risk pool, which is illustrated in the following diagram: ‘

Rosenberg & Associates
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Risk Mitigation Strategy

Provider Reserve Pool

Risk Reserve Fuﬁd

Risk Management Cooperative

The various components of the risk mitigation strategy are as follows:

® The network organizer will make an annual contribution to a provider re-
serve pool of an unspecified, but substantial amount, with additional re-
sponsibility for 150 — 200 percent of that amount. The amount of contribu-
tion by network organizers may be a variable one based on the degree of
network risk management discipline (i.e., economic credentialling, effec-
tive utilization review, targeted provider education, etc.). The amount of
the contribution will be set by the Risk Management Cooperative de-
scribed below. |

This reserve pool would be maintained for the all networks in the
demonstration project, for state or regional subsets, or for individual net-
works. This component of the blended risk pool scheme will put net-
works at risk for their own performance, or it may, subject to the approval
of the Risk Management Cooperative, spread the risk across larger units of
the project according whether the program chooses to group networks.

Rosenberg & Associates
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* A risk reserve fund will be raised as a "program related investment loan"

from a private foundation or foundations. This component will be used to
" provide a second layer of coverage over the provider risk pool. This fund

will be use to cover losses that exceed the coverage of the provider risk
pool, but fall short of the deductible level for the next level of coverage.
This will provide a substantial pool of cash reserves to cover network
failures and will reduce the cost of commercially-acquired coverage by

 raising the deductible. The subject of governance and administration of
risk reserve fund and other aspects of risk mitigation are discussed below.

¢ Commercial stop-loss reinsurance of approximately $50 million will be se-
cured for the next level of coverage for all of the networks in the demon-
stration program by the risk administration entity described below.

¢ Additional mitigation of risk will be assured by network organizers (or a
combination thereof) purchasing individual stop loss insurance coveragé
on all covered beneficiaries. Again, this coverage could be secured
through a joint purchasing arrangement.

¢ Network organizers will also be required to have in force a fidelity bond or
insurance on employees, officers and directors having fiduciary responsi-

bility in the amount of $250,000 for each network.

b. Governance and risk management

Governance of the risk mitigation program will be by a "risk management co-
operative" established for the express purpose of developing and administering
the program. The risk management cooperative (RMC) will be composed of the
network organizers, who will be required to join and pay dues as a condition of
participation in the program. The RMC will be incorporated as a cooperative
and will be governed in a cooperative manner, on a one-provider/one-vote
basis. In addition, the RMC may establish a 501 (c) (3) foundation to enable the
receipt of private foundation and governmental grant funding for educational
and charitable purposes.

Rosenberg & Associates
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The RMC will provide for an increased level of cooperation among RMCNs in
a manner similar to the way RMCNs will offer increased integration among
providers within their market areas. The RMC will provide an additional re-
source for goal identification and assessment; administrative and service deliv-
ery; and decision making and policy, as depicted in the third level of integration
in the figure at beginning of this section on network development.

It is envisioned that the RMCjwill be responsible for:
* establishing the rules and procedures for use of and the amount of the
network organizers' contributions to the provider risk pool;

.

securing the program related investment loan from a private foundation
to establish the risk reserve fund, the second level of risk mitigation;

¢ developing or acquiring expertise in risk management and managed care
for member network organizers;

¢ providing administrative leadership for the demonstration project; and

* establishing joint purchasing programs for commercial stop-loss reinsur-
ance for the networks and for individual Medicare beneficiaries in the
plan, as well as for information system hardware and software to provide

. common data systems for quality outcome assurance.

The Health Care Financing Administration (HCFA) will be the party responsi-
ble for making decisions about network participation and providing demonstra-
tion project oversight. HCFA's previous experience with similar managed care
demonstrations suggests that oversight responsibility should be shared by the
Office of Research and Demonstration (ORD) and the Office of Coordinated Care
(OCC). The RMC will be able to assist in helping networks comply with HCFA's
programmatic guidance and will serve as an "early warning signal" about
networks that are having trouble. The RMC will provide an important
educational and technical assistance resource to the demonstration project, but
it will not have management authority except as delegated by the RMCNs
within the scope of the demonstration project.

" Rosenberg & Associates
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c. Network organizers' participation and roles

For the purposes of this demonstration, participatiori may not exceed 10 states.
RMCNs may be developed by an individual RRC, by a group of RRCs (or
hospitals that have ever been RRCs) and/or other providers within a state or
geographic region.

Criteria for selecting RMCN demonstration program participants will include:
* Accreditation
In the event the network organizer is a hospital, it must meet accreditation
standards of either the Joint Commission on Health Care Organization or
the American Osteopathic Hospital Association.

¢ Financial ability to go at risk

The network organizer must be large enough and financially sound enough

to assume the risk involved as measured by such criteria as:

a. a balance sheet net worth of the higher of $1,000,000 or an amount equal
to 8 percent of the projected annual AAPCC payments for service area;

b. commonly employed financial ratios consistent with industry norms as
calculated from audited financial statements; and

¢. cash reserves or an established line of credit, obtained from local sources
or through the RMC, in excess of 8 percent of the aggregate annual
AAPCC payments for the service area. '
Additionally, network organizers may be required to submit audited financial
statements annually as a condition of continuing participation.

¢ Sufficient service and provider mix
RMCNs should have in place arrangements to assure seamless access to all
covered services for Medicare beneficiaries. The network organizer should

have on its medical staff and under contract to the network, primary medical
providers (family and general practice, pediatrics, general internal medicine
and obstetric and gynecology) and most secondary clinical specialty services
(such as general surgical services, endoscopy, urologic services, ophtho-
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mologic services, radiology, anesthesiology, and pathology). At least one-
third of the physicians on the network organizer's medical staff should be
actively engaged in primary care practice.

The network organizer should in their panel of network providers, other
medical services (such as orthopedic surgery, psychiatry, oncology, non-
invasive cardiology, and neurology). Providers in this category should be
board certified or eligible for certification.:

_In addition, the network organizer should have available through contracts
or other explicit arrangements (though not necessarily on their medical
staffs) other specialty services such as neurosurgery, open heart surgery,
pediatric subspecialty services, nephrology, endocrinology, gastroenterology,
burn unit service, transplants, pulmonology, and radiation oncdlogy. All
providers in this category must be board certified in their appropriate
medical specialty.

e Comprehensiveness of services

The network organizer should have a diverse range of inpatient and outpa-
tient preventive and support services available internally or readily avail-
able within the network for Medicare-covered and FQHC services. In
addition to acute and chronic medical treatment services, these services
should include: advanced medical laboratory and radiology services; med-
ical social services and psychological services; nutritional services; health
education; audiology; physical and speech therapy; home health care; and
hospice care.

¢ Appropriateness or rationality of service area

The network organizer must be able to define a rational service area in
which it has a natural monopoly or powerful sphere of influence. Specific
criteria for this factor will be defined by further research as discussed above.
It is probable that the final criteria will involve some application of anti-
trust definitions of "Little In From Outside (LIFO)" and "Little Out From
Inside (LOFI)".

Rosenberg & Associates -
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* Administrative capacity and/or prior experience with managed care

The network organizer should demonstrate clinical and administrative ca-
pacity to operate in a managed care framework. This factor will involve as-
sessing the network organizer's demonstrated expertise in managed care or
its ability to obtain it from external sources. One of the external sources may
be the RMC discussed above. The network organizer will be expected to pro-
vide a framework for managed care consistent with that of other plans, in-
cluding: plan structure; eﬁrollment procedures and reports; claims system,
procedures and reports; complaint and grievance procedures; marketing
plan; quality assurance and utilization review process and procedures; and
operational data collection system. ‘

» Structure and willingness of other providers to participate
The plan for the organizational structure of the RMCN should be clearly
identified and have a high potential to be implemented and managed. A
health care plan should be developed for the service area based on data ob-

tained on health care resources, patient utilization, health status, and epi-
demiology.

d.- Payments to network organizers

Network organizers will be paid on a capitation basis for each Medicare benefi-
ciary residing in the market area. The network organizer will use the capitation
payment to pay for all Medicare covered services. The rate will be based on 100
percent of the Average Area Per Capita Costs (AAPCC) for the area. While this
differs from the 95 percent of AAPCC rate paid under the Medicare HMO
progfam, it will be necessary to compensate for the expanded scope of services
(inclﬁding the FQHC preventive services described above) and for the
‘additional cost of network development and coping with large geographic
distances. -

The AAPCC rates will be based on the most recent available year. The payment
rate will be updated each year of the project upon conclusion of the calendar
year by a rate of 75 percent of the Medical Expenditure Inflation (MEI) index.
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An alternative to developing a network-specific AAPCC rate would be to deter-
mine a single AAPCC rate for all of the areas in the demonstration project. This
alternative may be considered prior to submission of the final Medicare waiver
request. |

In addition to the basic capitation payments, network organizers would also be
paid an administrative fee of 10 percent of the aggregate AAPCC payments. This
administrative fee would compensate the network organizer for assuming all
intermediary functions from existing fiscal intermediaries, as well as for
coordination of beneficiary care.

e. Provider participation in the RMCN

It will be important to the success of the RMCNs that they enlist the participa-
tion of providers as necessary to provide the full range of Medicare covered ser-
vices. Again, however, beneficiaries (except those enrolled in an EPO option) -
may choose either network or non-network providers, and the RMCN will still

- be required to pay for covered services. The organizational structure and
payment methodologies that RMCNs adopt will be important incentives to
recruiting providers into the network. -

For the purposes of this demonstration, the RMCN would be required initially
to accept all "participating” Medicare providers within the defined market area
into the program. Participating physicians, however, ' would not be required to
sign up with the RMCN if they choose not to be a part of the network. This
provision encourages more physicians to join as the Medicare program as
participating providers. The RMCN can choose to accept or reject Medicare non-
participating physicians within criteria they develop.

As currently envisioned, there are four criteria for accepting physicians into the
network: 1) Willingness to participate in the network; 2) Clinical competence
‘demonstrated through credentialling procedures; 3) Ability to meet basic
standard for economic credentialling; and 4) Medical liability insurance
coverage. ' |
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It is likely that the RMCNs will add additional quality requirements for
providers as practice parameters evolve from “"care-mapping" and other pro-
cesses that will evolve with the assistance of the RMC. The establishment of
practice parameters and guidelines at a level above the RMCN level will be
important to provide a buffer against provider resistance. The RMCN may
remove physicians from its panel that fail to meet acceptable standards of
quality within criteria they will establish in conjunction with the Quality
Assurance Councils described below in the section on "Quality".

In order to assure that costs are contained or reduced, an important part of the

~ demonstration is that RMCNs may sanction or terminate providers for eco-
nomic reasons, as well. RMCNs will be required to phase-in this type of "eco-
nomic credentialling” by the third year of the demonstration, and it is possible
that a network could be required to pay more into risk pools if it has not imple-
mented a strict economic monitoring and control system.

Under this demonstration, too, network organizers would offer netWork mem-
bership to special types of providers that have payment protections under their
current programs, i.e., specifically Rural Health Clinics, Federally Qualified
Health Centers and Sole Community Hospitals. These facilities have the option
to be paid at negotiate rates or at rates set by their current programs for the same
scope of services. Protected providers, as here defined, must meet the same
standards of quality and participate in quality assurance processes as other
providers in the network. ' ‘ '

f. Contracting with and paying for other providers

As mentioned above, payments to the network organizer will come in the form
of capitaied payments for the Medicare beneficiaries residing in the market area.
How the network organizer pays the network providers is a local option, and
the demonstration offers creative opportunities for risk-sharing. Also, the
network organizer would have the flexibility to contract for claims
administration with another entity. |
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Network organizers may contract with providers to provide services to the
network participants based on a pre-negotiated fee. The basis for the negotiated
fee should be determined by the network organizer and the potential
contracting provider.

The Network organizer will include in contracts with providers the expecta-
tions of the network in terms of quality of services provided and cost-effective-
ness of services provided, as well as minimal requirements for patient/client
outcomes. All contracts with other providers must include: a) hold harmless
provisions to protect beneficiaries from claims by the provider of sums owed by
the RMCN; b) assurances that the provider will treat all beneficiaries under the
rules of the demonstration without regard to age, sex, color, creed, national
‘origin, ancestry, religion, marital status, lawful occupation, or frequency of
utilization of any beneficiary; c) agreement to actively participate in network
quality assurance and utilization review processes and to share administrative
and clinical information; and d) to participate in joint purchasing activities of
the network, when appropriate.

As described above, there are a number of "specially-protected providers" that
receive unique cost-based federal payment protections because they are essential
to maintain as viable rural providers. RMCNs' contracts with Rural Health
Clinics, Federally Qualified Health Centers and Sole Community Hospitals will
extend the current payment protections of these programs, paying them at -
agreed-upon negotiated rates or under the methodology set by their current °
programs. These protected programs will be required to submit their current
cost and utilization reports to the network organizer if they wish to retain cost-
based payments as in their current payment programs. Protected programs will
be subject to the same quality assurance, utilization review, and economic
credentialling requirements as other providers in the network.

g. Quality assurance

Obviously, entities that are given a geographic payment franchise are going to
be required to meet acceptable standards of quality, although the fact that the
network organizer is being paid on a capitation basis will require a slightly
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different approach than that of standard fee-for-service providers. This
demonstration proposes that Professional Review Organization (PRO)
functions with respect to RMCNSs remain the same, except that the claims
denial function will be delegated to the RMCN.

Internally, RMCNs will be required to meet quality assurance program stan-
dards similar to those required of health maintenance organizations, including:
a) a written quality assurance ‘Vplan; b) documentation of meetings; c) appropriate
protection of confidentiality; and d) a patient data system to document and al-
low retrieval of information to evaluate continuity, coordination, quality and
outcomes of care.

An important new component of the demonstration is the creation of Quality
Assurance Councils (QAC) within each RMCN. The QAC will be composed of
both network providers and consumers (Medicare beneficiaries).. A similar
model utilizing providers and employers has been successfully employed in
several rural areas. The QAC will develop and establish local standards, of
quality for use by the RMCN. The QAC also would perform quality assurance
and utilization reviews to assure that service quality meets acceptable local and
national standards. The RMC will use the QACs' input to assume a leadership
role in establishing or identifying practice parameters for use by the QAC.

In order to develop the type and extent of data needed, RMCNs will be required
to participate in an outcome measurement data system that focuses on process,
severity, and outcome measures of quality. The participating networks could

negotiate a single vendor system with real time modem connections for the en-
tire demonstration through the risk management cooperative discussed above.

g. Legal Issues

Formation of the RMCN’s probably can proceed without the need for exemp-
tions, or at least significant exemptions, from federal or state antitrust laws.
This would be true assuming that the service areas of each network will be
allocated either by statute or by a cooperative effort between the at-risk entity
and either the federal or state government; and further assuming that statutory
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language delegates to the network organizer the ability to determine which
provider in the network provides which service. As long as providers within
the network do not allocate the service area among themselves, it would appear
that network service area allocation could proceed in keeping with existing
antitrust laws. Also, as the at-risk entities proceed to contract with or employ
other providers, they should be able to work within existing antitrust
parameters as long as their actions do not involve collusion or exclude

- competitors for anticompetiti\}e reasons. It is possible that some limited
exemption from monopolization claims would be appropriate to ensure that at-
risk entities could select network participants in good faith without the threat of
litigation.

In order to provide the financial incentive of waiving Medicare copayments for
beneficiaries using in-network services, the demonstration project will seek ap-
propriate fraud and abuse law exemptions that will allow RMCNss to attract
beneficiaries. In addition fraud and abuse law protection will be sought for ar-
rangements that RMCNs might offer as provider incentives for in-network re-
ferrals.

The RMCN demonstration project's progressive strategy of risk assumption and
risk mitigation was described in an earlier section of this paper. The strategy in-
cludes four or more layers of risk mitigation, which taken together provide an
exceptional degree of protection for the Medicare program and its beneficiaries.
In addition, it has been suggested that overall federal project oversight would
include HCFA's Office of Coordinated Care. The blended risk pool strategy will
be defined in law for the demonstration. For purposes of this demonstration,
RMCNs will request exemption from state HMO licensure laws, to the extent
that these activities may be seen as applicable and cannot be met by the program.

The Office of Inspector General of the Department of Health and Human
Services, in a 1991 report on Emergency Medical Services, identified state corpo-
rate practice of medicine statutes as a significant barrier to the development of
rural systems of health care. Some institutional providers within RMCNs may
find it desirable to employ physicians as a way of rationalizing the health care
system in their service area. In many states RMCNs employing physicians or
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other health care providers would violate existing corporate practice statutes. It
will be important to explore ways for the law authorizing the demonstration to
preempt state prohibitions against the corporate practice of medicine.

h. Roles of state and federal governments

Network development can (and has) occurred outside of the purview of state
and federal government. However, developing networks with an exclusive ge-
ographic payment franchise will require active participation and oversight of
state and federal governments for the following reasons:

1. While the proposed demonstration provides some access protection by re-
quiring that network oi'ganizers hold harmless RHCs, FQHCs and SCHs, an
additional level of local planning and oversight is needed to assure that the
networks maintain (and hopefully increase) access.

2. As the networks organize services within their markets for services like
EMS, they will clearly be interfacing with state responsibilities and functions.
States have an appropriate role at the table to assure that the market organi-
zation is consistent with their plans.

3. Ongoing research on alternative rural delivery models (being conducted by
Rosenberg and Associates with support from the Robert Wood Johnson
Foundation) shows that a substantive state role is a necessary criterion for ef-
fective change in the rural delivery system.

Under the RMCN demonstration, states will assume a role similar to the one
they perform in the EACH/RPCH Program. Under the design for that program,
state governments, in cooperation with state hospital associations, develop state
rural health plans. Under the current demonstration, state plans will be re-
quired to specify the goals, criteria, and process for designating rural health net-
works and for granting the payment franchise within designated markets. The
state rural health plan will be indicative of a state's active interest in the coor-
dination of health services in rural areas. The designation process indicates that
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states are willing to forgo competition in favor of higher public policy goals.
This process will likely be as important to potential health care reform plans for
rural areas as it will be with the current demonstration.

As we have learned from the EACH/RPCH Program, networks often cross state
lines. Similarly, it is likely that some RMCNs will have market areas that ex-
tend beyond state boundaries. In those instances, the state role described above
will reside with the state in which the network organizer is located, rather than
in the state or states in which other providers in the network are located. It is
also likely in these instances that states will cooperate in their planning.

Once again, the EACH/RPCH Program suggests a model for federal government
involvement. The federal government will establish a demonstration program
in which RRCs (or designated facilities who meet "hub-of-the-wheel" criteria)
choosing to develop delivery networks would receive a combination of grants |
and payment incentives. Project oversight from the federal level will be a join -
effort of two HCFA entities: The Office of Research and Demonstration (which
administers the EACH/RPCH Program) and the Office of Coordinated Care.

3. Network Development Grant Program

Similar to the EACH/RPCH Program, under this demonstration the federal
government would provide grants to aid in the formation of networks. Grants
would cover the expenses of communication, information, and transportation

* system development; community and provider education on the desirability
and mechanics of networking; technical assistance in creating linkages among

- providers; capital expenses associated with forming linkages (e.g., buying prac-
tices, retro-fitting hospitals to consolidate community health services); and all
other ohe—time expenses that are necessary and proper to the formation of net-
works. The federal government would also make grants to the state to assist in
financing the development of rural health plans. ‘

This proposal includes provisions for a Developmental Grant Program with
five parts: ‘

Rosenberg & Associates
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a. Grants for up to ten states to parﬁcipate in developing coordinated networks
within the states' health planning processes. These grants can be up to
$200,000 per year for two years with a ten percent match required.

b. Grants of up to $50,000 to potenﬁal RMCNSs to conduct feasibility and market
studies.

c. Grants of up to $50,000 to acquire consultative technical assistance to facili-
tate the process of network formation and facilitation.

d. Grants of up to $250,000 per network to subsidize about 50 percent of the ac-
quisition cost of a comprehensive clinical and administrative data system
that will be required for participation.

e. Grants of up to $250,000 per network to assist in the development or expan-
sion of telecommunications within the network, such as teleradiology, slow-
scan interactive video, etc.

Conclusion

Regardless of the shape of the final health care reform package, rural health care
providers will be required to develop or participate in rational delivery systems to an
increasing degree. This proposed Medicare demonstration program can prove to be
an important precursor to health care reform and provide useful models now and
for the future. '

Rosenberg & Associates
March 8, 1993 27
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Innovation and the Policies of Limits in
A Changing Health Care Economy

John E. Wennberg

The U.S. health care sector is the target of a massive social struggle
over its reform. The strategies of the past have failed to establish access
and contain costs. Indeed, the trend today is toward less access for the poor
and many in the middle class, with more care for those who remain “enti-
tled.” Thirty-three million Americans are without health insurance. For
those with insurance, the rates of utilization of physician services and ex-
pensive diagnostic techniques and the number of invasive procedures being
performed continue to spiral. If these trends are not altered, the United

- States will be spending more than 15 percent of its gross national product

(GNP) on health by the year 2000. The message of the 1992 presidential
debates is that this situation must change.. The systems for financing care
must be fixed: to do this costs must be contained. Improvements in access
must be accompanied by policies of limits.

The way the politics and policies of limits are fashioned will depend on

assumptions about the relationship between the utilization of care and the
benefits of care—that is, on the shape of the “benefit-utilization curve.”
One popular interpretation is that the shape of this curve is such that the
nation needs to ration effective care. Patient demand and medical progress
now make the health care system so expensive that it can no longer be
available on equal terms to everyone;, moreover, the nation simply cannot
afford to pay for everything that works and that patients want. This predic-
ament arises because of the successes of biomedical research, the resulting

9
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efficacy of clinical science, and the efficiency of practicing physicians in
translating medical knowledge into beneficial medical interventions. As
i utilization increases, benefits also increase, but at a declining rate of return
as the Jevel of invested resources increase. Somewhere along the curve,
society finds itself in a zone in which the benefits can no longer be afford-
ed: the costs of further transfers of GNP toward health care and away from
national priorities such as education and housing are simply 100 great. As a
consequence, society must learn to make explicit judgments about the value
of specific services as they apply to an individual patient’s case. Some
experts advocate rationing by age; others recommend using detailed algo-
rithms for specific patient subgroups defined on the basis of “cost-effective-
ness.”? The intent, however, is the same. Policies are needed to set limuts
on specific services, to develop explicit methods 1o ration effective care that
brings less than socially acceptable marginal returns. The effect of such
policies is to deny access to care that works and that patients want on the
basis that it is not cost-effective. In the opinion of many, this denial of
access inevitably produces a two-tiered system of care, one for the affluent
and another for those whose access to care must be underwritten by policies
of entitlement.

An alternative interpretation emphasizes that the inadequacies of clini-
cal science and flaws in the role of the physician as the decision-making
“agent” of the patient make it impossible t0 determine the shape of the
benefit-utilization curve in medicine. Although investments in basic bio-
medical science have greatly increased the power of technology to intervene
in the natural history of disease, efforts to evaluate the outcomes of these
interventions—the effects of medical technology and theories of efficacy in
the specific situations of everyday practice—have substantially failed. The
risks and benefits of most medical care are poorly understood. Moreover,
the agency role of the physician is flawed by professional dominance. This
role, which depends on the capacity of physicians to make vicariocus judg-
ments about what patients want, has created a market in which the prefer-
ences of patients are entangled with those of the physician. In short, in
medicine, too litile is known about what works and what patients want.

This interpretation emphasizes the major role played by supplier-in-
duced demand, in which the weaknesses in the scientific and ethical status
of clinical medicine ensure that available resources are utilized without
evidence that more is necessarily better or that patients necessarily want

1The most sophisticated articulation of this argument is made by Aaron and Schwartz (1984);
for a recent update, see Aaron and Schwarnz (1990). Among those advancing arguments for
age-hased rationing are Callahan (1987) and Lamm (1987). For a description of Oregon’s
approach 1o rationing. see Fox and Leichter {1991) and Brown (1991); both reports appear in
an issuc of Healih Affairs that focuses on Oregon’s priority setting.
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more. Medicine’s untested and often conflicting theories of efficacy justi-
fy—and the dominance of professional preferences ensures—the full de-
ployment of resources, no matter how many or in what guantities. Indeed,
medical theory is often implicit and closely associated with per-capita quan-
tities of supply such as hospital beds and physician subspecialists. The
crisis in costs is the inevitable consequence of the policies of growth that
have prevailed in the U.S. health care sector: the open-ended financing of
entitlement services based on funding of utilization; the accelerated produc-
tion of manpower based on perceptions during the 1960s and 1970s of a
“shortage™ in medical manpower; the specialization of the physician work
force and its division into technology-driven subspecialties whose work-
loads have uncertain impacts on the health status and satisfaction of pa-
tients; easy access to capital markets for the construction of facilities and
the purchase of technology; and a willingness of payers to reimburse for
services involving underevaluated technology. The end result of these pol-
icies has been gquantities of supply that are well in excess of the amount
required to produce and deliver services that are known to work or that
patients are known to want. Under this interpretation, policies of health
care limits should concentrate on global restrictions on growth and the
promotion of strategies to learn what works and what patients want.

As one familiar with the patterns of use of medical care and the strengths
and weaknesses of the scientific status of clinical medicine, I find a good
deal of evidence in favor of the supplier-induced theory of demand.? This
paper seeks to explain this point of view in more detail. It examines alter-
native interpretations of the shape of the benefit-utilization curve to raise
the “which rate is right?” question: that is, what is the rate of service use
(and the amount of resources required) when supplier-induced demand is
reduced—when patients are informed of the state of medical progress (what
is known and not known about the results of care} and when patients are
free to choose according to their own preferences? It then looks at the
struggle between two competing models for reforming the doctor-patient
relationship. One is based on the assumption that the agency role of the
physician can be essentially replaced by the guardianship of the third-party
payer through micromanaged care and that the delegated decision model
inherent in the agency role can be preserved by prescriptive rules of prac-
tice developed by competing health care organizations or the state. The

2The theoretical basis of this argument was developed in Wennberg and colleagues (1982).
Archie Cochrane’s Effectiveness and Efficiency (1972) provides a thorough introduction to the
problems of physicians in understanding the outcomes of care; Eddy and Billings (1988)

provide 2 more recent example. Much of the epidemiological evidence conceming the prob-

lem of supplier-induced demand is summarized in “Small Area Analysis and the Medical Care
Outcome Problem™ (Wennberg, 1990a).

.
ey
-




12 ' JOHN E. WENNBERG

other is based on replacing the delegated decision mode! with shared deci-
sion making, a new partnership between the patient and the physician and
the profession and the public. The target in this approach is to reform the
ethical status of the doctor-patient relationship so that what is known and
not known are explicitly shared and so that patient preferences become
dominant in the choice of treatment from among reasonable and available
plans of care. The paper also examines why neither micromanaged care nor
the shared decision model are sufficient to achieve the goal of rationalizing
utilization and containing costs. The implicit nature of much of medical
theory keeps most of clinical practice outside of their influences. The paper
thus argues that to contain cosis it is necessary to limit capacity directly,
and it sets out several principles to guide debate about strategies for devel-
oping limits. The paper concludes with a discussion of the implications for
innovation of policies of limits in medicine.

THE SHAPE OF MEDICINE’S BENEFIT-UTILIZATION CURVE

Different assumptions about the relationship between the utilization of
care and the benefits of care are reflected in different assumptions about the
shape of the benefit-utilization curve in medicine. The assumption that it is
necessary to ration specific services that work and that patients want but
that society cannot afford is based on two ideas. One is the notion of
“expected value™ or benefit now obtained from the resources invested in
health care. The doctor-patient relationship efficiently distributes care in
such a way that patients benefit from the care they now use more than they
would if the care were not received or if it were replaced by a less costly
item or service. The other idea is that the “‘marginal returns™ can be ratio-
nalized; that is, the benefits are sufficiently well understood that they can
be ranked in terms of expected benefit per unit of service (or dollars) uti-
lized. '

The diminishing marginal returns that occur in an economy in which
utilization is the result of patient demand and biomedical progress are illus-
trated in Figure 2-1. To achieve such a curve, physicians must be remark-
ably successful in the sorting of medical problems and in diagnosing and
ranking them according to the expected outcomes of treatments. . Indeed,
they must be perfect in the execution of their agency role to interpret clini-
cal science and understand the values their patients assign to alternative
treatments, including the value of no treatment at all. They must thus
possess something that clinical science does not now provide: knowledge
about the outcomes that matier to patients. The problem the physician
faces, however, is not simply to know the outcomes but to weight them
according to the individual patient’s attitudes toward them. Under delegat-
ed decision making, which has been the dominant medical decision model
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Benelits per Unit of Care

Units of Care Supplied

FIGURE 2-1 Example of benefit-utilization curve where medical progress and pa-
tient demand drive utilization with diminishing marginal returns. The curve is
adapted from Aaron and Schwartz The Painful Prescription: Rationing Hospital
Care, p. 11.

since the time of Hippocrates,® physicians make the choices. They intuit
what patients would choose if patients had full information about choices
and could do the weighting themselves. In this model, prescriptions for
treatment are based on clinical experience, that is, on the “case series” of
patients that the individual physician has treated and whose values and
preferences have somehow become known.

At the level of the population, the situation is even more complex. For
the curve to take its hypothesized shape of decreasing marginal social re-
turn, physicians must, collectively, make ordered choices; that is, the pa-
tient who receives the first unit of service is the one who gains the most
benefit from it, the second patient the one who gains the second most bene-
fit, and so on, with the patient who receives the last unit gaining the least.
For this to occur, however, physicians must know and respond to decisions
their colleagues have made. There is no feedback loop currently operating
in health care markets that would make this feasible; indeed, it is difficult
to conceive what such a mechanism would look like.

3See The Silent World of Doctor and Patient by Jay Katz (1984) for an excellent history of
the doctor-patient relationship.
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14 JOHN E. WENNBERG
Outcomes and preference research provide empirical evidence that dem-
onstrates the weaknesses of the assumption that the benefit-utilization curves
in medicine correspond to Figure 2-1. Over the past few years, my col-
leagues and 1 have been involved in an in-depth investigation of the fine
structure of a clinical decision problem: the choices that face men with a
common form of prostate disease called benign prostatic hyperplasia, or
BPH. The inquiry was motivated by small area variation studies showing
that the chances that a man would undergo 2 prostate operation by the time
he reached age 85 varied from about !5 percent in some communities to
more than 50 percent in others. We asked a group of Maine urologists,
some of whom lived in areas with low rates. others of whom lived in high-
rate communities, if they could explain these variations.

The urclogists differed in their assumptions about the benefits to be
derived from prostate operations and about the shape of the curve relating
benefits to utilization. Some held a pessimistic attitude toward prostate
disease. These physicians believed that BPH usually progressed to a life-
threatening obstruction of the bladder or kidney and that it was best to
operate early in the course of the disease to prevent future bad outcomes.
We called this the preventive theory of surgery. Their clinical decisions
were dominated by a hypothesized benefit-utilization curve in which the
chief benefit of surgery was improvement in life expectancy. Their reason-
ing was that if surgery were postponed unti] evidence of life-threatening .
obstruction appeared, the patient would be older, sicker, and more likely to
die when surgery finally became unavoidable. By operating early, one
avoided the higher death rates that occurred when the operation was post-
poned. Because most men who exhibit early disease will progress to the
point where surgery is inevitable, and because the death rate from surgery
increases with age, BPH patients will live longer if they have the operation
earlier. Because most men eventually develop BPH symptoms, the popula-
tion captured under the benefit curve of preventive theory (Figure 2-2)
encompasses the majority of older men.

Other urologists were more optimistic about untreated BPH and argued
for the quality of life theory of surgery. This theory posits that the benefit
of surgery for men without obstruction of the bladder or kidneys is its
ability to reduce symptoms and improve the quality of life. In the opinion
of these urologists, BPH does not usually progress to the point where it
threatens life; accordingly, surgery does not play a preventive role in avoid-
ing early death. They estimated that a patient’s “utility” for surgery—that
1s. the “expected value” the patient would gain if the surgeon prescribed
surgery—was greatest for those with severe symptoms, whereas those with
mild symptoms benefited little. The benefit-utilization curve suggested by
these physicians (Figure 2-3) thus has a different parameter of benefit as
well as a more rapid decline in value.
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FIGURE 2-2 Benefit-utilization curve under the theory that prostate surgery in-
creases life expectancy. -

The unresolved competition between the preventive and the quality of
life theories (and their corresponding benefit-utilization curves) reflects in-
determinacy rooted in poor clinical science. The outcomes research we
undertook showed that the preventive theory was incorrect.* Early surgery
appeared to lead to a slight decrease in life expectancy because for most
men BPH does not progress to life-threatening obstruction. Those without
evidence of such obstruction were better off with watchful waiting if the
expected value of treatment was an increase in life expectancy. The curve
in Figure 2-2 thus is incorrect. If prostate surgery has a place for men with
symptoms, it lies in accordance with the quality of life theory.

But the uncertainty about the shape of the benefit-utilization curve is

more profound than the failure to define and measure the outcomes that
matter to patients. Most urologists who believed in the quality of life
hypothesis also practiced within the delegated decision tradition. They
understood that they bore a responsibility as the patient’s agent to interpret

4The findings of this research project have been widely reponted. For examples, see Wenn-
berg et al. (1988); Fowler et al. (1988); and Barry et al. (1988).
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improvement in Quality of Life per Operation
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Percent of Men Having a Prostatectomy
{Ranked According 1o Decreasing Severity of Symptoms)

FIGURE 2-3 Benefit-utilization curve under the theory that prostate surgery im-
proves quality of life.

for him what he needed and to convince him, for reasons of his own best
interest, to accept their prescription. Yet our preference research showed
that what patients want cannot be predicted from objective information available
to the physician—that is, from data gained during the physical examination,
from laboratory tests measuring'such factors as urine flow, or even from
answers to questions about the severity of svmptoms or impairment of qual-
ity of life. Patients who by all such objective measures are similar may still
differ in their preferences for treatment. Indeed, as it turned out, when they
were informed about the alternatives and offered a choice, nearly 80 percent
of men with severe symptoms choose watchful waiting, at least initially.
Preferences for outcomes and level of aversion to risk cannot be intuited
reliably by physicians based on objective knowledge; to know what patients
want, physicians must ask them.

When patient preferences are neglected or misunderstood, the benefit-
utilization curve is erratic, without evidence of rational sorting, and the net
cxpected value can actually be negative. For example, if 16 severely symp-
tomatic men were ranked according to impairment of urine flow (a common
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Net Benelfits Gained or Lost from Surgery
Compared with Watchtul Wailing

1@ 3 0 5 6 7-8 ¢ O o2 14 o5 o6
Circied Men Prefer Surgery

FIGURE 2-4 Benefit-utilization curve for 16 men with severe prostate symptoms
who were prescribed surgery under the delegated decision making model.

diagnostic tool), our studies predict that only 4 would want surgery and that
the 4 choosing surgery would not be correlated with urine flow impairment.
If surgery were prescribed for all 16 men on the basis of the delegated
decision model—that is, without informing patients about their options and
asking them what they wanted—most patients would receive care they did
not want. Whereas the patients ranked second, fourth, tenth, and thirteenth
may want surgery, the majority do not. For these patients, the expected
value of surgery is actually negative, compared with the benefit they would
have obtained from the watchful waiting option they wanted (Figure 2-4).

WHICH RATE IS RIGHT?

What is the rate of service (and resource) use when patients are in-
formed about the state of medical progress—about what is known and not
known about the relationship between treatment options and the outcomes
that matter to patients——and are free to choose among options according to
their own preferences? What are their attitudes toward the benefits and
risks of the expected outcomes?

Preference research gives a tentative answer. When patients with BPH
are fully informed about their treatment options and asked to participate in
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clinical decisions, they choose less invasive treatments more often than they
do when decision making follows the delegated model; their choice of treat-
ment is strongly influenced by the degree to which they are bothered by
their symptoms and their fear of impotence. Moreover, the population-
based rates of surgery decline. For this condition, the trend toward conser-
vative (nonsurgical) treatment choice is evident even in prepaid group prac-
tices in which the rates of surgery were already relatively low (and where
patients faced no cost barriers at the point of delivery). The results of our
preference research thus indicate the likelihood of significant negative re-
turns on current patterns of resource deplovment under the delegated deci-
sion model. .

For the vast majority of ilinesses and conditions, the patiern of varia-
tion in treatment choice is similar to or even greater than the variation seen
for prostate disease. Most conditions do not have a single best treatment.
For most conditions for which there is one or more “appropriate”. surgical
treatments there is also one or more nonsurgical options that are feasible
within current scientific understanding. Surgical options for nine condi-
tions—angina, arthritis of the hip and knee. silent gallstones, menopausal
conditions affecting the uterus, peripheral vascular disease, back pain due
to disc disease, atherosclerosis of the arteries of the neck, and BPH—ac-
count for well over half of the major surgery performed in the United States
(Table 2-1). For these, the shape of the benefit-utilization curve is un-

TABLE 2-1 Common Conditions for Which the Shape of the Benefit-
Utilization Curve Is Unknown

Condition Major Treatment Controversies

Noncancerous condition of the uterus Surgery (by type) vs. hormone treatment
vs. drugs vs. watchful waiting

' Angina pectoris Bypass surgery vs. angioplasty vs. drugs

Gallsiones

Peripheral vascular disease

Cataracts

Arthritis of hip and knee

Prostatism (BPH—benign prostatic
hyperplasia)

Herniated disc

Atherosclerosis of carotid artery with
threat of stroke

Surgery vs. stone crushing vs. medical
management vs. watchful waiting

Bypass surgery vs. angioplasty vs.
medical management

Lens extraction (by type) vs. watchful
waiting .

Surgery (by type) vs. medical management
Surgery (by type) vs. balloon dilation vs.
drugs vs. microwave diathermy vs.

watchful waiting

Surgery (by type) vs. various medical
management strategies

Carotid endanierectomy vs. aspirin
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FIGURE 2-5 Status of the current understanding of the benefit-utilization relation-
ship for most medical treatment theories.

known (see Figure 2-5). Through outcomes research, however, and the
distinguishing of patient preferences from those of the physician, it will be
possible to create islands of rationality in a sea of uncertainty and supplier-
induced demand.

REFORM OF THE DOCTOR-PATIENT RELATIONSHIP

The flaws in the role of the physician as a decision-making agent for
the patient are now widely apparent, and reform of the doctor-patient rela-
tionship is under way. The question now is, which model will replace it?
In the United States, ambitious programs have been implemented to check
the autonomy of the physician by imposing the use of clinical policy man-
agers to micromanage the choices doctors make for their patients. Unlike
the classic staff-model health maintenance organization (HMO) in which
cost containment is achieved through global restrictions on the guantity of
supply, the strategy of micromanaged care is to force efficiency by setting

parameters of practice to define the available options and to guide a myriad .

of everyday clinical decisions. Acting as agents for third-party payers, the
micromanagers develop ruies of practice and use them to patrol the deci-

*ﬂﬁ!
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sions of physicians. Virtually all major insurance companies offer micro-
managed care programs that invade the traditional decision-making authori-
ty of physicians, subjecting their prescribing authority to the discipline of
rules developed and administered by third parties. The strategy is not limit-
ed to private payers: the state of Oregon, while setting an overall budget,
administers constraints not through global budgeting or overall limits on
resources but through an ambitious program to micromanage benefits (ser-
vices) based on estimates of relative cost-effectiveness.

This author’s criticism of the micromanaged care model is based in part
on its failure to understand the limitations of clinical science. The strategy
assumes that the shape of the benefit-utilization curve is known and that
this knowledge can be codified by the committees of experts convened 1o
write the rules of practice. Inevitably, because of defects in the knowledge
base of medicine which were discussed earlier, virtually none of the rules
that emerge from this process can be based on an understanding of the
structure of the decision problem over which they claim authority. Because
the process is decentralized-—there seem to be well.over a hundred parties
_ engaged in rule setting—the results are a plethora of varying prescriptive or
advisory codifications of the rules of practice. some that directly conflict
with one another. In an unfortunate number of examples, the rules are
secret or proprietary, the property of the managed care company.

This critique is also based on the ethical weakness of micromanaged
care—that is, its tendency to preserve the delegated decision-making model
by substituting the guardianship of the third party for the benevolent author-
itarianism of the physician. There is little pretense that this model of re-
form concerns itself with the preferences of individual patients. The impo-
sition of third-panty rule often occurs through telephone conversations over
an 800 number involving 'the physician and the agent of the third party.
Patients are not involved. The irony is obvious: if physicians do not know
what works and what patients want, how can the third party claim such
knowledge? The substitution, however, is not simply that of one imperfect
agent for another. The micromanagers are agents of the payer, not the
patient. The intrusion opens the doctor-patient relationship to the free play
of various interests in setting and enforcing clinical rules, a circumstance
that offers numerous opportunities for irrationally and arbitrarily rationing
care and otherwise perverting the struggle 1o base clinical choice on the
preferences of patients.

The opposing model for reform centers on what would be required to
facilitate the sharing of decision making by patients and physicians. It
depends on a program of outcomes and preference research and on philo-
sophical inquiry to build the scientific and. ethical base for helping patients
make decisions that reflect their preferences. It depends on a new relation-
ship between doctors and patients, based on open communication and the
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development of new styles of discourse and trust. Shared decision making
competes for authority with micromanaged care. Each model seeks to in-
fluence clinical choice in specific nonemergency situations such as those
listed in Table 2-1, situations in which options exist and time is available to
reach a decision. Most commonly, these choices involve the elective use of
surgery, but the participants in the conversation are different from those in
the managed care model. There, the conversation takes place between the
payer and the physician; in shared decision making, discourse is between
the physician and the patient.

Because of its explicitly ethical basis, the shared decision-making mod-
el is preferable when fateful choices must be made beiween elective treat-
ment options that entail differing risks and benefits. In these situations,
rational choice depends on finding out what the patient wants. As noted
earlier, preferences cannot be diagnosed by physical examination, laborato-
ry tests, or questionnaires about symptoms or quality of life. A patient who
meets the managed care criteria of eligibility based on these objective fea-
tures of “appropriate care” may be prescribed a treatment he or she does not
want. The benefit-utilization curves that result under micromanaged care
look like those shown in Figures 2-4 and 2-5. It is doubtful that effective
comimunication with a patient can occur over an 800 number, no matter how
interested the micromanager may be in patient preferences. The shared
decision-making model is therefore appropriate for choosing treatments for
patients with such common conditions as angina, galistones, uterine bleed-
ing, benign hypertrophy of the prostate, cataracts, back pain caused by
herniated discs, and arthritis of the hip.

LINKAGE BETWEEN THE SUPPLY OF RESOURCES AND
MEDICINE’S IMPLICIT THEORIES OF EFFICACY .

The critique of third-party micromanaged care presented here alsc rests
on the likely futility of such an approach in effectively limiting undisci-
plined growth of the health care system. This is a weakness of the shared
decision-making model as well. Neither approach is likely to produce sys-
temwide containment of costs, which requires a macroeconomic policy;
reforms targeted at the microeconomy of the doctor-patient relationship are
insufficient tools for disciplining the macroeconomy. The reason is that
most of medicine’s resources are not used to execute discrete treatment
options specified by well-developed medical discourse. Condition-treat-
ment options such as those listed in Table 2-1 are the exception; most
medical resources are allocated implicitly in varying patterns or cascades of
acts undertaken to solve medical problems. The theoretical reasons for one
pattern of allocation compared with another are often implicit and inacces-
sible to precise rules of practice. Indeed, medical theories are often so
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closely associated with the supply of medical resources that physicians do
not even recognize them as explicit theories.

The effect of the supply of beds on the clinical thresholds for hospital-
izing patients is a good example. The supply of hospital resources varics
remarkably across geographic areas, and the amount allocated is unrelated
to illness rates or to explicit theories about the numbers of beds required to
treat most diseases. When more beds become available, they are allocated
across a broad range of medical conditions for which the clinical policies
governing admission and readmission rates are correlated with the supply of
beds. - In areas with fewer beds, patients with these conditions are more
often treated outside of the hospital. For only a few medical conditions are
the clinical thresholds such that iliness rates determine the probability of
hospitalization.

Let us consider the example of Boston, Massachusetts, and New Ha\ en,
Connecticut. Residents of Boston have about 4.5 hospital beds per 1,000
persons whereas New Havenites have only 2.9. Explicit rules of practice,
codified in medical texts. dictate hospitalization for all patients with heart
attacks or strokes, for those who need major surgery to treat their cancers,
and for those who suffer from major trauma such as a hip fracture. Diag-
nostic criteria for these conditions are explicit, and the technologies for
distinguishing the presence or absence of the condition are well advanced.
But hospitalization for patients with these conditions requires less than 20
percent of the available medical beds, even in low-bed-rate areas. Most of
the beds are used for conditions that exhibit highly variable patterns of
admission. Hospitalizations for low back pain are the single most important
reason for the difference in bed use between Boston and New Haven. Gas-
troenteritis is the second, followed by chronic bronchitis and pneumonia.
The implicit rules of practice in Boston, which have been adapted to the
greater supply of beds, result in a larger proportion of the population being
admitted, with more frequent readmissions and shorter intervals between
admissions.

The mechanism underneath the association between beds and admission

and readmission thresholds centers on the decision making of physicians .

who must decide what to do with sick people. Imagine someone who is
faced with the task of watching a conveyor belt that presents, in seemingly
random order, a series of balls—some black, some white, some in varying
shades of grey. The rules require that all black balls be picked up and put
on a shelf and that white balls be left on the conveyor belt. The sorting task
is to examine each of the grey balls and decide whether they should be put
on the shelf—but at the same time to save room for all the black balls that
must be put there.

The conveyor belt simulates the flow of patients through the emergency
room or the doctor’s office. The black balls are the conditions that all
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physicians agree require hospitalization; regardless of how sick the patient
may appear, he or she must be admitted. The white balls are those condi-
tions that are treated outside of the hospital. The task is to decide which
grey balls should be “admitted”—placed on the shelf. Each must be evalu-
ated as to its degree of greyness (relative illness). There are always more
grey balls {more sick people) than there is room on the shelf. The sorter
must find a way to deal with the problems presented by all of the grey balls.

Making judgments about degrees of illness and finding safe alternatives
for patients are difficult tasks and involve a great deal of uncenainty. If
beds are available, it is much easier to rely on others—the ward physicians
and nurses-—10 sort out the problems. It is far easier to admit a patient to
the hospital (put a grey ball on the shelf) than to search out alternatives.

Small area analysis reveals something that the sorters do not know.
There are fewer beds per capita in New Haven; consequently, the shelf
there is much smaller than the shelf in Boston—about half its size. In New
Haven, the sorter must spend more time evaluating shades of grey and
finding safe alternatives by making calls to the patient’s private physician,
eliciting the help of home health agencies, or arranging transportation to
nursing homes, hospices, or departments of social services.

Small area studies reveal another curious feature: about the same amount
of space on the shelf is held in reserve in the low-rate areas as in the high-
rate ones. Despite the greatly reduced size of their shelves, there is no
evidence that physicians in areas with low per-capita bed rates believe that
they are rationing effective services. They do not even use all of the beds
available to them. Clinicians in New Haven, like their counterparts in
Boston, tend to hold about 15 percent of beds in reserve. They seem un-
aware of scarcity and are satisfied that their theories of how hospital re-
sources should be deployed are appropriate. The chiefs of service at Yale's
teaching hospital in New Haven, when asked whether they were aware that
treatments were being withheld because of the area’s per-capita bed supply,
could identify no examples of explicit rationing. Indeed, as is so often the
case when the facts of variation are presented, the chiefs were not even
aware that hospital resources were relatively scarce in their community.

In the upside-down economy of medical care, supply comes first and
theory follows, in virtual equilibrium as practice style adjusts to ensure the
utilization of available resources. Thus, treatment theories governing the
use of hospital beds are sufficiently flexible to allow the use of available
beds, no matter what the per-capita level of supply; theories that establish
the legitimacy of the use of particular procedures justify professional work-
loads, virtually without regard for the number of specialists; and undereval-
uated medical treatment theory is sufficiently rich to permit the employ-
ment of internists and family practitioners virtually without regard to how
many there may be per capita. As clinical problem solvers, it is in the
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nature of physicians to deploy available resources, including themselves,
close to the point of scarcity. They do this in pursuit of treatment theories
that seem rcasonable and that might just prove to be effective. This behav-
jor is not the result of simple seif-interest: it arises from physicians’ percep-
tions of their role as healers, their faith in plausible theories of efficacy, and
their willingness to work to find solutions 10 the endless stream of problems
their patients present. . ‘

It is ciuite possible that higher per-capita rates of investment in health
care produce no net benefit over what is achieved in areas with lower per-
capita rates. Consider the evidence regarding bed supply. Much of the
additional pool of resources in Boston is invested in more frequent readmis-
sions of the chronically ill and in the care of terminal patients. In spite of
the 70 percent greater per-capita expenditure for Bostonians compared with
New Havenites, the mortality rates are the same, as predicted by the simi-
larities in demographic characteristics. In addition, the more than twofold
variation in expenditures for hospitalization among the 183 hospital service
areas of New England is not correlated with mortality rates.

Indeed, why should greater spending bring better results? In formulat-
ing an expectation about whether more should be better, it is well to recall
the contingencies that ‘determine the capacity of the health care system.
Capacity is not fashioned according to explicit theories about what works in
medicine. The optimal number of beds is unknown, and the number that is
actually built or supplied has no theoretical or empirical basis. (One looks
in vain to medical texts to learn how many beds are needed for treating a
population’s burden of illness for such conditions as back pain, pneumonia,
" and gastroenteritis.) The number of beds is the result of the way the hospi-
‘tal industry has grown. Per-capita rates are arbitrary, the product of the
opportunities and desires of institutions and communities—not of the needs
or preferences of patients, shaped by the possibilities articulated by medical

science. _ ,
This is easily seen in case studies that reveal the history of the planning
and construction of hospital beds. The populations of Waterville and Au-
. gusta in Maine are about the same in size. but Waterville has nearly twice
as many beds per capita. The reason is that Waterville hospitals were
constructed according to the dictates of religious and professional orthodox-
ies, a set of dynamics that resulted in three hospitals: a Catholic and a
Protestant hospital, each used by allopathic physicians, and a third hospital
reserved for osteopaths. In Augusta, only one hospital was built, an ecu-
menical institution shared by all religious and professional persuasions. The
medical care landscape in the United States is -contoured by the jagged
profiles of resource allocation exemplified by Boston, New Haven, Water-
ville, and Augusta. In each example, the intensity of construction is deter-_
mined by dynamics that are indifferent to theories of efficacy or even to




INNOVATION AND THE POLICIES OF LIMITS ' 25

simple rules about the necessary numbers of beds in relation to the size of
the population. ’ '

The number of physicians who are trained is governed by equalily arbi-
trary policies, many of which were formulated in the 1960s, a period of
great concern about medical scarcity. The number of physicians trained for
each specialty is the product of administrative and political choices rather
than a response to the resources required to produce services dictated by an
answer to the “which rate is right?” question. In the case of procedure-
oriented specialties, supply is well in excess of the number of practitioners
needed to produce treatments that physicians agree are efficacious. For
example, when neurosurgeons enter medical markets, they almost invari-
ably find that the available supply has already taken care of the demand for
surgical management of brain tumors and head trauma, which are the proce-
dures that all physicians agree are nceded. Neurosurgeons thus must invest
most of their efforts in treating conditions for which there are valid nonsur-
gical options. The most common are two condition-treatment options listed
in Table 2-1: back operations and carotid artery surgery. Although it is
reasonable to conjecture that more of such surgeries might produce some
benefit, the studies noted earlier suggest that the amount of neurosurgery
now being supplied under the delegated decision model could well exceed
the amount patients want when they choose according to well-informed
preferences.

SEEKING LIMITS

It is quite possible that the current crisis in health care in this country
may stem from the excesses of an economic sector dominated by supplier-
induced demand and professional uncertainty about the value of medical
care—and not from patient demand based on medical progress. The excesses
arise because of errors in the assumption of neoclassic economic policy that
capacity would be limited and the quality of care maintained by medical
efficacy and patient demand, mediated through the physician who serves as
the rational agent for patient and society. The effects of these errors are
now increasingly apparent:

*  Qualiry is poor. Patient values are not paramount in the decision to
use care; information on options {and on the state of medical progress) is
not freely communicated; and services (whether wanted or not) are pro-
duced with varying efficiency in regard to outcomes.

*  Cosis are ous of control. The supplies of resources are created (in
increasing amounts) without regard to explicit theories of efficacy and with-
out knowledge of the shape of the benefit-utilization curves for medical
interventions and of the amount of resources needed to produce the services
patients want.
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»  Access is diminished. The decentralized structures that have fi-
nanced care through insurance are increasingly unable to provide products
that are affordable to business or to individuals without employment-based

insurance.

It seems very likely that the 1990s will bring policy decisions that place
explicit limits on the medical care system in the United States. although no
model of governance has emerged as an odds-on favorite. It may well be
impossible to reach a national consensus on what to do, in which case the
initiative will fall to the states. If so, several models may evolve, but their
shapes should be governed by certain principles and guidelines that find
their empirical justification in the epidemiology of medical care and in
ethics. '

The first principle concerns the géneral welfare: ir is safe for patients
and in the public interest to place global restrictions on growth in the
capacity to provide medical care. Studies of geographic variation in services
in this country provide solid evidence that the capacity of the hospital in-
dustry and of the physician work force is now well in excess .of that re-
quired to provide services that are efficacious and that patients actually
want. Most medical resources are allocated to treatments for which the
theoretical basis for allocation is implicitly associated with the supply of
resources and for which there is no empirical evidence that more is better.
The nation can and should deal directly with the forces of inflationary
growth in the health care sector—with the policies that determine the num-
bers and distribution of manpower, the size of the hospital industry, and the
quantities of technology. The excess in capacity means that the amount
spent on health care {(as a percentage of GNP) can be directly limited and a
health care system achieved that is in equilibrium with other sectors of the
national economy—without fear that valuable services must necessarily be
rationed. .

The second principle concerns the welfare of those who do not now
have access to care because they lack insurance: full entitlement of all
Americans to health care can be instituted without increases in the propor-
tion of GNP invested in health and without a loss of welfare to those now
insured. The fear that policies that extend health care entitlement to all
citizens will exacerbate the cost crisis is unwarranted; the dynamics that
determine the capacity and costs of health care markets are to a large extent
independent of illness rates and the demands of patients. To see why this is
s0, let us return to the analogy of the person sonting the black, white, and
grey balls. Physicians are unaware of the relative size of the resource
shelf—that is, of the per-capita quantities of “supply” invested in their
markets; put another way, they are unaware of the relative size of the popu-
lation they are serving. For example, two-thirds of the population of Ver-
mont could move to Boston before the relative size of the Boston hospital
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resource shelf approaches that of New Haven. The testimony of physicians
in New Haven—and the statistical evidence that resources are held in re-
serve equally in all medical markets, regardless of the relative per-capita
rate of resource investment—tells us that if the increase in population size
occurred gradually, no one in the medical care industry serving Bostonians
would notice the difference. The major change in practice style would be a
change in the threshold for hospitalization—a more careful sorting of grey
balls. The biggest change in the rates of use of hospitals would be for back
pain, gastroenteritis, and chronic bronchitis.

Fewer than 15 percent of Americans are completely uninsured. An
understanding of the epidemiology of medical care leads to the prediction
that their entitiement would permit them to be absorbed into the health care
system without loss of benefit to those now in the system and without any
special increase in aggregate expenditures, The capacity to treat the unin-
sured is already there; what is needed is to make it possible for them to
compete for the attention of the health care system on an equal basis with
the insured. In a steady-state situation, the increases in costs for treating
the uninsured will be offset by the savings realized by reducing utilization
among those now insured.

The third principle concerns the interests of patients for whom expen-
sive medical care is effective in a system characterized by excess capacity:
the resources required 1o meet unmet needs (e.g., prenatal care, bone mar-
row transplants, long-term care) should be obtained by reallocation of ex-
cess capaciry and not by rationing effective care. From the point of view of
patients with costly diseases, the reallocation of excess capacity is a more
humane way to meet unmet needs than is the deliberate withholding of
expensive, effective care on the grounds that the benefits are too costly. If
the people of Oregon decide that total resources for health care should be
limited, then resources to meet unmet needs should be reallocated from
arcas of excess capacity. Oregon has its own Bostons and New Havens.
Rather than withholding specific treatments such as bone marrow trans-
plants, which are known to increase the expectation for life (and that pa-
tients are known to want), this principle recommends the reallocation of
resources now invested in excess supplies of hospital beds. Large quanti-
ties of resources are thus available for reallocation. If the practice patterns
of Boston were more like those of New Haven, 700 hospital beds would be
unused, and in 1982 dollars, $300 million would be available for realloca-
tion to other medical needs (Culp et al., 1987).

INNOVATION AND THE POLICIES OF LIMITS

Policies of limits that emphasize the rationing of care through prescrip-
tive rules of practice, that is, through the micromanagement of the doctor-
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patient rclauonshlp, have very different implications for innovation than

policies that set limits that have been developed in accordance with the
principles set out in the previous section. The differences are key. At the
level of the microeconomy-—the doctor-patient relationship—the latter poli-
cies emphasizé the underdevelopment of clinical science, the entanglement
of preferences, and the implicit nature of much of medical theory. At the
level of the macroeconomy, they emphasize the opportunities for meeting
unmet needs that globai limits and strategies for reallocating excess capaci-
ty open up. These opportunities also include the development of the neces-
sary professional infrastructure to deal with the weaknesses in the scientific
and ethical! status of the doctor-patient relationship. A suaccessful policy of
global limits has the immediate consequence of buying time to learn what
works in medicine and to sort out the many conflicting. explicit theories
governing resource deployment in the treatment of discrete conditions such
as those listed in Table 2-1. But the several European and the Canadian
models for managing the macroeconomy show clearly that setting global
limits does not of itself lead to improvement in clinical science or to the
development of models for clinical decision making that emphasize patient
preferences. For innovation along these lines to prosper, policies to achieve

global }imits must be linked to a science policy that builds the infrastructure
for ev aluating medical theor} and promotes new models of the doctor-pa-
tient relationship.

The introduction suggests some of the characteristics of a science poli-
cy that would promote “rational” innovation under both policies of global
limits and of managed care. Such policies would encourage the develop-
ment of new ideas and technologies and their systematic evaluation in a
context that fosters the progressive growth of a more fully rationalized
microeconomy, namely, a doctor-patient relationship in which decisions are
based on information about outcomes and on the preferences of patients.
This chapter also draws attention to the sources of medical ideas and the
current processes of evaluation to highlight the importance of problem solv-
ing in everyday practice as a source of medical theory. In addition, it
emphasizes the lack of standardization in innovative processes when they
occur in the context of the daily practice of medicine.

The varying sources of medical ideas and the complexity of the innova-
tive processes of medicine have an important implication for science policy:
evaiuative research must be closely linked to daily practice. They also
suggest two goals and two processes of evaluation:

1. the goal of theory evaluation, by which alternative treatments for
common conditions are tested in a comprehensive, systematic approach; and

2. the goal of process evaluation, by which the various configurations
for packaging technologies and organizing human resources and levels of
skill are explicated and evaluated.
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The first goal involves outcomes research, the second involves quality man-
agement, and their linkage is the relationship between their ends and the
means for achieving them.

Let us briefly consider the requirements for building an infrastructure
for the evaluative sciences in medicine. The first volume in this series
discussed the various disciplines that constitute the evaluative sciences and
the rationale for their introduction into mainstream thinking in medical schools
(Wennberg, 1990b). It also discussed the policy basis for outcomes re-
search and an organizational strategy, the patient outcome research team
approach, for meeting the ongoing requirements for evaluation of estab-
lished treatment theories, as well as innovations as they emerge, These
teams—PORTSs, as they are becoming known in the United States—are part
of the infrastructure being developed by the Agency for Health Care Policy
and Research, a new federal agency that represents the first explicit effort
on the part of government to articulate science policy for the evaluative
sciences.

There is a certain irony that public policy to rationalize health care
should develop in the one nation among Western democracies that Brian
Abel-Smith (1985) labels the “odd man out,” the single example of a nation
that has failed to establish policies of global limits on expenditures. The
need for rational reallocation is most acute in systems of care in which
marginal spending on innovation is inhibited by policies of global limits.
Strategies for avoiding explicit health care rationing by reallocating excess
capacity to meet unmet needs for effective medical care depends on the
successes of the evaluative sciences in identifying examples of excess ca-
pacity and establishing evidence that care is, indeed, effective. It should be
much easier to build the necessary infrastructure in systems of care in which
the societal commitment to set limits is in place—once the problem of
professional uncertainty and excess capacity is understood by policymakers.
At lcast in principle, systems of care governed by policies that rationalize
the deployment of manpower and budgets can redefine professional tasks
much more easily than is now possible in the United States, with the impor-
tant exception of prepaid staff-model HMOs such as the Kaiser Permanente
Plan or Group Health Cooperative of Puget Sound.

The reallocation of professional time and talent toward the two goals of
outcomes research and quality management is a clear example of a potential
advantage that Canadian or European models have over the United States.
For the sake of argument, let us assume that the health care industry, like

“any other high-technology industry, should allocate 10 percent of its earn-
ings to the development and testing of its products. In the health care field,
investments of this order of magnitude are now made only by well-capital-
ized pharmaceutical and medical device industries, and as the example of
off-label uses of drugs such as prazosin shows, this does not lead to full
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rationalization of even drug-related clinical theory. The problem is the vast
undcrcapitalization of the evaluative function within the ongoing practice of
medicine. Resources to evaluate innovations arising in clinical practice or
to undertake the quality management tasks that in most industries are part
of the production process have not traditionally been made available by
covernment or the private sector. One of the most constructive steps con-
sistent with the principles outlined in the previous section would be to
allocate a substantial proportion of the health care budget to the task of
building the necessary professional infrastructure in the evaluative sciences.

Canada offers an example of what could be done in a system with
global limits in place. Canadian physicians are currently paid much less on
a per-procedure basis than their counterparts in the United States, resulting
in longer work hours and greater productivity in terms of the numbers of
procedures performed per physician; as a consequence, the rates of use of
many common surgical procedures (and probably a good number of diag-
nostic procedures) in Canada rival those in the United States, even though
the supply of specialists is considerably less. Some of the excess capacity
that Canadians now allocate to such procedures could be safely allocated to
conduct outcomes research and build the professional infrastructure for man-
agement of quality. Leading physicians who are interested in these tasks
could be safely recruited from active practice without fear that the reduction
in services would harm patients. (This could be done on a half-time basis
to allow these physicians to remain clinically active.) Such an effort would
not require a reorganization of the fee-for-service financial structure but
only the willingness of the provincial government to negotiate salaries for
physicians who chose to invest part of their professional time in this man-
ner. Networks of recruited, professional talent linked to centers for the
evaluative sciences, would form the infrastructure for a varniety of evalua-
tive tasks as well as the dissemination of results. Presumably, such a strat-
egy would also be cost saving, because the total cost of care per active
physician—the stream of medical acts he or she initiates or sustains—is

_very likely to be much greater than the total cost of research per physician-

investigator. A commitment to evaluation along these lines holds the prom-
ise of rationalizing a spectrum of current inefficiencies, particularly in the
management of quality and the explication of as yet unrecognized variations
in the processes of production.

An all-payer or single-payer model also offers another opportunity for
rapidly increasing the level of sophistication of practicing physicians in the
evaluative sciences, in particular their understanding of the relevance of
evaluation for the everyday practice of medicine. Medical education has
been primarily geared 1o the production of medical students and the training
of medical residents; in situations of perceived manpower scarcity, this
focus is quite natural. The current situation of excess capacity presents a




INNOVATION AND THE POLICIES OF LIMITS 31

new challenge and opportunity for medical education: to pay attention to
ongoing learning requirements in a field with rapid technological change
and to commit to a mission of lifetime learning in which skills are reshaped.
knowledge rebuilt, and careers refashioned to meet changing needs. Again,
in Canada, these policies are within reach. Just as the existence of excess
capacity justifies the redeployment of professional talent to build capacity
for the evaluative sciences, it also justifies periodic salaried sabbaticals
from clinical practice for all professionals, including physicians, nurses.
administrators and others.

In theory, the British National Health Service provides similar flexibil-
ity for the reallocation of professional workloads. Moreover, the special
role of the British general practitioner, the unique responsibility he or she
bears for initiating referrals, offers a splendid opportunity for development
of the new model for the doctor-patient relationship based on shared deci-
sion making. Rationalization of treatment patterns for specific conditions
such as BPH ultimately depends on rationalization of referrals from primary
care to specialty care—on the development of what in the United States is
called the cognitive role of the physician.

It is no coincidence that governmental policy encouraging the evalua-
tive sciences developed first in the United States. The issue of practice
variations and the need to improve the scientific basis of clinical decision
making have been prominently discussed in professional journals as well as
in the lay press. The linkage of practice guidelines to outcomes research
and the growth of the idea that micromanaged care will contain costs brought
together the critical support needed for a new federal initiative, the Agency
for Health Care Policy and Research, at a time of budget deficit and reluc-
tance by Congress to take on new tasks. The tensions between the trend
toward cost containment based on micromanaged care and the needs and
requirements for rational innovation continue to grow. The implications of
micromanaged care for the innovative processes of the pharmaceutical and
medical device industry, as well as for surgical innovation, are now being
widely discussed. In some cases, the emphasis on cost-effectiveness and
reallocation will seem commensurate with the goals outlined here. But in
other cases, the restrictions operate in the other direction and affect the
weakest link in the evaluative process: the assessment of innovation within
the context of everyday practice, At a time when the expansion of practice-
based infrastructure to support innovation is needed, rules that restrict the
funding of “experimental” technologies are being more rigidly enforced.
Moreover, the increasing sensitivity to cost shifting, that is, the effort on the
part of the purchaser to get the “right price,” penalizes most the academic
medical centers that traditionally have been the most productive sources of
medical innovation. This is unfortunate, given that the health care system's
situation of excess and professional uncertainty requires just the opposite.
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Nevertheless, things are changing. Whatever the shape of the new
American health care economy, the policies of reform, if they are to pro-
mote rather than retard medical innovation, must assume the obligation to
build the scientific and ethical basis of clinical medicine and contain re-
source consumption within limits acceptable to the wider society. The
obligation to reform the scientific and ethical basis of clinical medicine can
be summarized in four guiding principles:

1. knowledge about relevant treatment options should be freely com-
municated to patients;

2. the choice of intervention from among opnons that work and that
society is willing to provide should be based on the patient’s preference;

3. the production of treatments should be continuously improved; and,

4. new as well as conventional treatment theories should be continu-
ously assessed and reassessed.

The opportunity to build a productive microeconomy, to keep the doc-
tor-patient relationship free from intrusions by the state or by third-panty
micromanagement, depends, in turn, on a public policy for health that deals
with the problem of limits and innovation. The challenge to the policies
and politics of reform is to (a) set limits on the growth of supply; (b)
reallocate excess capacity to productive purposes; (c) support the lifetime
learning requirements of the profession; and (d) build the professional infra-
structure required to learn what works in medicine and to produce services
efficiently, free of supplier-induced demand.
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