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THE WHITE HOUSE 

WAS HI N GTON 

February 27, 1995 

MEMORANDUM TO BRUCE LINfSEY ._1. t 11 

FROM: CAROL H. RASCO~ r 
SUBJECT: Mark 'Pryor's Proposal on CPT Codes f~ 

As part of the Regulatory Re~iew Initiative of Reinventing Government II, a "health 
industry" working group is considering ways to simplify Medicare coding and 
reimbursement. I have forwflrded to !them Mark Pryor's proposal to revise the current 
procedural terminology (CPT) code definitions. . 

CPT is a systematic listing anl coding of more than 7000 physician services that 
provides uniform language to describb these services for physicians, payers and patients. 
CPT codes are used by both public ptograms and private insurers. Mark Pryor proposes to 
simplify CPT code definitions for the Medicare program so that payment would be linked 
only to diagnosis. 

While the health industry worRing group has found that there is certainly room for 
improvement in Medicare billing, my !initial view is that this proposal is not the' best way to 
reduce costs and complexity in the Medicare program. First, many of the problems . 
identified in Mark Pryor's letter have already been solved by revisions in CPT (as he. 
acknowledges).. In addition, a -system that limits payment for a procedure to a specific 
diagnosis will not reflect the complexi,ties and variation in medical practice. The same 
diagnosis can require -different treatme1nt options depending, for example, on a patient's 
condition. The system he envisions rJight automatically deny payment for a treatment if it 
is not the treatment linked to the diagAosis. Finally, because the CPT system is used by 

I 

private payors as well as Medicare and Medicaid, a change in Medicare will require payors 
to maintain two coding systems and rJay actually increase paperwork _ and costs. 

Please let me know if you haJ any additional questions or concerns. Also, please 
feel free to contact Jennifer Klein at 6b599. -
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TO: 
FROM: 
DATE: 
RE: 

Carol Rasco 
Jennifer Klein 
2/25/95 

Letter from Mark Pryor on Medicare CPT Codes 

\ Attached please find a suggested response trom you to Bruce Lindsey. I apologize 
for the delay, but I had trouble gettin~ Elaine Kamarck and Marjorie MacFarlane to 
respond. In fact, they have still not responded but told me that they do not think they have 
an opinion about this. 

Please let me know if there is anything else I can do on this. 
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February 3, 1995 

MEMORANDUM 

To: I Carol Rasco 

Elaine Kamarck 'yI.

Fro~: Bruce ~indsey 1- . fEB  0 \995 
Subject: Execullve orderfio1 MedIcare . . . 

I know HHS has had somediscllssions regarding this matter. I don't know 
enough about the substance to khow whether this proposal has merit, but it 
sounds like something we should evaluate. 

• 
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RE: Executive Order For Medicare 
I 

Dear Bruce: 

Enclosed for your review is a draft Executive Order. It provides
for a way to cut Meciicare, Part B, 'costs while not reducing 
Medicare services. . \ . '. .' . . 

Since Medicare is'different.from most government programs, let me 
offer this brief explanation of the problem and the ~olution. By 
way of background, the\fOUndation for the Medicare Part B 
reimbursement payments is the Current procedural Terminology 
(CPT) Codes developed thy the' American Medical Associatio'n as 
medical records codes and-adopted by the Health Care Finance 
Administration (HCFA) as reimbursement payment codes. These 
codes have some imprecision and incompleteness as payment codes 
and HCFA has.beenslowito make adjustments. ,As an example, it 
has been est1mated tha~ 30 percent of the re1mbur$ement payments 
in the Medicare Part B \systemare improperly coded. 

This proposal would reJise the CPT code definitions based on 
input from .the.provideti level, so that those codes are accurate 
reimbursement codes. Ilf implemented, a private group would . 
delineate and define ea,ch medical act;ion, technology, and method 
in concise language th~~ is understood by HCF~, providers and 
carriers~ Then, each w,ould be connected to a medically necessary 
di~gno$is and each defi~ition/diagnosis would be tied directly to 
a single reimbursement payment code. 

In addition to fixing a\ faulty foundation, other benefits of this 
proposed request for proposals would be: 
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• 	 Achieve roughly six percent reduction (over $3,000,000,000) 
in current Medica~e Part B reimbursement payments, without 
reducing medical ~ervices. 

• 	 Curtail the rOUghlly eleven percent potential growth (more 
than $6,000,000,000) resulting from "gaming" the present
codes. 

• 	 Reduce the "hassle factor" and-claim rejections for 
providers, therefdre getting payments-to them-sooner and 
increasing their 9laims efficiency~ 

• 	 Provide methods tol adopt to -future changes in clinical 
protocols in medidal technologies. 

• 	 Establish a continlUing educational communications system at 
the grass roots level and at the carrier level. 

e 	 Establish an ongoihg monitoring system for identifying 
errors and abuses.1 - '. - _ . 

e, 	 Pr,ovide accuracte data. for HCFA in making future decisions. 

For your revi~w, I am p~oviding a few examples of coding problems 
with Medicare Part B. Please note that some of the these 
problems have already been corrected by HCFA, but they are 
illustrative of what is going on out there in the field. As you 
can tell, this proposal could save billions of dollars-in' 
Medicare. 

I pass along this rough draft executive order ~s a starting 
point. I certainly understand that it is important for the White 
House to feel comfortable with its language. Please feel free to 
contact me if you have ~ny questions or suggestions or feel free 
to get some of the staff in touch with me if .they have questions. 

! 	 ,

PLEASE NOTE. It is my belief that time is of the essence with 
this proposal. Since w~ last talked, this idea has been shopped 
around with several majbrity members' staffs at the House of 
Representatives. In addition to individual members" the Ways and 
Means Committee staff has also seen information relating to the 
proposal., They are aware that we have passed along a draft 
executive order, but itlwas not provided to. them. I am told 
there is a high degree 0f interest on Capitol Hill in this 
proposal. Also, the,De~ocratic staff for the Senate Aging 
Committee has been contacted about the same idea. . 
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It is my belief that this proposal fits neatly into the 
reinventing government program pushed by this Administration. In 
that regard, I have passed this ,same rough draft of the executive 
order along to Marjorie MacFarlane at the Vice President's 
~ffice. . 

I hope ·you will give this matter strong consideration and send it 
through the proper chanrtels at the White House. 

-We look forward to workJ'ngwith you, the White House staff and 
the Vice President's staff to make these reforms become a 
reality. - If I can be oi any 
hesitate to contact me. 

MLP: jas 
Enclosures 

l:juI23H164 

furthei a~sistance, please do not 

. Cordially , 

-WRIGHT, LINDSEY & JENNINGS 

YYl~'£ 
. ~ 

Mark L. Pryor 
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I
Mr. Chairman and Hembers or the suboommittee 

I am pleased to be hele today to begin a dialogue with this 
Subcommltte~ about the cur~ent state of the Medicare program and, 
more importantly, about it~ future; The members of this 
subcommittee have long hadl an understanding of the complexit s 
of the Medicare program and the vulnerable population that we 
serve f and have contributej'd to maj or improvements in the program 
over the years. Medicare is a popular and successful program. 
believe we need to work together to improvi on the program's 
success and strengthen it for its beneficiaries and the taxpayers 
who support it. 

We in HeFA have been rorking very hard to make the Medicare 
program an effective I . affo.rdable and "customer friendly" program 
for beneficiaries. At th~ same time, we have been workiri~ to 
implement administrative~nd program improvements which maximize 
the lfficiency and cost e~!~ctiven~ss of l~e progldm: .r want to 
:.c~in oy reViewing some o~ our re~ent efforts and suc~esses and 
then provide you with an overview of our efforts in the area of 
managed care. Finally, I ~ould like to discuss some of our 
initiatives to improve th. administration of the Medicare 
program. 

I. ~BUCCESSES 

Medicare is the world's largest health insurance program and 
by many measures one of. the most successfu.1.. It began in 1966 as 

, I 
a Fede~al health insurance program for the elderly and was 
expanded in 1972 to cover Idisabled persons and those with End 
Stage Renal Disease (ESRD). The Medicare program was established 
because our vulnerable populations had difficulty obtaining 
private health insurance ctoverage. 

Medicare is adminiJtered largely by private contractors 

~nder our supervision. 1* 1994, Medicare served almost 36 . 

million persons under Parts A and B of the program. Aged 

.Medicar~ beneficiaries nU~ber 32 million, 3.6.million are 
disabled and 77,000 have ESRD. Medicare has agreements with 
over 65 contractor~ to prbcess beneficiary claims. In FY 1994, 
.over 750 million claims w~re piocessed and Medicare paid more 
than $159 billion for medical services, treatment and equipment. 

. 	 I ' 
Today, we maintain Medicare's commitment to serve the 

most vulnerable. Medicarb is the lar~est payor of the elderly's 
heal th care expenses. ASI' the. Subcommittee examines the future of 
the Medicare program, I would urge you to consider the following 
important facts about Med~care beneficiaries. 

o 	 Relatively few Medicare beneficiaries can be considered 
finanCially well'-off. Approximately 83 percent of program 
spending iri 1992 was on behalf of those with incomes less 



than 	$25,000. (CHART 1) 

o 	 Currently, 20 percent of our beneficiaries are either 
seniors ag~ 85 and o~der, -most of whom are women, or persons 
with disabilities indluding End Stage Renal Disease (.CHART 
2) • 	 I 

o 	 Third, per capita heJlth care spending for aged 
beneficiaries is 4 t~mes the average for the under 65 
population. I 

Medi;are is succes~fJllY fulfilling its mission and 
beneficiaries continue to lexpress a high degree of satisfac.tion 
with the program. Milli9ns of elderly and disabled Americans 
now have health care coverage and a quality of life that they

" 	 " I
would otherwise lack, thanks to the Medicare program. 

, I"Innovative program Administration 
I 

"2 
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The Compositi,on of the Medicare Population, 1992 
Elderly, Disabled and Ef,RD 
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Electronic Submission of Claims 
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primary contribution to lower Medicare projections is slower 
growth ,in Part A Hospital IInsurance expenditures. The decline in 
projected Part A growth r~sults primarily from a decrease in 
foreeasted hospital co~t inflation and slower growth in the 
complexity of Medicare inpatient cases. . 

i 

II. MANAGED CARE AND THE MEDICARE. PROGRAM 
I 

Today, anydiscussio~ of the quest to enhance cost 
effectiveness, as well as Ithe accessibility of quality medical 
care for beneficiaries, mdst include managed care. We are 
commi tted to working with IYou to improve and !il\xtend the man,aged 
care choices available to our beneficiaries so .that they have the 
full range of managed car~ options. available tO,the general 
insured population. The dornerstone of our policy is informed 
ch6ice ina fair marketpl~ce, in which b~neficia~ies have full 
and objective information land are not discriminated against on 
the basis of relative need. , I 

Manaaed care is not ~ new concept ~ ,~ th2 ~edlcare program. 
Since its-inception in 19~6, a portion of Medicare beneficiaries 
have received care througH managed care arrangements, Enrollment 
is increasing, and t.fe ant~cipate continued strc,.lg growth as ne..!ly 
entitled beneficiaries, ~~o are more fa6iliar with managed care, 
enter the Medicare progra~, 

cu~rentlYI 74 percenJ of Medicare ben~ficiaries have access 
to a managed care plan and 9 percent of Medicare beneficiaries 

have chosen to enroll in d managed care option. 1994 was a year 

of impressive growth in Mddicare managed care, we experienced 

double digit increases botih in olan enrollment and the number of 


,plans participating in th~ program '. Plan enr.ollment increased by 
16 percent. We now have 11 counties where 40 percent or more of 
our beneficiaries are enrdlled in managed care, an additional 30 
counties with enrollment ~etween 30 and 40 percent, and more th~n 
44 counties with enrollmeAt between 20 and 30 percent. 

. t I, 1 ' . b' More ~mpor ant for future enro Iment growth is the num er of 
cOhtracts with managed care plans. In 1994, the number of our 
Medicare managed care pla~s increased by 20 percent~ Many of 
these new contracts are i? regions beyond those that 
traditionally have had a strong Medicare managed care presence, 
In our Philadelphia region, the number of contracts increased 
from 6 to 16 and in the Bbston region contracts increased from 4 
to'9. 

i 

I 
As we work, to extend! and broaden managed care options for 

Medicare beneficiaries, we must be aware both of the practical 
limitations of a rapid ex~ansion of managed care in ~edicare and 
Of past failures of overly aggressive efforts in both the 
Medicare and Medic~id pro~rams. Th~ movement to managed care 
cannot outpace the capacity of managed care plans to serve large 

l 
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numbers of new enrollees, particularly those with the expensive' 
and special health needs of the Medicare population. 

. I 
In addition, for Medicare to benefit from·the expansion of 

managed care, we need to improve the way Medicare pays managed 
care plans. Managed ca're Icurrently. costs the Medicare program 
r~ther than achieving savings. Our evaluations have suggested 
that Medicare pays 5.7 pe~cent mbre for every en~ollee in managed 
care than would have beenlpaid if the beneficiary had stayed in 
fee-for-service. The reason for this is that they attract the 
healthier members of the Medicare population whose health care 

'costs are lower,. Effortslare underway to improve the current 
payment methodology so itjdoesn't act as a barrier to the 
expansion of managed care; We have initiated several research 
projects and demonstratiorls to address this situation and we 
expect to have preliminar~ results later this year. 

Medicare beneficiaries themselves must determine the pace . 
of ":.:.eir ·movement to managE":: care. The emt->has1 .. r.1hSt be on 
cboice. Managed care will Isucceed a& managed care' plans are able 
to prove the value of their products and as beneficiaries 
r~cognize the benefit of ~he coordination of c~re and case 
management that high qual~ty managed care plan~ can provide. 

NEW MAN~GED CARE OPTIONS I ' 

'Medicare S~LECT. . h d I 

Experlence wlt Me lqare SELECT should be part of our 
efforts to improve curren~ managed care options under Medicare. 
We believe, however, that ~ny expansion of SELECT should be 
preceded by a serious exa~ination of our experience under the 15
State demonstration. We have looked at this experience and have 
two areas of concern. . I . . . . . . . 

One major concern is with tha adequacy of beneficiary 
protections under Medicare SELECT. There is no requirement for 
States to revi~wthe actual operations of the SELECT plans once 
they are approved to assurf that quality and access standards are 
being met. We feel strong~ythat beneficiaries should not have 
to worry about the qualit~ and access provisions of their 
Medicare choices. We loo~ forward to working with the 
Subcommittee on this imp01tant issue. 

Our second concern i~ whether Medicare SELECT will make any 

contribution to increasing the efficiency of the Medicare 

program. A§ you know, Me~icare SELECT was. designed to ~reate a 

hybrid of managed care an~ Medigap that would be beneficial both 

to beneficiaries and to Medicare. Our experience under the 

demonstration, however, is that plans generally achieve savings 

for beneficiaries through hospital discounting arrangements 

rather than the active management of'care or the efficiency of, 




the SELECT networks. MorJ than half of the current SELECT plans 
are hospital .only network~. We believe that suth plans do little 
to contribute to the incr~ased efficiency of the Medicare program 
and the Congress should uryderstand this ?s it considers making 
the SELECT program perman,nt. Some advocates of SELECT have· 
proposed to expand the discounting arrangements to Part B 
services. We wouldoppos~ such a modification since' it would 
actually increase Medicar~ costs, as physicians increase 
utilization to recoup th~ir discounts. 

, I 

Given the impending 4eadline for the expiration of the 
. authority for Medi~are SELECT demonstration and the need to 
examine the de~onstrationlexperience, the Congress may want to 
consider a quick extension of the demonstration for existing 
plans through the rest cf Ithe calendar year. This 6 month . 
extension would addre~s the current uncertain state of the 
existing Medicare SELECT ~lans and provide ample time to examine 
the experience under the demonstration and to determine the 
change~ t~ SELECT that shduld he m~de ~a~~d ~~ demonstration 
experience. 

PPO option 

We want to make avai~ableto beneficiaries a new preferred 
provider organization (ppd) option. 'This option has prov~rito be 

. very.popular in the comme~I'cia~ market, a~d.ma~y of us have a6cess 
to PPOs. We believe that MedIcare beneflclarles should have the 
same range of choices. U~der the PPO option, would face n6minal 
co.paymen.ts if they stayed lin plan but would have the option to go 
to any physician at any ttme, if ~hey were willing to pay the 
cost-sharing. . . I ..... 

In developing a PPO option for Medicare, we hope to learn 
from our experience with ~he Medicare SELECT demonstration. 
Medicare SELECT plans hav~ limited incentives ~o manage total 
costs. Under the PPO opt~on( plans would be at some risk for 
Medicare benefits. Our objective is to ensure the ~ame quality, 
access, grievance and app~al procedures as we do now in Medicare 
risk and cost plans. We ~ope to be able to work with the 
Subcommittee On the FPO o~tion in the mohths ahead. 

aanefioiary Education 

We need to do a better. job ~f informing benefi~i.ries about 
the managed care and Medi~ap ~hoices th~t are available. The 
current lack of informatidnin the face of such a variety of 
choices generates confusion which works against managed care 
options. To understand tHeir choices, beneficiar have to 
negotiate through differe~ces in benefit packages, cost-sharing 
structures and premium amdunts. Beyond this need for 
information, beneficiarie~ are also be faced with entollment 
periods that vary by plan andi in the case 6f Medigap, with 
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heal th screening and undelrwri ting. Beneficiaries who in1 tially 
enroll in a managed care ~lan lose their one time option for open 
enrollment in Medigap. I 

We would like to do everything possible to make managed care 
options veiy attractive tb beneficiaries. We think we can do a 
better job of helping the~ to understand th@ advantages of these 
plans. 

QU~lity and M~n&q8d Care 

Today, managed care organizations providing services to 
Medicare and Medicaid ben~ficiaries are required to have internal 
quality assessment and improvement programs to identify ways to 
improve th~ deliv~ry of h+alth care services and the health care 
itself. We also require ~ndependent external reviQw of quality 
of care delivered to our beneficiaries. 

HCFA is working in cd1l3bcration with r.he induc:try on a long 
cerm effort of develaping!a slngle set of measures that could be 
used by all payors to add~ess the full range of a health plan's 
membership and performanc~.

I 

The first phase of tHis effort centers on major performance 
measurement projects unde~way in both Medicare and Medicaid. 
These are designed to hel~ us develop measures that are focused 
on the special needs of oJrdiverse populations. . 

In Med~caid, we are ~Orking collaboratively with National 
Committee for Quality Assurance (NCQA) state Medicaid agencies,I 

consumer advocates and m~~aged care organizations to adapt the 
~ommercial sector's stateJof-the-artparformance measurement tool 
HEDIS (Health Plan Employe!r Da'ta and Information Set) to the 
needs of the Medicaid pro~ram. 

We chose HEDIS as the template for our Medicaid effort for' 
several reasons: 

o 	 HEDlS is viewed by mo~t of the leading state managed care 
programs as the apprdpriate model for Medicaid. Some states 
are already adopting HEDIS. We feel it is important to 
provide some national leadership. 

o 	 We want to coordinate with the private sector and take 
advantage of the significant an-alytical groundwork already 
produced by NCQA, so ~s to ~inimize potential reporting 
burdens on our manage1d care plans, many of which are 
adopting HEDlS. 

In Medicare, we are beginning to pilot test a new, 
performance based approac~ to Peer Review Organization (PRO) 
review of HMOs developed uhder contract with the Delmarva 

6 
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Foundation. These measures reflect the ~pecial health needs of an 
elderly and disabled popblation, for example, in management of 
chronic conditions. ihe~e ~easures will them be considered in 

I ' 

conjunction with the broader HEDIS effort. 
I 
I 

Payment/competitive Bidding 
1

As r discussed above, concerns about thQ payment methodology 
tor risk contractors hasibeen long standing. Currently, we 
determine ratas, on a yeatly basis, and plans decide whether or 
not to enter into a contract each 'year based an the rates. These 
'I ' rates, called the Adjusted Average Per capita'cost, (AAPCC) I are 

developed for aach count~ and are based an fee-for-service costs 
in the area. County rates are then adjusted for age, sex, 
institutional and'Medicaid status: no adjustment is made for 
health status per se. p~ans have been concerned with the 
adequacy I stability and e1quity of the AAPCC. Early an, when I 
became Administrator of H:1CFA, I invited the industry to come up 
with a!":-:. ... 1atives to the AAPCC. We stil.!.. have dO sig:-.ificant 
alternatives. ,I, , 

, One ~oncePt that ha~ recently received widespread support 
and attention from industry, academia and co'mmercial payers is 
that of "competitive bidd~ing. ,Proponents of competi tive pricingII 

models claim that the' methodology will result in payments that 
mare accurately reflect the true costs of doing business, in ' 
addition to promoting effiCiency through greater competition 
among health plans. I ' ' 

We think that this is a promising idea, and we would like to 
test variants of it as de~onstrationi in a number of geographic

I 

areas. In order for the gemonstrations to be useful, we believe 
that competitive bidding .hould become the payment methodology 
for all Medicare managed ~are plans in the demonstration areas. 
As, always, beneficiaries ~ill still have the ability to choose to 
enroll in managed care pl~ns 0r remain in fee-for-service. We 
would be interested in working with the Subcommittee on the 
structure of a competitiv~ bidding de~onstration. 

, I' 
III. IMPROVED PROGRAM MANAGEMENT 

Managed care optionslwhile of growing importance to the 
administration of the Med~care program are not the whale story. 
We are actively working to improve management throughout the 
program and to make contiMued innovations in the fee-for-service 
program. '" 'I 
Customer Service Initiatives 

I 
Under the leadership IOf President Clinton, Vice President 

Gore and Secretary' Shalal~, we at HeFA,have focused our efforts 
on making sure that our n~arly 70 million ben~fic1aries (Medicare 

J 
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and M~dicaid) receive th~ health care they ne~d when they need 
it. This means that beneficiaries come first in all that we do. 
HCFA has undergone signi~icant internal and external changes to 
insure that the Jlcustome~ first 1/ phi losophy becomes a, real i ty. 
Throughout the agency, w~ are working to i~prove communications 
with beneficiaries -- whethet it be one-6n-one in person, on-line 
through the computer, ov~r the telephone, tht6ugh ,out numerou~ 

, publ ications or through the media. ' 
, ,'I
The nature of the Medicare program is such that there are 

numerous other people and\ organizations that have closer contact 
with beneficiaries than ,HCFA. They are also our customers and 

-our partners in providing\healtticare services - providers such 
as hospitals, nursing homes, home health agencies, Physicians and 
medical suppliers; contra~tors (carriers and intermediaries) that 
process and pay Medicare ~laims; and, Peer Review Organizations 
that assure the quality of health care services. 

I 

~e hal'. developed a ~eL of cu~tomer E~rvice standards that 
a~~ly to our interactions !with beneficiaries and ou~,partners. 
These standards apply to ~ll of ou~ commuriications, claims 
processing activities, cu~tomer satisfaction, ~~nsumer choice, 
health care quality and p~ogram administration~ For example, we 
are workihg with our customers to make our publications and 
notices easier to understalnd. We are simplifying Medicare ,claims 
administration so that cla,ims determinations will be more 
consistent. We are placin~ a premium on measuring and improving 
customer satisfaction through the use of surveys, focus groups 

. and meetings. \ ' 

We ,also believe that the need for integrating delivery 
systems will become more ahd more critical as out population 
becomes increaSingly diver~e and older with more chronic care,' 
needs. In order to meet these needs, it is clear that HCFA must 
maintain ~ collaborative r~lationship with its partners in the 
provider community and assist them to improve their focus on 
customer service. several\such initiatives are already underway. 
HCFA is examining all of t~e long-term care services provided by 
both Medicare and Medicaid\and is considering ways that these 
services can be better coordinated with one another and with the 
acute care system. A simi~ar review of home health care programs 
has also been und~rtaken. , 

Frau~ an~ :Abuse \ 

,I ff 
starting at the Office of the Administrator and at every 

level of HCFA, we have expdnded and strengthened our efforts to 
root out fraud and abuse against Medicare and Medicaid and to 
vigorously pursue those whd commit such illegal activities. We 
operate in a partnership, rtot only with the Department's Office 
of the Inspector General, but with the Department of Justice, 
including the FBI, state a~d local law enforcement agencies, and 

\ ' 
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our contractors .. Further, HeFA is increasingly Bxercising its 
authority to suspend pay~entsto providers and suppliers when 
evidence of fraud existsl, ,. 

I 
In addition, HeFA i~ reviewing and changing programs and 

policies that have been found most vulnerable to abuse, For 
~xampl~, in order to bet~er monitor fraud and abuse related to 
durable medical equipment\ (OME), HeFA has changed the procedures 
for claims processing. Four carriers are now responsible for DME 
claims processing rather ~han the previous 31 carriers, a system 
Which provided DME suPPlibrs opportunities to submit claims to 
the ca,rrier whose payment. \ policy was most liberal. The new 
system of using four regimnal' carriers reduces the chance for 
fraudulent billing becaus~ suppliers must submit claims to the 
carrier in the region wh~~e the beneficiary resides. 

I . 
The use of more soph~sticated.data processing systems, such 

a s the ~1TS system I tha t r :d iscussed ea r 1 ier, urther increases 
tro chance::; of detecting aberran: patte!:"!ls til _ might .l.r,uicate 
abusive ~ehavior. The MTS\ system ~~_~ 9re~tly improve HeFA's 
ability to screen Medicare,claims for errors and fraud. 

I 
IV. CONCLUSION I 

I 

I 
For thirty years, Medicare has been insuring the nation's 

elderly and disabled. We know from our focus groups, and I think 
you are all aware from int~ractions with your constituents, that 
beneficiaries feel a certa~n ownership of the program. This 
feeling is justified .. We r...'!ant to work with you to make 
responsible decisions inpl~nning the next ~teps f6r the future 
of the Medicare program. w~ look forward to working with this 
Subcommittee as we expand choices aviilable to beneficiaries 
without compromising quality, access or value. 

i 
I 

9 




./ 
THE WjH ITEI:i,oUS E 

WASH I NGTON 

SUBJECT: 

i 

March 15, 1995 

"'-~-fU!"'-C~'. ';. . 
. , '''''''>"'''''.. 

. .. .."". 
. . . 

.. . , ..-. , ''':'-;''' 

As you know, the most recent HHS projections for the Medicare and Medicaid baseline" 

between 1996 and 2000 were' $94 billion lower than the estimates' in the August 1994' 

Midsession Review. Qf this $94 billion, $40 ~illion of th~ ~~viJjgs were for Medicare 

spending. . 


.,·You mentioned in your March 3rd press conference that Medicare managed care contributed 
to this reduction in the baseline. Secretary Shalala has made similar suggestipnsin the paSt, 
although she now understands that Medi¢are managed care as currently structured is not' , 
producing Medicare savings. ,The reduc~ion in the HHS'Medicare baseline was actually the· 
result of other factors, including programmatic changes implemented during your 

, Administration that have improved effidency and' reduced fraud and abuse, and the lowering 
of overall in..~ation in the economy. 

BACKGROUND 

. As ·currently desi~eQ,. ,M~~,~care managfdcare actuall)'in~re~~es program spehding .. :While . " . --_. '. '';;''' ..' 
the ,industry. argues. persuasive Iy that they are able' to reduce costs .with managed care, the , 
Federal 'Government is rio~enjoying co~parabie savings'.' Instead. t~e savings achieve'd by 
Medicare HMOs are ·1a:J;'g~.Iy passed along to beneficiaries ·in the form of Medigap benefits, 
e:g. f prescription drugs~Eearing; vision,/ aild/of'i'etaiIied by the HMO~ themselves. in the fQf111 . 

.. --:-. of higberearnings/profits:There are two features of current 'Medicaremanaged :cart~programs' '.,-. 
: that:ex'plain'why they 'do' provide inade9uate sav~ngs{or the Fede'ral govenplent:'. --;"",' 

_L' ">' 

'Fi'r~t, CBO'and OMB ':~~~~pelieve tlIat IMedicar~'s <::urrent rei~.burSement rate 'for HM·Os. is ....· 
too' high :and actually l<>..s~ijnoney on each beneficiaryernoUeCi. ~edieare"now"pays . . 

'. participa(iQgJ;IMQ{a'~capitatedpaYrrie~t that ifcakiIlatedat 95 percent of the cost of ......;:".""". 
" ,,"'4. , • "'.! ,'-:-_ ;:-- __ 'n -~ _ "... .' ,'-- ",.,'" ...~ _~,i'~...'~"';-"..-.',. 

... providing care'to fee-for-service beneficiaries in an area. ·At·the time'0f the enactment'of " .. , . 
. .. '" .. I·· .. , . ,"'"

the Medicate HMO law (TEFRA - 19i72), there was too little experience in the program- to _. ....c. 
. .... I . . 

know what level of reimbursement was appropriate. The 95 percent number was chosen to 
'. provide an incentive for HMO partici~ation in the program while capturing some savings for Medicare. 

http:1a:J;'g~.Iy
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The current reimburse~ent formula does n9t adequately control for the fact that, on average, 

people who enroll in HMOs are healthier (~heir ~osts if they had remained in fee-for-serviCe 

Medicare are often less than 95 percent of the average), and subsequently Medicare overpays 

HMOs for the.cost ofprovidingeare to them. In fact, CBO estimates that Medicare.pays 5.7 


. percent more for beneficiaries in managed be than it would if they had remained in the fee
.for-servicesector.:Iri regions where fee"':.!~r-service costs are disproportionately higher.than . 
. managed care.costs -.,- which happens in 4eas with very-competitive managed care markets 
..- th~ payment fOI1llula .0verpa,Ys HMOseTn more.. ..:. .... ".. ': . : ...; ... ; ":". :;_,,'.,. 

The . Second..£JJ¥acteri~!ic in the Me~icare.:f~maged care· program that may. increasecq~!,~~ . _ 
. the option fOF.:..benefici~ries to-disenroll every 30 days.· There is anecdotal evidence indicating 

.." ...--..-that beneficiafies:,diSenroll from an.HMO-Jnd seek care in. the fee--:for.""sei:vice sectorEmce.;~:",-·· 
. . .. they. get seriously: hL The ..under!yif!g theoty behigd .managed car~ savings~ howe~er,.. \sc.that:::, ' 

" capitated...payments .provide im;entives: to .kfep ~Qsts. down when enrollees '.become-Sick:. ,'When .... 
,enrollees :~n :l~_~ve managed car~ ar:ra.nge~ents when they.r-get seriously ill, th~ incentiv.e~, .". ' 
faced, by.HMOs to managti care. e.f{ectivelY Cl_r~..minjmized. ·Under this, scenario;· managed 
care could potentially further increase Medicare_c.osts ... , .c.· .. __ . . 

Many Republican~.'i~the Congress have sJ~ested.that--significant savings . can be achieved·~· 
through. the utilization of managed care in Ithe Medicare program. While they have yet to. .'. 
release details, proposals that CQuid guarantee savings ofthe magnitude that are being 
discussed 'would restrict choice, particularl~ for lower income bendiciaries. It is therefore not 

'surpFising that elderly advocates are partic~larly wary of proposals for capped vouchers that 
.have been suggested by Republican analysts. ,The HMO industry also is not likely to lead.the .. 
charge toward initiating any significant~h~nges to the program since, for the reasqns outlined 
above;'they are generally q!Jite satisfied with the current Medicare payment arrangement. 

FUTURE ADMINISTRATION AcrIOfs .... ... 

We are conducting an intensive review of imanaged care options to develop an Administration 
.. '. . pOsitionon.this issue. There is a strong dommitmentto moving-forward on the man;:t.ged cru:e 

front by. OMB and HHS, ~nd the Departrrient has testified to this effect jn recent weeks. In 
contr'ast to the' approaches being advocated by some Republicans, the managed care. models~
such as a new Medicare PPO model:"':-that have, been referenced in,Administration testimony· 
would increase:theuse of-managed care by expanding·the choice of plans available to·, ' .. 

:... beneficiaries; "But the Administration proposals would not r~strictbeneficiariesf ability to 
'remain in the fee-for'-service system~ Without modifications in the reimbursement . 
methodology, however,such proposals w9uld probably.~cost.money ~~ at least over the short-· 

;Aenn.. -We are . currently .studying the political and policy feasibility/ad~isability,of ~ltemativ~" .' 
managedcareC;()ptions that would significdntly reduce. the growth of 'Medicare spending·;",- .," .

" '- ,,' ,.", .. , . ' " "''''I· .,' .. ", ..... 

,. ....r..'.' ~ • . ",:'We are· also 'soliciting·.inp4J from private sector managed care firms (such as FHP); . and ,we' ....... ". 

. believe this ,relationship has the potential to yield some interesting results .. While any vjable. . . --, 
, , managed care.proposal is'unlikely to gen6rate significant Medicare savings in the short Jemi; ,.._.., .. 

":::;:;":. we believe 'that : movement towardmanagJd. care in the' Medicare~program has the potential·t0::";"· :"" ,',. 
produce savings over the long term. We !will.keep you apprised of -the status of our work hi ...~' 
this area. 
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. . P1I ...e TRUST FVND SOI,.VJ>NCY PROBLEM . 

. . . i . 

Unlike'dl, Republicans, This is Not a Jbif.Dl Democrats Just Discovered. The President. his 
Administration ond the Democrats have l:Io~n.concerned about Medi~e ttm:tfund from the beginning. 
OBRA 1993 and economic improvements rFsulting from this legi51~tion have strengthened the trust fuud 
and pushed Ollt the insolvency date by thre~ years. Furthermore, in the context of brOader reforms, the 
Administration's proposal would have extended the life of the trust fund another :s years. Tbe . 
Republicans ~ected each and el'ery initiative that would have strengthened tbe Medicare Trust 

. Fund.. 

The Medicare Trust Fund Is a Long-Term Problem that Needs to be Addressed. Of COUr:5V with the 
aging of our population. there is a long-thm solvency pIOblem for the Medicare trust fund. This is 
nothing new, but it need~ to be addressed.! It needs to be addressed thoughtfully, outside the budgetary 

.procc:ss, and independent of partisan polirao. . 
I 

. In Contrast to the Democrats, the Rep~blicans Rave Just Di5C01'ered this Issue. In the last two yem, 
,all the RepubliCans have done has been t9 oppose OUI efforts to improve the Tro.st Fund. As a matter of 
foct, the only proposal they have put forth (their bX O1t for the highest income seniors -- the top 13 
percent) actually exa";ro.t ...be probleml_ .. 

. I . 
The Republicans are Usin1: tbe Trust Fund as a Smoke. Screen for Cuts. Let's be.clear: Their 
proposals have nothing to do with the lopg-term solvency issue; they do not add!ess the underlying 
problc:m5 of an' aging population. TheJ;epubHcans want to usc the Medicare program as a bank for their 
tax (UtS for the wealthy and to fulfill th~ir ca,mpaign promisc:s. 

I 
When they Finally Put Forth a Det8il,bd Bud:et and Commit to Dealing ~'ith Medicare In the 
Conte)ld of Serious Health Care RefoRll, the President Stands Ready to Work Toward a Real 
SOlution: CUrrently, the: issue of Mcdickc: 1:S only being addressed by RepUblicans a~they face. a political. 
crisis to find funds to pay for large tax leurs for the welt-off and fulfill their enmpaign budge~ promises. 
When Republicans finally put forth a blJ.dget that is detailed and makes clear they are not slashing 
Medicare to pay for tax cuts, the Presiqcnt stands ready to work with Republicans to address the real 
problems facing the Trust Fund and the Am.encan people in the health care system.I . '.' 
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i , 
REPUBUe,AN MEDICARE CUTS 

Republicans are considering plsms that would cut Medicare funding by between 
$250 billion and $305 billion between q.ow and 2002. Slashing Medicare: at this lc:vc:l 
,translates into 20% to 25% cuts in 2002 &0111:: for this pIOgram· serving our most vulnerable 
Amcrlcam -- the eldetly and disabled./ ' 
'. I " 

COERCION INSTEAD OF CHOICE: Managed care simply cannot produce anywhclc near 
! the magnitude of Federal savings being suggested by the Republicans withoet turning 
Medicare into a fixed voucher progmm;. 1bat would put Mcdkare's 36 million beneficiaries, " 

,many of whom have prc-existing condItions; into the ptivate insurance market to shop fOJ 
wbat tbey can get. With a fixed and Iftnited vouchert beneficiaries would have to pay far 
more to stay in the current Medicare ptogram if laIge savings are to be realized. That's not 

.choice. that is financial coercion. I 
I 

I 
ADDING TO ALREADY WGH CO:STS FOR SENIORS: Today, despite their Medicare 

. benefits, health care consumes major amollnts of older Americans' income. According to the 
Urban Institute, the typica! Medicare beneficiaries already dedicate a staggering 21% (or 

.. $2.500) of their incomes to pay for ~t-of-pocket he.'3lth ~e expenditures. 
I 

I 

$3,100-$3,700 Out-of-Pocket Payments; If the Republican cut~ ($250 billion to 
$305 over swen years) are ev~nly distributed between hoalth care providers and 
beneficiaries, the cuts would apd an additional $815 to $980 in out-of-pocket burdens 
to Medicare beneficiaries in 2Q02. Over the seven year period. the typical beneficiary 
would pay between $3,100 to $31700 more. . 

, I 
I 

Redu(;(: Half of Social Security COLA: The Republicans say they aren't cutting 
Social Security, but these Medicare cuts are a back-door way of doing just that. By 
2002, the' typical Medicare bebeficiary would sec 40 to SO percent of his or her cost
of-living adjustment eaten up1by the increases in Medicare cost sharing and 
premiums. In fact, about 2 ntillif.>D Medicare beneficiaries ""ill have all or more than 
all of their COlAs consumed/ by the RepubHca.n beneficIary cost increases. 

I 
$40-$50 Billion in Cost-Shifting: Assuming the otber half or the Republicans' cuts 
go to provideIS, bos-pifals. physicians and other providers would be targeted with 
between a $125 billion to $l~O billion cut over seven years. In 7002 alone l a $33 
billion cut in providers would be needed. E~'c;n if only one-third of Medicare provider 
cuts ovcra.ll are shifted onro bther payers (an assumpUonconsistent 'Yith a 1993 CBO 
analysis), businesses and rattimes would be forced to pay a bidden tax of $40 billion 
to S::'Al billion in increased pr'emiums and health care costs between now and 2002. 

I 
I 

Rural and Inner City Hospitals At Risk: Cuts of this magnitude, combined with the 
growinguncompensatw ¢'''U'~ bUl'den (which wt.l1lld be further exacerbated by Medicaid 
cuts and increases in the: nurpber of uninsured), would place rural and imler-'-city 
providers in jeopardy bc:ca~e they have limited or no ability to shift costs to other 
payers. As a result, quality iand access to needed health care would be threatenf'..d. 

II . 
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'1 
THE BEAUTY OF MEDICARE GltOWTH 

• 	 Despite the current rhetoric, M~icare e.xpendHu:rc- growth is comparable to the go~ 
in private heitlth il'liUr~. I .... '. . 
.. 	 Under Administration esinn.tI.te~· Medicare spendju,g per person is ptojected to 

grow over tho next five years at about the same rate as private health insurance 
spending. Under COO estimates, Medicare. spt!nding per penon is projected to 
iJOw only about one perbenta,gc point faster than priva.te health msurancc. 

I 
.. 	 So, unless Medicare canl' control costs substantially better than the private: 

sectOI, beneficiaries and ,providers would.be: forcc.d to shoulder the burden of 
the huge cuts being proPosed by RepublicanS. 

. . 	 I 

! , 
. 	 . I 

MAJOR BURDEN ON RURAL AMERICA 
I 

Reducing Medicare payments woJld di~proportionately hann rural hospitals. 
I 

.. 	 Nearly 10 million Medicarb beneficiaries (25% of the: total) live in rural America where 
there is often only a singl~ hospital in their COWlty_'These ruI.al hospitals tend to be small 
and serve large numbeIS of Medicare patients. 
. 	 . I. . 
SignifiClint CUt5 in Medicare revcnut;S bas great potential to cause a good number of these 
hOSpitals, which already Je in financial distress~ to close or to turn to local t~payers to 
increase what are already Substantial local subsidies,

i 
.. 	 Rural residents are more l:ilcely than uIban residents to be uniImuIcd, :so offsetting (he 

efieot6 of Mcciicare; cuts ~y shifting CQ&$ to private payers is more difficult for b'Ulall rural 
hospitals.' . ' 

I 
i .. 	 Rural hospitals are ofte!! ~e largest employer in their commu:tlitie.si closing these hospitals 

will result in J"ob loss and physicians leaving these communitie3. 
. 	 , . , ' 

UNDERMIN.ES URBAl'" SAFETY NET 

•• 
. 	

! 
I 

Large reductions in Medicare payments would have a devastating impact on a significant number 
of urban safety-net hospitals. Th~se hoopitals already are bearing a disproportionate share of the 
nation's growing burden or uncobpensated care. On tiv~rage; M«licare accounted rOI' a bigger 
share of net operating Rvem,lJs for these hospItals tban dAd. private insurance payers. 

I 
i 
I 
I· 
I· 
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REPUBUCAN MEDICAID CUTS 
I 
I ' 	 ' 

Republicans are c.onsiderdlg cutt~s federal MediQaid fwldh1& by $160 to molt) than 
$190 billion between 19fol6 lUld 2002. The: Republicans claim that they are not cutting the , 

'program) but simply reducing the rate of growth. Yet, these technical number disputes avoid 
ihc real question: WllO will be hurt, wh6 wH11ose, coverage and who will lose benefits i~ $160 
,to $190 billil)n are cut from a program that provides critical health care serviCes. It also 
ignores the fact that 3 to 4 percent of ptogram growth is for the increasing llumbel of people 
,beinocovered1 without which millions kore Americans would be UninsW"Cld. 

~ 	 'I' , ' 
o 	 8.EAVY BURDEN TO FAMILIES FACING LONGTERM CARE: While most 

people think that Medicaid helps only low-inCome mothers and children. about two
thirds of Medicaid funds are sptnt on services for elderly and disabled Americans. 
Without Medicaid, woxki,ng fam;i1ies with a p8rcnt, or spouse who nc:cd lODg-t~rn1 carc 
would faco nUlSing home bills tha.t average; $38,000 a year. 

I 

• 	 MANAGED CARE SA',]NG~ NOT NEARLY SUFFlCIENT: Savings from 
managed care cannot produce aDy\Vhere near the magnitude of cuts proposed by the 
Republicans. Two-thitds of M;edicaid fundG are tip&nt on the eld(llly and disabled, and 
there is little t(I DO evidence that putting them in managed cart: can produce savIngs. 
And.because; the baseline projettions already assume that a growing number of 
motherS and children on Medidaid will be in managed care plans, there are little 
additional savings Left in the re;maining one-third of the program. 

I 
.• FLEXIBILITY CAN'T MASK DEEP CUTS: Republicans defend thtlStl cuts by 

saying that what they ar~ doinS is giving added ncxibJUry to states through block 
grants. 'Issues of flexibility can't mask the inevitable fact that states are being asked to 
absorb enormous federal cuts +- forcing them to cut spending for education. law 
enforcement or other prioriti~! _-.i and thatlg unrealistic. 

I ' " 
UKELY IMPACTS: So let's look a~ what these ~ts ~ally mean. Even accounting for some 
managed care: savings, they mean dec-p cutS in eUgibiUty,' benefits and payments to doctors; 
hospitals, nUISiDg homes and other h~1th careprovideIS. If the Republicans were to cut $160 
'to $190 bil1ion betVr~een 199{1 and 2002 and those cuts were divided evcnly between 

eliminating eligibility for elderly ami/disabled bencf'icianes j eliminating eligibility for 

cbildrcn, cutting services, and cutting provider payments, that would mtlall -- iIi the year 

2002 alone --that: 
 I 
• 	 5 TO 7 MILIJON KIDS WPULD LOSE COVERAGE; swd 
• 	 8005000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES 


WOULD LOSE COVERAGE; alld 

• 	 'l'ENS OF MaLlON LOSE BENE:nTS; All prc:vc:ntive and diagnostIc screening 

scD'ices for children, home h'eaIth (',arc and hospiQr services would ,be eliminated - 
as well as' dental care if the $190 billion were cut; and .. . 

. • 	 OVER TEN BILLION REDUCED TO HEALTH CARE PROVIDERS: Already 

low payments to health care providers would be reduced by $10.7 to $1.2.B billion. 


I 
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MEDICARE/MEDICAID ems: 

BUSINESS, PROVIDER AND ADVOCA.CY GROUPS' RESPONSES 


The National AasoejatioQ of Magufacturel] says: 
. . ! 

/!AeraS§' tht!. board reducftotlt: in. IMedi~re aM Medicaid] .should be avoldw, since they are 
likely 10 exacerbate cost-shifting to tllelPrivate Sf!,ctor." (Fe.bruary 11, 1995) . 

Eastman Kodak says; 

HMy mu..t:agff. to you as yot, wrestle wit? the gT'C7'f'ling (""'Osts of the Medlcare.program t.s that 
.gt'6Qter use of managed care (md aggr~ssive purchasing Of care on the part of the 
gotte.rnment are more approprttlte solutIons than massive across-the-board cuts in. payments 
to providers) which te.,;ult in cost shi/tiJg or an invisible tax on companies providing coverage

I ' 

to employees in the private sector." (k(arch 21, 1995) 

" r 

AnJtricaQ Hospihd Assoclat1qn says; I 

;'One of every foUT hospitals in the Urlued States is in. 'serwus trouble) / and with. deep 
reductions in MediCIJre grO';l.'i:h will be 'forced to cut service{$ or close: its doors. /I (A.pril 13, 

1995) I 
liThe wrong way [to reform MedicareJli."i to dt;> business as usua~ letting short-sighteil 
political pressures squeeze Medicare spending and weaken a program that needs t<> remain 
strong for our nation's seniors. 'f (Febri,mry ~ 1995)· . . I 
ilSixty-fout' percem of the: e:lectorate b~lieves rJt.ar tfyou ran for Office saying that you tttOUld 
not cut social· security, omi ifcangres1 votes this year to cut Medicare then that Member of 
Congress has broken their campaign ~Tomise. " (April 1995 Polling Data Report) 

Am~ricaD AssociatioD of Retired, reiSQoa saJ.$. . 
" , I ' 

"MedtcQr€ Wfls h4rcUy discussed in. 
. 

the
I 

last election; and there was certainly no mandate 
from the electorate to change the system.1/ (March 28. 1995)

I ' 

Medicare cuts /I"",'ould mean that overIthe nett 5 year3 older Ame;ricans would pay at least 
$2000 more cut ofpoclcet than they "iould pay lmiler cun-em law. lInd over the next seven 
years they would pay $3489 more ma, Ofpocket.'" (March 6, 1995) 

I 
I 

"... fTJhe total number of Medicaid beneficiaries in need who would lose len.g-tarm care 
sf!T1Ik-:es... couJd reach L75mlllioH in 11M yenr 2000." (March 6, 1995) , I 

I 

I 
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, . I 
The National Cmmcal of $cpior CitiUps fi83'JU 

. I 
I' 

"The fact3 do nor warrant a pan.ic apprd!Jch or a :fundamental recasting of Medicare. The 

.. trust fund is not about go belly-up; a sellen-year wirulow does not merit a panic buttDn. It 


. i 

ItThe levels. of the cnts in Medkare cQnt1mpkit~d by the Sernate a,rd House Bu.aCee Committee5 
. I 

will 1U)t jU9' ~fate ihe jinanCf'.$ of milli.oru ofolder dtize11S, but more imporrantly, they 
'will devastate tht: hopes for a secure i healthy old age for all Americans." (April 1995) 

Older Women's League SBP;: I 

IIWe receive I!undrtJds of letteriS from w&men who are'alreildY forced to chose between payi1zg 
for fOOd a:nd rent and buying much nee~ed medicine that is not covered by their Medicare. 

/ 

Substantial cuts iii Medicare will literally take food out of the mouths of these older women. /I 

.(January 10, 1995) . I .' 
I 

.cbi.Idren'tt DefenSe Fund Sal~i 

I 


"States CQuld make these cuts in severdl ways: by raising taxes substantially; by excluding 
groups of children from programs ()~ p'utting them on wajtinclist.,f~· by reducing benefits or 
the quality of$IJrvices; 01 by making l~-income families pick up. mare costs through co
payttl~rtts (Znd foes, Regardless of whi~h merhod is chosen, the overall effect would be large. 1/ 

(April 1~ 199:;) I 
i 


Catholic Health Msod;diop says; I 

.' l· 

ilBudget cuts of such magnitude [ils Medtcare and Medicaid] would attack tile very fiber of 
these programs and, in fact, dedmate !them. Consequentlyl tll2. Catholic Health Association 
believes chat Congress should put aside consideration 0/ tax cuts for now and refocus the' 
debate an how best lQ $oive the delict} p1'oblem. 1/ (March.4 1()95)' . 

I 
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THE WHITE HOUSE 

wAs H I NGTON 

17 April 1995 

MEMORANDUM TO 	 ERSKINE BOWLES. 

CAROL RASCO 
 I 

GEORGE STEPHANONPOULOS 
MARK GEARAN 	 I
BILLY WEBSTER • . 

FROM: 'Harold ICkes~ 

SUBJECT: 30th Anniversaty of the enactment of th 
Program' , 

Attached is a copy of a self-explanatory 6 April 1995 letter to 
me from Lawrence F. 0 Bri'enl, III pointing out that July of 1995' is the 30th Anniversary of the enactment of the Medicare Program 
and suggesting that we try tb take. advantage of it. 



'. 


'. ' LawrenJe F., O'Brien, III 

April 6, 1995 
I ' 

Mr. Harold Ickes 
Deputy Chief of Staff 
The White House 
1600 Pennsylvania Avenue 
Washington, DC 20500 

Re: Medicare ~ Thirty Years Young 
Dear Harold: 

You and I have had occasion to speak previously about Medicare and the potential virtue of 
, I 

anniversary dates related to the creation thereof. . 
. i 

July of 1995 constitutes the 30th anniver~ary ofthe enactment of the Medicare program. I am 
not sure which Democrats are still around who may have been active in support of founding 
the program (John Dingell, for one, perh~ps) but if memory serves, I seem to recollect that 
one now very prominent Republican, Bob Dole, has been on the scene long enough .to have 
recorded a vote .against Medicare back in 1965 (as a member of the House). A little research 
may reveal a few others. 

~: A well conceived and orchestrated "celebration" of the 30th birthday of Medicare's creation 
. might contain many virtues. Amongst thbse, a planned event or series of events could serve 

to dramatically drive home which political party was basically for it and which one was not 
and also point up that "the one" that waslnot supportive wants today, in the CongressionaL 
majority, to entrust to itself an effort to scale back or reshape the program. Something about 

I 

a fox and the chicken 'coop might promptly come to mind. A run of punchy radio ads aimed 
at Medicare concentrated populations may also be suggestive, ~s part of a birthday bash., 

The Democratic Party has a lot in which it can take pride. Medicare is assuredly one of our 
,prime ac~omplishmentsin the modem era and it was achieved only after a bitter battle. Why 
not get some fresh political mileage out 6f Medicare's history? 

! . 

I Regards,· . 

iff'"' a~ // 
, I /

./ 
" " cc: The Honorable Chris Dodd ,.I·~ 

, ",/I/~The Honorable Martin ,Frost 

The Honorable Don Fowler 




'Was \tJalhn, 

5t7Mtt-VjlrJ, htlfev .I--~ ~q1 tW ( \Ill 0 .. w or /(' ,n 9 

v.llt-I-) A!II\.l) t,l4t r sh()u1v/ ltJav't V(4J'Z(J 

J&'n, iAqo f/t)(d .J-htd &flAy wowld VJttl{" 

U7 m t . A- ~ til {} J J I (Y! rp r,y . 
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iTHE WHITE HOUSE 
I 

\ WASHINGTON 

, 
I 
I, 
\N?vember 2, 1995 
I 
I, 
\, 

Alan R. Nelson, M.D. I 
Executive Vice President \ 
American Society of Internql Medicine 
2011 Pennsylvania Avenue, N.W. 
Suite 800 
Washington, D.C. 20006 

Dear Dr. Nelson: 

Thank you for writing tio share your views about vouchers for 
Medicare beneficiaries. I dm sorry it has taken me so long to 
respond. I know that in the\ interim you have had ongoing 
conversations about this and\ other issues with Chris Jennings and 
Marilyn Yager. I 

\ 

As you know, the Clinto~ Administration has expressed real 
concerns about the Republicart voucher proposals. We firmly 
support increased choice for ~edicare beneficiaries, including 
managed care options. Howeve:r, we do not support any plan that 
forces ~edicare beneficiaries! to pay more to keep their current 
fee-for-service option. \ 

I 

I know that you share th~ Administration's concerns about 
the level of Medicare and Med~caid cuts proposed by the 
Republicans. I hope that we dan continue to work together to 
improve the efficiency of the ~edicare program while preserving 
and protecting it for future g~nerations. 

\ 

Carol H. Rasco 
Assistant to the President 
for Domestic Policy 
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THE WHITE I-lOUSE 

OFFICE 1F DOMESTIC POLICY 


CAROL H. RASCO 
Assislant to fh~ President for Domestic Policy 

To: .--------~~ttJ, i 
1-------------·--1----
i

Draft response for POTUS 1 

.1nd forw3rd to CHR by: _,_'  f-I 
Drafl response for CH~ by: -k.-~:lll~----_. 
PleJse reply directly to Ihe "Ilriter . 

(copy 10 CHR) by: ___-+___________________.--:_. 
, 	 I 

Ple,lse aelvise by: 1 
! 

lei's discus;;: ___-'-!________________________ 

For your infor!11~ti,)n: ___	L1 _______________________ 
1 

Reply using form cO(/<.>: 	 1 
--------~-------

File: 
1 

Send (;opy to (original If) CHR): 

Sclwdulc 7: U)Cc('PI [J Regret

I 

, ~! 

,.',\ 
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KEEPING MEDICARE AFFORDABLE 
I 

RECOMMENDATIONS OF THE 

AMERICAN SOCIETY OF INTERNAL MEDICINE 


: 
EXECUTIVE SUMMARY 

Thirty years ago, the Medicare program was created to ensure that the nation's elderly would not 
be denied medical care when they needed it. Today, almost all Americans over 65 feel secure in 

I 

the knowledge that health ·careservices willlb~caccessible to.them..-. The Ar:nerican Society of 
Internal Medicine, representing the nation's largest medical specialty and the principal providers of 
medical care to Medicare beneficiaries, is cdmmitted to preserving this contract with older ' 
Americans. However, in the face of changidg demographics, burgeoning costs and the need to 
restrain overall federal spending, the Medicare program is facing an unprecedented challenge. 

I 

Respondil1g to this challenge will require both immediate change.s. in the program's financing and 
current risk contracting program as well as long-term reforms to broaden beneficiaries' choice of 
insurance options, control costs through enhanced competition and instill a sense of responsibility 
among all those involved. with and affected by its policies. .' , . 

, :' 

This set of recommendations is ASIM's resp6nse to pOlicymakers calls for proposals to address 

the need for fundamental changes in the MSdicare program so that it may continue to be a 

reliable source of medical care for the natio~'s elderly well into the new century. For ASIM, the 


I . 

overarching philosophy on which these Med.icare reform proPQsals rest is that of shared . 

responsibility. '. 


. Physicians have a responsibility to deliver cijlre to greater numbers of Medicare patients urider 
health care delivery systems that will increasingly require them to accept financial risk and to be 
accountable for the cost and quality of their clinical decisions--and to compete within this new 
system on the basis of cost and quality. 

. . 
Medicare patients have a responsibility to consider the costs of'alternative sources of health care' 
coverage, to be willing to contribute more inl out-of-pocket costs if they choose more expensive' 
coverage and--for those who can afford to-to contribute more to the financial support of Medicare I . . 
so that those of lesser means can afford coverage. . 

Taxpayers have a responsibility to accept c~anges in the tax code that would raise revenue and 
introduce positive incentives into the health bare system including a limit on the tax deductibility of 
employer paid insurance and increased taxes on tobacco. '. , .' . . . 

The insurance industry has a responsibilitY Jo compete in the new system-not solely on price or" . 
risk avoidance but on benefits offered and quality-anq to accept reasonable standards to protect 
beneficiaries who choose private insurance boverage . 

.' I 
And the federal government has a responsibility to assure that the government's contribution 

remains adequate to. guarantee .that all. ben~ficiaries can obtain high quality coverage through 

traditional Medicare and private 'sector alternatives-and to provide sufficient 'overs!ght over the 

market to protect patie~ts' interests. 
 I . 
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Changing the Medicare Financing System 

Steps can be taken now to reform the current Medicare program so that future efforts to change 
the system need not be enacted in an atmosphere of crisis. These steps include: 

1. increasing the eligibility age for Medicare to align it with eligibility for Social 
Security . 

.. ··2•.increasing·the .amount...contributed:by ..upper income. ..beneficiaries to .financing 
the Medicare system. 

3. applying the Part B coinsurance to home health services. 

4. including in taxable' income the value of health insurance benefits beyond a set 
value of insurance premium. 

5. limiting disproportionate hospital share (OSH) payments only to those facilities 
that. in fact, care for a disproportionate share of Medicare patients. 

6. increasing federal excise taxes on alcohol and tobacco if the revenues from 
changes identified above prove inadequate to finance an appropriate level of 
benefits. 

7. creation of" a national all-payor funding pool for GME. 

·8. increasing the direct GME weighting factor for general internal medicine and 
other primary care residency positions while decreasinq the weighting factor for 
others . 

.9. creation of a private sector physician· workforce planning initiative ... 

10. decreasing the number of funded residency positions to 110 percent of U. S. 
medical school graduates. 

Instilling Market-based Incentives In the· Medicare Program 

Additional steps can be taken to improve the existing Medicare risk contracting program so that 
this mechanism designed to enhance market competition can operate as it was intended until 
more substantial reforms are implemented. These steps include: 

1. changing the adjusted average per capita cost (AAPCC) formula used to pay . 
health plans. 

2. applying risk adjustments-such as severity of illness-in setting payments to risk 
contracting plans. . 

3. broadening managed care choices for beneficiaries to include HMOs with point
of-service and preferred provider organizations (PPOs), instead of limiting 
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participation only to health plans that, require beneficiaries to obtain services from 
contracted physicians and other providers. . 

4. requiring that beneficiaries be proJided comparative information concerning all 
Medicare risk contracting plans that are available to them. 

I 
5. giving beneficiaries one opportunitv per enrollment year to disenroll from a 
Medicare risk contracting within 60 days of enrollment. Once a beneficiary has 

····been in .a.plan-more-than.60-days,-he -or-shepshould-be. required to.wait until ,the 
next open enrollment period. I " 
6. mandating reasonable, non-punitive increases in premiums and other cost 
sharing for beneficiaries who choose to remain with the traditional fee-far-service 
Medicare program. 

Medicare Vouchers 

Changing the existing fee-far-service Medicare program and improving the current risk contract 
program will help to stabilize Medicare for t~e short term. Mowever, major restructuring of 
Medicare is necessary to achieve a system ~hat relies on competition to control costs and 
broaden beneficiary choices, that instills individual responsibility for the appropriate use ~f scarce 
medical resources and that assures the program's long term survival. One way to. accomplish this 
is through the creation of a voucher program. .' . 

, , I ' 
ASIM supports creation of' a voucher syste"l and believes that the following elements are .' 
necessary to any voucher program designed for Medicare to ensure that beneficiaries have ' 
access to the widest range of cost-effective,1 high quality health plans, physicians and providers. 

1. Medicare beneficiaries should be IgiVen the option: of staying in the current 
Medicare program or using a voucher to buy any private health plan that meets 
certain conditions of participation. 'j " ", ,. . 

If a plan purchased with a voucher lDecomes insolvent. or ceases operation in a 
beneficiary's area, beneficiaries should be able to enroll in another plan. When the 
annual enrollment period oc'curs, beneficiaries should be able to return to the 
traditional Medicare program at that itime. 

I ,
2. Under a voucher program, beneficiaries should have access to a varietv of 
plans ranging from indemnitv models to staff model HMOs. All voucher plans that 
restrict enrollees to the use of network providers should be required to offer at an 
actuarially-determined level an optional rider that would provide point-of-service ' 
access to non-network physicians for those enrollees.' Enrollees should be able 
to select from among a network plan's panel of physicians an internal medicine 
subspecialist as their primary care Physician and plans should be prohibited from 
discriminating against physicians in Itheir selection processes based on a 
physician'S patient population. 
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3. Beneficiaries should have the option of using their government contribution-
e.g. the voucher--to establish a Medical Savings Account (MSA) rather than to 

purchase coverage through a health plan. The MSA would: 


a) be coupled with a catastrophic health insurance policv purchased through a 
purchasing group to help preserve communitv rating; 

b) be comprised of a fund from which a beneficiary could pay deductible medical 
-.. ·expenses·and·-eatastrophic-health. insurancelo ..cover-expenses.. that, in the 

aggregate. exceed the catastrophic insurance deductible; 

c) permit accumulation of unspent balances within the fund: 

d) allow state and federally tax exempt distribution of funds only for medical 
expenses. health insurance premiums and/or long term care. 

4. Voucher plans should be required to accept all applicants during an open 
enrollment period to minimize adverse risk selection. Beneficiaries should be 
required to remain in a plan after the first 60 days until the next open enrollment 
period. Beneficiaries should be explicitly informed of this requirement by the 
health plan and should be required to sign a written acknowledgement of the 
conditions of enrollment. 

A reinsurance mechanism should be available to those plans subject to adverse 
risk selection or to a sudden influx of voucher enrollees whose previous plan has 
gone bankrupt. 

5. The defined contribution-or voucher--should be set at a level that would 
produce incentives for beneficiaries to consider cost in choosing a health plan 
without forcing them into the cheapest plans that are most restrictive of choice of 
physician. The voucher should not be set at the cost of the lowest priced plan in 
a region. 

The voucher amount should be adjusted according to age. sex. disability status. 
institutional status. and Medicaid-buy in status and applied by region. Once the 
regionally adjusted voucher amount was established. HHS or HCFA would accept 
applications from health plans to participate in the voucher program. 

6. The voucher should be updated on a regular basis to keep pace with the costs 
of providing services to beneficiaries. In the event that spending under the 
voucher program exceeds estimated savings goals or targets. the voucher should 
not be subject to arbitrary caps. Mechanisms to keep spending within deSignated 
limits or to recoup excess expenditures. such as a "look back sequester". should 
be rejected. Instead. an independent board or commission should be established 
that would involve all participants in the health care system in devising a response 
to cost control that would not focus solely on cuts to providers and increased 
costs to beneficiaries. If spending is greater than projected due to development of 
valuable new technologies or increased patient utilization of services deemed 
medically necessary. there should be a commitment to increasing the amount of 
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·, , 

funds devoted to the voucher program in order to ensure vouchers retain ,sufficient 
purchasing power'and to assure appropriate medical outcomes. 

. .' . I " . ' , 
7. A reassessment of the voucher program should be required after five years. 

This reevaluation should be undertaken by an agency or commission not 

responsible for funding Medicare. I " 


'8. Beneficiaries opting for the V'ouc~er program should be provided incentives that 
'.-- encourage.,their.selection of .an economically -priced. plan but .that do. not force, 

enrollees into those plans that are most restrictive of choice of physician and·that 
impose the strictest limits on accessl to services. Incentives should come in the 
form of additional benefits or services provided by the health plan and not in the 
form of a cash rebate. With rules inl place to ensure that all beneficiaries have 
access through voucher plans to the full range of Medicare covered benefits and 
services. beneficiaries should pay the difference between the voucher amount and . 
any premium charged by a plan that exceeds the voucher amount 

'I ' . , 
9. Reasonable cost sharing under voucher plans ·-both fee for service and 
managed care - should be imposed to assure consumer cost consciousness in, 
utilization of services. Lower cost sharing should be imposed on Clinically-proven 
preventive services so that people are not unduly discouraged from obtaining 
beneficial care. Preventive services' should be subject only to copayments. not' 
deductibles. Copaymerits for preventive services should be set lower than those 

for other ,services.. . I '. '. . . , . . 
, To avoid unjustified restrictions on choice of physician. P~S voucher plans should 

not impose unreasonable coinsurance on services provided by out-of-network 
physicians. To prevent beneficiaries who seek out-of-network care from being, 
subject to unexpected out-of-pocket costs. P~S plans and physicians should be 

, required to establish their own conversion factors to be used against an improved 
resource based relative value scale (RBRVS). This would determine the rates the 
P~S plan would pay and the fees the physicians would charge for their services. 

, Plans and physicians would be required to supply enrollees in the P~S plan with 
information based on these converSion factors to enable enrollees to determine in 
advance how much ,they would pay in going out of the plan's network of 
phYSicians. 

As an incentive to promote greater price consciousness in the traditional Medicare 
program and to encourage the movement of beneficiaries into the voucher system. 
those who choose to stay in the traditional Medicare program should be subject to 
reasonable and non-punitive increases in cost-sharing. As with P~S plans. in. 
order to buffer beneficiaries from unexpected costs. a requirement could be 
imposed under traditional Medicare that physicians must establish their conversion 
factor for their services each year concomitant with the announcement of 
Medicare's conversion factor. Enrollees in traditional Medicare would be supplied 
annually with information comparing the charges of physicians in their area to 
Medicare's fees based on their resPective conversion factors. In this fashion •. 
beneficiaries would know in advance whether or not they would have to pay out
of-pocket for services charged under traditional Medicare. 
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Beneficiaries should not be subject to charges in excess of Medicare's payment 
amounts under the following circumstances: in the case of low income 
beneficiaries; emergency situations; when the beneficiary has little voice in the 
selection of a physician or in areas of the country where there is no competition for 
a particular medical speCialty. 

10. To qualify as a voucher plan under Medicare, health plans should have to: 
offer a standard minimum Medicare benefits package that includes preventive 

-. ·---services;-meet-certain.utilization review.and_quality assuranceHstandards; involve 
participating physicians in development of the plan's utilization review CUR) and 
quality assurance COA) and provider selection policies and procedures; disclose 
their utilization review and quality assurance policies, restrictions on choice, risk 
arrangements and provider selection criteria; establish due process mechanisms in 
selection of plan providers; meet certain solvency standards; report certain 
information - such as premium costs, out-of-pocket liability, consumer satisfaction 
and the percentage of premium dollars devoted to administration versus benefits -
to a central data collection entity so that this information can be distributed to 
beneficiaries and use uniform claims forms and standard billing and claims 

. processing procedures. 

Health plans that selectively contract with physiCians should be required to offer 
enrollees the opportunity to buy a rider that provides point-of-service access to 
non-network physicians, in addition to meeting the foregoing standards. 

11, Because Medicare is a federally funded program, the federal government must 
continue to ensure that health plans are accountable for the care they give to 
beneficiaries and that they abide by standards set out for Medicare plans. HCFA 
or another federal agency should be responsible for contracting with health plans; 
reviewing marketing materials; disseminating to beneficiaries objective data about 
each plan in a region in a standard format; ensuring health plan compliance with 
certain standards governing their rules and operations; and ensuring that health 
plans meet certain quality standards. However, private accreditation agencies 
should be able to achieve "deemed" status to fulfill the role played by HHS in 
approving voucher plans. Mechanisms should be available for patients and 
physicians to pursue grievances against health plans for denial of medically 
necessary care. Patients and physiCians should retain access to fair hearing and 
judicial review processes at least comparable to those now available under 
traditional Medicare. 

12. Self-referral restrictions affecting shared -laboratory facilities and group 
practices should be removed and antitrust reforms enacted to enable physicians 
and providers to negotiate on an equal footing with health plans and purchasers. 

medrefm.exe 

6 




KEEPING MEDICARE AFFORDABLE 
, RECOMMENDATIONS OF THE 

AMERICAN SOCIElv OF INTERNAL MEDICINE 

Introduction. 

1 . Thirty years ago,.the-Medicare. program was,created. to .ensure. that the nation's .elderly would not 
2 be denied medical care when they needed it. Today, almost all Americans over 65 feel secure in 
3 the knowledge that health care services will!be accessible to them. The American Society Of. . 
4 Internal Medicine, representing the nation's largest medical specialty and the principal providers of 
5 medical care. to Medicare beneficiaries,·is c6mmitted to preserving this contract with ,older·' . 
6 Americans. However, in the face 'of changing demographics, burgeoning costs and the need to 
7 restrain overall federal spending, the Medic~re program-as well as all those affected by its. . 
8 policies-is facing an unprecedented challe~ge. . 

I9 . 
10 Earlier this year, the trustees for the HOSpit~llnSurance Fund declared that the Part A fund which 
11 finances hospital care will be bankrupt by the year 2002. What few realize is that the fund has 

I • 

12 already begun to run a deficit. Bankruptcy is merely the end product of .the red ink that is 
13 beginning to accumulate in the system today. . , 
14 ! 
15 . As the population of Medicare eligible individuals grows, the'ratio of working Americans who 
16 support the program with their payroll taxes Ito benefiCiaries has diminished. Whereas today there 
17 ar~ five working-age persons for eaCh pers9n over 65, by 2930-when today's workers retire and 
18 their children are wage earners-the ratio will be three working-age persons for each American 
19 over 65. Without any policy changes, Medipare SMI (Part B) will grow to more than 7 percent of 
20 . the payroll tax base by 2030--up from one percent today. Although beneficiaries overall continue . 
21 to have ready access to physicians and other providers, disturbing trends have been identified by 
22 the Physician Payment Review Commission! (PPRC) and other organizations tracking the Medicare 
23 program. For example, the PPRC notes in its 1995 report to Congress "those over·age 85, 
24 individuals living in poverty areas and the disabled continue to experience access barriers" that 
25 existed prior to the latest round of Medicare reform. The Employee Benefits Research Institute 
26 (EBRI) recently issued data showing that thb number of Medicare patients seen each week by 
27 internists has been declining steadily since 11989. At the same time, there has been a significant 
28 increase in internists contracting with managed care plans. In the wake of continuing cuts in . 
29 Medicare reimbursement to control program costs, physicians may be entering practice 
30 environments where the degree of involven1ent with Medicare, patients is. limited. . 
31 
32 Indeed,cut~ already enacted 'in previous bldget reconciliation measures that are now being· 
33 implemented will reduce payment levels to physicians over'the next seven years by 17 percent, 
34 even before the impact of inflation is taken into account. Under one of .the savings options 
35 proposed by a subgroup of the House Budget Committee, the reductions in payment levels for 
36 physician services will increase to 31 percent over the next seven years. If the debate beginning 
37 now in Congress is about making sure the :elderly have access to appropriate, high quality health 
38 care into the next century, continued reductions of this type will only undermine this promise and 
39 create a Medicare program that guarantees access in name only .. '. 
40 
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1 If no action is taken, the hospital side of Medicare will go broke in less than a decade, the 
2 supplemental medical insurance portion of Medicare will consume increasing amounts of the 
3 federal budget and beneficiaries may face increasing difficulty in obtaining needed health care. 
4 This is clearly not a viable option. 

6 Policymakers could continue with the historical approach to attempting to reign in Medicare's 
7 costs--enacting cuts in provider payments and imposing increasing regulatory rules on the 
8 program as part of massive year-end budget reconciliation measures. This, of course, does not 
9 . address the.underlying reasons. for increasing-costs. under .the.program and will.only serve to 

exacerbate many of the growing problems in Medicare. 
11 
12 The third option is to reform the Medicare program so that its financing is placed on a sound 
'13 basis and to introduce the kind of marketplace incentives that have enjoyed success in the private 
14 sector in holding down the growth of health care costs. ASIM strongly believes that this is the 

only option that Congress should consider. 
16 
17 ASIM recognizes the urgent need for reforming the Medicare program and restraining growth in 
18 spending under other federal health care programs. However, internists also believe that 
19 significant changes in these programs ideally should be made in the context of other health 

system reforms. Medical liability reform, insurance market reform, measures to broaden and 
21 protect choice of plan and physician, and steps to ensure due process for patients and providers 
22 in health plan operations and Clinical decisions are important system-wide reforms that will foster 
23 an environment in which changes in Medicare will have a positive impact. Nevertheless, the 
24 following set of recommendations is ASIM's response to pOlicyniakers calls for proposals to 

address the. need for fundamental changes in the Medicare program so that it may continue to be 
26 a reliable source of medical care for the nation's elderly well into the new century. 
27 
28 The recommendations propose both immediate and longer-term reforms in the following areas: 
29 

1. Immediate changes in Medicare financing and the current Medicare risk. 
31 . contracting program. 
32 
33 2. Longer term reforms to expand beneficiaries' choice of insurance options through 
34 enactment of a defined federalcontribution-:-or voucher-program. 

36 Changing the Medicare Financing System 
37 
38 Many analysts and policymakers contend thatonly complete transformation of the Medicare 
39 program can solve its financing problems. Any type of restructuring, however. will be the subject 

of considerable debate and, given the realities of the policymakingprocess, could take a number 
41 of years to implement. In the meantime, the red ink will grow and problems of access will be 
42 exacerbated. Steps can be taken now to reform the current Medicare program so that future 
43 efforts to change the system need not be enacted in an atmosphere of crisis. 
44 

Last December. a report on entitlement reform options was issued by staff from the Bipartisan 
46 CommiSSion on Entitlement and Tax Reform (hereinafter referred to as the Commission). That 
47 report identified a number of measures that could be enacted in the existing Medicare program to 
48 stem the imbalance in funding. These improvements can be made with or without enactment of 
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other long term reforms, such as a voucher. program. Among those improvements ASIM supports 
are: ' I " 

'. 	 1. increasing the eligibility age for Medicare to align it with eligibility for Social 
Security. By early in the next centurY, the eligibility age for Social Security will be 
67. It would make sense, both finan'cially and administratively, to couple the 
eligibility age for Social Security with that for Medicare. However, such a change 
must come in concert with insuranc~ market reforms and other measures to assist 

,. !hOSe-elderly_under-67.With.chronic'-I'but not-disabling, ,illnessesJn maintaining 
msurance coverage.,. ' 

2. increasing the amount contributed by upper income beneficiaries to financing 
the Medicare system. The Commission staff proposed reducing the Part B 
premium subsidy and creating a neJ., Part A premium indexed according to growth 
in program costs .. ASIM believes thi~ premium should instead be indexed to 
income. This would avoid imposingj an excessive burden on those with modest 
means while concomitantly calling for appropriate contributions from those with 
greater ability to finance their health I care. " ' 

3. applying the Part B coinsurance to home health services. Current law requires 
no cost sharing by beneficiaries for ~hese services. Home health care has been 
among the fastest growing parts of the Medicare budget and cost sharing has 
been demonstrated effective in sterrtming overutilization of services. . 

4. including in taxable income the vllue of health insurance benefits b~yond a set 
value of insurance premium. TOda~, employers and workers benefit from a system 
that gives preferential tax treatment to high cost health plans: Placing a limit on 
the tax deductibility of such health ihsurance will promote the purchase of cost- , 

I 

effective but moderately priced health plans and would bring in significant revenue 
into the health care financing systerh. 

5. limiting disproportionate hospital lhare ('DSH) payments only to th~se 'facilities 
that. in fact. care for a disproportionate share of Medicare patients. The 
Commission staff report cited studies showing that DSH payments, intended to 
compensate hospitals for services provided to low income individuals, have been 
used by some states for purposes ~eyond its original intent. Without harming 
those hospitals truly in need of these payments, the formula should be changed-
e.g. elimination of DSH payments fdr hospitals whose ,disproportionate share index 

I 

is below the 80th percentile--to avoid inappropriate uses of federal payments .• 
. ' . I ' 

In accord with ASIM's longstanding policy that Medicare trust fund reserves should be augmented 
through a combination of expenditure reductions, program efficiencies and revenue increases, 
ASIM also supports: " 	 I ", , 

6. increasing federal excise taxes on alcohol and tobacco if the revenues, from 
, changes identified above prove inadequate to finance an appropriate level of 
benefits. Not only would these adqitional revenues help to support the program 
but they would discourage certain behaviors that result in increased public and 
personal health costs. 
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Historically, Medicare has served as a major source of financing for training of this nation's 
doctors. However, changes have been proposed in Medicare's funding of graduate medical 
education (GME) as another avenue for achieving significant savings in the program's budget. 
One proposal offered by the Health Care Working Group of the House Budget Committee would 
cut direct and indirect GME spending by $27.24 billion over seven years. 

ASIM believes it is time to rethink Medicare funding of graduate medical education, not Simply as 
a device to reduce federal spending, but in order to respond to the changing health care delivery 
environment·and ·toensure- that· all· components·oUhe health care· system that benefit from highly 
trained physicians contribute to the cost of their education. To those ends, ASIM supports: 

7. creation of a national all-paver funding pool for GME. All payers and health 
plans should contribute a percentage of their premiums to a financing pool for 
graduate medical education. With managed care plans and other health delivery 
organizations seeking qualified, well-trained physicians for their networks, they, as 
well as all payers interested in providing the best care possible for their insureds, 
have a stake in the education of the physicians that will contract with their plans. 
Until now, no one has asked these health plans and insurers to help support the 
cost of training this nation's physicians. However, given Medicare's financial 
condition, the federal government can no longer be viewed as a major source of 
funding for the future supply of doctors. 

8. creation of a private sector phvsician workforce planning initiative. The 
American Medical Association has proposed that a taskforce be established with 
participation of both public and private sectors to offer recommendations to 
Congress about the physician workforce supply and the future of GME. If the all-
payer GME pool is established, such a task force will be necessary to advise how 
the funds in the all-payer pool would be distributed. 

9. increasing the direct GME weighting factor for general internal medicine and 
other primary care residency positions while decreasing the weighting factor for 
others. Currently, direct medical education payments are based on hospital-
specific, per resident costs multiplied by the number of residents. Proposals have 
been offered in past Congresses .to reimburse hospitals more for primary care 
residents than for speCialty residents in order to encourage training of more 
primary care physicians .. The need for more primary care physicians has grown 
with the increase in the elderly population as well as with the desire of health plans 
for physicians to manage the care of their enrollees. Alterations in the financing of 
medical education will encourage changes in training programs to meet those 
needs. 

10. decreasing the number of funded residency pOSitions to 110 percent of U. S. 
medical school graduates. The Physician Payment Review Commission has 
recommended that the number of funded residency pOSitions in the United States 
be reduced in order to respond to the fact that the country is facing, in general, an 
excess of physicians. By taking this action, the U. S. would cut the oversupply of 
physicians while at the same time-if the other steps are taken-increase the 
proportion of primary care physicians relative to the population. 

4. 
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Instilling Market-based Incentives In the MjdlCare Program 

The current Medicare program includes an optional program intended to use competition among 
health plans as a means to moderate costs ..• The Medicare risk contracting program--in which 
Medicare contracts with health plans and pays them a capitated payment based on less than 95% 
of the adjusted actual per capita costs of cafing for Medicare patients--was intended·to encourage 
health plans to control utilization of services ~nd, subsequently, costs. Because of flaws in the 
formula for paying risk contracting plans an~ because healthier beneficiaries' are more likely to 
enroll in· these· health·plans-than-other-bene~ciaries;-the· risk-contracting. program has not been as 
successful at reducing Medicare spending as originally anticipated. 

Again, steps can be taken to improve this eJisting mechanism designed to enhance market 
competition until more substantial reforms ar~ implemented. These include: 

1. changing the adjusted average per capita cost (AAPCC) formula used to pay 
health plans. The current AAPCC is based on historical, fee-far-service costs in an 
area. This has resulted in overgenerbus payments to health plans in high cost 
areas and modest payments to health plans in regions where health care costs' 
have been kept relatively low ..Changes in the AAPCC should reward cost effective 
health plans in areas with historically low utilization rates instead of penalizing 
such plans with less generous AAPCC payments. '. . 

2. applying risk adjustments-such aJ severity of iIIness--in setting payments to risk 
contracting plans. This change should be coupled with other reforms in the 
.AAPCC to avoid driving away from the program managed care plans that might 
attract more seriously ill patients and.to· make regional plan payments more 

equitable. . .. 


3. broadening managed care choices for beneficiaries to include HMOs with point
of-service and preferred provider organizations (PPOs), instead of limiting 
participation only to health plans that require beneficiaries to obtain services from 
contracted physicians and other providers. Under- the current risk contracting , 
program, beneficiaries have a'limitedlrange of health plans from which to'choose 
and are precluded from taking advantage of the numerous managed care products 
that have arisen in recent years in th~ private market. . 

I 

4. requiring that beneficiaries be provided comparative information concerning all 
. Medicare risk contracting plans that are available to them .. In order for. . . 
beneficiaries to make fully informed choices about their health plan, they should be' . 
provided sufficient data that wiil em!ble them to' compare these plans on costs, 
physicians and other providers, quality and benefits. 

5. giving beneficiaries one opportunity per enrollment year to disenroll from a plan 
within 60 days of enrollment. Once abeneficiary has been in a plan over 60 days, 
he or she should be required to wait luntil the next open enrollment period. Under 
current law, beneficiaries may disenroll from a health plan with only a 30 days 
notice. This makes it difficult for l1Ja~y risk contracting plans to antiCipate costs for 
a health plan year. It is also contrarY to most enrollment policies effective in the 
private sector which call for enrollment or disenrollment during a particular ·open 

. . . . . .I· '.. 
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season". Asking beneficiaries to stay with a plan until the next open season once 
they have been in a plan for two months would offer additional stability to a risk 
contracting plan without limiting too severely beneficiaries' ability to change their 
minds about managed care. Such a requirement would make Medicare more 
consi~tent with the private sector in which workers are required to make an annual 
selection of a health plan and to stay with that plan for an entire year. Limiting the 
disenrollmentopportunity to one per year would also prevent cases in which 
people jump from plan to plan every so often prior to the 60 day deadline. 

........ Medicare. patients-should-accept the same degree. of responsibility in choosing a 
health plan that is expected from those under 65. 

6. mandating reasonable. non-punitive increases in premiums and other cost 
sharing for beneficiaries who choose to remain with the traditional fee-for-service 
Medicare program. With improvements in the risk contracting program. it is 
reasonable to expect that those who choose to remain with the higher cost fee-for
service side of Medicare should bear a portion of those higher expenditures. 

The current risk contracting program would be repealed upon enactment of·a voucher program as 
described below. 

Medicare Vouchers 

Making changes in the existing fee-for-service Medicare program and improvements in the current 
risk contract program will help to stabilize the program for the short term. However. to achieve a 
system that relies on competition to control costs and broaden beneficiary chOices, that instills 
individual responsibility for the appropriate use of scarce medical resources and that assures the 
long term survival of Medicare, major restructuring of the program will be required. One way to 
do this is for the government to offer beneficiaries the opportunity to take a defined government 
contribution-:ar voucher-and purchase private insurance coverage with those funds ... 

. . . 

There are a number of issues that must be. addressed for any voucher plan to be successfully 
implemented. ASIM supports creation of a voucher system and believes that the following 
elements are necessary to any voucher program designed for Medicare to ensure that 
beneficiaries have access to the widest range of cost-effective, high quality health plans. 
physicians and providers. 

1. Medicare beneficiaries should be given the option of staying in the current 
Medicare program or using a voucher to bUY any private health plan that meets 

. certain· conditions of participation. 

If a plan purchased with a voucher becomes insolvent. or ceases operation in a . 
beneficiary's area, beneficiaries should be able to enroll in another plan. When the 
annual enrollment period occurs, beneficiaries should be able to return to the 
traditional Medicare program at that time. 

Transition to a voucher program should be done gradually to account for the fact that some areas 
of the country may not have the degree of managed care penetration necessary to make 
competition among health plans work. Retaining traditional Medicare would provide reassurance 
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to beneficiaries while serving as a spur to voucher plans.to make their products attractive enough 
to encourage enrollment by Medicare recipi~nts. . .' . 

I' " 
2. Under a voucher program, beneficiaries should have access to a variety of 
plans ranging from indemnity models to staff model HMOs. All voucher plans that 
restrict enrollees to the. use of network providers should be reguired to offer at an 
actuarially-determined cost an optional rider that would provide point-of-service 
access to' non-network physicians for those enrollees. Enrollees should be able 

., .to select·from among .a.network plan's .panelofphysicians.an internal medicine . 
subspecialist as their primary care physician and plans should be prohibited from 
discriminating against physicians in their selection processes based on a 
physician'S patient population. ,. '" . '. 

Under the present Med.icare system, benefi~iaries are entitled to receive all covered benefits from 
any provider of their choice. A voucher system· could undermine this basic premise of the .' 
program. For example, depending on the amount of the voucher and other rules governing the 
voucher program, beneficiaries could find t~eir choice of health. plan in reality to be quite Iimited 7 

Furthermore, if the voucher is inadequately funded, some beneficiaries may be compelled to 
select a plan that limits the physicians and providers they may see for services. Adequate choice ' 
of physician and health plan can be ,promoted by offering beneficiaries a wide menu of plans and 
by establishing the federal .contribution at a Ilevel that does not force' patients, to choose the 
cheapest planavailable, as disc~ssed belo~. !3y,requiring voucher plans that use a network of 
physicians to offer enrollees the opportunityi to buy a point-of-service rider, enrollees who want the 
flexibility to go outSide the network will be able to select this option while those beneficiaries who 
wish to choose a closed-panel HMO may db so.' In addition. a POS rider requirement for all . 
health plans with restricted provider networks might ameliorate adverse risk selection arising from 
the tendency of very ill beneficiaries in an atea to gravitate toward traditional Medicare and/or one 
plan with point-of-service.· ., .... : ' , . ' '. ' , 

. , I " 

. 3. Beneficiaries should have the option of using their government contribution-
e.g. the voucher-to establish a Medical Savings Account (MSAl rather than to 
purchase coverage through a health plan. The MSA would:, 

I 
a) be coupled with Ii catastrophic health insurance policy purchased through a 
purchasing group.to help preserve community rating: 

, b) be compriSed' of a 'fund from Whi~h a beneficiarY could pay deductibl~ medical 
expenses and would be coupled with purchase of catastrophic health insurance to 
cover expens'es that, in the aggregate, exceed the catastrophic insurance 
deductible; '. . " . . 

c) permit accum~lation of unspent Jalance's ~thin the fund; 
. . ,I ." 

d) allow state' and federally tax exempt distribution of funds only for medical 

expenses, health Insurance premiums and/or long term care. 


Since 1987. AsiM has supported the.conce~t 6f medical savings.account~ and the idea of 
integrating medical savings accounts into an overall health system in which people could choose 
among a yariety of health plans, including rhedical savings accounts. These accounts are useful 
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1 as part of a continuum of health care coverage options, particularly for their impact in enhancing 
2 consumers' awareness of the costs of health care. 
3 
4 ASIM feels strongly, however, that MSAs should not be used as the sole source of health care 

coverage but should be established in concert with a catastrophic heaith insurance policy. 
6 Furthermore, ASIM agrees with the concerns of some MSA critics that these accounts would 
7 adversely affect community rating of insurance and diminish the potential for widening insurance 
8 coverage. Ways to ameliorate these effects include ensuring that money in an MSA be used only 
9 " for health care,:including.long"termcare,.and.making MSAsavaiiablefor purchase only through 

purchasing groups to address problems with community rating. 

11 

12 ASIM acknowledges that MSAs appear to run counter to the trend in the health care system 

13 toward managed care. On the other hand, a spokesman for the American Academy of Actuaries 

14 Workgroup on MSAspredicted that managed care plans may respond "creatively" to these 


savings accounts by offering managed care products compatible with MSAs. Because MSAs 
16 appeal to so many _patients and phYSicians, ASIM believes efforts should be made to include them . 
17 in the menu of coverage options available to beneficiaries. To make medical savings accounts a 
18 reality under the Medicare program, however, will require many more provisions than the outline 
19 provided above. To implement MSAs, answers will be needed to questions such as: how will the 

government ensure that the funds in an MSA are, in fact, used for health care purposes?; will 

21 beneficiaries be able to contribute their own money to MSAs and, if so, will there have to be 

22 separate accounts established for private funds and the federal contribution?; can the savings 

23 instrument into which the government contribution is placed be protected against adverse market 

24 downturns so that beneficiaries do not lose their medical coverage?; should copaymentsbe 


required as part of the catastrophic coverage? ' 
26 
27 4. Voucher plans should be required to accept all applicants during an open 

28 enrollment period to minimize adverse risk selection. Beneficiaries should be 

29 allowed one opportunity per enrollment year to disenroll from a plan within 60 days 


of enrollment. Once a beneficiary has been in a plan over 60 days. he or she 

31 should be required to wait until the next open enrollment period. Beneficiaries 

32 should be explicitly informed of this reguirement by the health plan and should be 

33 required to siqn a written acknowledgement of the conditions of enrollment. 

34 

A reinsurance mechanism should be available to those plans subject to adverse 
-36 risk selection or to a sudden influx of voucher enrollees whose previous plan has 
37 gone bankrupt. 
38 
39 Another set of problems related to choice of physician and plan has to do with the response of 

health plans to those benefiCiaries holding vouchers. To avoid circumstances in which health 
41 plans sought to avoid covering the very ill, all plans should be required to enroll any beneficiary 
'4-,2 with a voucher who seeks entrance intc) the plan. On the other hand, mandated acceptance and 
,v~3 the ability of beneficiaries-under current Medicare risk contract rules-to enroll and disenroll 
44 outside of any prescribed enrollment period leaves plans vulnerable to unanticipated costs. In 

such a scenariO, beneficiaries' right to choice of pian/physician conflicts with health plans' needs 
,,6 to maintain their cost and utilization control. The Congressional Budget Office has suggested that 
47 an annual enrollment period with a point-of-service policy "would permit Medicare enrollees to go 
48 to providers outSide [a managed care plan's] panel when they wanted to and yet it need not 

. i.9 . increase benefit costs for either the [the plan] or Medicare.a To avoid circumstances in which 
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1 beneficiaries enroll in and disenroll frqm plans multiple times using the 60 day window, there 
2 should only be one opportunity during an e~rollment year to disenroll from a plan within two 
3 months, after which the beneficiary would have to wait for the next open enrollment period. 
4 For such changes to work, beneficiaries mu~t be given enough information at the outset to 
5 understand that, in signing up for a manage'd care plan, they must remain with that plan until ~he 
6 next open enrollment period once they hav~ been in a plan over two months. This puts the 
7 burden of education on the managed care plan and the decision in the hands of the beneficiary. 
8 In addition, such an approach would make ~anaged care more palatable to both beneficiaries 
9 and physicians. ,# - -" ..,,~.~ -~ , -~". •• ' ,-,""" '" • ' .. ~'-- .-,,,. " ,,_ ••• - •• ... ',' 

10 
11 5. The defined contribution--or voucher-should be set at a level that would 

12 produce incentives for beneficiaries to consider cost in choosing a health plan 

13 without forcing them into the cheapest plans that are most restrictive of choice of 

14 physician.. The voucher should "otbe set at the cost of the lowest priced plan in. 

15 a region. 

16 
17 The voucher amount should be adiu~ted according to age, sex, disabilitv status, 
18 institutional status, and Medicaid-buVin status and applied by region. Once the 
19 regionally adjusted voucher amount was established, HHS'or HCFA would accept 
20 applications from health plans to participate in the voucher program. 
21 
22 If the voucher is set too high it will have IittlJ impact on contrOlling Medicare costs. Set too low . 
23 and beneficiaries choosing the vouchElr optibn may find their choice of plan and, ultimately choice 
24 of physician, quite limited. In addition, for alsegment of the Medicare population, a voucher will 
25 not cover what a health plan would spend on treating them. This would seem to call for some 
26 type of adjustment in the value of the vouch~u through mechanisms that are reasonably simple 
27 and inexpensive to administer. Otherwise, Health plans might attempt to discourage certain 
28 beneficiaries from selecting that plan by addpting discriminatory policies or marketing strategies. 
29 
30 A voucher set at some national av~rage woJld fail to reflect the appropriate'regio~al'differences in 
31 costs of health care delivery. Setting ar~gi6nal voucher amount is a more accurate way for the 
32 voucher to reflect local health care costs, w6uld be. less likely to drive people into re.strictive . 
33 health plans and would ensure that there wduld be·at least one plan in a region that could serve 
34 Medicare beneficiaries for the price of the vducher. Any 'process used to set the voucher amount 

·35 in which plans submit their premiums to the 'government and the government then sets the 
36 voucher on some portion of those premiumsl must ensure that the resulting voucher is not so low 
37 as to make it worthless to most benefiCiaries .. .... . 
38 . l, . 

39 6. The voucher should be updated on a regular basis to keep pace with the costs 

40 of providing services to beneficiariesl In the event that spending under the 

41 voucher program exceeds estimated Isavings goals or targets, the voucher should 

42 not be subject to arbitrary caps. Mechanisms to keep spending within designated 

43 limits or to recoup excess expenditures, such as a IIlook back seguesterD, should 

44 be rejected. Instead. an independent board or commission should be established 

45 that would involve all participants in the health care system in devising a response 

46 to cost control that would not focus solely on cuts to providers and increased 

47 costs to beneficiaries. If spending islgreater than projected due to development of 


j,"48 valuable new technologies or increased patient utilization of services deemed " 

49 medically necessary. there should be a commitment to increasing the amount of . 
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funds devoted to the voucher program in order to ensure vouchers retain sufficient 
purchasing power and to assure appropriate medical outcomes. 

The way in which the voucher is updated will determine to a large extent how much purchasing 
power the voucher continues to give beneficiaries. Given too great an increase and the voucher 
will be ineffective in controlling health costs. Given too little, and the voucher may drive some 
beneficiaries into lower quality, more restrictive health plans. There is also always a risk that the 
voucher update could fall victim to budget politics and be "frozen" or "capped" at some point to 
·meet deficit.feduction-targets.·----... - .... -.,- ... -._. __ .- ....... -" ._

H spending under a voucher program is higher than anticipated because valuable new 
technologies or treatments have become available and patients have sought to take advantage of 
these advances in medicine, it does not make sense to penalize physicians by cutting their 
payments when costs increase for legitimate reasons.' Furthermore, if beneficiaries do not 
participate in the voucher program in numbers sufficient to keep costs down, physicians should 
not be held financially responsible for beneficiaries' independent deCisions. In addition,' across
the-board cuts in phYSician and provider payments do not target those areas where health care 
costs have inappropriately increased and penalize caregivers who may in fact have kept their 
costs down. Arbitrary reductions in payments will serve only to perpetuate inequities in the 
Medicare payment system and compel physicians to limit their exposure to Medicare patients. 

Finally, a cap on spending for the voucher implies a lack of confidence in the ability of the market 
to control the cost of health plan premiums and may have the unintended consequence of 
becoming a "floor" rather than a ceiling. H health plans know that the government's contribution 
will be capped at a certain percentage rate of growth, this may serve as an incentive to those 
plans whose rates of growth are lower than that percentage to allow their premiums to rise to 
meet the government's growth rate.. 

In the event federal health program costs remain uncOntrollable, some entity - such as a 
commission or board - should be established separate from any government financing office to 
involve all parties in the health care system in devising a response to cost control that would not 
focus solely on cuts to providers and increased costs to beneficiaries. H beneficiaries are to be 
assured of getting all the necessary care they need when they need it, the voucher amount 

. should keep pace with the costs of providing services. Hthe value of the voucher is allowed to 
erode over time, beneficiaries may lose access to many high quality health plans offering 
comprehensive services or they may be forced to pay increasing amounts out-of-pocket to 
maintain a certain level of service. This would be especially detrimental for those beneficiaries of 
low and moderate-income who may be unable to bear an increasing financial burden. If the 
market is unable to deliver health care to patients within a predetermined cap, this should not be 
used as an excuse to diminish the government's commitment to Medicare beneficiaries. 

7. A reassessment of the voucher program should be required after five years. 
This reevaluation should be undertaken by an agency or commission not 
responsible for funding Medicare. 

Given the untried nature of a voucher program for Medicare, there should be an evaluation of the 
program relatively early in its life. Ther~ wa~ little comprehensive evaluation of the original 
Medicare program in its early stages and many of the present troubles in the system derive from 
that oversight. If the voucher program does not seem to be living up to its expectations, 
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1 Congress and the administration .should not m!3rely tinker at the edges to provide short term fixes 
2 .... but should step back, take a ha~d look at the program and even consider starting all. ,over again. 
3 
4 ': .. 8. Benefi~iari~s optin:g fod~e ~ouc~erprogram Sh6uld:~e provi~ed incentivesth'at ' 

5' encourage their selection of an economically priced',plan butthat do not force 

6 enrollees into those plans that are most restrictive of choice of physician and that 

7 impose the strictest limits on access Ito services.' Incentives should come in the ',"". 

8 form' of additional benefits or services provided by the health plan. and . not in the 

9 ....... ·····formof··a·cash-rebate.--With-rules ..inJplace~to. ensure-that alLbeneficiaries. have ,.' 


10 access through voucher plans to the full range of Medicare covered benefits and 
11 · services. beneficiaries should' pay the difference between the voucher amount and .. 
12 · any premium charged by a plan .that: exceeds the voucher amount.. .' 
13 

" : .,....:. . " .. 1 - . ':'. . . .", . ',,:. '.' 

14 Some analysts contend that beneficiaries should· be provided incentives to si3lect a health plan' 
15 that costs less than the federal contribution kmount, or voucher. These ince~tivestypically .fall 
16 into two' categories--ca:sh rebates or additio~al servlces.. Giving beneficiaries a .cash rebate if their 
17 . premium is less than the voucher amount wbuld remove funds from 'the health care system that 
18 . ought to be providing for health care servic~s. Instead, any excess value should be returned to 
19 the' beneficiary in the form of additional ben~fits such as coverage of additional services, ., . 
20 providing coverage for long term' care or cr~ating a health care spending account. There is also 

": . I

21 debate over whether beneficiaries should bear the full cost of a health plan more expensive than 
I . 

'22 '. the voucher to encourage enrollees to select more economical health plans. Although there is 
'23 concern that such an ince.ntiveniight drive ~eneficiaries to select. plans of lesser quality or that 
24 don't cover the full range 'of benefits, this is less of a problems' if all plans offer the full range of . 
25 Medicare-cover~d services. '.;' .1..··.·. ....;'. ',; ..' ..' .' . '.',
26 
27 9. Reasonable cost sharing under voucher plans -- both fee for service and' 

28 managed care -~ should be imposedl to assure consumer cost consciousness in 

29 utilization of services. Lower cost· sharing should. be imposed on clinically-proven.· 

30 preventive services so that people are not unduly discouraged. from obtaining 


. 31 beneficial care. Preventive services should be subject only to copayments. not 
32 deductibles.. Copayments for preventive services should be set lower than those' 
33 for other services. 
34 

. I .' . 

35 To avoid unjustified restrictions,on choice of physician. POS'vQucher, plans should .. 

36 not impose unreasonable coinsurance on services provided by out-of-network 

37 physicians. To prevent beneficiariesl who seek out-of-network . care from being 

38 subject to unexpected out-of-pocket bosts. POS' plans' and physicians should be 

39 · required to establish their. own conversion ,factors to be used against an improved 

40 .resource based relative ,value sCale (RBRVSl. This would determine the rates the, 

41 POS plan would pay and the fees the physicians would charge for their services;; ••• ' 

42 Plans and physicians would be required'to supply enrollees in the. POS plan with 

43 information based on these conversion factors to enable enrollees to determine in ' 

44 advance how much they would pay in going out of the plan's network of . 

45 

46 

physicians. ". '.' : ' I. .' :....,' :','. ',.:.,.; .:."" ','. 
47 As an incentive to promote greater price consciousness in'the traditional Medicare. 

48 program and to encourag'e the movement of beneficiaries into the voiJcher system." • 

49 those. who choose to stay in the traditional Medicare program should be subject to 
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1 reasonable and non-punitive increases in cost-sharing. As with POS plans. in 

2 "order to buffer beneficiaries from unexpected costs. a requirement could be 

3 imposed under traditional Medicare that physicians must establish their conversion 

4 factor for their services each year concomitant with the announcement of 


Medicare's conversion factor. Enrollees in traditional Medicare would be supplied 

6 annually with information comparing the charges of physicians in their area to 

7 Medicare's fees based on their respective conversion factors. In this fashion. 

8 beneficiaries would know in advance whether or not they would have to pay out
9 ' . '"of-pocket .for·services .charged-under-traditionaL Medicare. . ' 


11 Beneficiaries should not be subject to charges in excess of Medicare's payment 

12 amounts under the following circumstances: in the case of low income 

13 beneficiaries; emergency situations; when the beneficiary has little voice in the 


,14 selection of a physician or in areas of the country where there is no competition for 
' a particular medical specialtv. 

16 
17 If true reform is to be instituted in the Medicare system, enrollees must understand the nature of 
18 the costs of their care under that program. ' At the same time,' policymakers should notlose sight 
19 of the fact that 83 percent of Medicare expenditures gQ to beneficiaries with incomes at· or below 

$25,000 and thus their exposure to additional costs should be limited. 
,21 
22 ASIM believes it is especially important that cost sharing ,on preventive services be reduced and 
23 deductibles on these services be eliminated entirely to avoid discouraging patients from obtaining 
24 necessary care. By erecting.barriers to cost-effective preventive care-for example, imposition of 

cost sharing on mammograms-patients may avoid those services and wind' up with more serious, 
26 and expensive, illnesses in the future. 
27 
28 In addition, ASIM supports limits on the degree to which additional cost sharing can be imposed 
29 on those enrolled in managed care plans who use a plan's point-of-service (POS) option to seek 

care outside the plan's network of physicians. ' ,The intent behind POS is to allow beneficiaries 
31 greater choice in phYSician and provider. If the cost sharing imposed on a beneficiary for going 
32 outside a health plan's physici.an network is excessively burdensome, then the, promise of greater 
33 choice is a hollow one. ' 
34 

Obviously, if beneficiaries are to be encouraged to enter the voucher program, those who opt to 
36 , stay in traditional Medicare must bear a greater share of the cost of remaining in the more 
37 expensive program. Nevertheless, any additional cost sharing should follow the principles stated 
38 above so that primary care and preventive services are sheltered from deductibles and are 
39 subject to c,ost sharing at a rate lower than that imposed on other services. Because high ' 

deductibles .can act as a disincentive for patients to, receive needed primary care arid preventive 
41 services, ASIM does not support replacing the current coinsurance requirements under traditional 
42 Medicare with a single high deductible. 
43 
44 ASIM believes that its Competitive Pricing, Informed Choices proposal-issued in 1992--offers a 

'means to instill price competition among physicians, enhance consumer cost consciousness and 
46 prevent price gouging by unscrupulous providers. If health plans that pay according to a fee 
47 schedule (POS plans, traditional Medicare, etc.) and physicians were required to set and publish 
48 the conversion factors they would use each year to determine their charges and fees, this 
49 information could be used by beneficiaries to determine what they would pay out-of-pocket, if 
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1 anything, if they joined a particular health pl~n or used a particular doctor. Beneficiaries'Would 
2 then be able to decide if the value they deri~ed from a health plan and/or physician in terms of " 
3 , ' quality and service was worth the price of any additional costs: ' 
4 ! , 

For example, assume Mrs~ Jones is a Medicare beneficiary who receives from HCFA a booklet 
6 listing all the health plans and physicians in her area; Among the information contained in the 
7 , booklet might be the percentage difference' between the conversion factors used by traditional 
8 Medicare and POS plans and the physician$ list~d in the booklet. ' Mrs. 'Jones might see that Dr. 
9 ',., Smith has, a,conversion factor-1 Opercenthigherthan ,.Medicare's ,conversion ,factor., If she ,.went to 

Dr. Smith for care under traditional Medicare, she would know that she would pay an additional 
11 ten percent on Dr. Smith's charges beyond the payment traditional Medicare would make. Or, 
12 Mrs; Jones might ,see that health plan ABC has a conversion factor for its POS option 20 percent, 
13 lower than Dr. Smith's conversion factor. She would then know that Plan ABC would pay 20 ' 
14 percent less for the ,services of Dr. Smith-who does not participate in 'her he,alth plan physician 

network-and she would be responsible for the 20 percent qifference between the health plan's , 
16 payment~. and Dr. Smith's fees,.in addition t~ any additional cost sharing required by Plan ABC for 
17 enrollees going o\Jt of the network; " 'I', ' , 
18 
19 While ASIM generally supports cost sharing by patients in order to enhance cost consciol.,lsness in 

the, utilization of scarce health care resourceS, there' are situations in which billing beyond,' , 
21 Medicare's payment rates or additional cost $haring should not be imposed. These situations . 
22 arise where beneficiaries' income is simply tbo low to sustain any,additional out-of~pocket ' 
23 'financial burden, where they have no opport~nity to -shop around-for a physician, (e.g. " 
24 emergency situations), where. beneficiaries h~ve but one choice of physician (such as typically' 

occurs during hospitalizations when patientsl ~re essentially assigned certain, hospital-based 
26 , doctors to deliver designated services) or where t~ere are, so few physicians in a particular 
27 ,specialty within a community that there is nol chance for competition among physicians to operate., 
28 
29 , 10. To qualify as a voucher plan under Medicare, health plans should, have to: 

offer,a standard minimum Medicare benefits package that includes preventive ' 
31 services; meet certain ' utilization review and quality assurance,standards; involve 
32 participating physicians in development of the plan's utilization review CURl and 
33' quality assurance (OAl and provider selectiori policies and procedures; disclose 
34 their utilization review, andguality,assurance pOlicies,'restrictiol1s on choice, risk,', 

arrangements and provider selection Icriteria: establish'due process mechanisms'in 
36 ,selection of plan providers; meet, certain solvency standards; report certain' ',' 
37 information '-:- such as premium costs, out-of~pocket liability. consumer satisfaction 
38 and the percentage of premium dollars devoted to administration versus benefits, -- " 
39 to a centraldalacollection entity so that this information can be distributed to 

beneficiaries and use uniform claims !forms and standard billing and, claims . 
41 processing, procedures. ' J • 

.,"42 
43 Health plans that selectively contract with physicians should be required to offer 
44 enrollees the opportunity to buy a rider that provides point-of~service access to 

non-network physicians, in addition to meeting the foregoing standards. 
46 
47 Health plans should play by the same rules if competition is truly to be effective in contrOlling 
48 , costs. Given that the idea behind many Medicare voucher proposals is to enhance competition 
49 within the program so as to bring down costs, it would seem equally advisable that health plans 

, 13:, 

http:fees,.in


1 should be required to meet certain rules if they wish to participate in the voucher program and 
2 market themselves to beneficiaries. as Medicare voucher plans. . 
3 
4 A uniform minimum benefit policy would assure a basic level of care for all beneficiaries. In 
5 addition, it would facilitate beneficiaries' comparison of health plans. If beneficiaries are to have 
6 sufficient information to make informed choices with their vouchers, they will need data on a . 
7 plan's costs, patient out-of-pocket liability, provider panels, and quality. Furthermore, disclosure 
8 of UR and selection standards benefits not only th~ providers involved with a health plan but 
9 .' helps beneficiaries .as.well.by -giving. them another: piece of information on which to .. compare 

10 health plans. 
11 
12 In addition, it is important that physicians have a role in developing and implementing health plan 
13 pOlicies and procedures that directly affect clinical decision-making--e.g. benefits coverage 
14 criteria, determination of medical necessity, preauthorization of services, quality assurance 
15 standards, protocols and processes for selection and deselection of phYSicians. To leave 
16 decisions affecting patient care solely in the hands of health plan administrators whose concerns 
17 center largely on cost containment may jeopardize the quality of care given to enrollees and deny 
18 patients access to medically necessary services. Furthermore, health plans that involve 
19 phYSicians in . development of these pOlicies are far more likely to obtain the cooperation of their 
20. . network physicians in proper implementation of those poliCies. 
21 
22 Finally, it is important that voucher plans be required to operate under similar billing and claims 
23 processing procedures to avoid unnecessary red tape.• All plans that currently operate within the 
24 Medicare system must abide by.the uniform claims form and billing rules and it would be logical 
25 to expect that voucher plans should use a standard format and follow standard claims processing 
26 procedures for this new variation of the Medicare program. 
27 
28 The type of standards to which ASIM refers--involvement of phYSicians in clinical policymaking, 
29 providing information to enrollees and prospective enrollees sufficient to enable them to make 
30 informed decisions abo.ut the plan-are, in fact, those that are being adopted by many well-run 
31 health plans in today's marketplace. In a competitive environment, those plans that pursue 
32 ·patient-friendly· policies such as these are more likely to succeed than others. 
33 
34 11. Because Medicare is a federally funded program. the federal government must 
35 continue to ensure that health plans are accountable for the care they give to 
36 beneficiaries and that they abide by standards set out for Medicare plans.' ·HCFA 
37 or another federal agency should be responsible for contracthig with health plans; 
38 reviewing marketing materials; disseminating to beneficiaries objective data about 
39 each plan in a region in a standard format; ensuring' health .plan compliance with 
40 certain standards governing their rules and operations; and ensuring that health 
41 plans meet certain guality standards. However, private accreditation agencies 
42 should be able to achieve -deemed" status to fulfill the role played by HHS in . 
43 . approving voucher plans. Mechanisms should be available for patients and 
44 physicians to pursue grievances against health plans for denial of medically 
45 necessary care. Patients and phYSicians should retain access to fair hearing and 
46 judicial review processes at least comparable to those now available under 
47 traditional Medicare. . . 
48 
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Because vouchers would require more thought and decisionmaking by Medicare recipients, some 
analysts question whether beneficiaries would find the voucher program truly appealing. Other 
policymakers argue that the basic premise of the voucher program is simple and that most 

I 

beneficiaries, given the right kind of information, will be able to make proper decisions about a 
, health plan. While this may indeed be the ~ase for healthy, beneficiaries who are . mentally alert, 

the frail and disabled elderly, those who do Inot speak English very well or those with little 
education may find the task of sorting through health plan information daunting. To respond to 
some of these concems, the voucher program should have an entity with which voucher plans , 

" 	 would contractandwhich,would ensure voucher-plan, adherence toany,standards adopted 
governing such Plans., I " 

Given the characteristics of the Medicare population, an ombudsman's office should be created 
to receive, investigate and resolve complaints against voucher plans as well as to offer guidance 
to beneficiaries with questions about the vo~cher program. Finally, beneficiaries and physicians 
should retain access to the current Medicar~ appeals process. 

ASIM would prefer that the health care indultry voluntarily abide by the stan'da~ds established for 
, a voucher program and, indeed, supports the idea of a private accreditation body responsible for 
ensuring health plan adherence to voucher program standards. However, the voucher program 
will be funded by federal dollars and the federal government should not relinquish its 
responsibility for ensuring that health plans :are accountable for the care they deliver to ' 
beneficiaries and for seeing that corrective actions are taken when deficiencies are found if a plan 
wishes to remain in the voucher program. .HIealth plans that accept the government contributions 
should understand that, if they are going to compete for the business of the federal government 
through the voucher program, they must acpept certain standards and certain reasonable 
oversight. !" , 

12. Self-referral restrictions affecting IShared laboratorv facilities and group 
practices should be removed and antitrust reforms enacted to enable physicians 
and providers to negotiate on an eqtual footing with health plans and purchasers. 

I 
Antitrust reforms and other modifications to statutory restrictions on physicians could improve the 
functioning of health plans offered under a voucher system and the, ability of physicians to deliver 
services within their context. For example, ~elf-referral restrictions on group practice 
compensation arrangements not only interf~re in the internal affairs of private businesses but lead 
to confusion over how such practices may distribute revenue from ancillary services without 
indirectly taking into account the referrals ~ade by physicians. Furthermore, subspecialists-such 
as oncologists and infectious disease spedalists-in many group practices are barred from 
providing drugs and other services to their patients because of the self-referral laws. ' 

Limitations on the 'ability of physicians to s~are information in order to form integrated service 
networks may impede the goals of voucherIadvocates who ,wish to foster competition that reduces 
the cost of care and increases benefits to attract voucher reCipients. Indeed, antitrust laws 

, developed at a time when most physicians land other providers practiced independently of one 
another now prevent these caregivers from :organizing preferred provider organizations, health 
plans and other delivery networks that would enable physician-directed health care organizations 
to compete in the marketplace and offer beheficiaries a wider choice of health care options. 
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Conclusion 

ASIM is under no illusion that reforming Medicare will be simple, easy, or quick. Changes of the 
magnitude required to place the program on sound financial footing and to guarantee that 
beneficiaries continue to receive the high quality health care to which they have become
accustomed and to which they are entitled will require a great deal of thought and debate. For 
ASIM, the overarching philosophy on which these Medicare reform proposals rest is that of shared 
responsibility . 

Physicians have a responsibility to deliver care to greater numbers of Medicare patients under 
health care delivery systems that will increasingly require them to accept financial risk and to be 
accountable for the cost and quality of their clinicaldecisions--and to compete within this new 
system on the basis of cost and quality. . 

Medicare patients have a responsibility to consider the costs of alternative sources of health care 
coverage, to be willing to contribute more in out-of-pocket costs if they choose more expensive 
coverage and--for those who can afford to-to contribute more to the financial support of Medicare 
so that those of lesser means can afford coverage. 

Taxpayers have a responsibility to accept changes in the tax code that would raise revenue and 
introduce positive incentives into the health care system including a limit on the tax deductibility of 
employer paid insurance and increased taxes on tobacco. 

The insurance industry has a responsibility to compete in the new system-not solely on price or 
risk avoidance but on benefits offered and quality--and to accept reasonable standards to protect 
beneficiaries who choose private insurance coverage. . . 

And the federal government has a responsibility to assure that the government's contribution 
remains adequate to guarantee that all beneficiaries can obtain high quality coverage through 
traditional Medicare and private sector alternatives-and to provide sufficient oversight over the 
market to protect patients' interests. 
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THE WHITE HOUSE 
I 

WASHINGTOr-; 

October 31, 1995 

\
Charles R. Maples, R.Ph. 

~~~~i~~~~ Columbia Bbulevard
I . 

Portland, Oregon 972il 

Mr. Maples: 

Thank you for your lytter about the ~epublican 
Medicare and Medicaid proposals. The Clinton 
Administration strongly opposes both the 
magnitude of the proposed cuts and the conversion 
of Medicaid into a block grant, eliminating 
guaranteed coverage to millions of Americans. 

IWe also share your concerns about the lack of 
federal standards in \the proposed block grant. 
In addition to the elimination of the protections 
you mentioned in your\ letter, the block grant 
would repeal quality standards for nursing homes 
that were enacted with bipartisan support, 
provisions thatpreveht spouses of nursing home 
residents from losing I their incomes and homes, 
and protection for low-income Medicare 
beneficiaries under M~dicaid. 

I 
We will continue to fight against these extreme 

Iproposals and very much appreciate your support. 

Sincerely, 

~ 
Carol Rasco 
Assistant to the Presi~ent 
for Domestic Policy 



CHARLES R. MAPLES, R. Ph. 
President 

2725 N.E. Columbia Boulevard 
Portland, Oregon 97211 

503-281-4722 , 
FAX 503-281-9990 
1-800-'144-7574 
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I PAC 

PHARMACY SERVICES 

October 6, 1995 

Carol H. Rasco 
Assistant to the President 
for Domestic Policy 

(' \n 

The White House 
Washington, DC 

Dear Carol, 

I would like to share with you some ofthe programs and benefits we are providing at IPAC 

Pharmacy in line with our commitment to the health, education and welfare of our staff, their 

families and communities. I've enclosed three ofour corporate newsletters outlining these ' 

programs. 


~i'am extremely concerned, as are my collegues here in Oregon and across the nation, with the 

House and Senate Republicans' approach to Medicaid and Medicare reform - more specifically, 

the move to enact Medicaid Block Grants. The "MediGrants" would eliminate OBRA '87
\J
mandated protections for our nation's frail elderly. Among these federally mandated protections, 
there would no longer be the requirement for drug regimen review by the Consultant Pharmacist. It 
has been estimated that drug regimen review saves the country $668 million per year in reduced 
hospitalizations, $300 million per year in decreased drug handling time by nurses and $250 million 
per year in decreased prescription costs. 

Block Grants will negate the tr~dousstrides we have made in the protection of residents ofthe 
nations nursing homes M-dwill be disastr~toOur clients. lam asking for your administration's 
help in preventing the enactment of block grants. If I may be of any assistance in this end, I may 
be reached at 1-800-444-7574 any time. 

~ you for your kind attention to this matter. The quality oflife for this country's nursing 

Dme residents depends on our preventing the enactment ofblock grants. 


~F 

Charles R. Maples, R.Ph., F ASCP 
CEO, IPAC Pharmacy Services 

2725 N.E. Columbia Boulevard Portland, Oregon 97211 503-281-4722 FAX 503-281-9990 1-800-444-7574 
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THE WHITE HOUSE 

WASHINGTON 

November 1, 1995 

George T. Chang, Ph.D. 
Director of Laboratories 
United Medical Laboratories, Inc. 
6720 Old McLean Village 
McLean, VA 22101 

Dear Dr. Chang: 

Thank you for writing about the impact of managed care laws on 
small medical laboratories. I understand your concerns. 

As you know, the current laws governing commercial HMO's and 
Medicare HMO contracts do not regulate the market forces that 
affect medical laboratories. Prepaid medical plans can choose 
among any providers who meet certain criteria and standards 
defined by the Health Care Financing Administration. 

If you would like to discuss this issue further, Chris Jennings, 
Special Assistant to the President for Health Policy Development, 
would be happy to meet with you. Please feel free to contact him 
at (202) 456-5585. 

Sincerely, 

Carol H. Rasco 
Assistant to the President 
for Domestic Policy 



UNITED MEDI'CAL LABORATORIES, INC.@ 
6720 Old McLean Village Drive· McLean, Virginia 22101 

Telephone: (703) 356-4422 

July 24, 1995 

Hon. Leon Panetta . 
. Chief of Staff 

White House 

By Hand 


Dear Mr. Panetta: 

~ am very disturbed by managed health care systems that are 
l(!estricting medical laboratory wo~k)to a _fBw_~ laboratories for 

all testing needs. Such pracMces eliminate the competitive 
benefits offered by the inclusion of smaller, independent
laboratories. These types of restrictions 'are devastating the 

.~housands of community-based laboratories that employ many hundreds 
of thousands A1ilericans. I am enclosing two copies of Virginia House 

.Bill 840. I would like to see if the President can execute an 
executive order.in which this law, or a similar law, can'be enforced 
on a national level, specifically protecting~' the rights of small, 
indep-endent, co~~ity'-b~~~~e~i~_~laboratories.-. 
Very truly yours, 

Ge~g, Ph.D. 

Director of Laboratories 


GTC:tes 
Enclosure 
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( . ~ DEPARTMENT DF HEALTH AND HUMAN SERVICES Health Care Financing Admlnlst,ration 

~·.S~ , 	 Me""orandum 
Office of Managed Care 

, 
Octo.ber 17, 1995 	 " 

" > 

TO: . Sarah Bianc~~~~riCY ,counCii Staff. The White House 

FR: 	 Bruce Merh , _~, ,?r-De~Jghate " ' 
, 	 , 

, ,Respo.nse to. Inquiry fro.m United Medical Laboratories ~n, Managed Care 
\ " 

We are respo.nding to your inguiry, f~",;:ed)10 us Octo.ber 10,1995, which wasac,co.mpanied by 
supporting co.rrespondence fro.m Geo.rge T. Chang, Ph.D, o.fUnited Medical Labo.rato.ries in ('~'l 
McLe~~, VA, relative to managed: c~re andmedical.laboratories. . (£1<::.,/", ,-\<Y 

(j) We ~~de;stand and sympathizewithth~ co~cerns expressed in ~dencJ~ 
, under current federal law governing co.mmercial HMOs and Medic~re Hl\10 co.ntracts, we do. net 
•re tYulate the market fo.r'ces which 'a~~ affecting the:se labo.~ato.rie,no.r do. we feel that itv.ro.uld fie-"" 

"u. ent to d? so,:,Pr~palo m~dical plan.s can choo.se the v'aN' '. ro.~ide!"is·with ~~ich they do . XJ 
(ness subject only to. cerlaln constraints as to the na and qualtry of the seTVlces they· ~ 4. 

provide their :nembers, They are so.l;.sOtm:e providers~'co.mpeti 've ,bidding or 0cf! 
other contractmg me - ' .- , ~AL 

-- . 'X 7. 
urrent emphasis of managed care law and regulations is reflected in the hrust of r effo.rts ~ ~(' x 

at HCFA to assure: ~ lie ~t;.. 
I • ~ ~X' ~ r- Q--'

equal and convenienr access of care to. all managed'care enro.llees; 	 « \I ~ 
.~ ~ ~ , \> ':-> ~ 

quality of care thar is consistently improving for these enrollees~ and \~~~, ~ 
, 	 . " ~ ~ (" ,,{/ . , 	 . ,~'~ (' Uv 

• 	 that both access to and quality of care are pro.vided at a reaso.nabJ~" aftordableGQ,st to. \Re t(d', 
managed care members. ~ , '-">( 

We ~;?that these co.mments ~;ill b~' helpful toyo.u. "Thank.yo.u for giving us the o.ppo.nunity to d 
assist. and please do not h~sit~te to contacl(~s !fwe can be of furlber he.l.p.". \ I) ~ 

, ~ W~ dLJ!), ~\-e ~v~~' 
) ~'~. ~lJc, :~~~~ ~~.. 

, ~ '. ~ Iv\,...-:
I...----.....~ODO ~ .," o-V-\ ....; '. '$;~~J\-ri <!,... 

fqv'H~ .... ~ >~~. ·':"\IV/~~
Ut:1~I1\":"~ ~ ~.,.&O"l~, \) , 	 ~~ 

, .• -;:;:> 	 ~ +0 ~ 
~.. TOTAL P.02 
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SiATE CO.RPORATrON COMMISSION' 


B~REAU OF INSURANCE 

October 17, 1994 

TO: 	 All Insurers, Health Services Plans, and Health Maintenance 
Organizations licensed to write Accident and Sickness Insurance 
in Virginia .. 

i 
! . 

RE: 	 Freedom of choice requirements - Pharmacies and Ancillary 
Service Providers 

Chapter No. 963 of the 1994 Acts of the General Assembly of Virginia (1994 
House Bill 840). took effect on July 1, 1994. The bill created six (6) new statutes, 
designated by the Virginia Code CommisSion as Sections 38.2;.3407.7,38.2-3407.8, 
38.2-4209.1,38.2-4209.2,38.2-4312.1, and 38.2-4312.2 of the Code of Virginia. as 
amended. These new requirements, which are imposed upon iflsurers issuing 
"preferred provider" policies or contracts and upon health maintenance 
organizations, relate to coverage for services r.endered and products furnished by 
olJt·of~network pharmacies and ancillary service providers. 

It has come to my' atlention that several issues have arisen r,egarding the .; 
interpretation of certain proviSions . of this legislation. The following is an ~ 
explanation of how the Bureau of Insurance intends to. administer certain' "? 
requirements found in the new statutes listed above. 

~ 	 : . 

" 
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Administrative Letter 1994-8 
, October 17,1994 I 

Page, 2 

The term "anciilary services" is defined in §§ 38.2-3407.8, 38.2-4209.2, and 
38.2-4312.2 as: "those 'serVices required to support. facilitate :or otherwise 
enhance medical care and treatment." These ~tafutes also provide that: "the 
fumishing of durable medical equipment required for therapeutic purposes or life, 
support" is an example of anci1!ary services. It is the Bureau's position'that the 
statutory definition of ancillary services is an extremely broad one, and 'cannot 
reasonably be construed as limited to the provision of durable mediqal equipment. 
Unless and untlf the statutory definition is made more restrictive, then, it is our 
position that any person' or class of persons that provitjes services that "support, 
faCilitate.:'or othefWise enhance medical care and treatment" meets tM,e definition of 
an "anCiffiiry service provider." 

Eaq, of the statutes cited above contains1he following languag~: 

, The [State Corporation] Commission shall have no jurisdiction: to adjudicate 
controversies arising out of this section. • ' 

Therefore, the Bureau does not have the aut.hortty to intervene in disagreements 
among parties affected by these new requirements. Questions of interpretation 
concerning whether or nO,t a provider is providing -ancillary services" will have to be 
resolved in fOrl!ms other than the State Corporation Commission. 

CONTRACT PROVISIONS ! 
...J 

All Six statutes .9ited above contain specific language prohibiting the 
impOSition of: 

...any copayment.· fee. or condition that is not equally impQsed upon all 
individuals in the ~ame benefit category. class, or copayment level. whether 
or not such benefits, are furnished' by [pharmacists oranc;illary service 
providers] who are [non preferred or nonparticipating) provide~s. (emphasis 
added) , 
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It is our position that each of thAse provIsIons prohibits an insurer or health 
maintenance organization from amdnding itscontrads to provide that claimants 
obtaining services from out.;.of-network phannacies or ancillary service providers 
must pay for the services and then seek reimbursement from the insurer or health 
maintenance organization, unless this same condition is imposed upon claimants 
utilizing the services of in-network pharmaCists or ancillary service providers. 
Additionally, if information regarding coverage is available to in-network. providers, 
such Information must also be made available to out-of-network providers in the 
same or substantially similar manner. 

All six statutes cited above also ecntain the fOllowing provision: 

This right of selection extends to and includes [pharmacies or ancillary , 
service providers] that are [non preferred or nonpartIcipating] providers and 
that agree to acceot reimbursement for their services at rates. applicable to 
[phannacies or ancillary service providerS] that are [preferred or participating] 
providers. (emphasis added) . 

-~~our position t~at affected ins~rers and health maintenance ~rganizations must 
':'""1' maintain r:ecord.s_of written agreements with out-of-network pharmacies and 

ancillary service providers that have agreed to accept the rates applicable to 
preferred or participating providers. Any reference by the insurer or health 
maintenance organization 'to the possibility of a pharmacy or ancillary service 
provider billing ·the insured for the difference between the network rates and those 
charged must clearly state that the insured can verify in advance of a purchase that 
the provider in question has entered into an agreement' to accept the netvt'ork rate 
as payment in full to avoid additional charges. This verification must be provided by 
the insurer or health maintenance organization providing coverage. 

I This letter serves as 
" 

notice of our intention to withdraw approval. pursuant to 
§ 38.2-316 of the Code of Virginia, as amended. of any fonns of which we become 
aware that do not comply in all respects with the provisions of §§ 38.2-3407.7. 38.2
3407.8, 38.2-4209.1,38.2-4209.2. 38.2-4312.1. and 38.2-4312.2 of the Code of 
Virginia, as amended. Insurers and healtt1 maintenance organiza'tions are 
instructed. to review their forms irrlm~diately and file amendments, within 45 
,days of the date of this letter, for the purpose of bringing any non-complying 
forms into compliance with the statutes discussed herein. Subsequently, any 
forms brought to ocr atlention that do not comply will have their approval Withdrawn, 
and the Bureau will consider initiation of any other disciplinary proceedings deemed 
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appropriate in the circumstanc~s. It should be noted that the wording of each of 
the statutes listed above is sufficiently broad $0 as to apply to in force 
contracts as Vlell as newly issued contracts. 

, 	 , 

Insurers and health maintenance organizations are, also hereby instructed to 
take appropriate steps to expedite communication and agreement with non-network 
providers wishing to ,enter into agreements to accept reimbursement at network 
·rates. 

Any questions regarding the administration of these requirements should be 
directed to the attention of Althelia P. Battle, Senior Insurance Market Examiner. or 
Robert R. Knapp. Senior Insurance Market Examiner, Life and Health Forms and 
Rates Section. at the above address. The telephone number for the Foons and 
Rates Section is (804) 371-9110. ' 

Sincerely yours, 

t{}nf7f}t----:--'
\: 	 Steven T. Foster 

Commissioner of Insurance 
'. 

STF/me 
\ ' 
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VIRGINIA AtrS OF A$SEMBLY - 1994 RECONVENED SESSION 

CHAPTER 963 ,. , .,' 

An Act to amend, the Code 01 Virginia by adding $(lctio," numbered 38.2-3407.2. ' ' 
38.2·3407.3, 38.2-4209.1. 38oU209.2, 38.2-4312.1 and 38.2-4312.2. relatmg to accident and 
sickneSs insuTtlnce: pharmacies and ancillary service· providers: pre/erred provider 
Mtworks and health m.ainlenIUlce organizations. 

(H 	840) 

Approved May 20, 1994 

Be 	It ·enacted by the General Assembly of VlrgtnJa;. , 
1. 	 That the Code 01 Virginia is amended by addiDg sections numbered 38.2--3407.2, 
38.2-3407.3. 38.2 ....209.1. 38.2-4209.2. ,38.2-4312.1 and 38.2-4312.2 as loUows: 


, § 38.2-3407.2. PhQrmacUJs: freedom 01 choice. " 

A. Notwithstanding any provision 01 § 38.2-J4(J7 to the contrary. no insurer PT9posing 


to issue prelerred providtrr policies or contTtlcts sIuzIJ prohibit any person receiving 

pharmacy benefits furnished thereunder from selecting. without limitation. the pharmacy 01 

his choice to fumish. such benefits. This right 01 selection extends ,to and includes 


, pharmacies that are nonpre/erred providers and that agree to ".accept reimbursement lor 
their services at n:ztes applk:able to pharmacies that are pre/erred providers. 

B. No Such insurer sIuzIJ impose upon any person receiving pharmaceutical' benefits 

furnished under any such po/icJI or ccintract: .' . . 


1. Any copayment. lee or condition ,that is not equally iinposed upon all individuals in 

the same benefit category. class or copayment level. whether., or not. such benefits are 

jumished by pharmacists who are nonpreje17'!ld providen;. . ~.' . 


2. 	 Any monetary penalty. that would. al/~(.0':..!!:ifluett.C!I._t!ny_ $!lch person's...choice. 01 
pharmacy: or .. .- ._- - .. ---	 , . . ,'" : 

3. Any reduction in allowable iefinbur.sement jor' pharmacy services re/Jzted to 
uti/izQ.tion 01 pharmacists who are nonprejerred providers. , . 

C. 	The Commission sIuzIJ have no jurisdiction, to adjudicate controversies arising out 01 
this 	section.' 

§ 38.2-3407.3. Ancillary, service providers; freedom 01 choice. 
A. Notwithstanding any provision 01 § 38.2-3407 to the contTtlry, no insurer proposing 

to issue pre/erred provider policies or contracts shaD prohibit any person receIVing 
ancillary service benefits furnished thereunder from selecting. without limitation. the 
ancillary service provider 01 his choice to furnish such benefits. This right 01 selection 
extends to and includes ancillary service providers that are nonprelerred providers and 
that agree to accept reimbursement ,lor - their services at Ttlles applicable to ancillary 
service providers that are prelerredproviders. 

'B. No such insurer sIuzIJ impose upon any person receiving ancillary serVICe belJelits 
furnished under any such policy or Contract: 

1. Any copayment. lee or condition ,that is not equaDy imposed uPon 'all individuals in. 
the same benefit category. class or copayment level. whether or not such benefits are 
furnished by ancillary service providers who are nonprelerred providers; 

2. Any monetary penalty that would al/eet or influence any such person '$ choice 01 
ancillary service provider; or . ' 

3. Any reduction in allowable reimbursement lor ancillary services related to utilization 
01 ancillary service providers who are nonprelerred providers. ' 

C. 	For the purposes 01 this section: 
1. "Ancillary serVices" means those services required to support. lacilitate or otherwise 

enhance medical care and treatment. Such services include. but are not limited to. the 
furnishing 01 medical equipment required lor therapeutic purposes or lile support: 

2. "Ancillary service provider" and "ancillary service 'providers" mean a person or 
persons providing ancillary services. 

D. 	 The Commission shall have no jurisdiction to adjudicate contr:oversies arising out 01 
this 	section. 

§ 38.2-4209.1. Pharmacies; freedom 01. choice. 
A. Notwithstanding any provision 01 § 38.2-4209. no corporation providing prelerred 

provider subscription contracts ShaD prohibit any ,person receiving pharmaceutical benefits 
thereunder from selecting. without limitation. the pharmacy 01 his choice' to furnish such 
benefits. This right 01 selection extends ·to and includes pharmacies that are nonprejerred 
providers and that agree to: accept reimbursement lor their services at rates applicable to 
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pharmacies that, are preferred providers. 

B. No such corporation shall impose upon any piII'$On nlCeiving pharmaceutict:ll benefits 
furnished under any such contract: , 

1. Any et;'payment. 1'!'1 or condition that is not equQ/ly imposed upon aD individuals in 
the same 'benefit category, class or copayment leveL whether or not such benefits are 
furnished by pharmacists who are nonplYf1/e1Ted providers: ' , " 

2. Any monetary penally that would lI/Iect or influence any such person's choice 01 
pharmacy; or, . , 

3. Any reduction in allowable reimbursement lor pharmacy services relaud to 
utilization 01 pharmacists who are nonpre/fII"1'tId providers. 

C. 	The CommissiOn shall have no jurisdiction to tldiudicate controversies arising out 01 
this section. 

§ 38.2-4209.2~ Ancillary service providers; freedom 01 choice. 
A. Notwithstanding any provision 01 § 38.2-4209, no corporation providing' prtl/erred 

provider subscription contTrlcts shall prohibit any piII'$On receiving anci/1ary service benefits 
thereunder from .selecting, without limitation, the ancillary service provider 01 his, choice to 
furnish such benefits. This right 01 selection extends to and incllldes ancillary service 
providers that' are nonpreferred providers and that agree to accept reimbunement lor 
their services at rates opplicable to ancillary service providers that are Prtl/erred providers. 

B. No such corporatiOn shall impose upon any penon receiving ancillary, service 
benefits furnished under ~y such contract: ' ' 

1. Any copayment, lee or condition that is not equD/ly imposed upon aD individuals in 
the same benefit caugory, class or copayment leveL whether or not such benefits are, 
furnished by ancillary service providers who are nonprefened providers; 

2. Any monetary penalty that would affect or influence any such person's choice 01 
ancillary service provider; or . , 

3. Any reduction in allowable reimbursement lor anci1krry services related to utilization 
01 ancillary service providers who are nonprtl/erred providers. 

C. 	For the .purposes 01 this section: 
1. "Ancillary services" means, those services required to support, laciliUde or otherwise 

enhance medical care and treatment. Such services include. but are' not limited to, the 
furnishing 01 medical equipment required for therapeutic purposes or life support; 

2. "Ancillary service provider" and "ancillary service providers" mean a person or 
persons providing anciIktry services. 

D. 	The Commission, shall have no jurisdiction to adjudicate controversies arising out 01 
this section. 

§ 38.2-4312.1. Pharmacies; freedom 01 choice. ' 
A. Notwithstanding any other provision in this chapter. no health maintenance 

organization providing health care plans. shall prohibit 'any person receIving 
pharmaceutical benefits thereunder from selecting. without limitation. the phaT77UlCJ' 01 his 
choice to furnish such benefits. This right 01 .selection extends to and includes. pharmacies 
that are not participating providers under any such health care plan and that agree to' 
accept reimbursement lor their services at rates applicable, to pharmacies that are 
participating providers. , 

B. No such health maintenance organization shall impose upon any person receiving 
pharmaceutical benefits fumished under any such health care plan: ' 

1. Any copayment. lee or condition that is not equally imposed upon all individuals in 
the same benelit category. class or copayment level. whether or not such benefits are 
furnished by pharmacists who are not participating providers; 

2. Any monetary penalty that would affect or influence' any such person's choice 01 
pharmacy; or 

3. Any reduction in allowable' reimbursement lor pharmacy servICes: related to 
utilization 01 pharmacists who are not participating providers. 

C. The provisions 01 this section are not applicable to any health care plan whose, 
terms require exclusive utilization 01 pharmacies wholly owned and operated by the health 
maintenance organization providing the health care plan. 

D. 	The Commission shall have no jurisdiction to adjudicate controversies' arising out 01 
this 	section. ' 

§ 38.2-4312.2. Ancillary service providers; freedom 01 choice. 
A. Notwithstanding any other, provision in this chapter. no health maintenance 

organization providing, health care plans shall prohibit any person receiving ancillary 
service benefits thereunder from 'selecting. without limitation. the ancillary service provider
01 his choice to furnish such benefits. This nght 01 selection extends to and includes 
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. ancillary service providers that are not participGlint: providers under any such health care 
plan and that agree to. accept reimbunement for their seivices at rales applicable to 
ancillary service providers that are participating providers. 

B. No 8UCh health maintenanctl organizlltion 8hDJ/ impose upon any person receiving 
ancillary services bene/il8 furnished under any 8Udr health care plan: . 

1. Any copayment, lee or condition that 18 not equaDy imposed upon aD individuals in 
the IJQme benefit category. cJa.u or copayment 1ewI, whether or not such benefil8 are 
furnished by ancIIJQJ)I service providers who are not participating providers; 

2. Any monetary penalty that 'WOuld affect or inflUence any such per80n '$ choice 01 
ancillary service provider; or 

3. Any reduction in aDowable reimbursement lor DncilJary .services related to utilizDtion 
01 ancillary service providers who are not participating providers. 

C. For the purposes 01 this section: 
1. "Ancillary services" means those services requiTtId to support. lacilitate or otherwise 

enhance medictZl care and treatment. Such services indude. but are not limited to. the 
furnishing 01 medictZl equipment required lor therapeutic purposes or life support: . 

·2. "A.nci1lary service provider" and "ancillary service providers" mean a peT'80n or 
pe1'$Ons providing ancillary services. 

D. The provisionS 01 this section are not applicable to any health care plan whose 
term.s require e'Xdu8ive utilizDtion 01 ancillary service providers wholly owned Dnd 
operoted by the health maintenance organization providing the health care plan. 

E. The Commission shaD have no jurisdiction to Ddjudicate controversies arising out 01 
this section. 
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THE WHITE HOUSE 
OFFICE OF DOMESTIC POLICY 

CAROL H. RASCO 
Assistant to the President for Domestic Policy 

To: 

Draft response for POTUS 

and forward to CHR by: -----fl----------- 
,Drafl response for CHR by: 4X~__I_°_4\-!.I...:lo~-'------:...:--
Please reply directly 10 Ihe writer, 

(COpy 10 CHR) by: __________________ 

Please advise by: ____________________ 

Lel's'discuss: ' ___________________--"-__ 

for your information: _______________-"-___ 

Reply using (orm code: _______________.-__ 

File: _____---'--,-------------"---

Send copy to loriginallo CHR): _______________ 

Schedule 7: CAccept [J Pendinf\ 


O~iglle{' to at1end: _______________~___ 




THE WHITE HOUSE 

WASHINGTON 70: 

August 2, 1995 

George T. Chang, Ph.D. 
Chairman and CEO 
United Medical Laboratories, Inc. 
6720 Old McLean Village Drive 
McLean, Virginia 22101 

Dear Dr. Chang: 

Thank you for your letter regarding your concerns about 
managed health care systems. I appreciate you contacting me 
concerning this important issue. 

In order to give your concerns the appropriate attention, I 
have forwarded your letter and enclosures to Ms. Carol Rasco, 
Assistant to the President for Domestic Policy, and a~ked that 
she respond to you directly. You can be sure that your concerns 
will receive proper consideration.· 

Once again, thapk you for writing. 

Sincerely, 

r~ 
cc: The HonorablectGol Rasco• 

LEP/tab 



. ® 
UNITED MEDICAL LABORATORIES, INC . 

. 6720 Old Mclean Village Drive' Mclean. Virginia 22101 


Telephone: (703) 356-4422 . 


July 24, 1995 

Hon. Leon Panetta 
.Chief of Staff 
White Bouse 
By Hand 

Dear Mr. Panetta: 

I am very disturbed by managed health care systems that are 
restricting medical laboratory work to a few large laboratories for 
all testing needs. Such practices eliminate the competitive 
benefits off
laboratories. 

ered by 
These 

the 
types 

inclusion of 
of restrictions 

small
are 

er" independent 
devastating the 

thousands of community-based laboratories that employ many hundreds 
of thousands Americans. I am enclosing two copies of Virginia House 
Bill 840. Iwould like to see if the President can execute an 
executive order in which this law, or a similar law, can be enforced 
on a national level, specifi.cally protecting the rights of small, 
independent, community-based medical laboratories. 

Very truly yours, 

Ge~g. 
Ph.D. 
Director of Laboratories 

GTC:tes 
Enclosure 
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STATE CORPORATION COMMISSION 

BUREAU OF INSURANCE 
SENT VIA FAX 

. \. October 17, 1994 

Dr. George T. Chang 

Director ofLaboratories 

United Medical Laboratories, Inc: 

6720 OM McLean Vlliage Drive 

McLean, Virginia 22101 


Re: 	 House Bill 840 

Your Letter ofJune 30, 1994 and Subsequent Telephone Conversations: 


Dear Dr. Chang: 

Enclosed is a copy of a Administrative Letter 1994-8 that was mailed to Virginia 
licensed insurers today regarding the abovEH:3ptioned subject: We hope that this 
administrative letter clarifies our position on the issues yoU have raiSed.. 

uTeA,) 
1. , Rlcllardson. Ir.· , 
Senior Insurance Anal)"St 
Life and Health Research 
Telephone No.: 8041371-9388 
FAXNo.: 8041311-9944 

Enclosure 
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STATE CORPORATION COMMISSION 


B~REAU OF INSURANCE 

October 17. 1994 

.. 

TO: 	 All InsurerS, Health Services Plans, and Health Maintenance 
Organizations licensed to write Accident and Sickne'ss Insurance 
in Virginia ' ' 

RE: 	 Freedom of choice requirements - Pharmacies and Ancillary 

Service Providers 


Chapter No. 963 of the 1994 Acts of the General Assembly of Virginia (1994 
House Bill 840). tpok effect on July 1. 1994. The bill created six (6) new statutes. 
designated by the Virainia Code Commission as Sedions 38.2-3407.7.38.2-3407.8, 
38.2-4209.1. 38.2-4209.2. 38.2-4312.1. and 38.2-4312.2 of the Code of Virginia. as 
amended. These new requirements, which are imposed upon iflsurers issuing 
"preferred provider" . policies' or contracts <:ind upon health maintenance 
organizations, relate to coverage for services re~dered and products fumished by 
out·of-network pharmacies and ancillary service providers. 

, , 	 I 

It has come to my attention that several issues have arisen regarding the 
interpretation .of certain provisions of this legislation. The· following is an 
explanation of how the Bureau of Insurance intends to administer certain 
requirements found in the new statutes listed above. 
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Administrative Letter 1994-8 
October 17. 1994 
Page 2 

The term "anciilary services" is defined in §§ 38.2-3407.8. 38.2-4209.2. and 
38.2-4312.2 as: "those services required to support. facilitate or otherwise 
enhance medical care, and treatment." These ~tatutes also provide that: "the 
furnishing of durable medical equipment required for therapeutic purposes or life 
support" is an example of ancil!ary services. It is the Bureau's position'that the 
statutory definition of ancillary services is an extremely broad one, and 'cannot 
reasonably be construed as limited to the provision of durable meaical eqUipment. 
Unless and until the statutory definition is made more restrictive. then. H is our 
position that any person or class of persons that provides services that "support, 
facilitate.: or otherwise enhance medical care and treatment" meets tMe definition of 
an "andTIaiy service provider." 

Each of the statutes cited above contains the following Janguag~: 

The (State Corporation) Commission shall have no jurisdiction to adjudicate 
controversies arising out of this section. . 

Therefore, the Bureau does not have' the aut.hority to intervene in disagreements 
among parties affected by these new requirements. Questions of interpretation 
concerning whether or not a provider is providing -ancillary services" will have to be 
resolved in forums other than the State CorporatiOn Commission. 

CONTRACT PROVISIONS ! 
..J 

All six statutes cited above contain specific language prohibiting the 
imposition of: 

... any copayment. fee. or condition that is not equally imposed upon all 
individuals in the same benefit category. dass. or co payment level, whether 
or not such benefits, are fumished by [pharmacists or ancillary service 
providers] who are [non preferred or nonparticipating] providers. (emphasis 
added) 
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October 17, 1994 
Page 3 

It is our position that each of thp.se provIsIons. prohibits an insurer or health 
maintenance organization trom am~nding its contracts to provide that claimants 
obtaining services from out-ot-network pharmacies or ancillary service providers 
must pay for the services and then seek reimbursement from the insurer or health 
maintenance organization, unless this same condition is imposed upon claimants 
utilizing the services of in-network pharmacists or ancillary service providers. 
Additionally, if infonnation regarding coverage is available to in-network providers, 
such Information must also be made available to out-of-network p,roviders in the 
same or substantially similar m2nner. 

All six statutes cited above alsoccntain the following provision: 

This right of selection extends to and includes [phannacies or ancillary 
service providers] that are [non preferred or nonparticipating] providers and 
that agree to acceot reimbursement for their services at rates applicable to 
[phannacjes or ancillary service providers] that are (preferred or participating) 
providers. (emphasis added) 

It is our position that affected insurers and health maintenance organizations must 
maintain records of Written agreements with out-of-network pharmacies and 
ancillary service providers that have agreed to accept the rates applicable to 
preferred or p2rticipating providers. Any reference by the insurer or health 
maintenance organization to the possibility of a phannacy or ancillary service 
provider billing ·the insured for the difference between the network rates and those 
charged must clearly state that the insured can verify in advance of a purchase that 
the provider in question has entered into an agreement to accept the network rate 
as payment in full to avoid additional charges. This verification must be provided by 

. the insurer or health maintenance organization providing coverage .. 

This letter serves as notice of our intention to withdraw approval. pursuant to 
§ 38.2-316 of the Code of Virginia. as amended. of any forms of which we become 
aware that do not comply in all respects with the provisions of §§ 38.2-3407.7. 38.2
3407.8. 38.2-4209.1. 38.2-4209.2, 38.2-4312.1, and 38.2-4312.2 of the Code of 
Virginia, as amended. Insurers and· health maintenance organizations are 
instructed to review their forms immediately and file amendments, within 45 
days of the date of this letter, for the purpose of bringing any non..complying 
forms into compliance with the statutes discussed herein. Subsequently. any 
forms brought to ocr attention that do not comply will have their approval withdrawn. 
and the 8ureau will consider initiation of any other disciplinary procf=!edings deemed 

http:BliRE.-\.lt
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Page 4 

'. 

appropriate in the circumstances. 'It should be noted that the wording of each of 
the statutes fisted above is sufficiently broad so as to apply to in force 
contracts as well as newly issued contracts. ' 

Insurers and health maintenance organizations are also hereby instructed to 
take appropriate steps to expedite communication and agreement with non-network 
providers wishing to enter Into agreements to accept reim bursement at network 
-rates. 

Any questions regarding the administration of these requirements should be 
directed to the attention. of Althelia P. Battle, Senior Insurance Ma~et Examiner. or 
Robert R. Knapp, Senior Insurance Market Examiner, Life and Health Forms and 
Rates Section, at the above address. The telephone number for. the Forms and 
Rates Section is (804) 371 ..9110. 

Sincerely yours, 

@hf7f)l-:----i-
Steven T. Foster. ' , 
Commissioner of Insurance 

STF/me 



VIRGINIA ACTS OF ASSEMBL Y - 1994 RECONVENED SESSION 


CHAPTER 963 


An Act to amend the CodIJ. of Virginia by adding $IIctiolU fUirnbtJred 38.2-3407..2. 
38..2-3407.3, 38..2-4209.1. 38.2-4209.2. 38..2-4312.1 and 38~-4312.2. rtt/atin6 to accident and 
sickness insurance: pharrru:Jciu and ancillary Ml1Victt. providers: prefetTtld provider 
IUItworks and health 1n.ain.UmI:Ince organizations. 

(B 840) 

Approved May 20, 19H 

Be it enacted by the General Assembly of V!rgtnla:
1. That the Code of Virginia Is amended by addiq sections Dumbered 38.2--3407.1. 
38.2-3407.3t 38.2-4209.1. 38.2-4209.2, 38.2-4312.1 and 38.2-4312.2 as follows: 

§ 38.2-3407.2. pht:zrm.acUls; fre«lom of choice. • 
A. Notwithstanding any provision of § 38.2-34tJ7 to thtI contTrzry. no insurer p,."posing 

to iSSUII pTtJ/erred providtll' po/icieII or contrrzt:ts $/IlIIl piohibit any person TeCtliving· 
pharmacy lNmefiU furnished tJutreunder from S81ectirig. without limitation. tIut phaTmtlcy 01 
his choice to furni.$h 8:uch bttNIfit$. This right of IJtIIecUon extends to and incJudes 
pharrru:Jcies that are noirpTtJ/erreti providers and thDt tIgTfINI to accept reimbursenumt for 
their ssrvices at T'tIte$ applictzblll to pluzrrrtacies tIu:It are PTtJ/erred providers. 

B. No such insurer shDI1 impose upon any pen;on 1'fICtIiving pharmaceuticoJ benefits 
'furnished under any such policy or contract:· . 

1. Any.copayment, lee or condition that is not .l!!t[UIlIJy im:posed upon aJJ. individuab in 
the $time 'benefit category. clIISII 01'. copayment level. whether or not. such bentJfits are 
furnished by pharmacists wluJ Q1YI nonpreferred pro'f1i1J.111r8: 

2. Any monetary penalty tIu:It would affect orinfluenCtt.J~IIY_ such person'. choictl 01
pharmacy: or .- .... - .. 

3. Any reduction in aJJ.owtlble rYtlinbunenuml lor ph.a.rmac'y .servica reIJII.ed to 
Iltilization of p/uzrmacists who tire nonpTtJ/erreti providers. 

C. The Coml'lfission shDI1 Iut.vre. no jurisdiction to adiudictzle controversies aritJ1iIr6 out 01 
this section. 


§ 38.2-3407.3. Ancillary service providers: freedom 01 choice. 

A. Notwithstanding any provision 01 § 38..2-3407 to thtI contTrzry~- no insurer proposing 

to issue preferred provider policies or contracts shaIJ prohibit any person ntlCftiving 
ancillary service benefits furnished thereunder from selecting. without limitation. the 

.ancillary service provider of his choice to fumish such benefits. This right 01 selection 
extends to and includes anciJJary service providers that are nonpreferred providers and 
that agree to accept reimbursement lor' their services at rates applicable to ancillary 
service providers that are preferred providers. 

B. No such insurer shDI1 impose upon any person receiving ancillary service benelits 
fumished under any such policy or Contract: 

1. Any copayment. lee or condition that is not equaDy imposed upon aJJ. individuab in 
the S4me benefit category. cJass or copayment level. whether or not such benefits are 
furnished by ancillary serva'ce providers who are nonpreferred providers,' 

2. Any monetary penalty tIu:It would affect or influence any such per80n~ choice 01 
ancillary service provider; or· 

3. Any reduction in aDowable reimbursement for ancillary services related to utilization 
01 ancillary service providers who are nonprelerred providers. 

C. For the purposes of this section: .' 
1. "Ancillary serviceS" means those services required to support. facilitate or otherwise 

enhance medical care and treatment. Such services indude. but are not limited. to. the 
furnishing 01 medical equipment required lor therapeutic purposes or lile support: 

2. "Ancillary service provider" and "ancillary service providers" mean a person or 
persons providing ancillary services. 

D. The Commission shaD have no jurisdiction to adjudicate controversies arising out 01 
this section. 


§ 38.2-4209.1. Pharmacies: freedom 01 choice. 

A. Notwithstanding .any provision 01 § 38..2-4209. no corporation providing' preferred 

provider subscription contracts shall prohibit any person receiving pharmaceutical benefits 
thereunder from selecting. without limitatiol'l.' the pharmacy 01 his choice to furnish such 
benefits. This right 01 selection extends ·to and includes pharmacies that are nonprelerred 
providers and that agree to accept reimbursement lor their services at rates applicable to 

http:reIJII.ed
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pharmaciS8 that are prt!/erreti providttn. 

B. No such corporation shall irnpos;e upon any ptInIOn receiving pharmaceutictJJ benefits 
fumished under' any sudt.. contract: : . 

1. Any copayment. 1M or condition that is not equ4/1y im:poSIId upon all individuals· in 
the same 'benefit calel1Ory, class or copayment level. whither or not such btmtr/its are 
fumished by pharmacisU who are nonplYl/tnJwl providl!1"$; . 

2. Any monetary pentzlty that would affect or infI,u4nt:e any such person's choice 01 
phamiacy; or . 

J. Any reduction in allowable reimburstl1lftll1lt lor pharmacy services f'ftkItIId to 
utilization 01 pharmacisU who are nonp1't!l/tnT'ttd provit/I!!r.f. 

C. The Commission IIhaJl haVe no jurisdiction to adjudicate controversies arising out 01 
this section. 

§ 38.2-4209.2: Ancilklry service proviurs: f're«/om of choice. '. 
A. Notwithstanding any provision 01 § 38..H209. no corporation providing preferred 

provider subscription COIIb"acts sIuzIl prohibit any peTllOll t'f!CI1iving ancillary servic:tt! benefits 
thereunder from .selecting. without limttation. 1M aru:i11my stfrvice provider 01 his choice to 
furnish such benefits. This right 01 selection tut:tetu:Is to and indudes aru:i11my IIIIT'vice 
providers that are nonprt!/erred provident and that agree to acctIPt reirnbu:nttmtmt lor 
their services at rate8 applicable to ant:i1ltlry service prr:wiI/In's that QIf! preferred providers. 

B. No such corporation sIuzIl impose upon any ptII'S01I receiving ancilltlry _rvice 
benefits fumished under any such contract: : 

1. Any copayment. lee or condition that is not equlI/Iy im:poSIId upon all individuals in 
the same benefit calegory. class or copayment /4vtel. whether or not such, bttIne/its are 
fumished by ancillary service providers who tmI AD"pnllfrllred providen; , 

2. Any monetary ptnUZlty that would affect or irrfIJitmce any such person's choice 01 
ancilJary service providlJr, or . 

3. Any reduction in allowable reimbur:J/ll/lment lor anci1ltIry services related, to ut:lli.Mtion 
01 ancillary service providers who are nonprefernttd pt"OVidllrs. 

C. For the purposes 01 this section: 
1. "Ancillary services" means those stlT'vices required to SUPPOrt. facilittztll or otlutrwise 

enhance medict:zl CfU'fl and treatment. Such IIIIT'vices include. but are not limited to, the 
fumishing 01 medical equipment required for therapeutic purposes or life SUPPOrt; 

2. "Ancillary service provider" and "anciJJary servictI providers" mean a penon or 
persons providing ancilklry services. "'~ 

D. The Commission shall hi:rve no iurisdiction to adjudicate controversies' arisinB out 01 
this section. 

§ 38.2-4312.1. Pharmacies; freedom 01 choice. 
A. Notwithstanding any other provision in this chapter, no health maintenance 

organization providing health care plans. shaD prohibit any person Tf!tCeiving 
pharmaceutical benefits thereunder from selecting. without limitation. the phanru:u:y 01 his 
,choice to fumish such benefits. This right 01 .selection extends to and inc/udS8 pluzrmacies 
that are not participating providers under any such health care plan and that agree to 
accept reimbursement lor .their services at rates applicable to pha"!,acies that are 
partiCipating providers. 

B. No such health maintenance organization shDl1 impose upon any I't!rson 1YIceiving 
pharmaceutical benefits furnished under any such health care plan: 

1. Any copaymtmt. lee or condition that is not eqzmJJy imposed upon all individuals in 
the same benefit category. clQ$$ or copayment level. whether or not such benefits are 
fumished by pharmacists who are not participating providers; 

2. Any monetary penalty that would affect or influence any such person's choice 01 
pharmacy; or 

3. Any reduction in allowable· reimbursement lor pharmacy services reklted to 
utilization 01 pharmacists who are not participating providers. 

C. The provisions 01 this section are not applicable to any health care plan whose 
terms require exclusive utilization 01 pharmacies wholly owned and operated by the heclth 
maintenance organizt:ltion providing the health care plan. 

D. The Commission shall have no jurisdiction to adjudicate controversies arising out 01 
this section. . 

§ 38.2-4312.2. AnciOary se;"'ice providers; freedom 01 choice. 
A. Notwithstanding any other provision in this chapter. no health maintenance 

organizt:ltion providing. health care plans shall prohibit any person receiving anCillary 
service benefits thereunder from selecting. without limitation. the anciOary service provider 
01 his choice to fumish such benefits. This ncht 01 selection extends to and includes 
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ancilklry s:ervice providen that are not pa~ providen under any such health CIlIY! 
plan and that agrtIII to accept reimbuntnnlmt /011' tlr6ir services at ratu applica.bk to 
ancilklry s:ervice providen that IUYI partil::ipating pffWider.s. 

B. No .such htJalth l1UlinttmtlllCllt organizfzUon 6htIll impo$ll upon any person l"t!Ceiving 
ancillary s:erviou benefits furnished under any sucIr h«llth cantI pilln.· 

r 1. Any copaynumt, 1_ or condition that 16 not t!Jt[UtlIJy imposed upon llJJ individu.t:lb in 
the StZme benfl/it CIlte80ry, Ckus or copaynumt ltrwJI. wlrethlJr or not such benefits lilY! 
furnish«! by tZnCillary service providers who IUYI not ~ providers:

I 2, Any monetary /HIntzlty that would affect or influence lIny such person's choice 01 
lInciJJary I/itJT'Vice providtlf"; or . 

3. Any reduction in tzllo'WGble reimbU1W1'lUmt /011' Ilnci1JlIry MI1'Vices ridDted to utiliZlltion 
01 lIncillllry IlIBI"ViotI providflT'$ who lire not paTticipt:rl:ing providflT'$. . 

C. For tIr6 purpo8tl$ 01 this SIlCtion.' 
1. "Anci11tzry 1lt1I'vi0ll8" nuNUr8 thO$J6 SII1"Vicu 1"flqIIirfld to support. IGCiJjto.UI or otherwis:e 

enhance medictzl CtZnI lind tl'tNllnUfnt. Such ~ include. but QIYI not limited to. the 
furnishing 01 medictzJ equipment required lor theraptllltic PU1'p08ll8 or lile support;. 

2. "AnciJIDry Ilt1I'viceprovider" turd uancilJtIry Ilt1I'vice providers" mean II /HITSOn or 
pe1'$01I$ providing tzneiJkIry l/itJT'Vioa. 

D. The provisions 01 thl6 lItICtion Qrt! not applit:tzble to llIIy hetzlth CQre plan whose 
terms require udusive· utiliZlltion 01 ancilllZry ""';ce providflT'$ wholly owned IlIId 
openzted by tIr6 health I1Ulintenance organiz:tztitJn pn:widing the health CQTfI plan. 

E. The Cotnrnission shtzll lutve no jurisdiction to tzdiudicate controversies lIrisin8 out 01 
this IJIIIICtion. -< 

http:IGCiJjto.UI
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LMaj~r HMO Oper~torj 1i: 

Demed AccreditatIon j 'I~ 
Mid Atlantic Medical Seroices Fails Rating I ! I i~ 

By David S, Hilzenrath 
W·............ ScalWI1IIf 


Mid Atlantic Medical Services 
Inc., the Washington area'a largest 
nperAtor of health maintenance or
ganization., has been denied accredi
tation by the nation's leading moni
tor of quality control in HMOs, an 
executive at the company said yea
terdllY. 

The decision, to be announced to
dAY. wiD not affect the operations o( 
Mid Atlantic'a HMOs. Optimum 
Choice and MD-Indlvidual Practice 
ASSOCiation, which have about 
550.000 members In the Washing
ton area. But some corporate bene
fits managers said they would recon
sider their ties to Mid Atlantic If it 
doesn't obtain accreditation. 

Only a amaD minority ot compa. 
nies have received a failing grade al
ter being evaluated by the National 
Committee for Quality AS8urance 

. (NCQA), although many HMOs have 
not been reviewed. 

'1 can't ~y point-blank that em
ployers shouldn't offer a plan that'. 
been denied accreditation, but it cer. 
tainly raises a big red lJag: said c0n
sultant Barbara Lohr of Towers Per
rin, a consultinl firm that advisea 
companies on employee benefit.. 

MllOY corporations refuse to do 
businesS with HMOa that do not aub
mit to a review by the NCQA, and 

.some COrporate ~nefita mana1eJ,'I;
said yeaterday that they would It~ . 
enrolling workers In Mid AtJantj~ 
HMO If the company faDed to meet , i 
NCQA standards within a year ot " ' 
two. Mid Atlantic, which unaucce.... 
fuDyappealed NCQA'a dedalon over 
the paat few montha, may be rel 
viewed again in a year. . : 

"You ehould be concerned about 
It'- said James N. Aatuto, who ove~ 
sees managed health care for workr ,. I 
ers in GTE Corp.'a southeast region. . 
'1f they can't eventuaUy jump the : 
hurdle, we're going to have to freeze 
them and eventually terminate the 
relationehfp." : 

"Thls was a valuable education to 
us," said Paul E. D1l1on, senior vice i, 
president and treasurer of Mid Att 
lantlc. "We wiD now work harder to 
try and meet more of the NCQA 
atandarda." : 

Dillon would not say what reason, 
NCQA cited for ita decision and, I 
NCQA offidals would not comment 
on the matter in advance of its Int 
nouncement today. N • matter of 
poticy, NCQA does not dlacloae thl! 
detaiJed findings of Its evaJuaUons; 
althoup it plans to begin iuuin,
aumrnariea in July, I 

One possible reaSOll (or denial ij
that a ehortcomJng at an HMO "'poaf 
ea a potentially significant rlek to 
quality of care," accordIng to a1 

8•• HMO, Bl2, CoLI " 
I 
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'J'" ..,"", Babies'and~lIMOs' ';"~'~,.'~ 

, ~ , ~'_"'.'~'~!"":': '.'. : '. "0 SQUEEZE rea.hooOey out of the health 

'.' Care system. as e1'el')'body wants to do,r,,'_ involves making paiDful decisions about the 
:uquts of medical care.1IOOIetimes with the kind of 
,'grim results that oobody wants. Since the costs 
WOn't come down withOut some serious cutting,
it's all the a:nore ~nuperativethat the people 

'_.1.I":_ those 1.:Ie--";'..a ..I-th _11- do I't m' a co....... g
UIiLIWJ W' iWI.Mleil ~ -

,eritious and morally serious fashion and not 
. create a situation in which the attending doctor's 
~oPinion counts for nothing at all.' The apparent 
:'lack of such caution is what's shocking about 
.reports that large numbers of health mainte
nance organizatioas, in order to save costs on 

:.bospital stays, baveim"pOSed a de facto ironclad 
'reAuir'ement that hOspitals' discharge newbom 
babies and their mothers' within 24 'hours of 
,delivery, reganlless of the doctor's opinion as to 

'whether the ctiscbarge is safe. 
".' The point here isn't that an mothers should 
,stay 48 hours or more in the hospital after giving 
. birth without compticatioos, any more than they 
.ShOuld be obliged to Stay--or insurers to cover- ,
'the' four to eight days that were standard for 
'cb.Udbirth a'generation ago. The point is, rather, 
that in this case' insurers looking for a place 
where a change of practice would bring signi6
cant savings-and childbirth is the most comlIion 
of aD reasons for hospitalization. one that a large 
number of people on any general health plan can 
be expected to make use of-sought to impose 
such a change even in cases where individual 
doctors had serious safety concerns. , 

.' ~ ":, • :. ~ J '~"'!,q' 

cology recoaimends 48 hourS' ' ' .. after ~~ 
birth to moaitor babies' heal~ ~-fiRt: 
time mothers the basics. overttbe,·.pasi 'few 
years, siDce the 24-h0ur discharge becameiride
spread, accnUnts have multiplied,oI. MlCb mOthers 
who failed realize th· bab' breast 

to . ,ell' ~es,wereDOt , 
feeding prOperlyand:were a~,~:.hl.~ 
small but ,woirisome JiUinber cif'easa:~doctOrs 
whose medkal judgment told them it,vas risky to 

' ., .' 
send a baby and mother home after, 24 'hOurs 
were obliged to do so anyway' QI""t.ace being'
kicked out of their insuran,ce arYvtft, wbicb Woalct,0-__ 

mean losing most or an o(theii patiepts.: ' • 
' 'Since this is'iDt1ie·puIest sense a~ 
issue for politicians, ,capable of stolrin, stroag 
emotioos, it l\as led in short ofderto >8ctionby 
the state Iegis1atures Of New .]ersey,:and·Mary. 
land 8nd perhaps soon bj otherS b:....softes:l ibis 
practice or to mandate that insUianCe a.Dp:mies 
cover a second day of bospita1iz:atiOD after birth if 
a doctor ruleS it neCessary. No'oDe COUld CaD ttiis ' 
the most efficient way to J:naIce QeO~: about 

' 
health care, nor is it likely to prove practical for 
medical care across the board; siDce most such 
arguments over proper practi~ lack the immedi
acy and simplicity of this one.,not to mention its 
political appeal Still, it's a reminder that over
zealousness in cost-cutting is a, danger aad that 
the tug-of-war between what's ~cia11y feasible 
and what's medically necessary can't be left to 
the decision of only: one of th~ parties to the 

\, 
\ 

' 

.,;: 
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TAIWANESE AMERICAN POLITICAL EDUCATION COMMITTEE 
6'720 Old McLean Village :Drive 
, McLean~ Virginia 22101 

Tel: 703-356-4787 

July 24, 1995 

Hon. Bill Clinton 
President of the United States 
c/o Hon. Leon Panetta 
Chief of Staff 
The White House 
Washington, D.C. 20500' 

Dear Mr. President: 

Peace and stability in East Asia serve the national interest of the 
United States of America. Recent events, including the military
exercises by China, increase the tension that already exists in that 
region. Missile tests by China are intended to put Taiwan in a 
state of panic that 'is not justifiable. 

Taiwanese Americans believe it is t~e for negotiation, rather than 
confr~ntation. Animosity is not the interest of peace-~oving
nations. ' 

In order to maintain continued economic growth and peace in the 
Asian Pacific regions, specifically the interests of China, Taiwan, 
and the United States, I urge President Clinton to initiate an 
invitation to the Presidents of China and Taiwan to come to the 
White House to have a talk with President Clinton. The sole purpose
of the visit would be to settle the long rivalry between Taiwan and 
China. The Marshall Plan of post World War Two may be a model for 
economic assistance to China from Taiwan as an incentive for the 
Chinese Leader to sit down with the leader of TaiWan. It is t~e to 
ease the strained relations between China and the United States. 

Thank you very much for your assistance in this matter. 

Ph.D~ 

GTC:tes 

cc: Hon. Leon Panetta 



TAIWANESE AMERICAN POLITICAL EDUCATION COMMITTEE 
6720 Old McLean Village Drive 


McLean, Virginia 22101. 

Tel: 703-356-4787 


July 24, 1995 

Hon. Bill Clinton 
President of the United States 
c/o Hon. Leon Panetta 
Chief of Staff 
The White Bouse 
Washington, D.C. 20500 

Dear Mr. President: 

Peace and stability:in Bast Asia serve the national interest of the 
United States of America. Recent events, including the military 
exercises by China, increase the tension that already, exists in that 
region. Hissile tests by,China are intended to put Taiwan in a 
state of panic that' is not justifiable. 

Taiwanese Americans believe it is ttme for negotiation, rather than 
confrontation. Antmosity is not the interest of peace-loving
nations. . 

, ( ."'~ . 

In order to maintain continued economic growth and peace in the 
Asian Pacific regions, specifically the interests of China, Taiwan, 
and the United States, I urge President Clinton to initiate an 
invitation to the Presidents of China and Taiwan to come to the 
White House to have a talk with President Clinton. The sole purpose 
of the visit would be to settle the long rivalry between Taiwan and 
China. The Harshall Plan of post World War Two may be a model for 
economic assistance to China from Taiwan as an incentive for the 
Chinese Leader to sit down with the leader of Taiwan. It is ttme to 
ease the strained relations between China and the United States. 

Thank you very much for your assistance in this matter. 

Ph.D. 

GTC:tes 

cc: Hon. Leon Panetta 
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December 2, 19 ;>"T 

The Honorable Leon Par:.ena 
Chief of Sraff 
The Wbice House 
Washington. D.C. 20SCO 

Dear Leon: 

Dr. George Chang is a constituent and supporter of mine, and would like to have 
a few minutes of your time to discuss the impact of HMOs and insurance comp;:mies on 
the health care L."1dust"y. I have anached a ccpy of 1:-Js letter to me fer 'your 
consideration~ 

[ think Dr. Chang and the membeI'$ of his group could provide so~e valu. ': 
inp'it to you on this subject, and ! hope you'll have a chance to visit wi:h them.. ;-;hort 
or ;", meeting with you, r know Dr. Chang and his colleagues would appreciate a 
meeting -vvith a member of the V\'1;ite House dOr:1esnc policy staff. 

Tharli< you in advance for your help v.'ith this reql,lest. 

~ir.cerely, 

Charles S. Roob 

.... -,,,. 

Stlte Oft'",." 
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UNITED MEDICAL LABORATORIES, INC. 
6720 OldM~Lol.\n VillAge DrivA· Mcl.ean. Vindllia 22101 

Telephone; (703} 3SG-44:22 

The Honorable Hr.' Sill Olint.on 
'rhe President. /:
Wa.h1ngton, ~.c. 20500 

I
Dear Mr. President. 

Happy Birt.hdayl 

In t.he past. year, several attempts bave been made by group.
representingthel int.er.ets of amall business owners to raise the 
issue of unfair ~ompet1tive bU8ineS8 practices wit.hregard t.o 
managed care. I ,; . 
PaBaage 1n V1rgi!nia of the Any W.Uli,ng Provider Law, House 8ill 840, 
seemed.t.o .ohie~e the purpose of allowing small laborat.ories an 
opportunity to co~pate with the lar~Qr labs for managed care 
contracts •. Purther clarification of the term 'ancillary aerviae" 
in t.he language/of the bill r88ulted in a narrow definition of the 
term to apply only to ii' particular pharmacy in the Btat. of 
Virginia. 'or all intent. aml purposes, the law ie nov' dead. in 
Virginia. I' . I 

In the state of Maryland., whioh h third in the nat.1on .'in per Qapita
of the populati~n being enrolled in some type of HMO 0% managed oare. 
program, aversion of the ~y Willing Provider Law was rejected
aft.er a speoiall presentation by a small, independent labo~.tory in 
the early sp.in~ in Annapoli/S.I . 
The independent clinical labora~ories;'would like to bA able to 
QQmpeto equally,/' with the larger laboratories at least on a local o~ 
regional basis. The smaller laboratories with annual sales of 10 
million or le5~, many of which have bAsn 1n busin.sa for over 20 
yeara, have enjoyed long standing relationships with phy.!oians
Which bave been built on high levels of quality and per8onalize~ 
service. Mean~hl1a, the larger, billion dollar labs that have been 
formed through:acquhitiono and. mergers of other .maller lab.,
d.epend. striotly on maga volume to achieve profi~, sometime. even at 
the expense ot quality and se~v1e•. 

http:busin.sa
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UNITED MEDICAL LABOR TORIES. INC.'8J 
Gi20 Old McLcI1~ Village Drive •McLa ft, Virginia 22101 

1'p.lp.phone: {703} 3S6

IOne ••thod the large labs usa to exclude sma ler la~oratories from 
the competitive Di~~ing process is pricing 1 b tests by cap!tat!on.
In th~. manner,l~ tests ara prioad in the ang. of ,_45 -- $.75 
per membar par mon~h•••peeially to HMO'" wh awar~ lab'contracta to 

, 	 & pld.mary vendor, "ith renewal. on an annual b••i.. We feel that 
this ilJ an unfair method of prioing. that flh ts out the lunaller labs 
from the blddln9 p~o~a••• ,The preferred wa of pricing i. a 
diaoount8d fee for service plan, or a alit r~t. of fees muoh like . 
MecUcar. and otber insurance ai'enc;1.a .. J:"e.imb rile fo:!:' t.eats.: 

Very truly your., 

Ph.D. 

~bair..n and CIO 

~~. 
GTC:tes 

cc: 	 senator Chuck Robb 

Lieutenant Governor ~on a.yer, Jr. 

;;': 
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JACKSON HOLE GROUP ___-'--_______ 

:'..JoIaul M. Ellwood. M.O 

President 

. September 6, 1995 

President William Clinton 
Offi,e of the Prt!sident 
White House 
1600 Pennsylvania Ave. 

" i 

Washington, DC 20.500 


Dear President Clinton, 


We have just concluded another valuable meeting of the Jackson Hole Group, m~ch of 
which focused on Medic~re. We did not tak~ the politics of the situation into : 
consideration because w~ think "l..MedjQre should be dealt with In a bipartisan f~~hion. 
Furthermore, we- are onl,!! useful if we emph~srze·wl)anf·~ewed as·praetlcal by those who 
actually deliver and purchase health care for millions of people (both on and off of 
Medicare). I have outlin~d the conclusion, that we rea,hed about what can realistically be 
done. MOlny of these recbmmendations are dealt with in greater detail in my testimony to 
Senate Finance Committ~e on July 25. If you would like a C;;OPYI call Ellen Wilson at 307
733-8781. .. 

Even if you are contemplating a delay of only two months in enacting Medicare reforms. 
Congress should immedi~tely disconnect Medicare HMO reimbursement from the formula 
which keeps federal cOlpitation payments rising in parallel with traditional Medicare. This 
is not a controversial moye, and HMOs with· the most Medicare experience could opera.te 
and grow with a predjct~ble nation.1 .ggregate rate of i~crease of 5% per year. ~ve[ltually• 
.In say Five years, the trad1itional MedicOlre defined contri;bution rate should be brought in 
line with [he MP.riicare managed care rate. At that time; the federal contribution should be 
linked to the level o{ cOrl,petitive premiums in each market. . 

The HMOs should be re~llired to provide more extensive benefits than tradition~1 
Medicare. It should be ~ uniform set of'benefit5lhat j, sufficiently comprehensive to 

I 

include pr~scrlptlon drugs and eliminat~ the need for Madigap insurance. HMOs can 
charge an additional premium, but in doing so, they run the risk of being unattractive 

• . . I 

competItors. .1... ... . " . . 

While it may seem logical in a competitive environment to offer greater flexibillty through 

a choice of benefit combinations, the overwhelmlng'experlence with health insurance is ,/ 

that this Icads to risk sel~ction and undermines objective plan comparison by consumers. 

Although much has been made of FfHBP's flexible ben~fits package, In reality, FEHBP 

controls benefit variatiod~l~o av.oid ri!k selection,] Vijil'i . 


. .. ,M~I Ing Addres,; 'P.O. Box 3.50 etun I ,age. WY63025 

Fed-ElI'/UPS: 6700 Nurth Ellen Creek Road .Jackson. WY 83001 . 
I 

307-739-1176 Fax: J07-739·1177 

---"-.-,..-............ 
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,	We recommend three beri~fit options: HMOs using seleded providers; HMOs with an out 
of plan choice of providJr~' (POS); and traditional Medicare with the existing choice of 
prnviders. For the healt~ 'plans offering a full range of~provider choices, the traditional 
Medicare henefit packag~:remain5 the least disruptivei,:benefit option. This program will 
inevitably bP. more expen~'ve when combined with the cost of a Medigap policy~ Further 
raising deductible~ and ~o;nsurance will not significantly lower utilization, and thus costs, 
unless Medigap pO.1 icip.5 !at'e dl~allowed or seniors are put in' a position where they wait too 
long to seek necessary n1eqical care (whic.h will inevitably drive up program cos~s). HMOs 
limit provider choice beta~se they selea physician5and ho!;pitals on the basis of their 
ability to provide cost--effe¢tlve medical care, However, if Cohgres!; elects to allow 
organizations, other thah tf,fCFA, to compete to offer the traditional Medicare benefits, they 
t,;Ould be permitted to use1! varietY of cost containment technique, but, like traditional 
Medicare. would be exPe4ted to offer virtually all of the providers in the community,

I ,;.. . 
Medicare's per CCipit~ rei~bursement rate, adjusted for factor prices. should be gradually 
'equalized across geograbh1c locations. Eventually, market forces could work toward this 
objective as they have i~ t~e FEHBP progrdfll. Howe~'ert the need to define In advance 
what the government int~ftds to pay health plans, which is i:I. nec;;essary consequence of the 
CBO scoring process, dbi~ not allow a complete shift to market based government 
capitation rates until w~ k,DOW more about what HMOs propose to charge across the 
country and have a bettbdJnderstanding of how seniors respond to price differences '  .between health plan" At::~ur meeting, there were substantial differences of opinion , 
among HMOs about the q,. irability of progressively moving towards a nationaliy 
equalized capitation ratb.,~\ he evidence that Ihave been able to uncover is that the big 
differences in cost fromlo~p place to another are not justified clinically or by regional 
factor price variations. M~t of the cost differences between areas are attributable to wide 

. variations in the quantify; services provided that arQ unrelated to health status'. Alain 
Enthoven and I recomrrlenll that low cost areas be given ~s much as a 7% annual rate of 
increase, while the nig~et~ost areas have a 3% rate of per capita increase per year. It is 
our opinion .that this will tlot inhibit the groMh of HMOs in the more expensive Medicare 
marketliand will accelJratt it in those communities w~ere seniors have had little access to 

r:'anaged care. I ';~' . .:. 	 . 
failure by HCFA to everpf.omote HMO, over, traditional Medicare account, in part, for the 
relatively low HMO erlrolJtnent by seniors, despite HMO, offering far more. . 
c:omprp.hensive benefit~ try)n traditional Medicare at lower cod to beneficiaries. For this 
reason, thp. rlgp.ncy within~!'iealth & Human Services offering HMO choices needs to be 
separated from HCFA.I NAturally, it is difficult for anyone whose major re'pon,ibility iii 
making traditional Medic:.!e more attractive and r.o!Ot.f;!ffective to encourage their 
beneficiaries to Join ahoth~".lr plan. This behaviori, not unique to the HerA administrator. 
We've observed the sa:me!;~lnd of reticence on the pan of traditional insurance company 
executives and ernplu~ee::~rnefils managers faced with the prospect of making the ' 

:~';; 	 2 . .,,\ 
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transition to HMOs. It is only when their purchasers or competitors start taking cu'stomers 
away that they take on thel task: of building an entirely new kind of organization that both 
insures for and delivers m~naged care. In the case of the HCFA administrators, they have 
not had even enough disct'-tionary authority to build an,in-house HMO or PPO. 

o. ~ 

There continues to be shafp controve~5Y over whether the traditional Medicare program 
can be operated more cost-effectively. The current HCFA administrator believes that ne 

o can slow tne rate of Inflatlpn In the program, If given the opportunitY to use the technIques 
of managed care firms. Many of his predecessors are dubious, In part because It Is so 

o , 0 

difficult In government contracting to alter physician behavior and compensation.' This Is 
especially tough because 'public prpgramsflnd It difficult to limit the number of licensed 0 

physicians who can participate. Is Congress ready to take on 100,000 or more surplus 0 

physicians who have beeh excluded by HCFA and who are attempting to persuade their 
patients that Congress is r~rdng them to go tv an -inferior- doctor? 0 • 0 

MSAs for Medicare are nlt a sensible option for seniors, whose genes and prior li'festyle 
are the major determinant of their need for medical care. The hardest task for Congress in 
introducing market mech~nisms, such as health plan c~oice and defined contribution rates, 
is going to be avoiding a?y benefit arrangement, tike M~A', that divide seniors into healthy 
and unhealthy groups. Medicare's greatest strength is its universal pooling of risk. Don't 
fall into the trap of aS5urrling that the excess utilization of health care is the patient's fault. 
Alain Enthoven's New Y6rk Times op-ed piece (8116) elaborates on the possible adverse 
consequences of MSAs fC;lr this age group. MSAs, however, done thc way that John 
Goodman and Mark POluly have designed themfor younger age groups are less likely to 
disrupt the ~:sk pool. I 0 : 

As to dismantling HCFAJand giving multiple contractors the opportunity to operate in an 
indemnity based insuran'ce program, this should only be done IF CONGRESS QUITS 
MICRO-MANAGING T~E MEDICARE PROGRAM AND AllOWS IT TO OPERATE 
UNFETIERED likQ it does with FEHBP. Given the history of 30 years of tinkering with 
Medicare by con8ressio~al committees and with so much at stake politically, this seems 
inconceivable. If youw~nt to become educitQd on ho~ FEHBP has served millions of 
gqvernment employees knd lowered its premiums this last year, do as we did and ha.ve 

, 0 , 

Lucr@tia Myers, who runs the program, tell you how it's done. 
0 

01 

Just to give you an idea lof the knowledgeable people who di~Cussp.('hhe!'e approache~ to 
solve the Medicare problem, I have enclosed an attendee li!;t of the mo~t recent mep.fing in 
my living room-with 6ne caveat, we M\ler have votes or eliCit unanimous opinions. I, of 
course, have a special iflterest in your pursuing a defined contribution, competitive choice 
approach to Medicare, havIng successfully applied It for 25 years and having seen It 

o. I 0 0 0 0\ Implemented by the pri,vate sector. 
,00 000 0 0 0 0 . 0 

, 
I 
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.,.... If you want to discuss these thoughts further, my numb~r is 307.739·1176, or Alai'n 
Enthoven may be reached at 41 S-72J'()641 , . 

/'~YI

(7tuJ Wlukz) 
Paul M. Ellwood, M.D. I 

President &CEO 


cc: Alain Enthoven, PhD 
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® uNITED MEDICAL LABORATORIES. INC.® 
6720 Old McLean Villagt' nl"ivP. • Md.oP.an. Virginia 22101 

Telophone: (703) 356-4422 

- ®. 

AUg\1at 2, 1995 

The Honorable Mr. !lill Clinton 
The Preaident . 
WalShing-ton,· D.C. 20300 

Dear Mr. president" 

Happy B1rthaayl 

In· the past yaar, severai attempts have been made by groups
representing the interests of small bu.~ne•• OWft8:r:S to raise the 
issue of unfair oompetitiv@ hu§ine&!I practices with regard to 
managed care. 

Paliliag_ in Virgini~ of. . the Any Willing Provi,der Law, Hou.ae Sill 840, 
aeamed to achi.v. the purpose of allowing smAll lAboratories an 
opportunity to compete with the lArger labs for managed care 
aontract•. Purth.r olarifioation of the term 'Anoillary eerviee" 
in thB language of' the bill re8ulted in a narrow definition of the 
te~ to apply only eo a partioular ph&~oy Ln the .tate of 
Virginia. For all 1ntent8 ana purpose., the law is now dead in 
Vi.g1nia~ 

In the state of Maryland, which is third in the nation in pe. oapita
of the population being enrolled in some t~. of HMO or managad care 
program, a version of the Any Willing Provider Law WG8 .ojooted
after a speoial pre8eneaeion by a small, independent laboratory in 
the early lipring in Annmpolis. 

The 1n4ependent clinical laboratories would like ~o be able to· 
oompete equally with the larger la.borat.oriea at laaat on a 100a1 or 
regional basi.. The smaller laboratories witb annual sales of 10 
million or lese, many of which h~vG been !n business for over 20 
years. have enjoyed long stand1ng relat10n&hip. with physicians 
~hich have been built on high levo18 of quality and personaliBed 
service. Meanwhile. the larger, b111ion dollar labs that have~een 
formed through acquieitions and mergers of other smaller labs, 
depend strictly on mega volume to achieve profit, sometime~ even at 
the expense of quality and .service. 

http:Md.oP.an
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UNITED MEDICAL LABORATORIES, INC.® 
6720 Old McLean Village Drive· McLean, Virginia. 22101 

Telephone: (703) 356-4422 

One mathod the large labs use to ~xclude smaller laboratories fro~ 
the competitive bidding process is prioing lab ,tests by capitation. 
In this manner, lab tests are priced in the range of $.45 -- $.75 
per member per month, lespecially to HMO'IiI who award lab oontraots to 
a primary vendor, with renewallil on an annual basis. We feel that 
this is an unfair ,method of pricing, that shute out the s:maller labs 
from the bidding proce... The preferred way of prioing i& a , 
disoounted fee for service plan, or a sat rate ,of fees much like 
Medicare and other insuranoe agencies reimburse for tests. 

Very 	truly yours, 

George T. C ang, ~h.D. 
Chairman and CEO 

G'I'Cstes 

co: 	 Senato,r Chuck Robb 
Lieutenant Govern'or Don Beyer I Jr. 

f"\.. 11" . _. _I ~ _. _ _ ft. __ , I"l . ,. __ 
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UNITED ,MEDICAL LABORATORIES, INC. 

, 1>720 Old McLean Village Drive· McLean, VirGinia 22101 

Telephone:, (70:1) 356·4422 

TO: 	 The Honorable Biil clinton 
'1'ha Presid.ent 
In Parllon 

PROM: 	 Independ.nt CliniCAl Laboratory OwnQra 
Metropolitan Washingtonl D.C. 

RZ: 	 Meeting, A~gust 2, 1~S5 

ISSUES 

, 
That Congre~5 pas. leg1alat!on to level the 
playing field eo thAt All elinicallaboratoriaa 
Ny compete evenly ~nder mem.gad care. 

2. Pre~crvAtion of Small Business 

Failure to allow small I 1n4apen4enc clinioal 
lQboratori.s to continue to survive and grow in 
tho changing healthcAre markecplace will lead co 
the lou 0: tens of thousands of skill.ed :lobs 
regionally and. nation.....ida. 

3. Madlcar& Exclusion 

Th&t Congress pass legiQlation that exclud.•• 
Medicare paym.nts from being reimbur5e4 un4.~ 
HMO-t::ypClcapitliltion 8ch.c!ul••• 

http:skill.ed
http:Independ.nt
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-, ~-----Assistanrto-lheP(esidenl for DomesticPolicy __ . 

brafi:resp~ris~ for porus 
,and forward' to CHR by: -.:.--+-------tLfrr-f;;f-';;-'"'j;~:t_:~~ 

Please'ieply directly to the writer 
, (co'P." to CHR) b,': ""',"-:' 

: ", Reply using 

(original to CHR): ______:....-__--'_~_ _'___ 

Accepi o Pending Regret 

,.,' 



THE WHITE HOUSE 

WASHINGTON 

December 5, 1995 

James R. Teeter 

President 

Arkansas Hospital Association 

419 Natural Resources Drive 

Little Rock~ AR 72205 


Dear Jim: 

Thank you for writing about the Republican cuts in hospital 
spending and about provider-sponsored organizations. As you may 
know, we have been working closely with the American Hospital 
Association on both;of these issues. , 

We continue to believe as you do that the Republican Medicare 
cuts are far too high, particularly their cuts in hospital 
reimbursement. The 'President's balanced budget proposal calls 
for at least $25 billion less in Medicare spending reductions for 
hospitals. In addition, hospitals will be hard hit by the 
Republican's dramatic Medicaid cuts -- which are over three times 
greater than the President's cuts in Medicaid spending. 

We are also developing language on provider-sponsored 

organizations that will allow local hospitals and physicians to 

set up federally certified networks with appropriate standards, 

including solvency standards~ . 


As always, I very much appreciate your sound advice and 

expertise. I look forward to keeping in close touch with you 

about these and other issues as the budget debate continues . 


. Since y, 

U:&l((bL-
Carol H. Rasco . 

Assistant to the President 

for Domestic Policy, 




Arkansas Hospital Association 

JAMES R. TEETER 

President
November 7, 1995 

Carol Rasco 
I 

Assistant to the President/Domestic Policy 
The White House : 
1600 Pennsylvania Avenue, NW 
Washington, DC 20500 

Dear Carol: 

I am enclosing a letter to the President which I hope you will call to his attention when 
you deem it appropriate to do so. 

I 

In the meantime, I'd like t9 provide you with some background information supporting 
our plea that the President do what he can, when negotiating with the Republican 
leadership, to lower propos,ed Medicare payment reductions to hospitals, and to support' 
the House language for provider-sponsored organizations. 

I 

I 

We believe, Carol" that the hospital Medicare spending reductions proposed by the 
Congress (and the President) are too high. As you may know, a new study by Lewin;.' 
VHI, a respected research fmn, finds that Medicare reductions to hospitals of more than 
$75 billion over the next seven years will not allow them to keep pace with inflation and 
will result in a real cut in h~spital spending per Medicare beneficiary. 

I ' 

The proposed hospital redu~tions (Senate $91 billion, House $80.3 billion according to the 
most recent CBO estimates) would mean that hospitals would have to do more with less 
while at the same time absorbing the impact of Medicaid spending reductions. Because 

, I 

these plans would take more than $800,000,000 from Arkansas hospitals, we are 
concerned that the quality ~nd availability of care to Arkansas Medicare beneficiaries and 
to all others who need hospital care will suffer. 

I 

I 

The House Medicare redu~tion is preferable to the Senate's proposal because, nationally, 
it reduces "traditional" Medicare payments to hospitals by $11 billion less than the Senate. 
These "traditional" hospital reductions include lowering the hospital market basket, 
payments for bad debt, graduate medical education, disproportionate share, capital and 
other changes in the way hospitals are reimbursed for providing care to Medicare 
beneficiaries. 

419 Natural Resources Drive • Little Rock, Arkansas 72205 • 501-224-7878 • Facsimile 501-224-0519 



Page two 
Carol Rasco 
November 7, 1995 

I, 
Carol, you are probably familiar with provider-sponsored networks (called provider-

I 

sponsored organizations [PSOs] in the House bill), but we thought it might be helpful, 
nevertheless, to provide some information about them. PSOs are formal local affiliations 
of hospitals, physicians, and other healthcare providers that would provide a full range of 
healthcare services at the local level. Both the House and Senate proposals would let 
Medicare contract directly 'Yith PSOs on a full risk, capitated basis. 

We believe that Medicare beneficiaries are more likely to opt out of the old fee-for-service 
program if they can sign: up for PSO coordinated care which lets them keep the 
relationship they have with :their hometown physician and hospital. We believe they will 
feel more comfortable dealiflg with a local PSO than they would having to work with large 
insurance companies whereimedical decisions are made, not by physicians and nurses, but 
by accountants and actuarie~. 

While local PSOs would be required to deliver most of the services themselves, the , 
American Hospital Association's proposed standards require that a PSO be certified as 
financially sound, have an: adequate net worth, and have sufficient funds to pay for 
whatever services might nave to be provided outside its network. PSOs would be 
required to meet the same ~trict consumer protection standards called for under Medicare, 
but would also meet state-qf-the-art quality standards that are higher than those currently 
required by Medicare or most HMO laws. 

While the Senate proposal does allow PSOs, there are some serious problems with the 
language in the bill. Under; the Senate provision, PSOs would first be required to apply to 
the state for certification and could apply at the federal level only if the state doesn't act 
within 90 days or if the st~te denies the application and HHS finds the state's standards 
were an unreasonable barrier to market entry. Also, the Senate provision would provide 
only for one three-year federal certificate with authority to license PSOs reverting 
thereafter to the state. PSOs must be assured that they will not lose their ability to 
contract directly with Me~icare patients after three years, and Medicare beneficiaries 
should not have to fear that they will be required to change plans and providers at the end 
of an arbitrary three-year period. It is for these reasons that the House provision, which 
allows PSOs to enter the marketplace quickly through federal certification, is preferable. 

, 
I 

As you may know, many ~f the large insurance companies, including Aetna, Cigna, The 
Prudential, and United He:atthcare, prefer the Senate language. They want PSOs to be 
controlled by the states and to be regulated as insurance companies are regula~ed. They 
claim that PSOs are actually selling insurance, and should be required to have reserves for 
claims just as the insurance companies. Our position is that PSOs are providing medical 
services, not selling insurance and paying claims. The assets of PSOs are (and should be) 



Page three 

Carol Rasco 

November 7, 1995 


invested in the technology and human resources needed to provide medical services, not in 
reserves to pay claims. i 

Having to wait at least 90 days for state certification, as required by the Senate, would 
result in a marketing advantage for the large insurance companies, and a real disadvantage 
for PSOs because it would delay PSO entry into the marketplace. This would be unfair to 
providers, Medicare benefiCiaries, and the government which, after all, is footing the bill 
which would include the "Jlliddleman fees" imposed by the insurance companies - "fees" 
that would not exist if PSO~ contract directly with Medicare! 

i 
If you'd like more information about anything contained in this letter, Carol, please let me 
know. Phil and I will come to Washington to visit with you, or we will dispatch 
somebody from the Washington office of the American Hospital Association. 

t 

I hope that all is going well with you, Mary Margaret and Hamp. We'd love to have 
dinner and a visit anytime that you are home or when we're in DC. 

<F~' 
James R. Teeter 

JRT:sd 

Enclosures 

P.S. Carol, I'm also enc10sing American Hospital Association projections of how the 
Senate and House Medicare provisions would affect each Arkansas hospital. Of course, 
things would be even wors:e if the latest CBO estimates prove to be accurate. 



I 	 , 

Arkansas Hospital Association 


JAMES R. TEETER 
November 6, 1995 	 President 

President Bill Clinton 
The White House 
1600 Pennsylvania Avenue, NW 
Washington, DC 20500 

Dear Mr. President: 

The hospital community in Arlcansas and throughout the United States breathes a collective sigh of relief each time 
you say you will veto the Republican budget bill and force the Congress to negotiate a more responsible plan. , . 

\ 

While all of us believe that a balanced budget and tax cuts are desirable, we agree with you that what the Congress 
proposes is too much, too soon. According to the latest CBO estimates, the Senate bill would reduce hospital 
Medicare spending over seven years by $91 billion; the House would impose reductions of at least $80.3 billion; 
and, Mr. President, we believe that even your own budget would reduce hospital Medicare payments by $78 billion. 

! 

I 

Spending reductions of this magnitude: would cause steep reductions in hospital services and the closure of many 
hospitals, seriously impacting beneficia'ry access to healthcare. These problems would be exacerbated by Medicaid 

I 

block grants which would force hospitals to treat far more uninsured citizens with far fewer dollars. 

When the time comes, Mr. President" that Bob Dole, Newt Gingrich and you sit down to negotiate what will 
eventually become the new budget, we ask only two things of you: 

1) 	 Please insist that seven-year hospital Medicare reductions not exceed the midway point between the 
Senate Democrats' recommendation of $43 billion and the House Democrats' recommendation of $63, 
billion. 

2) 	 Please demand that the House ~anguage for provider-sponsored org<l!1izations (PSO) be adopted. The 
House would allow PSOs to directly contract more expeditiously with Medicare through direct federal 
certification giving beneficiaries an opportunity to move sooner into coordinated care while letting them 
keep their doctor-patient-homet9wn hospital relationship. We are providing Carol Rasco with details 
of why the House PSO language is so important to Medicare beneficiaries and the hospitals and 
physicians who care for them. : , 

Your consideration of oUr positions will 'be deeply appreciated by your hospitals back home and all a~ross America. 

s~ 

James R. Teeter 

JRT:sd 

419 Natural Resources Drive .' Little Rock, Arkansas 72205 • 501·224-7878 • Facsimile 501-224-0519 
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Expected Impact of ~edicare Spending Reductions on Arkansas Hospitals 

The Senate Finance Committee and the ~ouse Ways and Means and Commerce committees have each proposed plans to reduce thl rate of 
growth in Medicare spending over the neXt seven years by $27Q billion. Details of the proposals differ to some degree, but both rely h~vilY on 

reducing the amounts that would be spent on hospital services. Under the Senate bill. hospital payments would be· $86 billion less thlm 

budgeted today. The House version of M~icare reform reins in hospital payments $75 billion. but includes a 'look back" provision dirJcting the 

Secretary of Health and Human Services ~ further reduce provider payments in the future. if they are' on track to exceed targeted am6unts. 

This "took back" mechanism could place tlospitals at risk for an additional $40 billion. The list below shows the losses expected to acc~ue to 
Arkansas hospitals if the Senate Finance bommittee bill is eventually approved. 

HH itaI 

hkansaa Methodiat Hospital 

Ashley Mema-iaI Hospital (CrOSMll) 

Baptiat Medical Cent... hkadllphia 

Baptiat Medical Cent.. (LA) 

Baptist Memorial Hospillli (BIyIhevilie) 

Baptist Memorial Hospital (Fcrrnt City) 

Baplilt Memorial Hospital (~) 

Baptiat Memorial Medical Cent.. (NI.R) . 

Ba_ Medical Cent.. (Bentonville) 

But.- County Regional Hospital (MIn. Ho~ 

Boonevile Community Hospital 

Bradley County Mamaial Hospital (WaITen) 

Carroll Regional Medical Cent.. (B..ryvile) , 

c.ntral Arkllnllaa Hospital (Searcy) 

ChImb... Memorial Hospital (Danville) 

Chicot Memcxial Hospital (1.aIce Village) 

Cleb"". M_iaI Hospital (Heb. Sprin(la) 

Columbia Doc:tcnI Hospital (LA) 

CorMay County Hospital (Mcrrillon) 

eor-y Ragiona/ Medical CenIIIr 

Crawfad CountY Mem. HOspital (Van B"en) 

Crittenden Memaial Hospital fNest Men..,hiII) i 
CrOSl County Hospital (Wynne) 

0aIa. CoUnly Hospital (Fon:Iyc.) 

Oardanlille Hospital 

Cella MemcxiaI Hospital (Ournaa) 

oea..-nRegional Medical CenIIIr 

CeWlt City Hospital 

Cr_ Mema-ilI Hospillli (Montic:elo) 

East 0zaIka Reg. Med. C,... (Cherokee Village) 

Ell'aka Springs Hospital 


Fay6ville City Hospital 


Fulton County Hospital (Salem) 


Gravell» Medical Cent.. 


Hll.l'ris Hospital (Newport) 


H.... Regioral Medical CenIIIr 


l 
I 

i 
Hot Spring County Memorial Hospital (Mawn) 


HowIrd Memorial Hospital (Nashville) r 

I 

Jehnon RegiOnal Medical Cent.. (Pine BIIA!), 

Johnson County Regional Hospital (C1ar1aMl1e1 

78.334 68,902 

21.188 19.200 

47.158 4'1._ 

694901 628321 

42.131 37.888 

40.288 38.002 

29.22!i1 28.500 

208.915' 187.108 

54,521 49.024 

194.812 175,1155 (19.157) 

11 •• 10.431 (1.051) 

27.144 24.735 (2,4011) 

215018 24204 (2.712 

132.244 120.478 (11.788 

15.oas 13._ 

32!18O 29!18O 

.21785 19507 

104S 92547 

34._ 30.910 

83.233 74•• 

8US13 79.400 

107.57 98,e07 (11, 

21,815 19,021 

19078 17130 

12.813 11,452 

12:2. 11.178 

4oee4 38448 

12.548 11.331 

27,408 24,878 

21533 19528 

8,788 7._ 

1.282 1,155 

,18,321 14._ (1. 

21.!181S 2!l.1Q7 (2. 

38.802 35,188 

68200 81220 

51.725 47.3A11 

27998 25435 

308,573 273.552 

3UGe 38.151 

ital 

Lawrence Memcxial Hospital (Walnut Ridge) 


Little RIv..Memcxial Hospital (Aahd~) 


Magno" Hospital 


McGeMe-Desha County HospiIaJ 


Medical Cent.. of Calico Rock 


Medical Cent.. of South Arkansaa (EI Dorado) 


Medical PlIJ'k Hospital (H~ 


M_ Medical CentIIr 


M..cy Hospital of Scott County (Waldron) 


M..cy Hospital-T"M« MemcriIIl (CarM) 


Methodiat Hospital of Jc:mesboro 


National PllJ'k Medical CentIIr (HotSprings) 


NWlpc:ri Hospital " Clinic 

North Arkllnllaa Medical c.nt.. (Hwrillon) 


North Logan M ..cy Hospital (Parill) 


N~Medical Cent.. (Springdale) 


0uIchiIa County Medical c.nt.. (Camden) 


Piggott Community Hospital 


Pike County Hospital (M""*-boro) 


Randolph Counly Medical CentIIr (Pocahontas) 


Rebsamen Regional Med. Cent.. (Jacksonvillel 


Saline MemcxiaI Hospital (BenII:In) 


SDoem Springl Merna-iaI HospiIaJ 


So~Hospital (LA) 


Sparks Ragiona/ Medical c.nt.. (Ft Smith) 


Stone County Medical Cent.. (MIn. vi.w) 

Stuttgart RegicnJ Medical CentIIr 


St. B.nan:t'. Reg. Med. Cent.. (Joneaboro) 


St. EdMld M.-cy Medical c.nt.. (Ft Smith) 


St. ..IoHph·. Reg. HMIIh Cent.. (Hot Spga) 


St. Mary. Regional Medical c.nt.. (RUllMIMlle: 


St. Mary-Rogers Merna-iaI Hospital ' 


St. Michael Hospital (Te.kana) 


St. Vrncintlnli'maryMed, c.nt.. (LA) 


The Uniwraily HospiIaJ of Arksnsaa (LA) . 


Van 8"en County Memorial Hospital (Clinton) 


Wuhinglon Reg. Medical Cent.. (Fay.tlltWl. 


~ County MamcxiaI HospiIaJ (s.rcy) 


'MIitil Riwr Medical CentIIr (BatuviIe) 


TOTAL 

I 

19.311Z (1.80417.~ 
12.277 11.211)

34._ 31.+ 

13195 12022 


I 
12.130 11.084 

I 
166842 148390 

50227 452~1 (4,
I 

29.911 27.0(8 

14.738 13.263 

20.112 18.2:e.. 

74839 ee884 
I 

141.902 127.157 
I 

35.8815 32.370 
I 

108.812 97.898 
I 

11998 10842 

182.330 	 1~5.~1 
80,345 53.~18 

! 
28,287 23·12!i1 (2.558 

8,928 (7588·YO 
21.62!i1 19,521 (2.108

I 
79,974 72.578 (7,398

I 
89481 80883 (8.798 

39,387 35.~12 (3,6 

58.925 51.,,54 (5.871 
I 

402.1»2 359.813 (42.279
I 

14.223 12,827 (1,398
I 

84.341 57,447 (8.894
I 

397,_ 381.437 (35,932
I 

324,009 293,'J88 (31,451 

418,357 378,401 (39.958
I 

107,817 97.71JJ (9.
I 

101.517 91,812 (9,708
I 

278353 247220 (29.133
I 

817.!I!'59 738.009 (79.CrlO
I 

291,010 239.879 (51,131
I 

12,aaz 11.841 (1,181
I 

195.808 173.938 (21.870
I 

71375 84989 (8.388
I 

13111JJ 118791 (12.389 

I 

So&l(l1l: Amai:.an HcIIpillllA&IocMiion 
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Expected Impact or Medicare Spending Reductions on Arkansas Hospitals 
i 
I 

The House Way, and Means and Commerce canunineea and !he SenIle F"UWlCe Committee have elCh proposed plans 
10 reduce the rile of pawdl ill Medic.:are·, spadinJ over the nelt seven yQII by S270 billion. DeWIt of the 
propos_ differ 10 lOme depee. but bocb rely heavily on reduciq the amounu thai would be speN on hoIpit&! 
services. Under the House bill. hoIpitai paymaua wouJd be $7' biUiao lea than bud,eted 1Oday. l'he Senile 
venion of Medicare refona reiu ill hoIpital paymaua S86 biUiaa. Remember. bowna'. thai the House bill includes 
a "looItbICkH 

pravision direc:till, the ~ of Health and Hum. Selva. 10 funher reduce pravider paymCllts ill 
the future. if they are on trICk 10 ell*d tarpted.M'M'IUIIU 1"he "IaaIr;beck" moch.Iaiam could place hoIpitab at risk 
fot an additional S40 billion. 1"he lill below shows the Io.a eipecllld 10 acma 10 .AtUIuIM hoIpitab if the House 
bill is evenrually puaed. I 
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AIIBRICAN BOSPI7.'AL ASSOCIA!tION 

DATE: . A)ril 25, 1994 

TO: Clrol Rasco 

FR.OM: R..ck Pollack 

SUB3ECT: Ttlevision Ads on Medicare Reductions 

Just wanted to f,llow-up.on a telephone call I've plaged to alert 
you to a telev. sion ad we're runninq on CNN as part of our 
continuinq effor~ to raise concerns about Medicare reductions. 

I've attached a script for your information. It continues the 
pattern of not singling out the Administration and suqqesting
alternatives. 

http:f,llow-up.on
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:i!99:lApril 28, 

MEMORANDUM 
TOt Caxool 
Fr: Sara 
Re' Seoretary She lala' e xnemoX'andum reqarding the 1994 
physician fee update 

I a9ree with the Secretary. It is true that the Medicare 
volume reduction incentive worked better than anyone might have 
anticipated and that, as a result, physicians are getting a bigger 
increa:se than expected. A:s the Secretary note:s, the methodology 
needs an overhaul, although I would note that volume reductions ot 
this magnitude cannot go on (nor should they be statutorily
encouraged) indefinitely. Whether or not the st.at.ute needS 
revising, however, this is not the time to Change our minds aocut 
rewarding doctors Who have held down their volume of services. 
Since the target is consistent with the overall NHI theme ot cost 
control through volume reduct.ion, any at.t.empt. to reduce payments 
below the president's original budget request would be seen as 
punishing physicians when they do what is sought. 

Please give me a call if you have questions. 



THE WHITE HOUSE 

WASHINGTON 

December 13, 1995 

'Rita 	Hurst 
Superior Senior Care 
ABT Towe.rs 
Suite 200 
P.O. Box 505 
Hot Springs, Arkansas 71902 

Dear 	Ms. Hurst: 

Thank you for writing about your concerns about existing Medicare 
home care provider rules. The Clinton Administration' is working 
to reduce the costs of home health services in Medicare while 
ensuring that beneficiaries get the care they need. 

I very much appreciated learning more about the Private Care 
Associatio~ and the use of home care referral agencies. The 
Health Care Financing Administration (HCFA) has convened a 
working group to look at the Medicare home health bene t and has 
been considering using case management in home care. I have 
forwarded your letter to HCFA Administrator Bruce Vladeck for his 
further review of your proposal to begin a demonstration project. 

Sincerely, 

Carol H. Ra co 
Assistant to the President 
for Domestic Policy 

cc: 	 Russell A. Hollrah, Esq. 
Nancy N. Delogu, Esq. 

"t 
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THE WHITE HOUSE 
OFFICE OF DOMESTIC POLICY 

CAROL H. RASCO 
Assistant to the President for Domestic Policy 

To: ctl<huv 
Draft response for POTUS 

and forward to CHR by: ____________:--___ 

Draft response for CHR~ LtpO't\I ~ +n ~ 
Please reply directly to the writer U 

(copy to CHR) by: __________________ 

Please advise by: ___________________ 

Let's discuss: _____________________ 

For your information: __________________ 

Reply using form code: __________________ 

File: _______________________ 

Send copy to (original to CHR): ______________ 

Schedule? : o Accept o Pending o Regret 

Designee 10 attend: ___________________ 

Remarks:_--....-_-::--:-__--:co-_-:--:-_________ 

~I~ 

I 
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THE WHITE HOUSE 
OFFICE OF DOMESTIC POLICY 

CAROL H. RASCO 
Assistant t? the President (or Domestic Policy 

To: 

Draft response lor POTUS 

and fo~ard 10 CHR by: ---::----=----.f...--------7----' 

Draft response for CHR by: C!Jt> I( / .;11 
I 'd' I h' ' ,tPIease rep y !fect y 10! e wnter 

(COpy to CHR) by: __________________ 

Please advise by: __________________~_ 

let'S discuss: __________________ 

For your in/ormation: ______________'--____ 

Reilly using form 


File: ________________--.::.-______ 


Send copy 10 (original to CHR): ______-'-________ 


Schedule? : CAccepI o Pending ::::: Regrt'1 


Designee to'atlend: ____________________ 


Remarks: ___-=-______.._-r-,,- _
:!. _________ 

~ie, . WIP.1.A.1 



_____5upE. 7,LOt;____ 
i"fun\,1 /' • 

SENIOR CARE 
4 

ABT TOWERS· SUITE 200 • P. O. BOX 505 • HOT SPRINGS. ARKANSAS 71902 
(501) 623-7767 • 1-800-951-97.92 

November 9, 1995 

Ms. Carol H. Rasco 
Assistant to the President 
. for Domestic Policy 
Executive Office of the President 
1600 Pennsylvania Avenue, N.W. 
Washington, D. C. 20500 

Dear Ms. Rasco: 

Last Friday, my husband, Byrum, and I met with the President in the oval office and discussed our 
concerns with the existing Medicare home, care provider rules, which prohibit home care referral 
agencies like ours from participating under Medicare. I am the owner and operator of Superior 
Senior Care, which is a home care referral agency. We refer home care providers who work as 
independent contractors to patients in need of home care services. 

The President suggested that I contact you for assistance in this matter. Our trade association, 
the Private Care Association ("PCA"), has been seeking a modification of the Med~care laws that 
would open the Medicare market for home care. Statistics show that home care costs have esca
lated under the current system to a point where home care costs under Medicare are much higher 
than in the private sector. 

The PCA seeks a study by the Department ofHealth and Human Services which would evaluate a 
Medicare home care delivery system under which home care services are provided through a case 
manager, on a competitive bid basis. Enclosed is a copy ofa letter that I provided the President 

. during our visit which describes the PCA study proposal in more detail. 

I have asked PCA's Washington counsel to follow up with you regarding this proposal. We 
would very much appreciate any assistance you could provide us in our effort to obtain a study of 
the PCA proposal. Ifyou have any questions or would like additional information, please let me 
know. . 

2it~ 

Rita Hurst 
Owner, Superior Senior Care 

Enclosure 

UTILE ROCK OFRCE EL DORADO OFFICE ROGERS OFRCE TEXARKANA OFRCE 
(501) 224·7117 (501)863-0012 (501) 621-8394 (501) 772·8661 
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SENIOR CARE 

ABT TOWERS • SUITE 200 • P 0. BOX 505 • HOT SPRINGS, ARKANSAS 71902 

(501) 623-7767 • 1-800-951-9792 

November 3,1995 

President Bill Clinton 
The White House 

Dear President Clinton: 

My business is Superior Senior Care, a home care referral agency that refers independent contractor care 
providers to prQvide home care for clients. Home care referral agencies are currently "locked out" of the Medicare 
market for home care. 

The Private Care Association ("PCA") - a trade association representing businesses like Superior Senior 
Care - has been seeking a modification of the Medicare laws that would open the Medicare market for home care, 
so that businesses like Superior Senior Care can compete. 

According to data provided by the Prospective Payment Assessment Commission, during the period 1991 
through 1993, while overall Medicare costs grew by 11.8 percent, the home health care component of Medicare 
grew by 38.1 percent. Principal reasons for the dramatic escalation of home care costs, relative'to Mediare costs 
overall, are that home health agencies - who are the only businesses allowed to perform such services under 
Medicare

(1) perform the conflicting tasks (which results in overutilization of services) of: 
(a) determining the amount of care needed by a beneficiary, arid also 
(b) providing the care, and 

(2) are compensated for providing the care at rates significantly higher than private sector rates. 

PCA seeks a study by the Department of Health and Human Services (like the study for Christian Science 
providers of home health services that is contained in the Medicare bill passed by the House - copy attached) of a 
Medicare home care delivery system under which home care services arc provided through a case manager - on a 
competitive bid basis - by home health agcncies or home care referral agencies (like Superior Senior Care) that 
meet applicable state licensing requirements. A case manager would be prohibited from having any economic 
interest in an entity involved in providing home care services. 

The proposed delivery system would both (1) split the conflicting tasks, currently performed by home health 
agencies, into separate and unrelated entities - thereby eliminating the overutilization of services, and (2) allow 
Medicare to begin paying the significantly lower private sector rate for senices provided. 

We would be pleased to provide you with additional information concerning the proposal. Thank you for 
your consideration. 

Best regards, 

Rita Hurst 
Owner - Superior Senior Care 

Enclosure 

UTTIE ROCK OFFICE EL DORADO OFnCE ROGERS OFfiCE TEXARKANA OFFICE 
l'>OII 224· 7117 (SOl) l!63-0012 (SOl) 621·8394 (SO II 772-8661 



------- --------

Stud covera e 0 services 0 Christian Scien . r °dJz.so The 
biITfequires t e ecretary to con uct a study of the feasibility and 
~esirabili.ty of prov.idi~g ° Medi~are covera:ge for h?me· health s~rv
Ices furnIshed by ChrIstIan SCIence provlders WhICh meet apphca
ble requirements of the First Church of Christ, Scientist, Boston. 

94 

The Secretary would be required to submit a report on the study 
by July 1, 1996, and to include recommendations on criteria for cer
tifying providers and an appropriate payment methodology for re
imbursing covered services. . 

PART 2-MEDICARE SECONDARY PAYER [MSP} IMPROVEMENTS I~ 

._-_..;:-:..======~~...? ---

http:esirabili.ty


NOV I 5 1995LITTLER, MENDELSON, FASTIFF, liCHY g MATHIASON 
/it. PROFESSIONAL CORPORATION 

ATTORNEYS AT LAW 

SAN FRANCISCO OAKLAND 1225 I STREET N.W.• SUIT~ 1000 BALTIMORE. MARYLAND 

BAKERSFIELD SACRAMENTO WASHINGTON. D.C. 20005 
DALLAS. TEXAS 

EL CENTRO SAN DIEGO 
(2021842'3400 

.FAX (202) 842-0011 RENO. NEVADA 
FRESNO SAN -JOSE 

HOUSTON. TEXAS 
LONG 8EACH SANtA MARIA 

LOS ANGELES SANTA ROSA 

MENLO PARK STOCKTON 

WALNUT CREEK . 
November 14, 1995 

BY HAND DELIVERY 

Ms. Carol H. Rasco 
Assistant to the President 

for Domestic Policy 
Executive Office of the President 
1600 Pennsylvania Avenue, N.W. 
Washington, D.C. 20500 

Dear Ms. Rasco: 

We are writing at the request of Rita Hurst and on behalf of the Private Care Association 
("PCA") concerning a demonstration project that the PCA .is seeking which would study a 
modified system for delivering home care services under Medicare. Ms. Hurst recently met 

, with President Clinton concerning the proposal, and the President requested that more detailed 
information be forwarded to you. 

The PCA. is a national association of home care referral agencies, that is, agencies that 
refer self-employed providers of home care to clients in need of care. 

. The PCA proposal is modeled after a Florida Medicaid waiver, which awards contracts 
to provide home care services on a competitive bid basis. The Florida Medicaid waiver utilizes 
a case manager to determine an individual's home care needs and allows home care referral 
agencies to participate in 'the Medicaid program. As a result of that waiver, the Florida 
Medicaid program has realized a cost savings in excess of 20 percent. The PCA proposal, if 
adopted, would establish a trial study of a similar program under the Medicare laws. Enclosed 
is additional information concerning the PCA proposal. 

A very similar study - that would open the Medic~e market for home care to Christian 
Scientist home health care providers - is included in the Medicare reform bill passed by the 

;:;4. House of Representatives. The inclusion of that study makes us believe that the PCA study 
would be politically feasible .. Enclosed is a copy of the staff description of the Christian S.cience 
study. 

The PCA attempted to have its home care reform proposal included in the Medicare 
. reform legislation, but was unsuccessful. The PCA believes that a study of the proposal - in 
a trial state or region - will prove. that home care can be provided at a much lower cost, 
without compromising the quality of health care services provided. 
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Ms. Carol H. Rasco 

November 14, 1995 

'Page 2 

Home health care represents the fastest growing component of Medicare costS. During 
the period 1991 through 1993, while overall Medicare costs grew by 11.8 percent, the cost of 
providing home care grew by 38.1 percent, according to data from the Prospective Payment 
Assessment Commission. In real terms, the Department of Health and Human Services reported 
that Medicare home health expenditures increased from $3.3 billion in 1990 to $14.4 billion 
(estimated) in 1995. While demand for home care has increased over that period of time, the 
increase in costs has far exceeded the increase in demand .. 

It is submitted that the primary reason that home health care costs have escalated so 
dramatically is that the only type of provider that is permitted to compete in the Medicare market 
for home care services is the '''home health agency. " Home health agencies drive up costs 
through (1) overutilization of services and (2) charging excessive prices for care provided. 

The overutilization of services occurs because home health agencies influence the 
determination of what home care services are needed, and then perform those services 
themselves. The involvement in both those functions by a single entity creates an incentive to 
provide additional, perhaps unnecessary services. 

The price for care provided that home health agencies is excessive because it is based on 
a reimbursement system under which the amount of costs incurred during one year will 
determine an agency's "reimbursement rate" for services performed in a subsequent year. Such. 
a system encourages home health agencies' to consistently'increase the amount of costs so as to 
ensure a continuous annual escalation in the Medicare reimbursement rate. 

Ms. Hurst and' PCA respectfully request that the Administration consider supporting 
PCA's efforts by endorsing the inclusion of the PCA study proposal in . the Medicare reform 
legislation. If you have any questions or comments concerning this proposal, please let us 
know. Thank you for your consideration.' 

Very truly yours, 

~A~~L ~~J/~
,.;( . Russell A. Hollrah Nancy N. Delogu 

Enclosure 
cc: Ms. Rita Hurst 
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Private Care Association 

Proposal for Reform of the 


Medicare Home Health Care Market 


Executive Summary 


,Home health care represents the fastest growing component of Medicare costs. During 
the period 1991 through 1993, ':Vhile overall Medicare costs grew by 11.8 percent, the cost of, 
providing home care grew by 38.1 percent, according to data from the Prospective Payment 
Assessment Commission.' In real terms, the Department of Health and Human Services 
reported that Medicare home health expenditures increased from $3.3 billion in 1990 to $14.4 
billion (estimated) in 1995. While demand for home care has increased over that period of 
tinie~ the increase in costs far exceeded the increase in demand. The dramatic escalation of 
home health costs is attributable to the following. 

• 	 The only type of provider that, is permitted to compete in the Medicare market 
for home care services is the "home health agency." All other private sector 
competitors are locked out of the Medicare market for home care. 

• 	 Home health agencies operate under a financial conflict of interest. A home 
health agency both (1) significantly influences the determination of the amount 
of home care a beneficiary needs" and (2) performs the care that it determined 
is needed. The incentive created under this' model is apparent, that is, for the 
home health agency to maximize the amount of care that can be justified under 
the Medicare guidelines, thereby maximizing the amount of revenue .for itself 
through the performance of services. The resulting "overutilization" of services 
is a significant contribution to the excessive cost for home care under Medicare. 

• 	 Unlike most businesses, home. health agencies are not paid a fixed fee for 
services performed. Rather,. such agencies are compensated baSed on a 
reimbursement system under which the amount of costs incurred during one year 
will determine a "reimbursement rate" for the services performed in the .; ~ 

subsequent year. The incentive created Under this system is for a home health 
agency to consistently increase the amount of coSts it incurs each year so as to 
ensure a continuous annual escalation in the Medicare reimbursement rate for 
the services it provides. Attached is a graph that illustrates the disparity in cost 
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for similar services provided by a home health agency in the Medicare market 
arid provided through a home care referral agency in the private sector. 

It is submitted that all of the foregoing taken together results in an extraordinary amount 
of excessive and needless expenditures of taxpayer money under the Medicare home health 
program. 

The Private Care Association Inc. ("PCA"), a national association representing home 
care referral agencies, that is, agencies that refer self-employed providers of home care to 
clients in ne_ed of care, suggests the following proposal to eliminate the excessive cost 
escalation experienced by the Medicare market for home care. 

• 	 Modify the home health agency concept by stripping from such agencies the 
function of providing care, so that a home health agency is permitted only to 
operate as a case manager. The home health agency could be renamed the "case 
management agency" ("CMA"). A CMA would be prohibited from performing 
any home care services and from owning any financial interest in an entity that 
directly or indirectly is involved in the providing of home care., _This would 
eliminate the conflict of interest that currently contributes to an overutilization 
of home care services. The CMA's role would be limited to determining the 
amount of care needed by a Medicare' beneficiary and contracting out the 
performance of the needed services. 

• 	 Repeal the cost reimbursement system and require providers of home care 
services to perform such services on a competitive bid, fixed fee or hourly fee 

-basis.. This would eliminate the existing incentives for home health agencies to 
incur unnecessary costs in order to increase their next-year's reimbursement rate, 
and would permit market forces to bring the cost of home care down to the 
private sector cost (see attached graph). 

• 	 Open the Medicare market for home care to all private sector providers of care 
, -- including home care referral agencies ~-that satisfy applicable state licensing 

requirements. This would bring added market competition to the Medicare 
market for home care, thereby resulting in the services being priced at a true 
_market' value. \ 

It is submitted that the fOt:egoing changes would generate a material amount of coSt 
savings -- without any reduction in benefits, without any increase- in beneficiary co-payments 
and without requiring providers of care to accept below-market rates for services performed. 

- 2 
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The foregoing represents a variant of the "prospective payment" concept, with the 
primary variation being that the price for services would be set by true market forces rather 
than by the government. The proposal might be combined with an increase in the beneficiary 
co-payment, in order to reduce the amount of the planned co-payment increase. 

A more detailed explanation of the proposal is attached. 

If you have any questions or comments concerning the proposal, or ifwe could provide 
you with any additional information concerning the proposal, please call Russ Hollrah at 
(202) 842-3400. 

:~. 

- 3 
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Proposal for Reform 

of the Medicare Model for Delivery of Home Care 


Prepared On Behalf of 


PRIVATE CARE ASSOCIATION, INC. 


JlIly 1995 

I. Introduction 

The Medicare model for the. delivery of home care services is highly cost-inefficient. 
It is submitted that the aspects of the Medicare model that drive up costs could be modified 
to produce a new model capable of delivering the same quantity and quality of services at a 
substantially lower cost. 

II. Overview 
,', . 

This proposal would split apart the functions - c)JITently performed by a home health 
agency under the Medicare model - that, when performed . by a single entity, create a 
disincentive to contain costs. Currently, a home health agency both (1) influences the 
determination of the type .and amount of home care services to be provided to a Medicare 
beneficiary, and (2) performs the services that it determined are needed. ' 

Under the' proposal, one entity -. a Case Management Agency ("CMA") - would 
determine the amount and type of home care needed by a Medicare beneficiary, while entities 
not related to the CMA would perform the services. The CMA would be prohibited from 
,performing any home care services. This division of duties would eliminate the, fmancial 
incentives - that exist under current law - to overestimate the amount of home care needed 
by an individual. 
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" 

The proposal would require that all home care services under Medicare be awarded to 
service providers on a competitive bid basis. What is more, the Medicare market would be 
opened to allow market -- access to all providers that compete in the -private sector. The 
competitive bid concept is modeled after the private sector market for home- care, which, as . 
discussed below, is far more cost effective than the Medicare program. 

Graphs A andB, attached hereto, demonstrate the disparity in the cost of home care 
services between the private sector market and the Medicare market. Graph A compares fees 
charged Medicare by home health agencies, with fees charged private sector clients by home 
care referral agencies. Graph B compares the. fees charged private sector clients by 'home 
health agencies, with the fees charged by home care referral agencies. Especially interesting 
is the comparison provided by Graphs A and B, taken together, of the fees that a home health 
agency charges in the Medicare market versus what it charges when competing in the private 
sector. 

'It is submitted that the difference between what a home health agency charge,S Medicare 
and what it charges a private sector client provides compelling evidence that the exclusive 
access to the Medicare -market that a home health agency has been statUtorily provided is a 
major contributing factor to the explosive escalation of 'Medicare expenditures for home care 
that the Medicare program is currently experiencing.. . 

III. The Medicare Model For Delivery of Home Care 

The Medicare model creates an artificial market for home care services that includes 
only one type of service provider, the "home health agency." The Medicare statute requires 
a home health agency to provide at least one line of services with its own employees. The line 
of services that a home health agency most commonly provides with its employees is l)ursing 
and other types of home -care services. Alternative sources for home care services, such as 
nurse registries and home care referral agencies - that refer independent contractors to 
perform the services are banned from the Medicare. market.. Consequently, the home health 
agency is provided monopoly power to set prices for home care services in the artificial market 
established under Medicare. - . ' 

So long as a home health agency provides one line of services with its own employees, 
it can contract-out other types of servi~es. Such agencies do, in fact, typically contract-out 
. physical therapy, occupational therapy and other similar. types of services. . In addition, when 

:-w; durable medical equipment and pharmaceutical products are required for a patient, such items 
typically will be purchased by the home health agency from third-party vendors. 

- 2 
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Home health agencies also operate as de-facto case managers with respect to Medicare 
. beneficiaries. While, technically, a physician is responsible for approving a program specifying 

the type and quantity of home care;: services that i's appropriate for a particular Medicare 
beneficiary ("plan of care"), customary practices have. evolved to where the physician's 
approval is given perfunctorily, and the home health agency is able to significantly influence 
the formulation of a plan of care. . Moreover, home health agencies. are responsible for 
documenting the care provided and the patients' response to such care. Since that information 
is highly relevant for purposes of determining the type and quantity of additional care .that will 
be required, the entries provide yet another opportunity for a home health agency to influence 
that determination. 

In the Medicare market, the fact that a home health agency significantly influences the 
determination of the type and quantity of care that is appropriate for an individual does not 
preclude that same agency from also being the provider of the services that it determined are 
needed. Indeed, the same home health agency commonly assumes both roles with respect to 
an individual.' 

The hourly rate that Medicare will pay' for care provided by a home health agency is 
determined based on the home health agency's prior years? cost reports. For example, if for 
"year one," a home health agency provided 1,000 writs of home care and incurred total costs 
attributable to that care for the year of $5,000, the reimbursement rate for "year two" would 
be .$5 per writ of home care ($5,000 I 1,000). If the total costs for the year had been $6,000 
instead, the reimbursement rate for "year' two" would be $6 per writ of home care. The , 	 . . 

incentives created' under such a system' are manifest. Profligate spending practices under such 
a system are rewarded under the Medicare model by creating higher reimburse!l1ent rates for 
the future. 

IV. 	 Cost Inefficiencies Created by the Medicare Model for Delivery of Home Care 

It is submitted that the cost to Medicare for providing home care is substantially inflated 
by virtue of a home health agency: 

• 	 being given amonopoly market position for the delivery of home care services; 

• 	 . effectively determining the type and quantity of services that a patient will be 
provided 

by designing the plan of care, and 

- 3 
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by documenting the care given and the patient's response to such care 
(which' necessarily will influence the determination as to the type and 
amount of additional care that might be needed); 

• 	 being a provider of the care that it determined is necessary and appropriate; and 

• 	 being paid at a rate determined based on the home health agency's prior years' 
expense reports. 

There is nothing sacrosanct about the Medicare model. It is just one possible model for 
providing the services that are needed. It is submitted that a different, model which, from a 
structural perspective, is a mere variation on the Medicare model, would produce a radical 
change in the delivery of home care services and produce very material cost savings. 

v. 	 Sueeested Modifications to the Medicare Model for Delivery of Home Care 

The proposed new, model would involve a central agency, similar to a home health 
agency, except that it would perform the case management function only. The agency could 
be called the Case Management Agency ("CMA"). The CMA would determine the plan of 
care for a patient, but would be prohibited from providing any services under Medicare. A 
CMA also would, be prohibited from owning any economic interest in, or receiving any gift 
or payment from, a business that provides services under the- Medicare program. Such 
prohibitions are needed to ensure that a CMA 'has 'no economic incentive to overstate the" 
amount of services an individual needs. 

,Once the CMA determines the plan of care for a patient, the plan would need to be 
approved by a physician. After the physician's approval, the CMA would select one or more 
referral agencies to engage service providers to perform each type of service the individual 
needs. The CMA would issue to the referral agency a MedIcare "authorization mU1)ber." An 
authorization number would be required in order for the service provider to obtain payment 
from Medicare for providing the services indicated thereon. Authorization numbers would' be 
nontransferable." Thus, the service provider could not subcontract the services to another. 
Furthermore, an authorization number would authorize payment for a specific type of services 
being performed a stated n~ber of times or for· a stated number of hours. 

Authorization numbers always would be awarded based on a competitive bid basis to 
;"'" provide the care' at a rate per hour or per visit, or under other terms specified by the CMA. 
. Once the prescribed services are performed, the referral agency would so advise the CMA. 

If the CMA were to determine that additional care is needed, it would issue the referral agency 
another authorization number.' 
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As noted, the referral agency, upon receiving an authorization number, would refer the 
matter to a service provider. Under the proposal, independent contractors would be eligible 
to compete as service providers. Employee-based providers would be permitted to compete 
both (I) with referral agencies for assignments from a CMA, and (2) ~th independent 
contractor service providers for assignments from a referral agency. 

The service provider would perform the services assigned; document the care given and 
the patient's response to the care, and file reports with the referral agency. The referral agency 
would serve as the central repository for all such records. The referral agency would be 
responsible for providing such records to an'inquiring government agency, to the CMA and 
to the physician involved in designing and monitoring the plan of care. 

A referral agency would be authorized to refer services to any provider that meets 
applicable state licensing requir~ments. A provider would not be eligible for an ~signment 
unless it satisfied applicable state licensing requirements for performing all types of services 
called for in the assignment. 

If pharmaceutical products and/or durable medical equipment were needed, the CMA 
would issue a supplementary authorization number; For example, an authorization number with 
a suffix "Alt could signify home care services, whereas an authorization number with a suffix 
ItB" could signify pharmaceutical products or durable medical equipment. 

Incases where services only were required, an· authorization nUmber with no prefix 
, would be issued. For cases ,requiring both services and additional items, an "A" authorization 
would be issued for the services component, and a "B" authorization would be issued for the 
pharmaceutical products and/or medical equipment. If a "B" authorization were involved, the 
CMA would contract directly with a, ~endor, 'or the referral agency would do so. In either 
event, the vendor would be provided the "B" authorization and would bill Medicare directly· 

. for the items it provided. 

. A schematiC, presentation of the proposed mpdified Medicare model is attached. 

VI. Anticipated Cost SavinKs 

Th~ anticipated cost savings from the suggested reform are many. The per-~nit-of-care 
cost of home care services provided by an individual· referred by a referral agency is 

I~' substantially lower than the cost of comparable care provided by a home health agency. 

Separating the case management function from the s~rvice provider function should 
reduce the level ofservice utilization. With both functions combined within one entity, as the 
Medicare model does, the case, manager has a fmancial incentive to overstate the need for 

- 5 
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services. By separating the two functions, the fmancial incentive to overstate the need for 
services would be eliminated: 

The market competition that would be introduced to the Medicare market should result 
in reduced costs across-the-board. Under the current system, vendors and contractors who sell 
their goods and services to home health agencies have no incentive to lower costs. This is 

, because . the home health agency has no incentive to curtail' costs, inasmuch as its 
reimbursement rate for the following year would vary directly with the amount of costs it 
incurs. If its coSts increase, its Medicare reimbursement rate for the following year will 
increase, and vice versa. 

VII. Quality of Care 

The quality of care would be expec~ed to improve under the modified model. Under 
the modified model, the client would be able to choose his or her own provider from a list of 
carefully pre-selected individuals that is prepared by the referral agency or referral agency. If 
the client decides to replace a provider With another individual, the client need only so advise 
the referral agency. Under the Medicare model, a client's choice in provider is limited to the 
home health agency's employees that happen to be available at the times needed by the client. 

Under the modified model, care providers would need to compete for the OPPOrtwllty 
to be selected and retained by a client, whereas under the Medicare model, a home health 
agency's employees at any given time represent the entire pool of talent available for a 
particular assignment. 

. Under the modified model, the client and the care provider would negotiate among 
themselves the specific tenns and conditions of the arrangement, whereas under the Medicare 
model, such negotiations are between the client and the home health agency, and the service 
provider receives instructions from the home health agency, not the client. This disconnect can 
lead to miscommunications and a less flexible care environment. [This factor would be most 
applicable to long-tenn care arrangements.] 

VIII. Conclusion 

. , 
. The suggested modification of the Medicare model for delivery of home care would not 

be extensive, from a structural perspective, but the consequences would be radical. The design 
;,w; defects of the Medicare model are mailifest. The Medicare model creates unavoidable conflicts 

, of interest by requiring the home health agency to both determine a client's plan of care, and 
also provide the services to fulfill that plan' of care. What is more, the Medicare model 
discourages cost containment by basing a home health agency's reimbursement rate for a year 
on the amount of .costs it incurred in previous years. 

- 6 
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,( 

The Medicare model excludes from the Medicare market for 'home care the private 
sector competitors that, as illustrated in the attached graphs, have kept the private sector cost 
of services far below the Medicare cost. , 

Under the suggested model, the negative features of the Medicare model would be 
removed to produce a much more cost-efficient delivery of services without any decline in the 
quality of care. 

If you have any questions about this proposal, please call Marc Catalano, RN, at 
(305) 821-4329, or Russell Hollrah, Esq. at (202) 842-3400. Thank you for your consideration. 

- 7 
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File Documentation 

Employees to Perfonn Skilled Nursing and Aide Services .. 
Contract-out Other Care 


Bill For All Services 

Monitor Patient Progress. 
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Occupational Physical Pharmaceuticals Durable Medical Equipment 
Therapy Therapy 

Case Management Agency 
Case Management 

Contract-out All Care ;... 

Monitor Patient Progress 
Issue Authorization Number to Registry For Billing Purposes 

Prohibited From Providing Any Care and 
Prohibited From Having Any Economic Interest In any Care Provider 

. Cannot BiU for IAny Services 

I I J 
Occupational Physical Pharmaceuticals Durable Medical State-Licensed ~urse 
Therapy Therapy Equipment Referral Agency 
Referral Agency .Referral Agency 
File Documentation 'FileDocumentation File Documentation· File Documentation File Documentation 
Bill for Services Bill for Ser:vices BiD for Services Bill for Services Bill for Services 
-------------------------------------------------- Prohibited from Subcontracting Any Services ----------------------------------
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Stu~vera~ oj services 0 Christian Scienc..e.Jl]:.!JJJi,dJV:s. The 
biIrrequires tiieSecreiary to con uct a study of the feasibility and 
desirability of providing Medicare coverage for home health serv
ices furnished by Christian Science providers which meet applica
ble requirements of the First· Chu·rch of Christ, Scientist, Boston. 


