THE WHITE HOUSE

WASHINGTON

’“Febrﬁar.y 2:/:'1595. -

. MEMORANDUM TO BRUCE LIN]})SEY

FROM: CAROL H. RASCOUXL/ ol

SUBJECT: Mark \Pryor’s Proposal| on CPT Codes fo@

As part of the Regulatory Review Initiative of Reinventing Government II, a "health
industry" working group is considering ways to simplify Medicare coding and
reimbursement. [ have forwarded to them Mark Pryor’s proposal to revise the current
procedural terminology (CPT) code definitions.

CPT is a systematic listing and coding of more than 7000 physician services that
provides uniform language to describe these services for physicians, payors and patients.
CPT codes are used by both public p}ograms 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 working 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 complexities and variation in medical practice. The same
diagnosis can require .different treatment options depending, for example, on a patient’s
condition. The system he envisions n{ight automatically deny payment for a treatment if it
1s not the treatment linked to the diagr“losis Finally, because the CPT system is used by
private payors as well as Medicare and Medicaid, a change in Medicare will require payors

to maintain two coding systems and may actually increase paperwork and costs.

Please let me know if you have any additional questions or concerns. Also, please .
feel free to contact Jennifer Klein at 6-2599. '
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TO: ‘ Ca{rql Rasco

FROM: Jennifer Klein ',jé v
DATE: 2/25/95

RE: Letter from Mark Pryor on Medicare CPT Codes

v Attached please find a suggested response from you to Bruce Lindsey. I apologize
for the delay, but I had trouble getting 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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1600 Pennsylvania Avenue, N.W.
Washington, D.C. 20500

RE: Executive Order For Medicare

Dear Bruce:

Enclosed for your review is a draft Executive Order. It prov1des
for a way to cut Medicare, Part B, costs whlle not redu01ng
Medicare services.

Since Medicare is dlfferent from most government programs, let nme
offer this brief explanatlon of the problem and the soclution. By
way of background, the|foundation for the Medicare Part B
reimbursement payments!is the Current ‘Procedural Terminology
(CPT) Codes developed by the American Medical Association as
medical records codes and-adopted by the Health Care Finance
Administration (HCFA) és reimbursement payment codes. These
codes have some 1mprec151on and incompleteness as payment codes
and HCFA has been slow |to make adjustments. As an example, it
has been estimated that 30 percent of the reimbursement payments
in the Medicare Part Btsystem'are improperly coded.

This proposal would revise the CPT code definitions based on
input from the provider, level, so that those codes are accurate
reimbursement codes. qf implemented, a private group would
delineate and define each medical action, technology, and method
in concise language thaF is understood by HCFA, providers and
carriers. Then, each would be connected to a medically necessary
diagnosis and each deflnltlon/dlagn051s would be tied directly to
a single reimbursement payment code.

In additioﬁ_to fixing a| faulty foundation, other benefits of this
proposed request for proposals would:be:

o250
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. Achieve roughly six percent reduction (over $3,000,000,000)
in current Medicare Part B reimbursement payments, without
reducing medical services.

. Curtail the roughly 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 claims efficiency.
. Provide methods tJ adopt to. future changes 1n clinical
protocols in medical technologles.

L Establish a contlnulng educational comhunications system at
the grass roots level and at the carrier level.

L Establish an ongoing monitoring system for ldentlfylng
errors and abuses. ,

.. Provide accuracte data for HCFA in making future decisions. -
{

For your review, I am prov1d1ng 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 as a starting
point. I certainly undéerstand that it is important for the White
House to feel comfortable with its language. Please feel free to
‘contact me if you have any guestions or suggestions or feel free
to get some of the staff in touch with me if they have questions.
. \

PLEASE NOTE. It is my bellef that time is of the essence with
this proposal. Since we last talked, this idea has been shopped
around with several majorlty members' staffs at the House of
Representatives, 1In addltlon 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 it was not provided to them. I am told
there is a high degree of interest on Capitol Hill in this
proposal. Also, the. Democratlc staff for the Senate Aglng
Committee has been contacted about the same idea.
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It is my belief that this propcsal fits neatly into the
reinventing government program pushed by this Administration. 1In
that regard, I have passed this same rough draft of the executive

order along to Marjorle MacFarlane at the Vice President’s
office. :

I hope you w1ll give thls matter strong consideration and send 1t
through the proper channels at the White House.

“We look forward to worklng with you, the White chse staff and
the Vice President’s staff to make these reforms become a

reality. | If I can be of any further assistance, please do not
he51tate to contact me.

~COrd1ally,
ﬂ ‘ AWRIGHT LINDSEY & JENNINGS
~Mark L. Pryor»

MLP: jas
Enclosures -

1:jas1235.064.
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Mr. Chairman‘and Members of the Bubcocommittee

I am pleased to be here today to begin a dialogue with this
Subcommittee about the current state of the Medicare program and,
more importantly, .about ité future. The members of this
subcommittee have long hadl an understanding of the complexities
of the Medicare program and the vulnerable population that we
serve, and have contributed to major improvements in the program
over the years. MedicareJis a popular and successful program. I
believe we need to work together to improve on the program’s
success and strengthen it [for its beneficiaries and the taxpayers

who support it

We in HCFA have been Wcrking very hard to make the Medicare
program an effective, -affo
for beneficiaries. At the same time, we have been working to
implement administrative and program improvements which maximize
the “ff1c1ency and cost eﬂ‘*ctlvenass of the program. I want to

.edin ny reviewing some oﬂ our re-cent efforts and successes and
then provide you with an overview of our efforts in the area of
managed care. Finally, I would like to discuss some of our
initiatives to improve the administration of the Medicare
program.

I.:8UCCESSES

Medicare is the world’s 1argest health insurance program and

by many measures one of . the most successful. It began in 1966 as

a Federal health insurance program for the elderly and was

- expanded in 1972 to coverldlsabled persons and those with End
Stage Renal Disease (ESRD). The Medicare program was established

because our vulnerable populations had difficulty obtaining

private health insurance coveraoe

Medicare is admlnlstered largely by private contractors
under our supervision. In 1994, Medicare served almost 36
million persons under Parts A and B ¢f the program. Aged
.Medicare beneficiaries number 32 million, 3.6 million are
disabled and 77,000 have ESRD. Medicare has agreements with
over 65 contractors to process beneficiary claims. In FY 1994,
over 750 million claims wére processed and Medicare paid more

than $159 billion for medical services, treatment and equipment.

Today, we maintaln Medicare’s commitment to serve the
most vulnerable. Medicare is the largest payor of the elderly’s
health care expenses. As;the Subcommittee examines the future of
the Medicare program, I would urge you to consider the following
important facts about Medicare beneficiarles. :

o) Rélatively few Medicare beneficiaries can be considered
flnan;ially well-off.. Approximately 83 percent of program
spending in 1992 was| on behalf of those with incomes less

rdable and "customer friendly" program .



than $25,000. (CHART 1)

o) Currently, 20 percent of our benef1c1ar1es are either
gsenlors age 85 and oﬂder, ‘most of whom are women, Or perscns
with disabilities including End Stage Renal Disease (CHART

2). |

0 Third, per capita health caré spending for aged
benefic1ar1es is 4 times the average for the under 65
populatlon } ,

Medlcare is successfully fulfilllng its mission and
beneflciaries continue to |express a high degree of satisfaction
with the progran. Millions of elderly.and disabled Americans
now have health care covefage and a guality of life that they
would otherwise lack, thanks to the Medlcare program.

Innovative Program Administratlon

Despite the size of the Medicare progrim, we have maintained
a hlgh level of ‘consumer satlsfactlon with low administrative
costs, less than two percent of program outlays. In contrast,
private insurance admlnlstratlve expenses are about 25 percent in
the small group market and about five percent in the large group

market. 1

Medicare has been a %ioneef in streamlining program
administration and is a world leader in fostering electronic
claims submission: Ninety percent of Medicare’s hospital and
gkilled nursing facility claims and 67 percent of its physician
claims are submitted eleqtronically In contrast, 60 percent of
Blue Cross’ hospital. clalms and 20 percent of its physician
claims are electronlcalln submitted. For commercial carriers,

the percentage is 10 percent for all claims. (CHART 3)

A We have focused attention on reducing the paperwork burden
on health care providers, working closely with the health care
community to establish a|standard uniform national Medicare claim
form for physicians and another for hospitals, Skilled Nursing
Facilities (SNFs) and Home Health Agencies (HHAs). Many other
insurers use these forms, but attach additional forms as well.
These, however, are the only hospital and physician claim forms
that Medicare requires.

. o
Decline in the Medicare Baseline

During the Clinton Administration, the projections for the
average annual rate of drowth for Medicare have decreased. In
the President’s FY 96 Budget the projected annual average rate
of growth for 1996 - 2000 is 9.1 percent. In contrast, six
months ago in the Mid-Session Review, the projected annual -
average rate of growth for the same period was 10.3 percent. The
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primary contrlbutlon to lower Medicare projections is slower
growth in Part A Hospital Insurance expenditures. The decline in
projected Part A growth results primarily from a decrease in
forecasted hospital cost inflatlon and slower growth in the
complexity of Medicare 1npat1ent cases.

II. MANAGED CARE AND THE HEDICARB PROGRAM

Today, any discus51on of the quest to enhance cost
effectiveness, as well as}the accessibility of quality medical
care for beneficiaries, must include managed care. We are
committed to working with |[you to imprcove and extend the managed
care choices available to our beneficiaries so that they have the
full range of managed care options available to the general
insured population. The &ornerstone of our policy is informed
choice in'a falir marketplace, in which beneficiaries have full
and objective 1nformatlon'and are not discriminated against on

the basis of relative need

Managed care is not a new concept [ r the Medicare program.
Since its inception in 1966 a portion of Medicare beneficliaries
have received care throuoh manaqed care arrangements. Enrollment
is increasing, and we antﬂcipate continued stro.ag growth as nesly
entitled beneficiaries, who are more familiar WIth managed care,

enter the Medicare prograﬁ

Currently, 74 percent of Medicare beneficiaries have access
. to a managed care plan and 9 percent of Medicare beneficlaries
"have chosen to enroll in a managed care option. 1994 was a year
of impressive growth in Medicare managed care, we experienced
double digit increases both in plan enrocllment and the number of
‘plans participating in the program Plan enrollment increased by
16 percent. We now have ﬂl counties where 40 percent or more of
our beneficiaries are enrolled in managed care, an additional 30
counties with enrollment Between 30 and 40 percent, and more than
44 counties with enrollment ‘between 20 and 30 percent.

More important for future enrollment growth is the number of
contracts with managed care plans. 1In 1994, the number of our
Medicare managed care plans increased by 20 percent. Many of
these new contracts are in regions beyond those that
traditionally have had a strong Medicare managed care presence.

In our Phlladelphla region, the number of contracts increased
from 6 to 16 and in the Béston reglon contracts increased from 4
to 9.

\

T
As we work to extend and broaden managed care optlons for
~Medicare beneficiaries, we must be aware both of the practical
*limitations of a rapid expansion of managed care in Medicare and
of past failures of overly aggressive efforts in both the
Medicare and Medicdid programs. The movement to managed care
cannot outpace the capacity of managed care plans to serve large

3
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numbers of new enrollees,

‘particularly those with the expensive

and special health needs of the Medicare population.

In addition, for Medl
managed care, we need to i
care plans. Managed care
rather than achieving sav%
that Medicare pays 5.7 per
care than would have been

fee~for-service. The reas

care to beneflt from the expan51on of
mprove the way Medicare pays managed

fcnrrently costs the Medicare program

ngs. Our evaluations have suggested
cent more for every enrollee in managed

|paid if the beneficiary had stayed in

on for this is that they attract the

healthier members of the Medicare population whose health care

"costs are lower. Efforts
payment methodology so it
expansion of managed care.
projects and demonstratlon
expect to have prellmlnary

Medicare benef1c1ar1
of “l..elir movement to manag
cheolce. Managed care will
to prove the value of thEl
recognize the benefit of t
management that high qualﬂ

NEW MANAGED CARE QOPTIONS
"Medicare SELECT

Experience with Medic
efforts to improve current
We believe, however, that
preceded by a serious exam
State demonstration.. We h
two areas of concern.

One major concern is
protections under Medicare
States to review the actua

current
the
rasearch
and we

are underway toc improve the
doesn’t act as a barrier to
We have initiated several
s to address this situation
results later this year.

es themselves must determine the pace
el care. The emghas’~ nmust be on
succeed as managed care plans are able
r products and as beneficiaries

he coordination of care and case

ty managed care plans can provide.

are SELECT should be part of our
managed care options under Medicare.
any expansion of SELECT should be
ination of our experlence under the 15-
ave looked at this experlence and have

with the adequacy of beneficiary
SELECT. There is no requirement for.
1 operations of the SELECT plans once

they are approved to assur
being met.

e that quality and access standards are

We feel strongly.that beneficiaries should not have

to worry about the quality and access provisions of their

Medicare choices.
Subcommittee on this impor

We-look forward to working with the

’tant issue,

Our second concern is whether Medicare SELECT will make any
contribution to increasing the efficiency of the Medicare

program. A$ you know,

Me&xcare SELECT was. designed to create a

hybrid of managed care and Medigap that would be beneficial both

to beneficiaries and to Medicare.
18

demonstration, however,
for beneficiaries through

Qur experience under the
that plans generally achieve savings
hospital discounting arrangements

rather than the active management of care or the efficiency of .

PP "B A I "R W i ]

4

VWAC AL AR LT ¢ TN 1atdonalat ¥odav-id

PMAC



the SELECT networks. More than half c©f the current SELECT plans
are hospital only networks We believe that such plans do little
to contribute to the 1ncreased efficiency of the Medicare program
and the Congress should understand this as it considers making
the SELECT program perman?nt Some. advocates of SELECT have.
proposed to expand the discountlng arrangements to Part B
services. We would opposé such a modification since it would
actually increase Medicarse costs, as physic1ans increase
utllization to recoup their discounts.

: Given the impending deadline for the expiratlon of the
'authorlty for Medicare SELECT demonstration and the need to
examine the demonstration |experience, the Congress may want to
consider a gquick extension of the demonstration for existing
plans through the rest of the calendar year. This & month
extension would address the current uncertain state of the
existing Medicare SELECT plans and provide ample time to examine
the experience under the demonstration and to determine the
changes t<- SELECT that should be made bas<d 3 demonstration
experience. o

PPO Option

We want to make available to benef1c1ar1es a new preferred
provider crganization (PPO} option. This option has proven to be
. very .popular in the commercial market, and many of us have access
to PPOs. We believe that Medicare benef1c1ar1es should have the
same range of choices.. Under the PPO option, would face nominal
copayments if they stayediin plan but would have the option to go
to any physician at any tima, if ‘hey were W1lllng to pay the
cost-sharing.

In developing a PPO option for Medicare, ‘we hope to learn
from cur experience with the Medicare SELECT demonstration.
Medicare SELECT plans have limited incentives to manage total
costs. Under the PPO optﬂon, plans would be at some risk for
Medicare benefits. Our objective is to ensure the same guality,
access, grievance and appeal procedures as we do now in Medicare
risk and cost plans. We Hope to be able to work with the

‘Subcommittee on the PPO option in the months ahead.
. Benefiociary Education

We need to do a better job of informing beneficiaries about
the managed care and Medlgap choices that are available. The
current lack of information in the face of such a variety of
choices generates COﬂfUSlon ‘which works against managed care
options. To understand their choices, beneficiaries have to
negotiate through differences in benefit packages,. cost-sharing
structures and premium amounts. Beyond this need for
information, beneficiaries are also be faced with enrollment
periods that vary by plan|and, in the case of Medigap, with

5
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health screening and underwrlting Beneficlaries who initially
enroll in a managed care plan lose their one time option for open
enrollment in Medigap. : ‘

We would like to do everything possible to make managed care
options very attractive to beneficiaries. We think we can do a
better job of helping them to understand the advantages of these
plans.

Quality andﬂnangqechare

Today, managed care organizations providing services to
Medicare and Medicaid beneflciarles are required to have Internal
quallty assessment and lmprovement programs to identify ways to
improve the dellvery of health care gervices and the health care
itself. We also require lndependent external review of guality
of care delivered to our beneficiaries.

HCFA is working in collabeoration with the industry on a long
term effort of developingl|a single set of measures that could be
used by all payors to address the full range of a health plan’s
membership and performance.

The first phase of tAlS effort centers on major performance
measurement projects undeqway in both Medicare and Medicaid.
These are dasxgned to help us develop measures that are focusea

on the special needs of our diverse populations.

In Medicaid, we are wcrklng collaboratively with National
Committee for Quality Assurance (NCQA), State Medicaid agencies,
consumer advocates and managed care organizations to adapt the
commercial sector’s state-of-the- art performance measurement tool
HEDIS (Health Plan Employer Data and Information Set) to the
needs of the Medicaid program

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

e} HEDIS is viewed by most of the leading state managed care
programs as the approprlate model for Medicaid. Some states
are already adopting HEDIS. Ve feel it is important to

. previde some national; leadership.

o We want to coordinate with the private sector and take
advantage of the significant analytical groundwork already
produced by NCQA, so las to minimize potential reporting
burdens on our manageh care plans, many of which are.
adopting HEDIS.

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

§
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Foundation. These measures reflect the gpecial health needs of an
elderly and disabled populatlon, for example, in management of
chronic conditions. These measures will them be considered in
conjunction with the bro?der HEDIS effort. :

Payment/Competitive Bidding

As I discussed above, concerns about the payment methedology
for risk contractors has been long standing. Currently, we
determine rates on a yeafly basis, and plans decide whether or
not to enter into a contract each year based on the rates. These
rates, called the Adjusted Average Per Capita Cost (AAPCC), are
developed for each countﬁ and are based on 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. Pllans have been concerned with the
adequacy, stability and eguity of the AAPCC. Early on, when I
became Administrator of HCFA, I invited the industry to come up
with al-z.natives to the @APCC. We stilli have .o significant
alternatives. \ : :

_ One concept that has| recently received widespread support
and attention from 1ndustry, academia and commercial payers is
that of "competitive blddung " _Proponents of competitive pricing
models claim that the nethodoiogy will result in payments that
more accurately reflect the true costs of doing business, in
addition to promoting eff1c1ency through greater competition
among health plans.

We think that this 1s a promising idea, and we would like to
test variants of it as demonstrations in a number of geographic
areas. In order for the demonstrations to be useful, we believe
that competitive bidding should become the payment methodology
for all Medicare managed éare plans in the demonstraticn areas.

As always, beneficiaries will still have the ability to choose to
enroll in managed care plans or remalin in fee-for-service. We
would be interested in worklng with the Subcommittee on the
,structure of a competltlve bidding demonstratlon

1
III. IMPROVED PROGRAM MANAGEHENT

Managed care options|while of growing importance to the
administration of the Medicare program are not the whole story.
We are actively working to improve management throughout the
program and to make continued innovations in the fee-for-service
program.

customer Bervice Initiatives

Under the leadership lof President Clinton, Vice President
Gore and Secretary Shalala, we at HCFA -have focused our efforts
on making sure that our nearly 70 million beneficiaries (Medicare

-
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and Medicaid) receive the health care they need when they need
~it. This means that beneflcxaries come first 1n all that we do.
HCFA has undergone signlficant internal and external -changes to
insure that the ”customer first" philosophy becomes a reality.
Throughout the agency, wa are working to improve communications
with beneficiaries -~ whether it be one-on- one in person, on-line
through the computer, ovek the telephone, through our numerous
"publications or through the media. :

The nature of the Medicare program is such that there are
numerous other people andlorganizations‘that have closer contact
with beneficiaries than HCFA. They are also our customers and
~our partners 1in providing]health'care services -~ provxders such
as hospitals, nursing homes home health agencies, physicians and
medical suppliers; contractors (carriers and intermediaries) that
process and pay Medicare clalms, and, Peer Review Organizations -
that assure the quallty of health care services.

Wa hav= developed a ﬁea of cuvtomer cervice standards that
apply to our interactions with beneficiaries and our partners.
These standards apply to all of our' communications, claims
processing activities, customer satisfaction, c¢onsumer choice,
health care gquality and pqogram admlnlstratlon For exanmple, we
are working with our customers to make our publ;cat;ons and ’
notices easier to understand. We are simplifying Medicare claims
administration so that claims determinations will be more
consistent. We are plac;nq a premium on measuring and improving
customer satisfaction through the use of surveys, focus groups

. and meetlngs _

We also believe that the need for integrating delivery
systems will become more and more critical as our population
becones increasingldeiver$e and older with more chronic care
needs. In order to meet these needs, it is clear that HCFA must
maintain a collabcrative relatkonship with its partners in the
provider communlty and assist them to improve their focus on
customer service. Several such initiatives are already underway.
HCFA is examining all of the long ~-term care services provided by
both Medicare and Medicaid|and is considering ways that these
services can be better coordinated with cne another and with the
acute care system. A 51mllar revxew of home health care programs
has also been undértaken. :

Startlng at the Offzce of the Admlnistrator and at every
level of HCFA, we have expanded and strengthened our efforts to
root out fraud and abuse against Medicare and Medicaid and to
Avigorously pursue those whq commit such illegal activities. We
operate in a partnership, not only with the Department’s Office
of the Inspector General, but with the Department of Justice,
including the FBI, state and local law enforcement agencies, and

s
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our contractors. Further, HCFA 1is increasingly axerc;szng ite
authority to suspend payments ‘to providers and suppl;ers when
evidence of fraud exists! ‘

In additlan, HCFA 15 revlewing and changlng programs and
policies that have been found most vulnerable to abuse. For
example, in order to better monitor fraud and abuse related to
durable nedical equ;pmenq (DME), HCFA has changed the procedures
for claims processing. Four carriers are now responsible for DME
claims processing rather than the previous 33 carriers, a system
which provided DME suppliers oppeortunities to submit claims to
the carrier whose paymentlpolicy was most liberal. The new
system of using four reglonal carriers reduces the chance for
fraudulent billing because suppliers must submit claims to the
carrler in the region where the beneficiary resides.

The use of more sophﬂsticated‘data processing systems, such
as the !ITS system, that I discussed earlier, wurther increases
tro chances of detecting aberrant patterns ti: . might indicate
abusive behavior. The MTS|system u._. ureatly improve HCFA's
ability to screen Medicarei/claims for errors and fraud.

4 .
IV. CONCLUSION |
1

For thirty years, Medlcare has been insuring the nation’s
elderly and disabled. We know from our focus groups, and I think
you are all aware from interactions with your constituents, that
beneficiaries feel a certaﬂn ownership of the program. This
feeling is justified. We want to work with you to make
responsible decisions in plannlng the next steps for the future
of the Medicare program. We look forward to working with this
Subcommittee as we expand ch01ces available to benefxcmarles
without compromlslng quality, access or-value.

|
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‘THE WHITE HOUSE

WASHINGTON

Match 15,1995 oo e

‘As you know, the most recent HHS projections for the Medicare and Medicaid baselifie”

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

- Midsession Review. Of this $94 billion, [$40 billion of thc savmgs were for Mcdlcarc
. spending. .

. You mcntloncd in your March 3rd prcss conferencc that Medicare managed care contributed

to this reduction in the baseline. Secretary Shalala has made similar suggestions in the past
although she now understands that Medlcarc managed care as currently structured is not

- producing Medicare savings. The reducnon in the HHS Medicare baseline was actually the -

' Medlcarc HMOs are largely passed along to beneficiaries -in the form of Medigap benefits,

_' of- hxghcr earnings/profits. There are two features of current "Medicare hiinaged care programs
" that- cxplam why they do. prov1de madequate savmgs for the Federal govcmmcnt

part1c1patmg HMOs a capltated paymer‘xt that is Calculated. at: 95 pcrccnt of the cost of -
~ providing care fo fee- for-service benefxmarles in an area. -At- the time-of the enactment of

tesult of other factors, including programmatlc changes implémented during your
© Administration that have improved efficiency and reduced fraud and abusc and the lowering

of overall 1nﬂat10n in the conomy.

BACKGROUND

. As: currcntly dcmgned Medlcare managcd care actually mcrcases program spendmg Whlle r

the -industry argues. pcrsuaswcly that they are able to reduce costs.with managed care, the o
Federal Government is not enjoying comparable savings. Instead.the savings achieved by

e.g.; prescription drugs, hiéaring, VJSxon,t and/or tétaified by the HMOs themselves in the form -

'Fxrst CBO and OMB now“bchevc that Mcdlcarcs current reimbursement rate for HMOs is™ R

too high and actually lose:s :money on each beneficiary cnrollcd Mcdlcare now pays

the Medicare HMO law {TEFRA - 1972) there was too little experience in the program'to -
know what. level of reimbursement was appropriate. The 95 percent number was chosen to '

- provide an incentive for HMO partlcm{atxon in the program while capturing some savings for Medicare.


http:1a:J;'g~.Iy

: : i :

The current rclmbursemcnt formula does not adequately control for the fact that, on avcrage
people who enroll in HMOs are healthier (tnclr costs 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 of provxdmg care to them. In fact, CBO estimates that Medicare .pays 5.7

percent more for beneficiaries in managed care than it would if they had remained in the fee-

o
. for-service sector.. .In regions where fce-f?r—semce costs are disproportionately higher than.
managed care_costs —— which happens in areas with verymcompctltlve managcd care markets —

- the payment. foxmula overpays HMOs even more.

iy

The second charactensnc in the Medicare managed care program that may. increase costs._xs

_the option for-beneficiaries to. disenroll eveLry 30 days. There is anecdotal evidence mdlcatmg :

-......that beneficiaries: dlscnroll from an:HMO-and seek care in.the fcc-for-serwcc sector . ORCE

- faced by HMOS to manage care effectwcly are mlmmlzed -Under thlS scenano, managed
- care could potentlally further increase Medlcare COosts.. w

_they. get seriously ill.. The underlying theory behind .managed care savings, however,_is. that
g cap1tate¢paymcnts pr0v1de incentives:to keep costs down when- enrollees becomeﬁjck When e

Many chubllcans 1in the Congxcss have suggcsted thahsxgmftcant savings can-be achleved -

- through. the utilization of managed care in the Medicare program. While they have yet to

release details, proposals that could guarantee savings of the magnitude that are being

discussed would restrict choice, particularly for lower income beneficiaries. It is therefore not -

“surprising that elderly advocates are partlcularly wary of proposals for cappcd vouchers that -
. have been suggested by Republican analysts. . The HMO industry also is not likely to lead the .

charge toward initiating any significant changes to the program since, for the reasons outlined

above; thcy are gcncrally quite satlsfled with the currcnt Medicare payment arrangemcnt

F UTURE ADMINISTRATION ACTIONS

|

We are conductmg an intensive review of managed care optlons to develop an Admlmstratlon

~ posmon on this: issue. There is a strong commitment.to moving forward on the managed care

front by. OMB and HHS, and the Dcpartm}ent has testified to this effect in recent weeks. In
contrast to the approaches being advocated by some Republicans, the managed care. models--
such as a hew Medicare PPO model-—that have been referenced in Administration tcstlmony
would increase-the use of ‘managed care by expanding-the choice of plans available to--

---beneficiaries. -But the Administration proposals would not restrict beneficiaries' ability to

‘remain in the fee-for-service system. Without modifications in the reimbursement

managed care’ opnons that would mgmflcalntly reduce. the growth of Mcdxcarc spendmg SHS

Pl

'We are’ also sohcmng mput from- pnvatc sector managed-care firms (such as FHP) -and we -

|
. believe this relationship has the potential to yield some interesting results. - While any viable. -
- managed care.proposal is-unlikely to generate significant Medicare savings.in the short term; .-

T

-we believe that:movement toward managed.care in the'Medicare-program has the potential to:-

- produce savings: over the long term. We will keep you apprised of thc status of our work is
- this area. .

e

B S

"~ ‘methodology, however, such proposals would probably..cost. money ~- at:least over the short—. .. -
~term.. -We are.currently .studying the pohtlcal and policy-feasibitity/advisability .of alternative.
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/FUND SOLVENCY PROBLEM

B o

Unlike the Republicans, This is Not a Pmbiem Demecrats Just Dlscovercd The President, his
Adminisiration and the Democrats have been concerned about Medicare st fund from the beginning,
OBRA 1923 and economic improvemenits rcsultmg from this Ieglslatmn have strengthened the trust fund
~ and pushed out the insolvency date by three vears. Furthcrmore, in the context of broader reforms, the
Administration's proposal would have extcndcd the life of the trust fund another 5 years. The

Republicans rg]ected each and every initiative that would bavé strengthened the Medicare Trust
. Fund.

The Medicare Trust Fund is a Long-Tcrm Problem that Needs to be Addressed Of course with the

aging of our population, therc is 2 leng—term solvency pioblem for the Medicare trust fund. This is

nothing new, but it needs to be addrcsscd’ It needs to be addressed thoughtfully, outside the budgetary
process, and independent of pamsan polmcs

‘ I .
~ In Contrast to the Democrats, the Reptiblicans Have Just Discovered this Issite. In the last two years,
‘all the Republicans have done has been to opposc our efforts to improve the Trust Fund. As a matter of

fact, the only proposal they have put forth (their tax cut for the highcst income seniors —~ the top 13
percent) actually cxacerbates the problcml.

The Republicans are Usmg the Trust and 2s a Smoke Screen for Cuts. Let's be clear: Their
proposals have nothing to do with the long—term solvency issue; they do not address the underlying
problems of an aging populetion. The Rapubllcans want to use the Medicare pmg;ram as a bank for their
tax cuts for the wealthy and to fulfill thexr campaign promises.

|

When they Finally Put Forth a Detail.'cd Budget and Commit to Dealing with Medicare fn the
Context of Serious Health Care Reform, the President Stands Ready to Work Toward a Real
Solution: Currenily, the issuc of Mcdicare is only being addressed by Republicans as they face a political
crisis to find funds to pay for large tax }cuts for the well-off and fulfill their campaign budget promises.
When Republicans finally put forth a budget that is detailed and makes clear they are not slashing
Medicare to pay for tax cuts, the I’rcsxdcnt stands ready to work with Republicans to address the real
problems tacmg the Trust Fund and thn Amenmn paoplc in the health care system.
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REPUBLICAN MEDICARE CUTS

Republicans are considering pro;LosaJs that would cut Medicare funding by between
$250 billion and $305 billion between now and 2002. Slashing Medicarc at this level
translates into 20% to 25% cuts in 2002 alonc for this program- serving our most vulnerable
Amcncans —- the elderly and dlsabled.‘

COERCION INSTEAD OF CHDICE}. Managed care simply cannot produce anywherc near
‘the magnitude of Federal savings bemg suggested by the Republicans without tuming
Medicare into a fixed voucher program That would put Mcdicare's 36 million beneficiaries,
.many of whom have pre-existing: condizions, into the private insurance market to shop for
what they can get. With a fixed and hmxted voucher, beneficiaries would have 10 pay far
more to stay in the current Medicare pmgxam if large savings are to be rcalized. That's not
.choice, that is financial coercion. !

ADDING TO ALREADY HIGH COSTS FOR SENIORS Today, despire their Medicare
_benefits, health care consumes major amounts of older Americans' income. According to the
Urban lostitute, the typical Medicare bcneﬁcxanﬁ alrcady dedicate a staggering 21% (or

- $2,500) of their incomes to pay for out—ot-pockef health care expenditurcs.

$3 100-$3,700 Out—of—l’ockcilt Payments: If the Republican cuts ($250 billion to
$305 over seven years) are evenly distributed between health care providers and
beneficiarics, the cuts would add an additional $815 to $980 in out~of-pocket turdens
to Medicare beneficiaries in 200” Over the seven year pcnod, the typ;cal beneficiary
would pay between $3,100 1o I$3 ,700 more.

Reduce Half of Social Security COLA: The chubljcans say they arcn't cumng
Social Security, but these \icc}r:arc cuts are a back-door way of doing just that. By -
2002, the typical Medicare bmef:mary would sce 40 to 50 percent of his or her cost~
of-lving adjustment eaten up 'hy the increases in Medicare cost sharing and
premiums. In fact, about 2 million Medicare bencficiaries will have all or more than
all of their COLAs consumed)| by the Republican beneficiary cost increases.

$40-$50 Billion in Cost-Smgftmg. Assuming the other half of the Republicans' cuts
£0 to providers, hospitals, physxcxam and other providers would be targeted with
between a $125 billion to $150 billion cut over seven years. In 2002 alone, a $33
billion cut in providers wouid be needed. Even if only onc—~third of Medicare provider
cuts overall are shifted onto orher payers (an assumption consistent with a 1993 CBO
analysis), businesscs and famlhca would be forced to pay a hidden tax of $40 billion
to $50 billion in increased prenumns and health care costs between now and 2002.

Raral and Inner City Hospltals At Risk: Cuts of this magnitade, combined with the
growing uncompensated ¢arc burden {which would be further exacerbated by Medicaid
cuts and increases in the number of uninsured), would place rural and inner-<ity
providers in jeopardy bccause they have limited or no ability to shift costs 0 other
payers. As a result, quality and access to needed health care would be threatcncd

|
|
i
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 THE REALITY OF MEDICARE GROWTH

I)esmtc the current rhetoric, Medicare expendxtum growth is comparable to the gmmh
in private health insurance, ‘

»  Under Adminjstration estimates; Mcdicare spending per person is projected to
grow over the next five years at about the samc rate as private health insnrance
“spending.  Under CBO estimates, Medicare spending per person is projected to
grow only about one pericemagn: point faster than private health insurance.

»  So, unless Mcdicare canj control costs substantially better than the privaic
sector, beneficiaries and/ [providers would.be forced to shoulder the burden of

the hug: cuts being pmpcscd by Republicans.
] .

MAJOR BURDEN ON RURAL‘AMER'ICA

-

Reducing Medicare pnymcnts woullﬁ dmpmpomonate}y harm rural hospitals

Nearl} 10 mulxon Medxcar}e beneficiaries (25% of the total) live in ¢ rural Amcncz where
there is often only a single hospital in their county. These rural hospitals tend to be small

and scrve largc numbem of Medicare patiente. o ..

Significant cats in Medjcare revenues has great potentml to cause a good number of these
hospitals, which already are in financial distress, to closc or to turn to local taxpayers to
increase what are already substantial Iocal subsﬂdxcs

I
Rural residents are more hkeqf than urban reaxdcnts to be unipsured, so offsetting the
effects of Medicare cuts by shifting costs to private payers is more difficult for small rural

hospxtals , !

- Rural hospitals are often #he largest cmployer in their communities; closing these hospitals
will result in job loss and physicians leaving these corurunities.

UNDERMINES URBAN SAFETY NET

@

Large reductions in Medicare paymcnts would have a devastating impact on a sxgmfxcant number
of urban safety—net hospitals. ’l:hcse hoepitals already are bearing a disproportionate share of the
nation's growing burden of unco{mpensated care. On avcrage; Medicare accounted for a bigger
share of met operating revenues for these hospitals than did private fnsurance payers.

|
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REI’UBLICAN MEDICAID CUTS

N

Republicans are considering cutting federal Medicaid fundmg by $160 to more than
$190 billion between 1996 end 2002. The Republicans claim that they are not cutting the
 program, but simply reducing the ratc of growth. Yet, thesc technical number disputes avoid
the real question: who will be hurt, who will lose coverage and who will lose benefits if $160
to $190 billion are cut from a program that provides critical health care services. It also
ignores the fact that 3 to 4 percent of program growth is for the increasing number of people
being covered, without which millions more Americans would be uninsured,

v HEAVY BURDEN TO FAMILIES FACING IDNGTERM CARE: While miost
peopie think that Medicaid helps only low~income mothers and children, about two~
thirds of Medicaid funds are spent on services for elderly and disabled Americans.
Without Medicaid, working famﬂws with a parent. or spouse who uced long-term carc
would face nursing home bills t]hat average $38,000 a year.

e  MANAGED CARE SAVINGS NOT NEARLY SUFFICIENT: Savings from
managed care cannot produce anywhere near the magnitude of cuts proposed by the
Repubhcans Two~thirds of Medxcmd funds are spent on the clderly and disabled, and
there is little to no ¢vidence Jxat putting them in managed care can produce savings.
And because the baseline pm]cf:tions already assume that a growing number of
mothers and children on Mcdmznd will be in managed care plans, there are little
additional savings left in the rcmammg one~third of the program.

.. ® FLEXIBILITY CAN'T NIASII‘; DEEP CUTS: Republicans defend these cuts by
saying that what they arc domg is giving added ficxibility to states through block
grants. ‘Issues of flexibility can't mask the inevitable fact that states are being asked to
absorb enormous federal cuts - i- forcing them to cut spending for education, law
enforcement or other pnomlesl -~ and that's unrealistic.

LIKELY IMPACTS: So let's look at what thasc- cuts really mean. Even accounting for some
managed care savings, they mean dc:ﬁp cuts in eligibility, benefits and payments to doctors,
hospitals, nursing homes and other health care providers. If the Republicans were to cut $160
to $190 billion between 1996 and 70@2 and those cuts were divided cvenly between
eliminating eligibility for elderly and disabled bencficizries, eliminating ehg,lbxhty for
children, cutting servicas, and cuttmg provider payments, that would mean ~— in thc year
2002 alone == that

@ 5 TO 7 MILLION KIDS WOULD LOSE COVERAGE; and
® 800,000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES
- WOULD LOSE COVERAGE and
s TENS OF MILLION LOSE BENEFITS: Ali preventive and diagnostic scrcening
services for children, home health care and hospice services would be eliminated —
as well as denta] 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 $12.8 billion.

|
|
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MEDICARE/MEDICAID CUTS: :
BUSINESS, PROVIDER AND ADVOCACY GROUPS' RESPONSES

"dcross the board reductions in [Med;c:{rre and Medicaid] should be avoided, since they are
likely 10 exacerbate cost-shifting to tfch private sector.” (Fsbruary 11, 1995)

|

| l

"My mescage to you as you wrestle wi;}g the growing costs of the Medtcare( program {s that
greater use of managed care und aggressive purchasing of care on the part of the
government are more appropriate salur%ans than massive across~the—board cuts in payments
to providers, which result in cost shifting or an invisible rax on companies providing coverage
to employees in the private sector.” (Marcfz 21, 1995)

"One of every four hospitals in the United States is in serious trouble,’ and with decp

reductions in Medware growth will be forced ro cut services or clmc its doors.” (April 13,
1905) )

"The wrong way [to reform Mediéaré] |is te do business as usual, letting short-sighted '
political pressures squeeze Medicare .spendmg and weaken a program that needs to remain
strong for our nation's seniors.” (Febmmy 6, 1995)

I

*Sixty —four percent of the electorare b{e!ieves that If you ran for office saving that you would
not cur social security, and if Congress votes this year to cut Medicare then that Member of

' Congress has broken their campaign p?‘mmise‘ " (April 1995 Polling Data Report)

American Association of Retired Egmf ONS SAYS
“Medicare was hard!y discussed in the last eiecrzorz and there was certainly no mandate

from the electorate to change the s;stfm " (March 28, 1995)

Medicare cuts "would mean that over;t}:é next 5 years older Americans would pay at leas:
32000 maore out of pocker thun they n%ou&d pay under current law. And over the next seven
years tke} would pay $3459 more ma‘ of packet.” (March 6, 1995)

" T]he total number of Medicaid bengﬁcmrzes in need who would lose long —term care
services...could reach 1.73 million in the year 2000." (March 6, 1995)

|
|
|
|
|
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“The facts do not warrant @ panic approa roach or @ ﬁmdamental recasting of Medicare. The
- trust fund is not about go belly-up; a seven—year window does not merit a panic butzon. "

| ‘
"The levels of the cuts in Medicare contemplated by the Senate and House Budger Commitiges
- will not just devastate the finances of :mllzom of older citizens, bur more tmporiantly, they
will deva.n‘ate the hopes for a secure and healthy old age for ail Americans.” (April 1995)

- "We receive hundreds of letters from wan"en wko are already Jorced to chose between paying
for food and rent and buying much needed medicine that is not covered by their Medicare.
Substantial cuts in Medicore will Izreral(}' take food out of the maurhs of these older women.”
(January 10, 1995) : l

s ' . . . |
bk Do Bulimsy

“States could make these culs in sevemi ways: by razsmg taxes substantially; by Lxcludmg

- groups of children from programs or pm‘tmg them on waiting lists; by reducing bensfits or

the guality of services; or by making law—income families pick up more costs through co-

payments and fees. Regardless of whmh method is choserg the overall effect would be large."”

(Aprit 19, 1 993) } ‘

: |
- x
Catholic Health Assogiation says: |
”Ettdget cuts of such magnitude [in Medicare and Medicczz’d] would attack the very fiber of
these programs and, in fact, decimare f:hﬂm Consequently, the Catholic Health Association

believes that Congress should put cmde consideration of tax cuts for now and refocus the

debate on how best to solve the deficit problem.” (March 3, 1 995)
|
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April 21,1995

TO  :  Senuae Committze on Finance
: Amnﬂm:!}nhym

FROM ! Jennifer O'Sullivan
o ;ﬁaamuwmm

Technical Information Spetialin
Education and Public Welfere Division

'sumncr s mq«mmmwmawmm
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persons, I consists of two paris: PmA(Hmhlmmm)mﬂPmB(Suppummy
Medica] nsurance). Recent projactions by the trustees of the Hospital Insyrance Trust Fund
show that Part A is confronting major finanzing problems. A Medicare trustes report in 1982
warnad that the Hespital Insurancs Trust Fund could become insolvent by 1987, Congress
mmdxmgnmmnfolbwinzym which, when couplad with better economic
wndlﬁam,impmdﬁwondookm. The 1995 report projects that the Fand will be
msolvantbym onlyayeslmnhan&:tpmjemdintheiﬂr:po&
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- THE WHITE HOUSE

WAISHINGTON

17 April 1995

MEMORANDUM TO ERSKINE BOWLES
: CAROL RASCO
GEORGE STEPHANONPOULOS

MARK GEARAN
BILLY WEBSTER ;KQ/
 FROM: ' 'Harold Ickeicjggp
SUBJECT: 30th Anniversary of the enactment of the¢ Medicare
Program :

Attached is a copy of a self-explanatory 6 April 1995 letter to

me from Lawrence F. O0’Brien), III pointing out that July of 1995
is the 30th Anniversary of the enactment of the Medlcare Program
and suggestlng that we try to take advantage of it.




-prime accomplishments in the modern er

Lawrence F. O’Brien, III

Mr. Harold Ickes

Deputy Chief of Staff

The White House

1600 Pennsylvania Avenue
Washington, DC 20500

Dear Harold:

April 6, 1995

Re: Medicare - Thirty Years Young

You and I have had occasion to speak prevmusly about Medicare and the potentlal virtue of
anmversary dates related to the creation thereof

July of 1995 constitutes the 30th anniver

sjary o_f the enactment of the Medicare prégram. 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

zfxps) 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.

LA well conceived and orchestrated "celebranon of the 30th blrthday of Medlcare s creation

might contain many virtues. Amongst those 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 was

not supportive wants today, in the Congressional

majority, to entrust to itself an effort to scale back or reshape the program. Something about
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, as part of a birthday bash.

The Democratic Party has a lot in which

it can take pride. Medicare is assuredly one of our -
a and it was achieved only after a bitter battle. Why

not get some fresh political mileage out of Medicare’s history?

cc: The Honorable Chris Dodd
-~ The Honorable Martin Frost
The Honorable Don Fowler

Regards, -

L Q;g i
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Alan R. Nelson, M.D. i
Executive Vice President

American Society of Internél Medicine

2011 Pennsylvania Avenue, N W.
Suite 800

i
Washington, D.C. 20006 |

Dear Dr. Nelson:

'~.

i

Thank you for writing to share your views about vouchers for
Medicare beneficiaries.

I am 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 Jennlngs and
Marilyn Yager.

E
E

As you know, the Cllnton Administration has expressed real
concerns about the Republlcan voucher proposals. We firmly
support increased choice for‘Medlcare beneficiaries, including
managed care options. However, we do not support any plan that
forces Medicare benefic1ar1es?to pay more to keep their current
fee-for-sexrvice option

I know that you share thé Administration's concerns about
the level of Medicare and Medicaid cuts proposed by the
Republicans

I hope that we can continue to work together to

improve the efficiency of the Medlcaze program while preserving
and protecting it for future generatlons

Sincerely,

' \

{

\
Carol H. Rasco

. \
Assistant to the President
for Domestic Policy
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KEEPING MEDICARE AFFORDABLE
RECOMMENDATIONS OF THE
AMER!CAN SOCIETY OF lNTERNAL 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
the knowledge that health .care services will be-accessible to them.... The American Society of
Internal Medicine, representing the nation’s Iargest medical specialty and the principal providers of
medical care to Medicare beneficiaries, is colmmltted to preserving this contract with older
Americans. However, in the face of changmg demographics, burgeoning costs and the need to
restrain overall federal spending, the Med|care program is facing an unprecedented challenge.
Responding to this chalienge will require both immediate changes 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 competmon and instill a sense of responsnblhty :
among all those involved with and affected by its policies. * .

This set of recommendatlons is ASIM's response to pohcymakers calis for proposals to address
the need for fundamental changes in the Me:d:care program so that it may continue to be a

~ reliable source of medical care for the nation’s elderly well into the new century. For ASIM, the
" overarching philosophy on whlch these Medlcare 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 [clinical decisions--and to compete within this new
system on the basis of cost and quality.

Medxcare 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 deducttbmty of
employer paxd snsurance and increased taxes on tobacco. :

The insurance mdustry has a responsnbmty tio compete in the new system-npt solely on price or
risk avoidance but on benefits offered and quahty-and to accept reasonable standards to protect :
benef ciaries 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.

R



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
Securiy.

--2¢ increasing-the-amount contnbuted by.upper income._beneficiaries.to. f:nancmq
the Medicare system. .

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

4, including in taxable income the value of health insurance beneﬂts beyond a set
value of insurance premium.

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

8. increasing federal excise taxes on alcohol and tebacco if the revenues from
changes identified above prove madegua e 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 resndencv positions while decreasing the weighting factor for
others.

-9, creation of a private sector ghysician'workforce planning initiative )

10. decreasing the number of funded res:dencv positions to 110 percent of U. S,
medical school graduates.

Instilling Market-based Iincentives 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 lntended 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 adlustments--such as severity of 1iiness—~m setting Davments to nsk
contracting plans.

3. broadening managed care choices for beneficiaries to include HMOs with point-
of-service and preferred provider organizations (PPOs), instead of limiting




gartrc!g' ation only' to health plans that require benefrcranes to obtaln services from -

contracted physicians and other provrders

4. requiring that beneficiaries be grovrded comparative information concernlng all

Medicare risk contracting plans that are available to them.

5. giving beneficiaries one opportunity per enroliment year to disenroll from a

Medicare risk contracting within 60 days of enroliment. Once a beneficiary has
--been in-a-plan-more-than-60.days,-he-or.she. should -be.required to.wait until the .
next open enroliment period.

6. mandatlnq reasonable, non-punitive increases in premiums and other cost
sharing for beneficiaries who choose to remain with the traditional fee-for-serwce
Medlcare program. .

Medlcare Vouchers

Changing the exrstrng fee-for-service Medicare program and improving the current risk contract
program will help to stabilize Medicare for the short term. However, major restructuring of
Medicare is necessary 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 program’s long term survival. One way to accomplish this
is through the creation of a voucher program ' o -

ASIM supports creation of a voucher system and believes that the followrng elements are-
necessary to any voucher program desrgned for Medicare to ensure that ‘beneficiaries have -
access to the widest range of cost-eft‘ectrve| 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 enroliment period occurs, beneficiaries should be able to return to the

traditional Medicare program at that time.

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 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 initheir selection processes based on a

physician's patient population.




3. Beneficiaries should have the option of using their government contribution--
e.q. 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 policy purchased through a
purc_:hasinqqroup to help preserve community rating;

b) be comprised of a fund from which a beneficiary could pay deductible medical

-~ - --@xpenses-and-catastrophic-health-insurance to.cover.expenses. that, in the

aggregate, exceed the catastrophic insurance deductlble,

¢) 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
enroliment period to minimize adverse risk selection. Beneficiaries should be
required to remain in_a plan after the first 60 days until the next open enroliment
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 enroliment.

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 reqion.

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 reqular 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




- funds devoted to the voucher grogram in order to ensure vouchers retain. suff cient
gurchasmg power and to assure gppropnate medlcal outcomes

7. A reassessment of the voucher program should be required after five vears
This reevaluation should be undertaken by an agency or commission not

responsible for fundlng Medicare.

'8. Beneficiaries opting for the voucher 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 access 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 ini 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 amaunt and ‘
any premium charged bv a plan that exceeds the voucher amount.

9, Reasonable cost shannq under voucher plans -- both fee for service and
managed care -- should be mposed 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. Copayments for preventive services should be set lower than those
for other servnces

- To avoid umushﬁed restrictions on chonce of phvsvcran POS 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 .
_subiect to unexpected out-of-pocket costs, POS 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
POS plan would pay and the fees the physicians would charge for their services.
' Plans and physicians would be required to supply enrollees in the POS 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 subiect to
reasonable and non-punitive increases in cost-sharing. As with POS 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. Enréllees in traditional Medicare would be supplied
annually with information comganng the charges of physicians in their area to
Medicare's fees based on their resp_egve 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,




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 countrv where there is ho 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
~-gervices;-meet.certain. utilization. review..and.quality assurance.standards; involve

participating physicians in development of the plan's utilization review (UR) and

uality assurance (QA) 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:selec':tivelv contract with phveicians should be required to offer
enrollees the opportunity to buy a rider that. provides point-of-service access to

non-network ghysncnans, in_addition to meeting the foregoung 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
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KEEPING MEDICARE AFFORDABLE
RECOMMENDATIONS OF THE .
AMERICAN SOCIETY OF INTERNAL MEDICINE

Introduction . .

- - Thirty years ago,-the-Medicare- program was. created to.ensure. that the natron S elderly would not -

be denied medical care when they needed it. Today, almost all Americans over 65 feel secure in

', the knowledge that health care services will be accessible to them. The American Society of-

Internal Medicine, representing the nation’s largest medical specielty and the principal providers'of
medical care to Medicare beneficiaries, is committed to preserving this contract with.older
Americans. However, in the face of changmg demographics, burgeoning costs and the need to

restrain overall federal spending, the Medrcare program--as well as all those affected by its .

pohcres—-rs facing an unprecedented challen(ge

Earlier thrs year, the trustees for the Hosprtal Insurance Fund declared that the Part A fund which
finances hospital care will be bankrupt by the year 2002. What few realize is that the fund has
already begun to run a deficit. Bankruptcy i ns merely the end product of the red ink that is
begrnnrng to accumulate in the system today ,

- As the populatron of Medacare eligible mdmdua!s grows, the ratio of working Americans who
“support the program with their payroll taxes

|tt: beneficiaries has diminished. Whereas today there
are five working-age persons for each person over 65, by 2030-when today's workers retire and
their children are wage earners—the ratio erI be three worklng age persons for each American
over 65. Without any policy changes, Medlcare SMI (Part B) will grow to more than 7 percent of
the payroll tax base by 2030--up from one percent today. Although beneficiaries overall continue .
to have ready access to physicians and other providers, disturbing trends have been identified by
the Physician Payment Review Commrssron\ (PPRC) and other organizations tracking the Medicare
program. For example, the PPRC notes in its 1995 report to Congress "those over age 85,
individuals living in poverty areas and the disabled continue to experience access barriers' that
existed prior to the latest round of Medicare; reform. The Employee Benefits Research Institute
(EBRI) recently issued data showing that the number of Medicare patients seen each week by
internists has been declining steadily sincehsas. At the same time, there has been a significant
increase in intemists contracting with managed care plans. In the wake of continuing cuts in
Medicare reimbursement to control program costs, physicians may be entering practice
envrronments where the degrea of rnvolvement with Medicare.patients is. hmrted

lndeed cuts already enacted in prevnous budget reconcrllatlen measures that are now berng
implemented will reduce payment levels to physxcrans over-the next seven years by 17 percent,
even before the impact of inflation is taken into account.- Under one of the savings options
proposed by a subgroup of the House Budget Committee, the reductions in payment levels for

. physician services will increase to 31 percent over the next seven years. If the debate beginning

now in Congress is about making sure the elderly have access to appropriate, high quality health
care into the next century, continued reductrons of this type will onty undermine this promuse ang -
create a Medicare program that guarantees access in name only.
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if no action is taken, the hospital side of Medicare will go broke in less than a decade, the
supplemental medical insurance portion of Medicare will consume increasing amounts of the
federal budget and beneficiaries may face increasing difficulty in obtaining needed health care.
This is clearly not a viable option.

Policymakers could continue with the historical approach to attempting to reign in Medicare’s
costs--enacting cuts in provider payments and imposing increasing regulatory rules on the
program as part of massive year-end budget reconciliation measures. This, of course, does not

- address the.underlying reasons.for increasing.costs. under the.program and will only serve to

exacerbate many of the growing problems in Medicare.

The third option is to reform the Medicare program so that its financing is placed on a sound
basis and to introduce the kind of marketplace incentives that have enjoyed success in the private
sector in holding down the growth of health care costs. ASIM strongly believes that this is the
only option that Congress should consider.

ASIM recognizes the urgent need for reforming the Medicare program and restraining growth in
spending under other federal health care programs. However, internists also believe that
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
protect choice of plan and physician, and steps to ensure due process for patients and providers
in health plan operations and clinical decisions are important system-wide reforms that will foster
an environment in which changes in Medicare will have a positive impact. Nevertheless, the
following set of recommendations is ASIM's response to policymakers calls for proposals to
address the need for fundamental changes in the Medicare program so that it may continue to be .
a reliable source of medical care for the .nation’s elderly well into the new century.

The recommendations propose both immediate and longer-term reforms in the following areas:

1. Immedlate changes in Medicare financing and the current Medicare nsk
" contracting program.

2. Longer term reforms to expand beneficiaries’ choice of insurance options through
enactment of a defined federal contribution--or voucher-program

Changing the Medicare Flnancing System

Many analysts and policymakers contend that only complete transformation of the Medicare
program can solve its financing problems. Any type of restructuring, however, will be the subject
of considerable debate and, given the realities of the policymaking process, could take a number
of years to implement. In the meantime, the red ink will grow and problems of access will be
exacerbated. 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.

Last December, a report on entitiement reform options was issued by staff from the Bipartisan
Commission on Entitiement and Tax Reform (hereinafter referred to as the Commission). That
report identified a number of measures that could be enacted in the existing Medicare program to
stem the imbalance in funding. These improvements can be made with or without enactment of



other long term reforms, such.as a voucher.program. Among those improvements ASIM supports
are: : ‘

1

2

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

5 Security. By early in the next century. the eligibility age for Social Security will be
6

7

8

67. It would make sense, both flnanC|aIIy and administratively, to couple the
. eligibility age for Social Security wnth that for Medicare. However, such a change
must come in concert with insurance market reforms and other measures to assist

.9 - . . ..those-elderly-under-67. W|th chronic, Ibut not. dlsabllng, illnesses.in maintaining

10 insurance coverage. .

11 :

12 - 2. increasing the amount contributed by upper income beneficiaries to financing
13 the Medicare system. The Commis,s;ion staff proposed reducing the Part B

14 premium subsidy -and creating a new Part A premium indexed according to growth
15 in program costs. ASIM believes this premium should instead be indexed to _
16 income. This would avoid imposing| an excessive burden on those with modest "
17 ‘ means while concomitantly calling for appropriate contnbutlons from those with

18 greater ability to flnance their health|care.

19 o ‘

20 3. applying the Part B coinsurance to home health services. Current law requires
21 no cost sharing by beneficiaries for these services. Home health care has been
22 among the fastest growing parts of the Medicare budget and cost sharing has

23 been demonstrated effective in stemmlng overutilization of services.

24

25 4. i ncludlng in taxable income the value of health insurance beneflts beyond a set
26 value of insurance premium. Today, employers and workers benefit from a system
27 that gives preferential tax treatment to high cost health plans. Placing a limit on
28 the tax deductibility of such health msurance will promote the purchase of cost- .

29 effective but moderately priced health plans and would bring in significant revenue
30 into the health care financing system

31 , S

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

- 34 Commission staff report cited studie;s showing that DSH payments, intended to

35 compensate hospitals for services prowded to low income individuals, have been
36 used -by some states for purposes. beyond its original intent. Without harming

37 _ those hospitals truly in need of theee payments, the formula should be changed--
38 e.g. elimination of DSH payments for hospitals whose disproportionate share index
39 is below the 80th percentile--to avoid inappropriate uses of federal payments. .

40

41 In accord with ASIM’s longstanding pollcy that Medicare trust fund reserves should be augmented
42 through a combination of expenditure reductlons program efficiencies and revenue increases,
43 ASIM also supports: .

44 ' ' C _

45 6. increasing federal excise taxes on alcohol and tobacco if the revenues.from

46 ‘ - changes identified above prove inadequate to finance an appropriate level of

47 benefits. Not only would these additional revenues help to support the program
- 48 but they would discourage certain behaviors that result in mcreased publlc and

49 personal health costs. .




b
OwooNOO L WN -~

HoBoh b BB DWW WWW WWWWMNMNMRODNIINONN NN b A ek d kb h b

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-to-ensure that-all. components.-of-the 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-payer 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 physician workforce planning initiative. The
American Medical Association has proposed that a taskforce be established with
participation of both public and private sectors to offer reccommendations 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 ali-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 enroliees. 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 popuiation.
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Instiliing Market-based lncentlves ln the Medlcare Program

The current Medicare program mcludes an optlonal program intended to use competmon 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 caring for Medicare patients--was intended:to. encourage
health plans to control utilization of services and, subsequently, costs. Because of flaws in the
formula for paying risk contracting plans and because healthier beneficiaries are more likely to
enroll in-these-health- planswthan.other-beneﬁcranes -the-risk-contracting. program has not been as
successful at reducmg Medicare spending as originally anticipated.

Again, steps can be taken to improve this excstmg mechanism designed to enhance market
competition until more substantial reforms are implemented. These lnclude :

1. changing the adjusted average ger capita cost (AAPCC) formula used to pay
health plans. The current AAPCC is pased on historical, fee-for-service costs in an
area. This has resulted in overgenerous 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 mstead of penalizing

such plans with less generous AAPCC payments.

2. applying risk adjustments--such as severity of illness—-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 pat:ents and to make regional plan payments more
» eqmtable , : e ‘ :

L

3. broadenmg managed care choices for beneﬂcnanes to mc!ude HMOs wnth point-
of-service and preferred provider organizations (PPOs), instead of limiting v
patticipation 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 limited|range of health plans from which to choose
and are precluded from taking advan:(age of the numerous managed care products
that have arisen in recent years in th? private market

4, requiring that beneficiaries be prowded comparative information concerninq 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 will enable them to compare these plans on costs
physicians and other provnders quahty and benefits. :

5. giving beneficiaries one ooportumtv per enroliment year to disenroll from a plan
within 60 days of enroliment. Once a beneficiary has been in a plan over 60 days,
he or she should be required to wait luntil the next open enroliment period. Under
current law, beneficiaries may dlsenroll from a health plan with only a 30 days
notice. This makes it difficult for mar}y risk contracting plans to anticipate costs for
a health plan year. It is also contrary to most enroliment policies effective in the

private sector which call for enroliment or disenroliment during a particular “open
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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
consistent 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
disenrollment opportunity 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—or 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 wrdest range of cost-effective, high quality hea th plans,
physicians and providers.

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

certain conditions of gamcrgatlon

If glan gurchased with a voucher becomes i nsolvent. or ceases operation in a

beneficiary’s area, beneficiaries should be able to enroll in another plan. When the
annual enroliment 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 altractive enough
to encourage enroliment by Medicare recupxents , :

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 required 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
-.fo_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 their selection processes based on a

physician's gatlent gogulatvon

Under the present Medlcare system beneﬁuanes 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 thelr choice of health plan in reality to be quite limited.
Furthermore, if the voucher is inadequately funded some beneficiaries may be compelied to

select a plan that limits the physicians and ;')rowders 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 level that does not force patients.to choose the
cheapest plan available, as discussed below. By.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 . alble to select this option while those beneficiaries who
wish to choose a closed-panel HMO may do 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 area to gravutate toward traditional Medicare and/or one
plan with pmnt—of-servnce o S . ,

-3. Beneficiaries should have the option of using their government contribution--
e.q. 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 gohg gurchased through
purchasing group to help preserve community rating; ’

R

" b) be comprised ofa 'fund from which a beneﬂc_:iirv could Qay deductible medical
expenses and would be coupled with purchase of catastrophic health insurance to -
cover expenses that, in the aqqreqate exceed the catastroghlc insurance ,
deductible; .

c)' permit accumulation of unsgént balanceé within the fund;

d) allow state and federally tax exempt distribution of funds only for medical
expenses, health insurance gremmms and/or lonq term care. :

Since 1987 ASIM has supported the. concept of medical savmgs acccunts and the idea of
integrating medical savings accounts into ap overall health system in which people could choose
among a variety of health plans, mcludmg medical savings accounts These accounts are useful
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as part of a continuum of health care coverage options, particularly for their impact in enhancing
consumers' awareness of the costs of health care.

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 health insurance policy.
Furthermore, ASIM agrees with the concerns of some MSA critics that these accounts would
adversely affect community rating of insurance and diminish the potential for widening insurance
coverage. Ways to ameliorate these effects include ensuring that money in an MSA be used only

- for health care,.including long-term care,.and making MSAs available for purchase only through

purchasing groups to address problems with community rating.

ASIM acknowledges that MSAs appear to run counter to the trend in the health care system
toward managed care. On the other hand, a spokesman for the American Academy of Actuaries
Workgroup on MSAs predicted that managed care plans may respond "creatively” to these
savings accounts by offering managed care products compatible with MSAs. Because MSAs
appeal to so many patients and physicians, ASIM believes efforts should be made to include them
in the menu of coverage options available to beneficiaries. To make medical savings accounts a
reality under the Medicare program, however, will require many more provisions than the outline
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
beneficiaries be able to contribute their own money to MSAs and, if so, will there have to be
separate accounts established for private funds and the federal contribution?; can the savings
instrument into which the government contribution is placed be protected against adverse market
downturns so that beneficiaries do not lose their medical coverage'? should copayments be
required as part of the catastrophic coverage’? ,

4. Voucher Qlans should be reguured to accept all agg‘ licants during an open

enroliment period to minimize adverse risk selection. Beneficiaries should be
allowed one opportunity per enroliment year to disenroll from a plan within 60 days

of enroliment. Once a beneficiary has been in a plan over 60 days, he or she
should be required to wait until the next open enroliment 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.

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
plans sought to avoid covering the very ill, all plans should be required to enroll any beneficiary
with a voucher who seeks entrance into the plan. On the other hand, mandated acceptance and -
the ability of beneficiaries—-under current Medicare risk contract rules—to enroll and disenroll
outside of any prescribed enroliment period leaves plans vulnerable to unanticipated costs. In
such a scenario, beneficiaries’ right to choice of plan/physician conflicts with health plans’ needs
to maintain their cost and utilization control. The Congressional Budget Office has suggested that
an annual enroliment period with a point-of-service policy "would permit Medicare enrollees to go -
to providers outside [a managed care plan’s] panel when they wanted to and yet it need not
increase benefit costs for either the [the plan] or Medicare." To avoid circumstances in which
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beneficiaries enroll in and disenroll from plans mult|ple times using the 60 day window, there
should only be one opportunity during an enroliment year to disenroll from a plan within two
months, after which the beneficiary would have to wait for the next open enroliment period.

For such changes to work, beneficiaries must be given enough information at the outset to
understand that, in signing up for a managed care plan, they must remain with that plan until the
next open enroliment period once they have been in a plan over two months. This puts the
burden of education on the managed care plan and the decision in the hands of the beneficiary.
In addition, such an approach would make managed care more palatable to both beneficiaries -
and physicians. -- U e . C e e :

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 reqion.

- The voucher amount should be aéiusted _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 garticipate in the voucher program.

If the voucher is set too high it will have Ilttle impact on controlling Medicare costs. Set too low
and beneficiaries choosing the voucher opt:on may find their choice of plan and, ultimately choice
of physician, quite limited. In addition, for a‘segment of the Medicare population, a voucher will -
not cover what a health plan would spend on treating them. This would seem to call for some
type of adjustment in the value of the voucher through mechanisms that are reasonably simple
and inexpensive to administer. Otherwise, health plans might attempt to discourage certain
beneficiaries from selecting that plan by adapnng dlscnmlnatoty policies or marketing strategles

A voucher set at some national average woqld fanl to reflect the appropriate reglonal differences in
costs of health care delivery. Setting a reguonal voucher amount is a more accurate way for the
voucher to reflect local health care costs, would be.less likely to drive people into restrictive -
health plans and would ensure that there wquld be-at least one plan in a region that could serve
Medicare beneficiaries for the price of the voucher. Any process used to set the voucher amount
in which plans submit their premiums to the government and the government then sets the
voucher on some portion of those premiums must ensure that the resulting voucher is not so low
as to make it worthless to most beneficiaries. ' L '

6. The voucher should be updated on a reqular 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 t

he health care system in devising a response

to cost control that would not focus s

olely 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 shouid 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 pOlltICS and be *frozen® or capped“ at some ponnt to
-meet deficit reductiontargets.- - - . . :

if 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. Hf 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. If 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. If the 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 heaith 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 proaram 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 inits life. There was 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,

10
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Congress and the administration,should not merer tinker at the edges to 'provi'de short term fixes

- but should step back, take a hard look at the program and even consrder startrng all over agarn

' 8. Beneficiaries opting for the voucher program should be provided mcentrves 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 access|to services: Incentives should come in the ;" ;-

- form' of additional benefits or services provided by the health plan.and-notinthe
~....form .of.a.cash-rebate._.With.rules. in.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 Qremlum charged by a. glan thatt exceeds the voucher amount.

Some analysts contend that benefrcrarres should be: provrded |ncent|ves to select a health pIan
that costs less than the federal contribution amount or voucher. These incentives typrcally fall

~ into two categories--cash rebates or addrtlonal services. . Giving beneficiaries a cash rebate if their
‘premium is less than the voucher amount would remove funds from the health care system that

ought to be providing for health care servrces Instead, any excess value should be returned to .

the beneficiary in the form of additional benefrts such as coverage of additional services,’

. providing coverage for Iong term care or creatrng a health care spending account. There is also

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

the voucher to encourage enrollees to select more economical health plans. Although there is
concern that such an incentive - mrght drive benefrcranes to select plans of lesser quality or that
don't cover the full range of benefits, this is |ess of a prob|ems |f a|| pIans offer the fuII range of -
Medrcare-covered servrces h Lo

9. Reasonab|e cost sharing under voucher plans -- both fee for servrce 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. Copavments for preventrve-services should be set lower than those " - .
for other services. . : - N -

To avoid unjustified restrictions on choice of physician, POS 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, POS 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.
POS plan would pay and the fees the physicians would charge for their services: - .
Plans and physicians would be required to supply enrollees in the POS plan with
information based on these conversion factors to enable enrollees to determine in .
advance how much they would oav n_going out of the plan’s network of L
thsrmans S S

As an incentive to promote greater price consCiousnese in‘thetraditional 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

11
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. reasonable and non-punitive increases in cost-sharing. As with POS 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 wouid 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. ' '

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 medlcal specialty. . : ‘ :

If true reform is to be instituted in the Medicare system, enrollees must understand the nature of -

the costs of their care under that program. - At the same time, policymakers should not lose sight
of the fact that 83 percent of Medicare expenditures go to beneficiaries with incomes at or below
$25,000 and thus their exposure to additional costs should be limited.

ASIM believes it is especially important that cost sharing .on preventive services be reduced and
deductibles on these services be eliminated entirely to avoid discouraging patients from obtaining
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,
and expensive, ilinesses in the future.

In addition, ASIM supports limits on the degree to which additional cost sharing can be imposed
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

- greater choice in physician and provider. If the cost sharing imposed on a beneficiary for going

outside a health plan’s physncuan network is excesswely burdensome, then the prom:se of greater
choice is a hollow one. v

Obviously, it beneficiaries are to be encouraged to enter the voucher program, those who opt to

_stay in traditional Medicare must bear a greater share of the cost of remaining in the more

expensive program. Nevertheless, any additional cost sharing should follow.the principles stated
above so that primary care and preventive services are sheltered from deductibles and are
subject to cost 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 and preventive
services, ASIM does not support replacing the current coinsurance reqmrements under traditional
Medicare wnth a single hlgh deductible. y :

ASIM believes that its Competmve Pncnng, Informed Chonces proposalwlssued in 1992--offers a

-means to instill price competition among physicians, enhance consumer cost consciousness and

prevent price gouging by unscrupulous providers. If health plans that pay according to a fee
schedule (POS plans, traditional Medicare, etc.) and physicians were required to set and publish
the conversion factors they would use each year to determine their charges and fees, this -

_ information could be used by beneficiaries to determine what they would pay out-of-pocket, if

12.
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anything, if .they joined a particular health plan or-used a particular doctor. Beneficiaries-would
then be able to decide if the value they derived from a health plan and/or physucuan in terms of -

- quality and service was worth the price of any additional costs.

For example assume Mrs Jones is a Medncare beneﬂcuary who recelves from HCFA a booklet
listing all the health plans and physicians in ;her area. Among the information contained in the

. booklet might be the percentage difference between the conversion factors used by traditional .

Medicare and POS plans and the physicians listed in the booklet. - Mrs. Jones might see that Dr.

- Smith has.a.conversion factor.10 percent. hngher than Medicare’s .conversion.factor. _If she went to

Dr. Smith for care under traditional Medicare, she would know that she would pay an additional
ten percent on Dr. Smith's charges beyond the payment traditional Medicare would make. Or, .

- Mrs: Jones might see that health plan ABC has a conversion factor for its POS option 20 percent -

lower than Dr. Smith's conversion factor. She would then know that Plan ABC would pay 20
percent less for the services of Dr. Smlth-who does not participate in her health plan physician
network--and she would be responsible for the 20 percent difference between the health plan's -
payments and Dr. Smith’s fees, in addmon to any additional cost shanng requnred by Plan ABC for
enro!lees going out of the network : : : - -

While ASIM generally supports cost shanng by patlents in order to enhance cost conscnousness in
the. utilization of scarce health care resources there are situations in which billing. beyond
Medicare’s payment rates or additional cost shanng should not be imposed. ' These sntuanons
arise where beneficiaries’ income is simply too low to sustain any additional out-of-pocket

financial burden, where they have no opportumty to "shop around® for a physician. (e.g."

emergency situations), where_beneficiaries have but one choice of physician (such as typlcally
occurs during hospitalizations when patients are essentially assigned certain hospital-based

~ doctors to deliver designated services) or where there are so few physicians in a particular
.specialty within a community that there is no chance for competition among physicians to operate.

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 assurance.standards; involve .

- participating physicians in development of the plan’s utilization review (UR) and

uality assurance (QA) and provider selection policies and procedures; disclose. -
their utilization review. and guality assurance policies, réstrictions 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 cla|ms forms and standard billing and claims °

":grocessmg grocedures

' Health plans that se!ectlvelg contract with physicians should be required 1o offer
eénroliees the op_gortumgy to buy a rider that provides point-of-service access to

non network phvswlans, in addmon to meetmg the foreqomq standards

Health plans should play by the same rules lf competltlon is truly to be effeenve in controlhng
~costs. Given that the idea behind many Medicare voucher proposals is to enhance competition
within the program so as to bring down costs, it would seem equally advisable that health plans

13
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should be. requrred to meet certain rules if they wish to participate in the voucher program and
market themselves to beneﬂcranes as Medicare voucher plans

A uniform minimum benefrt policy would assure a basrc level of care for all beneficiaries. In
addition, it would facilitate beneficiaries’ comparison of health plans. If beneficiaries are to have
sufficient information to make informed choices with their vouchers, they will need data on a

- plan’s costs, patient out-of-pocket liability, provider panels, and quality. Furthermore, disclosure

of UR and selection standards benefits not only the providers involved with a heaith plan but

-« -helps beneficiaries -as-well.by-giving them. another prece of information .on which to.compare

health plans.

In addition, it is important that physicians have a role in developing and implementing health plan
policies and procedures that directly affect clinical decision-making--e.g. benefits coverage -
criteria, determination of medical necessity, preauthorization of services, quality assurance
standards, protocols and processes for selection and deselection of physicians. To leave
decisions affecting patient care solely in the hands of health plan administrators whose concerns -

-center largely on cost containment may jeopardize the quality of care given to enrollees and deny

patients access to medically necessary services. Furthermore, health plans that involve
physicians in.development of these policies are far more likely to obtain the cooperatron of their

‘ network physrcrans in proper implementation of those pohcxes

Finally, it is important that voucher plans be required to operate under similar billing and claims
processing procedures to avoid unnecessary red tape. : All plans that currently operate within the

- Medicare system must abide by .the uniform claims form and billing rules and it would be logical

to expect that voucher plans should use a standard format and follow standard claims processmg
procedures for this new variation of the Medrcare program :

. The type of standards to which ASIM refers--lnvotvement of physrcrans in clrnrcal pohcymakmg,

providing information to enrollees and prospective enrollees sufficient to enable them to make
informed decisions about the plan--are, in fact, those that are being adopted by many well-run
health plans in today's marketplace. In a competitive environment, those plans that pursue
patrent-fnendly pohcres such as these are more lrkety to succeed than others.

11, Because Medrcare is a federally funded program, the federg_govemment must
continue to ensure that health plans are accountable for the care they give to
beneficiariés 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 qoverning 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 Ieast comgarable to those now available under
traditional Medrcare :

14
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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
beneficiaries, given the right kind of mformatron will be able to make proper decisioris about a

. health plan. While this may indeed be the case for healthy. beneficiaries who are mentally alert,

the frail and disabled elderly, those who do not 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 concerns, the voucher progrém should have an entity with which voucher plans . -
would contract and. which.would ensure voucher.plan.adherence to.any standards adopted.
governing such plans.

Given the characteristics of the Medicare populatron an ombudsman’s office should be created

to receive, investigate and resolve complam'ts against voucher plans as well as to offer guidance
to beneficiaries with questions about the vo}rcher program. Finally, beneficiaries and physrcrans
should retain access to the current Medicare appeals process. «

ASIM would prefer that the health care mdustry voluntanly abide by the standards established for

"a voucher program and, indeed, supports the idea of a private accreditation body responsrble 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 lare 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. Health 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 accept certain standards and certain reasonable
oversight. ' ' S :

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.

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, self-referral restrictions on group practice
compensation arrangements not only mterfere in the internal affairs of private businesses but lead
to confusion over how such practices may drstnbute revenue from ancillary services without
indirectly taking into account the referrals made by physicians. Furthermore, subspecialists--such
as oncologists and infectious disease specralrsts—m 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 sh'are information in order to form integrated service
networks may impede the goals of voucher]advocates 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 and 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 beneﬁcranes a wider choice of health care options.

15
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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 entitied will require a great deal of thought and debate. For
ASIM, the overarchlng phﬂosophy on which these Medicare reform proposals rest is that of shared

: responsmlhty

' Phys:cnans have a responsnbmty to deh\fer care to greater numbers of Medlcare patlents 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 clinical demsrons--and to compete within th|s new
system on the basis of cost and quallty

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 Medncare
so that those of lesser means can afford coverage.

Taxpayers have a responmbrhty to accept changes in the tax code that would raise revenue and
introduce positive incentives into the health care system including a !:mn ‘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 provrde sufficient oversight over the
market to protect patlents interests.

16
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TI"—IE WHITE HOUSE

WASHINGTON

October 31, 1995

Charles R. Maples, J.Ph.
President

2725 N.E. Columbia Boulevard
Portland, Oregon 97211

Mr. Maples:

Thank you for your letter about the Republlcan
Medicare and Medlcald 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.

We 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 yourlletter, the block grant
would repeal quality standards for nursing homes .
that were enacted with bipartisan support,
provisions that prevent spouses of nursing home
residents from lcsing\their incomes and homes,
and protection for lcw—lncome Medicare
beneflclarles under Medlcald.

We will contlnue to flght against these extreme
proposals and very much appreciate your support.

Sincerely,

Carol Rasco 1
Assistant to the President
for Domestic Policy
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CHARLES R. MAPLES, R. Ph.

President
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October 6, 1995

L~

Carol H. Rasco

Assistant to the President

for Domestic Policy R . ?
The White House :

Washington, DC

Dear Carol,

I would like to share with you some of the 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 of our corporate newsletters outlining these '
programs. '

" Tam 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
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 regimén 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 trgn_lgldous s@es we have made in the protection of re31dents of the
nations nursing homes andwill'be disastrousto"our clients. Iam asking for your administration’s
help in preventing the enactment of block grants. If I may be of any assistance in this end, [ may
be reached at 1-800-444-7574 any time.

'Thank you for your kind attention to this matter. The quality of life for this country’s nursmg
home residents depends on our preventing the enactment of block grants.

Charles R. Maples, R.Ph., FASCP
CEOQ, IPAC Pharmacy Services

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



THE WHITE HOUSE
WASHINGTON

November 1, 1995

George T. Chang, Ph.D.

Director of Laboratories

United Medical Laboratories, Inc.

6720 014 McLean Village . .

McLean, VA 22101 - - S

Dear Dr. Chang:

Thank you for kriting 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
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6720 Old McLean Village Drive « McLean, Virginia 22101
~ Telephone: (703) 356-4422

July 24, 1985

Hon. Leon Panetta “

‘Chief of Staff o N

White House
By Hand

Dear Mr. Panetta:

am very disturbed by managed . health care systems that are
ii r

estricting medical laboratory wor%zto a few_large laboratories  for

all testing needs. Such pracfices eliminaté the competitive
benefits offered by the inclusion of ~ smaller, independent
laboratories. These types of restrictions are devastating the

.fthousands of community-based laboratories that employ many hundreds

of thousands Americans. I am enclosing two copiles of Virginia House

'Bill 840. I would 1like 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,
independent, community-based medicat~TIaboratories.

Very truly yours,

George T.“Chang, Ph.D.

"Director of Laboratories

GTC:tes
Enclosure

Quality and CPengonaQiged Senvice
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Health Care Financing Administration

Memorandum
Office of Managed Care

October 17, 1995 : S A ,
TO:  Sarah Bianchi, Domestic Policy Council Staff, The White House -

FR: tor-Designate.

RE: . {Rcsponse to Inquiry from United Medical Laboratories on Managed Care

r - . . [
i
¢

We are respOndmc to your mquzry, faxedito us October 10, 1993, which was accompamed by ' »
supporting correspondence from Georae T. Chang, Ph.D. of United Medica! Laboratories in ,»-N/Daj

McLean VA relative to manaved care and medlcal laboratones )
. e . |ede” ] P:; N
@ We understand and sympathize with the concerns expressed in ﬂ;zr-ceﬁsspeadence MOF;

_under current federal law governing commeércial HMOs and Medi¢are HMO contracts, we do not
_regulate the_market forces which are affecting these laboratoriegpnor do we feel that it would be \
prudent to do so.. Prepard medical plans can choose the varigu§ providers with which they do %

usiness subject only to certain constraints as to the naure and quality of the services they 3 4
provide their members. They are sole source providers, competlt\'-:e blddmg, or )
T S ———

other contracting me - ‘ : 7
\ é/&é ; [N ‘ V R T ‘ * T . . cr(‘?
The<urrent emphasis ofmanaoed care law and regu ations is reflected in the thrust of

at HCFA to assure:

L equal and convenient access of care to all managed care enrollees;

o quality of care that is consistently improving for these enrollees; and
Q’

. that both access to and quahty oF care are prowded ata reasonable aﬁordable st to\ﬁe(f
" managed care members R ,

We hopg that these comment:, will be hel pful to you. . Thank you for giving us the opportumty to

assist. and please do not hesitate to contactyys if we can be of further help.
T s e do Ve duod
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‘ MQ\IWEALTH OF
;oM , % v RGINIA, |
ROA n4" .
RICHAMOND, VIKCINIA 20w
TELLPHONE: amuty M1t
TQO«‘\ OICH: %o 1.9t

STEVEN T, FOSTER
COMMISSIONUR OF INSURANCE

STATE CORPORATION Commssxoxv '
' BUREAU OF INSURANCE
October 17, 1994

. _,,’--. .

mm—

ADMINIS .mTW.E LﬁJ:EERdSE&-‘B

TO: All Insurers, Health Services Plans, and Health Maintenance

-Organizatxons licensed to write Acc:dent and Sickness lnsurance
in V:rgama :
RE: ’ Freedom of cho:ce requirements - - Pharmacies and Anct!!ary

Service Providers

Chapter No. 983 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 insurers issuing
"preferred provider” policies or contracts and upon health maintenance
organizations, relate to coverage for services rendered and products furnished by
out-of-network pharmacies and ancillary service providers.

interpretation of certain provisions of this legisiation. The following is an
explanation of how the Bureau of lnsurance intends to admmlster certain
requirements found in the new statutes listed above,

it has come to my attention that several issues have arisen regarding the ';%?
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Administrative Letter 1994-8
- October 17, 1994 :
Page 2

FOEZAR cxm_AaYéSEcheszﬂ%‘f *"'*g?‘:*«

The term “ancillary services” is deﬁaed in §§ 38.2-3407 8, 3‘8.2-4209.2, and
38.2-4312.2 as:  "those -services required to support, -faciitate -or otherwise
enhance medical care and treatment.” These statutes also provide that: “the
fumishing of durable medical equipment required for therapeutic purposes or life
support” is an example of ancillary services. K is the Bureau's pos:t:on that the
statutory definition of ancillary services is an extremely broad one, and ¢annot
reasonably be ¢onstrued as limited to the provision of durable medical equipment.
Unless and until the statutory definition is made more restrictive, then, it is our
position that any person or class of persons that provides services that “suppor,
fac:!ftafe or otherwise enhance medical care and treatment" meets the definition of

‘an “anc:llary service p.'ovmder ,

Each of the statutes cited above contains the following language:

- The [State Corporahon] Commission shall have no junsdxctnon to adjudicate
controversies ansmg out of this section. -

Therefore the Bureau does not have the authority to intervene in disagreements
among parties affected by these new requirements. Questions of interpretation
conceming whether or not 2 provider is providing "ancillary services" will have to be
resolved in forums other than the State Corporation Commission.

CONTRACT PROVISIONS e _ !

e

All six stalutes cited above contain specrﬁc tanguage prohibiting the
imposition of:

..80y_copaymenl. fee or condition that is not equally imposed upon all
individuals in the same benefit category, class, or copayment jevel. whether
or not such benefits are fumished by [phammacists or ancillary service
providers] who are [non preferred or nonpariicipating] providers. (emphasis
added) ' '
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Administrative Letter 1954-8 -
Cclober 17, 1994 | .
Page3 - ‘ S

It is our position that each of these provisions prohibits an insurer or health
maintenance organization from amending its contracts to provide that clzimants
obtaining services from out-of-network pharmacies or anclllary 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 avanlable to out-of-network prowders tn the
same or substantially similar manner. ,

All six statutes cited above also ccntain the fondwing 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 accept reimbursement for their services at rates applicable to
[pharmacies or ancillary service providers] that are [preferred or pamapatmg]
providers. (emphasis added)

’ \MV; v’mur position that affected ihsurers and health maintenance crganiéations must
o 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 participating providers. Any reference by the insurer or health
maintenance organization to the possibility of a phammacy 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 & 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 provndmg coverage.

S Thus letter serves as notzce of our intention to withdraw approval, pursuant 10
§ 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 ergamzauons 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 our attention that do not comply will have their approval withdrawn,
and the Bureau will consider initiation of any other disciplinary proceedings deemed

¥

v -
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Administrative Lefter 1994-8
.October17, 1994 ‘
Page 4

appropriate in the circumstances. It should be noted that the wording of each of
the statutes listed above is sufﬂceently 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 reimbursement at network
-rates. \ .

, Any questions regardmg the administration of these. requirements should be -
directed to the attention of Althelia P. Battie, 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 Forms and
Rates Sectlon is (804) 371-9110. :

Sincerely yours,

U ] Steven T. Foster o

- ‘  Commissioner of Insurance

STFime -



VIRGINIA ACTS OF ASSEMBLY - 1934 RECONVENED SESSION

CHAPTER%?'

An Act to amend  the Code of Vzrgm:a by adding sectxoru numbered 38.2-3407.2
38.2-3407.3, 38.2-4209.1, 38.24209.2, 38.2-4312.1 and 38.2-4312.2, relating to accident and
sickness insurance;, pharmacies and ancilary service . prowders. prefermd pmmder
networks and health mamtazance orgamzat:ons. _ _ -

[H 840]
Approved May 20, 1994 -

Be it .enacted by the General Assembly of Virginia. .
1. That the Code of Virginia is amended by adding sections numbered 38.2-3407.2
38.2-3407.3, 38.2-4209.1, 38.2-4209.2, 38.2-4312.1 and 38.2-4312.2 as follows: .

- § 38.2-3407.2. Pharmacies; fraedom of choice. -

'

A. Notwithstanding any provision of § 38.2-3407 to the com‘mty. no msurer proposmg ‘

to issue preferred provider policies or contracts shall prohibit any person receiving
pharmacy benefits furnished thereunder from selecting, without limitation. the pharmacy of
his choice to furnish such benefits. This right of selection extends to and includes

: pixarmacﬂes that are nonpreferred providers and that agree to.accept reimbursement for

their services at rates app&cable to pharmacies that are preferred providers. . .

B. No such insurer shall impose upor any person mcexvmg pkannaceutxcal benefits
furnished under any such policy or contract:

1. Any copayment, fee or condition that is not equally tmposed upon aii mdxmduals in
the same benefit category, class or copayment level, whether or not. such beneﬁts are
Jurnished by pharmacists who are nonpreferred providers; . .

2. Any monetary penaily that would affect or mﬂuence any such persous choice. of
pharmacy,; or .

3. Any reduction in allowable reimbursement for pharmacy semces related to

‘utzlzzatzon of pharmacists who are nonpreferred providers.

C. The Comm:sszon shall have no Jurisdiction to ad/ud:caté controvemes arising out of
this section.
$ 38.2-3407.3. Ancdlac: service providers; freedom of choxce ‘

A. Notwithstanding any provision of § 38.2-3407 to the contrary, no insurer proposing

to issue preferred provider policies or contracts shall prohibit any person receiving
ancillary service benefits furnished thereunder from selecting, without Ulmitation, the
ancillary service provider of his choice to furnish such benefits. This right of selection
extends to and includes ancillary service providers that are nonpreferred prowviders and
that agree to accept reimbursement for their services at rates applzcable to ancilary

' service providers that are preferred providers.

‘B. No such insurer shall impose upon any person recezvmg ancillary service benefxts

Jurnished under any such policy or contract:
1. Any copayment, fee or condition that is not equally 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 nonpreferred providers; .

2. Any monetary penally that would affect or influence any such person's choice of
arncillary service pmvza‘er or

3. Any reduction in allowable reimbursement for ancillary serv:ces related to utilization
of ancillary service providers who are nonpreferred 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 include, but are not limited to, the
fumishing of medical equipment required for therapeutic purposes or life support;

2. “Anciiary service provider" and *“ancillary service providers” mean a person or

persons providing ancillary services.

D. The Cormmission shall have no ;unsdzct:on to adjudicate controversxes arzsmg out of
this section.

§ 38.2~4209.1. Pharmacies; freedom of. ckoxce

A. Notwithstanding any provision of § 38.2-4209, no corporatton pmvzdmg preferred
provider subscription contracts shall prohibit any person receiving pharmaceutical benefits
thereunder from selecting, without limitation, the pharmacy of his choice to furnish such
benefits. This right of selection extends te and includes pharmacies that are nonpreferred
providers and that agree to:accept reimbursement for their services at rates applicable to

y



. pharmacies that are preferred providers.

B. No such corporation shall impose uporn any person mcezvmg pharmaceutical benefits
furnished under any such contract:

1. Any copayment, fee or condition that is not equally imposed upon all individuals in
the same ‘benefit category, class or copayment level, whether or not such bazeﬁts are
furnished by pharmacists who are nonpreferred providers;

2. Any rﬁ’;netary penalty that would affect or influence any auch persons choice of
pharmacy; or

3. Any reduction in cllowuble reimbursement for pharmacy services ralated fo

utilization of pharmacists who are nonpreferred providers.
' C. The Commission shall have no jurisdiction to adjudicate controversies an.smg out of
this section.

§ 38.2-4209.2. Ancxllary service provzders. freedorn of choice.

A. Notwithstanding any provision of § 38.24209, no corporatxon pmvzdmg preferred
provider subscription contracts shall prohibit any person receiving ancillary service benefits
thereunder from selecting, without limitation, the ancillary service provider of his choice to
furnish such benefits. This right of selection extends to and inciudes ancillary service
providers that are nonpreferred providers and that agree to accept reimbursement for
their services at rates applicable to ancillary service providers that are preferred providers.

B. No such corporation shell impose upon any person receiving ana’dary service
benefits furnished under any such contract:

1. Any copayment, fee or condition that is not equally 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 nonpreferred providers;

2. Any monetary penalty that wouia‘ affect or mfluence any such pemns dtotce of
anctllary service provider; or

3. Any reduction in allowable reimbursement for ancillary services related to ut:’&zatxon
of ancillary service providers who are nonpreferred providers. ‘ »

C. For the purposes of this section:

1. “Ancillary services” means those services mq:amd to support, /acziztate or otherwise
enhance medical care and treatment. Such services include, but are not limited to, the
Jurniishing of medical equipment required for therapeutic purposes or life support;

2. “Ancillary service provider” and *“ancillary service providers” mean a person or
persons providing ancillary services.

D. The Commzsszon shall have no jurisdiction to adjudicate controversies an.s‘xng out of
this section.

§ 38.2-4312.1. Pharmacies; freedom of 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 pharmacy of his
choice to furnish such benefits. This right of selection extends to and includes pharmacies
that are not participating providers under any such health care plan and that agree to
accept reimbursement for 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 furnished under any such health care plan:

1. Any copayment, fee or condition that is not equally imposed uporn all individuals in
the same benefit 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 persons choice of
pharmacy; or :

3. Any reduction in allowable - rexmbursement for pharmacy services' related to
utilization of pharmacists who are not participating providers.

C. The provisions of this section are not applicable to any health care pIan whose
terms require exclusive utilization of 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 of
this section.

§ 38.2-4312.2. Ancillary service providers; freedom of 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 selectmg, without limitation. the ancillary service provider
of his choice to furnish such benefits. This right of selection extends to and includes
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" ancillary service provzders that are not partt’apatmg providers under any such health care
plan and that agree to accept reimbursement for their services at rates applzcabfe to
ancillary service providers that are participating prowviders.

B. No such health maintenance organization shall impose upon any person receiving
ancillary services benefits furnished under any such health care plan: -

1. Any copayment, fee or condition that is not equally 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 not participating providers;

2. Any monetary penalty that would affect or influence any such person's cho:ce of
ancillary service provx’der‘ or

3. Any reduction in allowable reimbursement for ancillary services related to utilization
of ancillary service providers who are not participating provxders ‘

- C. For the purposes of this section: :

1. “Ancillary services"” rmeans those services reqmd to support, facilitate or otherwise
enhance medical care and treatment. Such services include, but are not limited to. the
Jurnishing of medical eqmpment required for therapeutic purposes or life support; .

- 2. “Ancillary service provider” and *ancillary servzce providers" mean a person or
persons providing ancillary services.

D. The provisions of this section are not appacable to any health care plan whose
terms require exclusive utiization of ancidlary service providers wholly owned and
operated by the health maintenance organization providing the health care plan.

E. The Commzsszon shall have no jurisdiction to adjudicate controversies arising out of
this section.



Major HMO Operator: |
‘Denied Accreditation

Mid Atlantic Medical Services Fdils Rating |

By David S. Hilzenrath .

Washingron Post Staf Wester

~ Mid Atlantic Medical Services
Inc., the Washington area’s largesat
operator of health maintenance or-
ganizations, has been denied accredi-
tation by the nation’s leading moni-

‘. tor of quality control in HMOs, an

executive at the company said yes-
terday.

The decision, to be announced to-
day, will not affect the
Mid Atlantic’s HMOs, Optimum
Choice and MD-Individual 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 small minority of compa-
nies have received a failing grade af-
ter being evaluated by the National
Committee for Quality Assurance
(NCQA), although many HMOs have
not been reviewed,

“ can’t"saypoint-blank that em-"

ployers shouldn't offer a plan that’s
been denied accreditation, but it cer-
tainly raises a big: ed flag,” said con-
sultant Barbara Lohrof Towers Per-
rin, a consulting firm that advises
companies on employee benefits.

Many corporations refuse to do -

business with HMOs that do not sub-
mit to a review by the NCQA, and

jons of .

M

s - >

{
]
|
. f
some corporate benefits managers

said yesterday that they would stop
enrolling workers in Mid' Atlanti¢

HMO if the company failed to meet -

NCQA standards within a year ot

two. Mid Atlantic, which unsuccessy

fully appealed NCQA's decision over
the past few months, may be ret
viewed again in a year. ‘

“You 'should be concerned about -

it,” said James N. Astuto, who over!
sees managed health care for works
ers in GTE Corp.’s southeast region,
“If they can’t eventually jum “the
hurdle, we're going to have to geeze
them and eventually terminate the
relationship.” X

“This was a valuable education to
us,” said Paul E: Dillon, senior vica
president and treasurer of Mid Atl
lantic. “We will now work harder td

try and meet more of the NCQA -
_ standards.* !

Dillon would not say what reasons
NCQA cited for its decision and
NCQA officials would not comment
on the matter in advance of its any
nouncement today. As a matter of
policy, NCQA does not disclose theé
detailed-findings of its evaluations,
although it plans to begin issuing
summaries in July, !

One possible reason for denal i
that a shortcoming at an HMO “pos,
es a potentially significant risk to
quality of care,” according to a

Ses HMO,B12,Col8 - |
i
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THE WHITE HOUSE
OFFICE OF DOMESTIC POLICY

CAROL H. RASCO ,
Assistant to the President for Domestic Policy

To:. \.2/\3

[

Draft response for POTUS
. and forward to CHR by:

-Draft response for CHR by: 25 19

; Please reply direclly to the writer
" {copy to CHR) by:

" Please advise by:

" Let’s discuss: .
for yvour information:
Reply using form code:

File:

Send copy to toriginal to CHRY:

Schedule 7  Accept ~ TIPending i Regret
Desiynee to attend: i I

Remarks: _ “ .
T - ek Plie o 7
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THE WHITE HOUSE
WASHINGTON ;c;;

Jen Klera

August 2, 1995

George T. Chang, Ph.D. , ‘
Chairman and CEO

United Medical Laboratories, Inc.

6720 0ld McLean Village Drive

McLean, Virginia 22101

Dear Dr. Chang: '

Thank you for your letter regarding your concerns about
managed health care systems. 11 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 asked that
she respond to you directly. You can be sure that your concerns
will receive proper consideration.: ;

Once again, thank you for writing.
Sincerely,
/

g Panetta
ef of Staff

cc; The Honorable Cé;gI/;;;:;

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 House

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 offered by the inclusion of smaller,  independent
laboratories. These types of restrictions are devastating the
thousands of community-based laboratories that employ many hundreds
of thousands Americans. I am enclosing two copies of Virginia House
Bill 840. I would 1like to see if the President can execute an
executive order in which this law, or a similar law, can be enforced
on a national 1level, specifically protecting the rights of small,
independent, community-based medical laboratories.

Very trﬁly yours,

George¢ T. Chang, Ph.D.
Director of Laboratories

GTC:tes
Enclosure

Quality and @enéonaﬂiged Senvice



- Mom« EALTH- OF |
GoM R aXVRGINI
STEVEN T, FOSTER "9’,‘- 80X u$?

RICHMOND, VIRGINIA 21209
TELEPHONL: (304) )71.974) .
TDD/VOICE: (864) 371-9206

COMMISSIONER OF (NSURANCE

STATE CORPORATIQ‘! CO\{MISSION
BUREAU OF INSURANCE |

SENT VIA FAX

A .. Octover 17, 1994 5

Dr. George T. Chahg |

Director of Laboratories _

United Medical Laboratories, Inc.

6720 Old McLean Village Drive

McLean, Virginia 22101

Re: Housc Bill 840 .
Your Letter of June 30, 1994 and Subsequent Teiephcne Conversauons

Dear Dr. Chang:

Enclosed is a copy of 2 Administrative Letter 1994-8 that was mailed to Virginia
licensed insurers today regarding the above-captioned subject. We hope that this
adnumstrauve letter clarifies our posmon on the issues you have raised.

Smcerelv

Rxchardson, .
Semor Insurance Analyst
Life and Health Research f
Telephone No.. 804/371-9388
FAX No.: 804/371-9944 '

Enclosure
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ONWEALTH OF
COMMO' e ‘ \/IRGINI

STIVEX T. FOSTER B o
COMMISSIONER OF INSUKANCE

BON 18°
T RICHMOND, VIRGINIA 20t
| TELEPHONL: oty AN.9744
i TOONOICK: (x4 V11.00u

STATE CORPORATION COMMISSION
BUREAU OF INSURANCE
October 17, 1994

——

?XBMIN[SMRVE LE]:EER;IBB&E

Ry

TQO: - Al lnsurerﬁ, Health Services Plans, and Health Maintenance

Organizations licensed to write Accident and Slckness lnsurance
nWmmw
RE: Freedom of choice requirements - Pharmacies and Ancmary

Service Providers

Chapter No. 983 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 insurers issuing
‘preferred provider" ‘policies  or contracts and upon health maintenance
organizations, relate to coverage for services rendered and products fumished by
out-of-network pharmacies and ancillary service providers.

It has come to my attention that several issues have arisen regarding the
- imerpretation of cenain provisions of this legislation. The following is an
explanation of how the Bureau of Insurance intends to admrmster certain
requirements found in the new statutes listed above
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Admiinistrative Letter 1994-8
Qctober 17, 1984
Page 2

R DEEINITION O EANC I RARY S ERVICE S RS Vo van s m

- ~—€1

The term “ancillary services” is defined in §§ 38.2-3407.8, 33.2.4209.& and
38.2-4312.2 as:  "those services required to support, faciitate or otherwise
enhance medical care and treatment” These statutes also provide that: “the
furnishing of durable medical equipment requ:red for therapeutic purposes or life
support™ is an example of ancillary services. R 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 medical equipment.
Unless and until the statutory definition is made more restrictive, then, it is our
position that any person or class of persons that provides sefvices that “support,
facilitate: or otherwise enhance medical care and treatment" meets the definition of
an "anc:ilary service provider." :

Each of the statutes cited above contains the following Ianguége:

The [State Corporation] Commission shall have no junsdxctlon to adjudicate
controversies ansmg out of this section.

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

CONTRACT PROVISIONS N 1

—

All six statutes cited above contain spec:ﬁc language proh:batmg the
imposition of:

...any copayment, fee, or condition that is not equally imposed upon all
individuals in the same benefit category, class, or copayment level, whether
or not such benefits are fumished by [phammacists or ancillary service
providers] who are [non preferred or nonparticipating] providers. (emphasis
added)
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Administrative Letter 1954-8
Cclober 17, 1994
Page 3

It is our position that each of these provisions prohibits an insurer or health
maintenance organization from amending its contracts to provide that clzaimants
obtaining services from out-of-network pharmacies or anclliary 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 phammacists 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 provxders in the
same or substanﬁa ly similar manner.

All six statutes cited above also ccntain the following provision:
This right of selection extends {o and includes [phammacies or ancillary
service providers] that are [non preferred or nonparticipating] providers and
that agree to accept reimbursement for their_services at rates applicable to

" [phammacies or ancillary service providers] that are [preferred or pamapatmg]
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 rales 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 2 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 orcantzahon 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, 38.2-4208.2, 38.2-4312.1, and 38.24312.2 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 our attention that do not comply will have their approval withdrawn,
and the Bureau will consider initiation of any other disciplinary proceedings deemed

A

©n -


http:BliRE.-\.lt

susdiewa 15:07 T804 371 98414 BUREAL OF INS. @066 -00¢

Administrative Letter 1894-8
Qclober 17, 1994 '

Page 4

appropriate in the circumstances. It should be noted that the wording of each of
the statutes listed 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 reimbursement at rietwork
rates. _ ' . .

Any questions regarding the administration of these requirements should be
directed to the attention of Aithelia 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 Forms and
Rates Section is (804) 371-9110. :

Sincerely yours,

L ' StevenT. Foster | |
. o Commissioner of Insurance

STFime



VIRGINIA ACTS OF ASSEMBLY - 1994 RECONVENED SESSION

CHAPTER 963

An Act to amend the Code of Virginia by adding sections numbered 38.2-3407.2.
38.2-3407.3, 38.2-4209.1, 38.24209.2, 38.2-4312.1 and 38.2-4312.2. relating to accident and
sickness insurance; pharmacies and ancillary service - providers; pmfen'ed provider
networks and health maintenance organizations.

[H 840)
Approved May 20, 1994

Be it enacted by the General Assembly of Virginia:

1. That the Code of Virginia is amended by adding sections numbered 38.2«3407.2,
38.2-3407.3, 38.2-4209.1, 38.2-4209.2, 38.2-4312.1 and 38.24312.2 as follows:

§ 38.2-3407.2. Pharmacies; freedom of choice.

A. Notwithstanding any provision of § 38.2-3407 to the contrary, no insurer proposmg '
to issue preferred provider policies or contracts shall prohibit any person receiving
pharmacy benefits furnished thereunder from selecting, without limitation, the pharmacy of
his choice to furnish such benefits. This right of selection extends to and includes

'f

‘pharmacies that are nonpreferred providers and that agree to accept reimbursement for

their services at rates applicable to pharmacies that are preferred providers.
B. No such insurer shall impose upon any person receiving phammceutmal benefits

furnished under any such policy or contract:

1. Any copayment, fee or condition that is not equally zmpo.sed upon all individuals in
the same benefit category, class or copayment level, whether or not. such benefits are
furnished by pharmacists who are nonpreferred providers: :

2. Any monetary pena!ty that would affect or mﬂuence any_ suc)z pemon: choice of
pharmacy; or

3. Any reduction in allowable reimbursement for pkarmacy ‘services related to
utilization of pharmacists who are nonpreferred providers.

C. The Commission shall have no jurisdiction to adjudicate con:mverszes arising out of
this section.

§ 38.2-3407.3. Ancmary service provxders, freedom of choice.

A. Notwithstanding any provision of § 38.2-3407 to the contrary, no insurer proposing
to issue preferred provider policies or contracts shall prohibit any person receiving
ancillary service benefits furnished thereunder from selecting, without Umitation. the

.ancillary service provider of his choice to furnish such benefits. This right of selection

extends to and includes ancillary service providers that are nonpreferred providers and
that agree to accept reimbursement for their services at rates applicable to ancillary
service providers that are preferred providers. A

" B. No such insurer shall impose upon any person receiving anczllary service benefits
Jurnished under any such policy or contract:

1. Any copayment, fee or condition that is not equally 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 nonpreferred providers,;

2. Any monetary penalty that would affect or influence any such person’s chozce of
ancillary service provider: or-

3. Any reduction in allowable reirmbursement for ancillary services related to utzhzatzon
of ancillary service providers who are nonpreferred 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 inciude, but are not limited to, the

fumish:‘ng of medical equipment required for therapeutic purposes or life support;

2. “Ancillary service provider” and *“ancillary service providem" mean a person or
persons providing ancillary services.

D. The Commission shall have no jurisdiction to ad;udzcate controversxes arising out of
this section.

§ 38.2-4209.1. Pharmacies; freedom of choice.

A. Notwithstanding any provision of § 38.2-4208, no corporatzon providing preferred
provider subscription contracts shall prohibit any person receiving pharmaceutical benefits
thereunder from selectirig, without limitation, the pharmacy of his choice to furnish such
benefits. This right of selection extends to and includes pharmacies that are nonpreferred
providers and that agree to accept reimbursement for their services at rates applicable to
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pharmacies that are preferred providers.

B. No such corporation shall impose upon any person receiving pharmaceutical benefits
furnished under any such contract:

1. Any copayment, fee or condition that is not equally imposed upon all mdmdnals in
the same benefit category, class or copayment level, whether or not such bencfzts are
furnished by pharmacists who are nonpreferred providers:

2. Any ffonetary penalty that would affect or influence arny such person’s choice OI
pharmacy, or

3. Any reduction in allowable reimbursement for pharmacy services related to
wtilization of pharmacists who are nonpreferred

C. The Cormunission shall have no jurisdiction to adjudicate controversies arising out of
this section.

§ 38.2-4209.2 AnctIZary service pmv:ders, Jreedom of choice.

A. Notwithstanding any provision of § 38.2-4209, no corporation pmv:dmg preferred
provider subscription contracts shall prohibit arny person receiving ancilary service benefits
thereunder from selecting, without limitation, the ancillary service provider of his choice to
furnish such benefits. This right of selection extends to and includes ancillary service
providers that are nonpreferred providers and that agree fo accept reimbursement for
their services at rates applicable to ancillary service providers that are preferred providers.

B. No such mrpcmtfanshaﬂwzpmuponmpemnmwzgandﬂawumoe
benefits furnished under any such contract:

l. Any copayment, fee or condition that is not equally imposed upon all mdmduals in
the same benefit category, class or copayment level, whether or not sudl benefits are
furnished by ancillary service providers who are nonpreferred providerss

2. Anymonetwwpmaltythctwouldeﬂectoraﬂumanysuchmnsa&owe of
ancillary service provider; or .

3. Any reduction in allowable reimbursement for ancillary services related to utilization
of ancillary service providers who are nonpreferred providers. .

C. For the purpcses of this section:

1. “Ancillary services” means those services required to support, facilitate or otherwise
enhance medical care and treatment. Such services include, but are not lLmited to, the
Jurnishing of rmedical equ:pment required for therapeutic purposes or life support;

2. “Ancillary service provm'er” and *“ancillary service providers” mean a person or
persons providing ancillary services.

D. The Commission shall have no jurisdiction to adjudicate cantmvemes arzsmg out of
this section.

§ 38.24312.1. Pharmacies; freedorn of choice. ‘

A. Notwithstanding any other provision in this chapter., no health mairntenance
organization providing health care plans . shall prohibit any person receiving
pharmaceutical benefits thereunder from selecting, without limitation, the pharmacy of his
.choice to furnish such benefits. This right of selection extends to and includes pharrmacies
that are not participating providers under any such heaith care plan and: that agree to
accept reimbursement for their services at rates applicable to pharmacies that are
participating providers.

- B. No such heaith maintenance organization shall impose upon any person receiving
pharmaceutical benefits furnished under any such health care plan:

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

2. Any monetary penaity that would affect or influence any such person’s choice of
pharmacy; or

3. Any reduction in allowable reimbursement for pharmacy serwces related to
utilization of pharmacists who are not participating providers.

C. The provisions of this section are not applicable to any health care plan whose
terms require exclusive utilization of 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 of
this section.

§ 38.24312.2. Ancillary service providers; freedom of choice. -

A. Notwithstanding any other provision in this chapter, no health maintenance
organization providing heaith care plans shall prohibit any person receiving ancillary
service benefits thereunder from selecting, without limitation. the ancillary service provider
of his choice to furnish such benefits. This right of selection extends to and includes
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ancillary service provxders that are not pamc:pam providers under any such health care
plan and that agree to accept reimbursement for their services at rates apphcabze to
ancillary service providers that are participating pmwdm

B. No such health maintenance organization shall impose upon any person receiving
ancillary services benefits furnished under any such health care plarn:

d. Any copayment, fee or condition that is not equally 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 not participating providers;

2. Any monetary penalty that would affect or influence any such person's choice of
anctllary service provider; or '

3. Any reduction in allowable reimbursement for ancilary services related to utilization
of ancillary service providers who are not participating providers. ;

C. For the purposes of this sectiornw

l. “Ancillary services" means those services required to support, facilitate or otherwise
enhance medical care and treatment. Such services include, but are not lUmited to, the
furnishing of medical equipment required for therapeutic purposes or life support; .

2. “Ancillary service provider” and ‘“ancillary service providers’” mean a person or
persons providing ancillary services.

D. The provisions of this section are not applicable to any health care plan whose
terms require exclusive utilization of ancillary service providers wholly owned and
operated by the health maintenance organization providing the heaith care plan.

E. The Commission shall have no jurisdiction to adjudicate controversies arising out of
this section.

il
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Major HMO Operator
Denied Accreditation

Mid Atlantic Medical Services Fuils Rating

‘some corporate benefits managers

By David S. Hilzenrath
Washington Post Sl Wrtter

Mid Atlantic Medical Services
Inc., the Washington area’s largest
operator of health maintenance or-
ganizations, has been denied sccredi-
tation by the natlon’s leading moni-
tor of quality control in HMOs, an
executive at the company said yes-
terday. )

The decision, to be announced to-
day, will not affect the operations of
Mid Atlantic’'s HMOs, Optimum
Choice and MD-Individual 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 2 small minority of compa-
nies have received a failing grade af-
ter being evaluated by the National
Committee for Quality Assurance

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

‘T can't say point-blank that em-
ployers shouldn’t offer a plan that's
been denied accreditation, but it cer-
tainly raises a big red flag,” said con-
sultant Barbara Lohr of Towers Per-
rin, a consulting firm that advises
companies on employee benefits,

Many corporations refuse to do

- business with HMOs that do not aub-
mit to a review by the NCQA, and

- on the matter in-advance of its

- ——— - -

1
i
|
!

said yesterday that they would stog
enrolling workers in Mid Atlanti¢
HMO if the company failed to meet
NCQA standards within & year of
two. Mid Atlantic, which unsuccesss
fully appealed NCQA's decision over
the past few months, may be rel
viewed again in a year, Ty

“You should be concerned about
it,” said James N. Astuto, who overt
sees managed health care for works
ers in GTE Corp.'a southeast region,
“If they can’t eventually )umg the
hurdle, we’re going to have to freezs
them and eventually terminate the
relationship.” \

“This was a valuable education to
us,” said Paul E. Dillon, senlor vice
president and treasurer of Mid Ati
lantic. “We will now work harder td
try and meet more of the NCQA
atandards® :

Dillon would not say what reasons
NCQA cited for its decision and
NCQA officials would not comment

nouncement today. As a matter of
policy, NCQA does not disclose thé
detailed findings of its evaluations,
although it plans to begin iasuing
summaries in July. !
One possible reason for denial iy
that & shortcoming at an HMO “posy
¢s a potentially significant risk to
quality of care,” according to 311
See HMO, B12, Col 8 )
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(0] SQUEEZE r&l momy out of the heaith
care system, as everybody wants to do,
involves making painful decisions about the
‘hmxtsofmedmlmre,meﬁmeamth the kind of
-grim results that nobody wants. Since the costs
won't come down without some serious cutting,
it's ail the more ‘imperative that the people
mkkmg those life-and-death calls do it in a consci-
-entious and moraﬂy serious fashion and not
‘create a situation in which the attending doctor’s
-opinion counts for nothmg at all. The apparent
‘lack of such caution is what's shocking about
.reports that large numbers of health mainte-
nance organizations, in order to save costs on
.hospital stays, have imposed a de facto ironclad
‘Tequirement that hospitals' discharge newborn
‘babies and their mothers within 24 hours of
delivery, regardless of the doctor’s opinion as to
" ‘whether the discharge is safe. - .
. The point here isn't that all mothers should
.stay 48 hours or mare in the hospital after giving
birth without complications, any more than they

.should be obliged to stay—ar insurers to cover—

‘the four to eight days that were standard for

‘childbirth a'generation ago. The point is, rather, .

that in this case insurers looking for a place
where a change of practice would bring signifi-
cant savings—and childbirth is the most common
of all 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.

The American College of Obstetrics and Gyne«-

Babzes and HMC ..S‘ R

10

. ‘f--n,

oologyrecommendsmhm etzyafterinormal
birth to monitor babies’ health and teach ‘first-
time mothers the basics. Over!the: paat few
years, mtheu—homdxscharge became wide-
spread, accounts have multiplied of such mothers

who failed to realize their babies were not breast |

feedmgpropedyandwere actuaﬂystaxvmg.lna
small bat woirisome. numbetd -doctors

wbosemedml;udgmenttoldtbunltwasnskyto
send a baby and mother home after 24 hmts

wereobhgedtodosoanywayorfaoebemg‘

kicked out of their insurance group, which would
meanlosmgmoﬁoranofthe:rpanenn.

Smcethmsmthepumetseuseammhahood

issue for politicians, capable of stoking strong
emotions, it has led in short order ‘to ‘action by
the state legislatures of New -Jersey and Mary-
landandperhapssoonbyotherstosoitenthls
practice or to mandate that insurance companies
cover a second day of hospitalization after birth if

a doctor rules it necessary. No one could call this

the most efficient waytomakedeasnmabont
health care, nor is it likely to prove practical for
medical care across the board, since most such
arguments over proper practice 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 and that
the tug-of-war between what's financially feasible
and what's medically necessary can’t be left to
the decision of only one of the parties to the
r.ransacuon.
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' TAITWANESE AMERICAN POLITICAL EDUCATION COMMITTEE
‘:‘a 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 . _ ‘ : C
Chief of Staff o

The White House :
Washington, D.C. 20500

Degr Mr. President:

Peace and stability in EBast 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 time for negotiation,.rather than

confrontation. Animosity 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 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 time to
ease the strained relations between China and the United States.

Thank you very much for your assistance in this matter.

Very truly yours,

George T. g, Ph.D.
Chairman )

GTC:tes

¢c: Hon. Leon Panettg



& B TAIWANESE AMERICAN POLITICAL EDUCATION COMMITTEE
ST 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 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 temsion 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 time for negotiation, rather than
confrontation. Animosity is not the interest of peace-loving
nations. : : r '

. ( Ea
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 time to
ease the strained relations between China and the United States.

Thank you very much for your assistance in this matter.

Very truly yours,

George T. ' ang, Ph.D.

Chairman
GTC:tes

cc: Hon. Leon Panetta
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December 2, 157+

The Honorable Leon Panetra
Chief of Sraff

The White House
Washington. D.C. 205C0

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 companies on

the health care industy. [ have artached a copy of his letter to me for vour
consideradon.

[ think Dr. Chang and the members of his group could provide some valu.
mp‘.n to you on this sublect and { hope you'll have a chance to visit vizh them. Short
of . meeting with you, [ know Dr. Chang and his colleagues would appreciate a
meeting with a member of the White House domestic policy staff.

Thank vou in advance for vour heip with this request.

Sincerely,

Charles S. Roob

RIS
'
S1ete Office: Regiorst Offices:
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UNITED MEDICAL LARORATORIES, INC.

) 6720 O1d McLeon Village Lrive s McLean, Virgiuia 22101
i

£ Telephone: (703) 356-4432

%

August 2, 1895

The Honorable K:Q Bill Clinton
The President 1

Washington, D.C. jzosoo
Dear Mr. Prasideﬁt{.
Happy Birthday!

In the past yaar, several attempts have bean made by groups
roprasanting thel intexrests of small business owners to raise the

issue of unfair competitive business practicas with regard to
managed care,

Pageage in vVirginia of the Any willing Provider Law, House Bill 840,
seemed to achiav- the purpesa of allowing small laboratories an
opportunity to compe:e with the larger labs for managaed care
contracts, = Purther clarification of the term ‘ancillary service’’
in the 1anguagsjof the bill resulted in s narrow definition of the
term to apply only to a particular pharmacy in the stats of
Virginia. for all intents and purposes, the law is now dead in
virginia. : A

In the state of Maryland, which is third in the nation in per capita
of the population being enrolled in some type of HMO or managed cara
program, a .version of the Any Willing Providar Law was rejected
after a special presentation by a small, independent labarttory in
the early sziwg in Annapolis.

The 1ndapandant elinical laboratories would like to ba able to
compete equally with the larger laboratories at least on a local oz
ragional baaia] The Bmaller laboratories with annual salas of 10
million o less, many of which have baan in business for over 20
yeara, have enjoyed long standing relationships with physiclans
which have been built on high levels sf quality and personalized
service. Meanwhila, the larger, billion dollar labps that have baen
formed through acquisitions and mergers of other smaller labs,
depend -triatly on maga volume tc achieve profit, scmetimaa even at
the expense of quality and servisae.

RQuality and Perconalied Service

)
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\ UNITED MEDICAL LABOR TORIES, INC.
v 720 0ld McLcon Village Drive » McLapn, Virginia 22101
_‘__}, ,'f | Telephone: (?83‘:} 356-4422

¢
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One method the large labs use to exclude smaller laborateries from
the competitive bidding process is pricing lab tests by capitation.
In this mannar, lab tests are priced in the range of §.45 -- $.78
‘ per membar par month, especially to HMO‘s whe award lab contracts to
gximary vendor, with renewals on an annual basis. We feel that :
this is an unfair mathod of pricing, that shuts out the smaller labs
from the bidding process. The preferred way of pricing is a
discountsd fae %o service plan, or a sat rate of fees much like
Medicaze and other insurance asgencies reimburao for tests.

Very truly yours,

George T.‘Cgang, Ph.D.

Chairman and CEo

GTC:tes

cc: sena:or Chuck Robb -
Lieutenant Governor Don Beyer, Jr.

Quality and Perconalized Qerviee
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Paul M. Ellwaood, M.0).

' President N 25766y

' September 6, 1995

President Wiiliam Clinton
Office of the President
White House

1600 Pennsylvania Ave.
Washington, DC 20500

Dear President Clir{ton,

We have just concluded another valuable meetmg of the Jackson Hale Group, much of
which focused on Medlcz‘xre We did not take the politics of the situation into
consideration because we think that.Medj_c_gre should be dealt with In a bipartisan fashion.
Furthermore, wo are only useful if we emphasize whil is Viewed as praetical by those who
actually deliver and purchase health care for millions of people (both on and off of
Medicare), | have outlined the conclusions that we reached about what can realistically be

" done. Many of these recfommcndatrons are dealt with in greater detail in my testimony to
Senate Finance Committee on July 25, If you would like 2 copy, ca H Ellen Wilson at 307-
733-8781.

Even if you are contempl}ating a delay of only two months in enacting Medicare reforms,
Congress should immediately disconnect Medicare HMO reimbursement from the formula
which keeps federal capitation payments rising in parallel with traditional Medicare. This
is not a controversial move, and HMOs with-the most Medicare experience could operate
and grow with a preductabfe national aggregate rate of increase of 5% per year. Eventually,
In say five years, the traditional Medicare defined contnbutaon rate should be brought in
Jine with the Medicare managed care rate. At that time; the federal contribution should be
linked to the level of competmve premiums in each market,

The HMOs should be reqmred to provide more extensive benefits than tradnttonal
Medicare. It should be a uniform set of benefits that is suffi¢clently comprehensive to
include prescription drugs and eliminate the need for Medigap insurance. HMOs can
charge an additional premium but in doing so, they run the risk of being unattractwe
competilors.

While it may seem logical in a cumpetitive environment to offer greater flexibility through

a choice of benefit combinations, the overwhelming experlence with health insurance is P
that this leads to risk seicctnon and undermines objective plan comparison by consumers.
Although much has been made of FEHBP's flexible beneflts package, in reality, FEHBP

controls benefit vanatlw"'ts to %gxd ns‘,}bseaox s'.%j Teton Vnuage WY 83025

Fed- EWPS 6700 North Ellen Creek Road - Jackson, WY 83001.
307-739-1176 Fax: 307-739-1177
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‘We recommend three beneﬁt options: HMOs using selected providers; HMOs wnh an out
of plan choice of prowders (POS); and traditional Medicare with the existing choice of
providers. For the hs.ialthI plans offering a full range of: prowder choices, the traditional
Medicare henefit package remains the least dusruptlve benefit option. This program will
inevitably he mare exper{xsive when combined with the cost of a Medigap policy. Further
raising deductibles and cofnsurance will not significantly lower utilization, and thus costs,
unless Medigap policies | 'are disatlowed or seniors are put in'a position where they wait too
long to seek necessary medlcal care (which will inevitably drive up program costs). HMOs
limlt provider choice because they select physicians and hospitals on the basis of their
ability to provide cost~effettlve medical care. However, if Congress elects to allow
organizations, other than HCFA, to compete 10 offer the traditional Medicare benefits, they
could be permitted to use*a varlety of cost containment techniques but, like traditional
Medicare, would be expec;ted to offer virtuall y all of the providers in the commumry

Meducare s per capita relrn?bursemem rate, adjusted for factor prices, should be gradua ly
-equalized across geographm locations. Eventually, market forces could work toward this
objective as they have i m the FEHBP progran. However, the need to define in advance
what the government mteﬁds to pay health plans, which is a necessary consequence of the
CBO scoring process, doeg not allow a complete shift to market based government
capitation rates until we know more about what HMOs propose to charge across the
country and have a better understandmg of how seniors respond to price dillerences
between health plans. At'éur meeting, there were substantial differences of opinion
among HMOs about the d%snrabzhty of progressively moving towards a nationally
equalized capitation rate. ;The evidence that | have been able to uncover is that the big
differences in cost from| ok place to another are not justified clinically or by regional
factor price variations, Ms.?st of the cost differences between areas are attributable to wide
- variations in the quantsty Qf services provided that arc unrelated to health status. Alain
Enthoven and | recommen*d that low cost areas be given as much as a 7% annual rate of
increase, while the hlghef$ost areas have a 3% rate of per capita increase per year. Itis
our opinion that this wnll not inhibit the growth of HMOs in the more expensive Medicare
markets ‘and will acceleratg it in those communities where seniors have had little access to
managed care. ﬁ: :
tailure by HCFA to ever promote HMOs over traditional Medicare account, in pan, for the
relatively low HMO enrollhent by seniors, despite HMOs offering far more
comprehensive benefntg than traditional Medicare at lower cost to beneficiaries. For this
- reason, the agency thhtm ealth & Human Services offering HMO choices needs to be
separated from HCFA. I Nagurally, it is difficult for anyone whose major responsibility is
making traditional Medlca;e more attractive and rost-effective to encourage their
beneficlarles 10 join anoth plan. This behavior is not unique to the HCFA administrator.
We've observed the same ind of reticence on the par of traditional insurance company
executives and empluyee benefn;ts managers faced with the prospect of making the

2.
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transition to HMOs. [t is only when their purchasers or competitors start taking customers
away that they take on the task of building an entirely new kind of organization that both
insures for and delivers managed care. Inthe case of the HCFA administrators, they have
not had even enough d:srretmnary authority to build an.in-house HMO or PPO.

.l
There continues to be shalp camroversy over whether the traditional Medicare program
can be operated more cost-effectively. The current HCFA administrator believes that he

-can slow the rate of lnﬂaﬂon In the program, If given the opportunity 1o use the techniques

of managed care flrms. Many of his predecessors are dublous, In part because it Is so
difflcult in government cqmractlng to alter physiclan behavior and compensation. This is
especlally tough because publ c programs find It difficult to limit the number of licensed -
physiclans who can pamc:pate Is Congress ready to take on 100,000 or more surplus
physicians who have been excluded by HCFA and who are attempting to persuade thelr
patients that Congreaa is fordng them 10 go tw an “inferior® doctor?

MSAs for Medicare are not a sensible optuon for seniors, whose genes and prior lifestyle
are the major determinant of their need for medical care. The hardest task for Congress in
introducing market mechamsms, such as health plan choice and defined contribution rates, -
is going to be avoiding any benefit arrangement, like MSAs, that divide seniors into healthy
and unhealthy groups. rvliedscare s greatest strength is its universal pooling of risk. Don’t
fall into the trap of assuming that the excess utilization of health care is the patient’s fault,
Alain Enthoven’s New York Times op-ed piece (8/16) elaborates on the possible adverse
consequences of MSAs for this age group. MSAs, however, done the way that John
Goodman and Mark Pauly have designed them for younger age groups are less lnkely to
disrupt the nsk pool,

As to dlsmantlmg HCFA land giving multiple contractors the opportunity to operate in an
indemnity based i msurance program, this should only be done IF CONGRESS QUITS
MICRO-MANAGING THE MEDICARE PROGRAM AND ALLOWS IT TO OPERATE
UNFETTERED like it does with FEHBP. Given the history of 30 years of tinkering with
Medicare by congressional committaes and with so much at stake politically, this seems

inconceivable, If you wlant to become educated on how FEHBP has served millions of

* gqvernment employees and lowered its premiums this last year, do as we did and have

Lucretia Myers, who runs the program, tell you how it's done.

Just to give you an idea of the knawledgeable people who discussed'these approaches 1o
solve the Medicare prohlem, | have enclosed an attendea list of the most recent meeting in
my living room—with o:ne caveat, we naver have votes or elicit unanimous opinions. {, of
course, have a special interest in your pursuing a defined contribution, competitive choice
approach to Medicare, havlng successfully applied It for 25 years and having seen it
Implemented by the pnvate sector.




If you want to discuss these thoughts further, my number is 307-739-1176, ot Alaln
Enthoven may be reached|at 415-723-0641.

mce

G ) R

Paul M. Ellwood, M.D.
President & CEO

cc: Alain Enthoven, PhD
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UNITED MEDICAL LA_BORATORIES. INC
, 8720 Old McLean Vlllage Nrive » Melean, Virginia 22101
Telophone: (703) 856-4422 .

August 2, 1995 !

The Honorable Mr. Bill Clinton
The Praesident f
washington, D.C. 20%00

‘Dear Mr. President:

Happy Birthday!

In tha past year, several attempts have besen made by groups
representing the interests of small business owners to ralse the
igsue of unfair competitive business practicas with regard to
managed care.

Fassage in Virginia of the Any wWilling Providax Law, House Bill 640,
seaemed to achieve the purpose of allowing small laboratories an
opportunity to compete with the larger labs for managed care
aontracts. Further clarification of the term ‘dAncillary servies’’
in ths language of the bill resulted in a narrow definltion of the
tezm to apply only te a particular phazmacy in the smtate of
virginia. For all intants and purposes, the law i8 now dead in
vizginia. .

In the state of Maryland, which is third in the nation in per capita
of the population being enrolled in some type of HMO or managed care

.program, a version of the Any Willing Provider Law wasé zejected

after a gpecial presentation by a small, independent laboratory in
the early spring in -‘Annapolis.

The independent clinical laboratories would like to be able to
aompete equally with the larger laboeratories at least on a local or
regional basis. The smaller laboratories with annual sales of 10
million or less, many of which have been in businese for over 20
years, have enjoyed long gtanding relationships with physiclans
which have been built on high levels of gquality and personaliced
service. Meanwhile, the larger. blllion dollar labs that have been
formed through acquisitions and mergexs of other emaller labea,
depend strictly on mega volume to achievs profit, sometimes even at
the expense of guality and service.

Quality and Personaliged Servtoe


http:Md.oP.an

' . ®
UNITED MEDICAL LABORATORIES, INC.
6720°0ld McLean Village Drive - McLean, Virginia 22101
Telephone: (703) 366-4422

One method the large labs use to exclude emaller laboratories from
the competitive bidding process is pricing lab tests by capitation.
In this manner, lab tests are priced in the range of §.45 -- §$.75
per membar per month, 'egpecilally to HMO’s who award lab contracts to
a primary vendor, with renewals on an annual baszis. We feel that
this is an unfalr method of pricing, that shuts out the smaller labs
from the bidding process. The praferrad way of pricing is a
discounted fee for service plan, or a set rate of fees much like
Medicare and other insurance agencies reimburse for tests.

Very truly yours,

George T. Chang, Ph.D.
Chairman and CEO '

GTCites

cc: Senator Chuck Robb'
Lieutenant Governor Don Beyer, Jr.
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RE:
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tHVITTEIID{EH)ICU&I. “AFNDFLATWDF{HES YhﬂT.
: 6720 Old MeLeen Village Drive « McLean, Virginia 22101
Telephone. {700) 356-4422

The Honorable Bill clinton
The Prssident

In Person

Independent Clinical Laboratory Owners
Metropeolitan Washimngton, D.C.

Meeting, J\uguat. 2, 19358

1.

2.

3.

ISSUES

Equal Competiticn

That Congress pass legialatiou to level the
playing field so that all alinical laberatories
may compete evenly under managsd care.

Preacrvation of Small Business

Fallure to allow small, independent clinical
laboratories to continue te survive and grow in
the changing healthcare markstplace will lead to
the loss of tens of thousands of skilled jobs
regionally and nationwida.

Madicare Excluaion

That Congress pass legislation that excludas
Medlcare payments from belng reimbursed under
HMO type capitation schedules.

i

Quality and Personaliged Senvice
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THE WHITE HOUSE
WASHINGTON ‘

Decembe: 5, 1985

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 c¢losely 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 propcsal calls
for at least $25 billion less in Medicare spending reductions for
hospitals. 1In 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 mﬁch 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.

“Sincerely,

7O G
Carol H. R&sco ;
Assistant to the President

for Domestic Policy.



Arkansas Hospital Association

JAMES R. TEETER
November 7, 1995 President

Carol Rasco

Assistant to the Premdcnt/Domestlc Policy
The White House

1600 Pennsylvania Avenue, NW
Washington, DC 20500

Dear Carol: ‘
I am enclosing a letter to the President whlch 1 hope you will call to his attention when
you deem it appropriate to do so.

In the meantime, I'd like to provide you with some background information supporting
our plea that the President do what he can, when negotiating with the Republican
leadership, to lower proposed Medicare payment reductions to hospitals, and to support
the House language for prov1der-sponsored orgamzatlons

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-
VHLI, a respected research firm, 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 cuf in hospltal spending per Medicare beneficiary.

The proposed hospital reduc;tmns (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 absorblng the impact of Medicaid spending reductions. Because
these plans would take more than $800,000,000 from Arkansas hospitals, we are
concerned that the quality and availability of care to Arkansas Medicare beneficiaries and
to all others who need hosp;ital care will suffer.

The House Medicare rcduétion 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 m the way hospitals are reimbursed for providing care to Medicare
beneficiaries. ~ | :

i

419 Natural Resources Drive . Little Rock, Arkansas 72205 = 501-224-7878 « Facsimile 501-224-0519
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Carol Rasco
November 7, 1995
Carol, you are probably f?mjliar with provider-sponsored networks (called provider-
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 with PSOs on a full risk, capitated basis.

We believe that Medicare béneficiaries 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 dealing with a local PSO than they would having to work with large
insurance companies where'medical decisions are made, not by physicians and nurses, but
by accountants and actuancs

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 have to be provided outside its network. PSOs would be
required to meet the same strict consumer protection standards called for under Medicare,
but would also meet state-of-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 state 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 Medicare 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.

As you may know, many {Jf the large insurance companies, including Aetna, Cigna, The
Prudential, and United Healthcare, prefer the Senate language. They want PSOs to be
controlled by the states and to be regulated as insurance companies are regulated. 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)
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Carol Rasco

November 7, 1995

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

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 “middleman fees” imposed by the insurance companies — “fees”
that would not exist if PSOs contract directly with Medicare!

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.

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.

Sincerely,
# y

James R. Teeter
JRT:sd
Enclosures

P.S. Carol, I'm also enciosing American Hospital Association projections of how the

Senate and House Medicare provisions would affect each Arkansas hospital. Of course,
things would be even worse if the latest CBO estimates prove to be accurate.

i



Arkansas Hospltal Association |

: , . JAMESR. TEETER
November 6, 1995 : i : : President
President Bill Clinton o

The White House i

1600 Pennsylvania Avenue, NW
Washington, DC 20500

Dear Mr. President: '

The hospital community in Arkansas 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 ever;l your own budget would reduce hospital Medicare payments by $78 billion.

Spending reductions of this magnitude' would cause steep reductions in hospital services and the closure of many
hospitals, seriously impacting beneficiary access to healthcare. These problems would be exacerbated by Medicaid
block grants which would force hospitals to treat far more uninsured citizens with far fewer dollars.

When the time comes, Mr. Presxdent,!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'me

Senate Democrats’ recommendaUOn of $43 billion and the House Democrats’ mcommendauon of $63
billion. :

2) Please demand that the House language for provider-sponsored organizations (PSQO) be adopted. The
House would allow PSOs to dix‘jectly 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-hometown 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. |

i

Your consideration of our positions will be deeply appreciated by your hospitals back home and all across America.
Sincerély,
/
James R. Teeter - ‘
JRT:sd ]

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



AHA Notebook ,

October 17, 1995

Expecied Impact of Medicare Spending Reductions on Arkansas Hospitals

The Senata Finance Committee and the House Ways and Means and Commerce committees have sach proposed plans to reduce the rate of
growm in Medicare spending over the next seven years by $270 billion. Details of the proposais differ to some degree, but both rely heavity on
reducmg the amounts that wouid be spent on hospital services. Under the Senate bill, hospitai payments would be . $86 billion less than
budgeted today. The House version of Mgdu:are reform reins in hospital payments $75 billion, but includes a “lookback” provision dlrolctmg the
Secretary of Heaith and Human Services to further reduce provider payments in the future, if they are’on track to exceed targeted amounts.

This "lockback" mechanism could place 5ospitajs at risk for an additional $40 billion. The list below shows the losses expected to acc:"ue to

Arkansas hospitals if the Senate Finance :Committae bill is eventually approved.

Medicare Revenues 1996 — 2002
; Expressed In Thousands Of Doltm

Johnson County Regional Hospital (Clarksvills) 39,808 36,151

Sowrce: Amenrican Hospital Association

AR TOTAL

Reverce | Revenue | Estmated Revenue  Hevenue | Csumated
Undor | Under | Revenue Under | Underl | Revenue
- Current = Senate | Decremse Curtert | Senate | Decrease
Hospital taw | Bilt Hospital Law Bill |
| ’ ]
Arkansas Methodist Hospital . 7633  sasmw Lawrence Memoriat Hospital (Walnut Ridge) 1938  17.588 (1.804)
Ashley Memarial Hospital (Crossett) o 2118 1928 Litte River Memorial Hospital (Ashdown) 12277 1 1,zfea (.017)
Baptist Medical Center, Arkadslphia ~ } 4715 4195 Magnota Hospital uoem  34m (340
Baptist Medical Canter (LR) | e94001 628321 McGehea-Desha Courty Hospital 13195 12022 (1,173
Baptist Memorini Hospital Biytheville) 4213t 37,808 Medical Center of Calico Rock 1210 11,084 (1,048
Baptist Memorial Hospital (FarrestCy) - | 40,268  3e0 Medical Center of South Arkarsas (El Doradc) 186842 148380 \
Baptist Memoriai Hospital (Oscaals) L 2929 26500 Medical Park Hospital (Hope) 50227 4524 (4,
Baptist Memorial Medical Center (NLR) - | 208,858 147,108 Mena Medica! Center 291 20m g
Bates Medica Center (Bentorwille) ; 54521 49,024 Maercy Hospital of Scott County (Waidron) 147% 1328 (1478
Baxter County Regional Hospital (Min. Home) | 194,812 175,855 Maeecy Hospitai~Turner Memorial (Ozari) 20112 18284 .
Boonevile Community Hospital ' i 1482 10431 Methodist Hospital of Jonesboro 74630 ' eesme (7.
Bradiey County Memarial Hospita) Wamer) | 27.144 24736 Natiara Park Medical Certer (Hot Springs) 141,902 127,1;57 :
Carrcli Regional Medicai Center (Berryville) - @ 20918 24204 Newpart Hospital & Clinie 3588 - 3237 (351
Central Arkansas Hospital (Seercy) ‘ 132,284 120,478 North Arkansas Medical Center (Harrison) 108,812 97.&\:93 (10,918
‘Jchambers Memoriat Hospital (Danville) o 15008 13508 North Logan Mercy Hospital (Paris) 11998 10842 (1,188
Chicot Memorial Hospitai (Lake Village) i © 328680 20560 Northwest Medical Center (Springdale) 182330 165,911 (16,419
Cleburne Memcrial Hospital (Heber Springs) 217685 - 19807 Ouachita County Medical Centar (Camden) 60,348 5s,aj1s @,
Columbia Doctors Hospital (LR) 4 104808 92547 Piggott Community Hospital 26287 2372 )
Conway County Hospital (Marilbn) 34,008 30,910 Pike County Hospital (Murfreesboro) ) ’ 8,920 8 1170 (758
Conway Regional Medical Certer 8323 74382 Randoiph Courty Medical Center (Pocahortas) 21629 19.521 ~ (2,108
Crawfard County Mem. Haspital (Van Buren) 83,583 79,400 Rebsamen Regioral Med. Center (lacksorville) 79074 72578 (7.3
Crittenden Memarial Hospital (WestMerphis) i 107,607 96,607 Saline Memoriat Hospital (Bertor) 80481 80683 (8,708
Cross County Hospital (Wynne) o aues ez Sloam Springs Memcrial Hospital 39,387 ss,vjw (3.63
Dalias County Hospital (Fordycs) 19078 17130 Southwest Hospital (LA) 58925 51,05 (587
Dardansiie Hospital | 126m nem Sparks Regicnal Medicai Centar (FL. Smith) 402002 35083 (42.279
Delta Memorial Hospital (Dumas) 122 17 Stone Courdy Medical Center (Mtn. View) 14223 12.s§2r {1,396
DeQuesn Regional Medicai Canter ; 40684 38440 Stuttgart Regional Medical Center 64,341 57,447 (6,804
DeWilt City Hospital [ 1288 1130 St Bernard's Reg. Med, Center (Jonesboro) 397,380 381,437 (35,902
Drew Memarial Hospital (Morticalo) | 27408 24878 St Edward Mercy Medical Center (FL. Smith) 24809 203488 (31480
East Ozarks Reg. Med, Critr. (Cherckes Village) 21533 19528 St Joseph's Reg. Heaith Center (Het Spgs) 418,387 378,401 X
Eireka Springs Hospital | 8788 7938 St Mary's Regional Medical Center (Russeliille 107,617 97.780 (9,
Fayetteville City Hospital ; ] 1262 1,158 St Mary—Rogers Memarial Hospital - 01517 o182 ,
Fulton County Haspital (Salem) ;18321 14888 St Michael Hospital (Texariana) 276353 247520 (20133
Gravatte Madical Canter I orses 25107 St Vincint Infemary Med. Certer (LR) 81790 7380  (79.020
Harris Hospital (Newpert) | a8 35180 The University Hospital of Arkansas (LF) . 201,010 230,879 (51,131
Helena Regional Medical Center . , 89200 61220 Van Buren County Memarial Hospital (Clinton) 12802 11 ,z;w (1161
Hot Spring County Memorial Hospital (Malvern) 51,725 47,301 Washington Reg. Madicai Canter (Fayetteviile 165,808 173,938 (21.870]
Howard Memorial Hospital (Nashwille) | zrees 25438 White County Memarial Hospital (Searcy) 71375 4089 (8,38
Jeftarson Fegional Medical Center (Pine BIuff), 208,573 273,552 Whits River Medicai Center (Batesvile) 131980 118700 (12,389
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Expected Impact of Medimre Spending Reductions on Arkansas Hospitals

The House WaysuﬂMemdemm committees and the Senate Finance Committee have each proposed plans
o reduce the rale of growth in Medicare's spending over the next seven years by 5270 billion. Deuils of the
proposals differ to some degree. but both rely heavily on reducing the amounts that would be spent on hospital
services. Under the House bill, hospital payments would be $7$ billion less than budgeted today. The Senate
version of Medicare reform reins in hospital pryments $36 billion. Remember, however, that the House bill inciudes
3 “lookback” provision directing the Secretary of Health and Human Services to further reduce provider psyments in
the future, if they are on Tack 1 exceed targeted amounts. The “lookback™ mechanism could place hospitals at risk
for an additional $40 billion. mhubdowdwﬂthcbmexpacndtcmbkkamuhamuhdmeﬂm

bill is eventually passed. f
l Medisare Rovernss 1808 - 2002
n o —
Hovernn Rovernus - Heverus
Ureder Urder  AtSuke i [Aeverus
Currert House | Ve !
o HORp - [ Low __ 8 oot acect |
Arianeas Methodist Hos pini 76334 08507 1087 (c.uo‘ Lawrence Memorial Hospitel 10392 179 a2
Ashiny Memarial Hospaal 21188 1950 430 (2.116] {Lie River Mamorini Hospitel 12377 14 208
Saptet Mecioal Center. Arkadsiphia  ~ 47,188 42292 1038 (5.906] Magnolia Hospital : 349068 31050 TSe
Baplist Medical Canter 804001 834004 15032 (73.029] McQahes~Desha County Hospital 13,198 12173 288
Baptist Memarial Mospil 213 3813 814 (4.1Y Medioni Cantar of Calico Rook 12130 11228 202
Saptist Memorial Hospial 40208  0.208 530 (4.881] Medical Conter of South Arkarane 108,842 143627 3813
Baptist Memorial Hospial #2209 20752 631 (3.108]  Medion Park Hospitml %0277 4707 1008
Bapust Memarial Medical Centar 200088 185008 4400 (22.561] Mena Medical Corter 2811 77383 a8t
Sates Medica! Cantar S4SN 40803  1.197  (8.215] Marcy Mospitai of Scokt County 14738 13308 3z
Baxter County Regionnl Hospaal 194812 177507 4200 (21.554] | Marey Hoapitai-Turnar Memoriel 20112 18490 a7
Boonevile Communiy Hospitel 11,482 10588 230 (1177 | Methodist Mospiial of Jonesbero 74838 S7408 1821
Sraciey County Memarial Mospital 7144 .00 587  (2.008] |Nationsi Park Mechonl Center 141902 128018 3078
Carroll Regional Medical Center 2008 444 S80  (3.082] |Newport Hospitl & Clinis Bws 208 ™
Cenirai Arianees Hosphal 132244 121,080 2480 (13,113] |Narth Avlanens Medical Carde 100812 08870  2.380
Chambers Memarial Hospial 15008 13748 128 (1.5885] [North Logan Maercy Mospital 11,908 10,958 82
Chioot Mamarial Hospinl 32500 20848 708 (3.418] |Nortvweut Mecical Corter 182330 167078 1048
Claburne Memoriai Fospial : 21,708 15,008 470 (2.558] |Ouachita County Medionl Center 00348 %4017 1.M9
Columbia Doctors Hospilal 104608 92484 2274  (14.519] [Piggo Commundy Hospiml 20287 23083 574
Comamy County Hospani . 34008 N p 742 (3.538] | Pl Coury Mospaal 028 8.270 1983
Conway Regionai Medical Carier 83233 74750 1008 (10.282] {Randoigh County Medionl Corter 21028 19702 an
Crawiord County Mem. Mospdnl " e 1918 (10,830] | Ackaarmen Regional Med. Centar 70974 7347 1,738
Critinden Memarial Hospital 107007 08837  23T7  (13,187] {Sadine Mamarial Mospited 0481 5154 1043
Cross County Mospital 88 2197 ] 000 | Sheam Springs Memoriai Hospital 30387 0128 s
Dallas County Mospitni 0078 17238 M3 57] | Seuthwant Hospitel 50928 51428 1234
Jo.wnaau 12073 11877 M8 (1377 |Sewts Aegional Medionl Center 402002 36288 8712
Deln Memarini Hospiml 12200 11298 200 (1.2900 | Stans County Mesloni Canter 14223 12004 7
DeQussn Regionai Medical Centar 40086 MY - SB1  (4.034] Mgt Negional Medionl Canter 4341  STEM8 1400
DeWikt Clty Mospitad ' 12548 11484 T3 (1.08] | S Burrwyof's Reg. Mod. Cartar 307308 308304  $.500
Drow Memarial Hospiai : 7408 2110 MW St Edunr¢ Mercy Medioal Center 326008 206008  7.040
East Otarics Rog. Med. Crr. 21,533 10783 487 (2.247] | Joseph's Reg. Mealth Carter 418,387 383813 9108
Euweka Springs Hospital 788 sOM 192 3t Mary’'s Regionai Mecioni Cantar 107017 8983 2338
Faystiwville Clty Hospital 1202 1M Fed (1181 |5t Mary ~Aogers Memarial Hospitel 101817 o286 N2
Fulton County Mospial 18321 15048 388 (1.631] (St Michae Hospiml 776353 248838 6019
Gravette Medicni Contar 7588 B30 506 (2.063] |3t Vincint infrmary Med. Canter §17988 745008 17.70M
Marria Mospit sss0r 38528 837 (8.119] | The Univarsity Mospitsl of Arkaness 21010 245008 8289
Helona Regional Medical Centar 65200 01518 1,479  (5.164] |Van Sren County Memorial Hospital 12802 11.781 s
ot Spring County Memarial Hospital 1,738 47838 1110 (6.008] [Washingion Reg. Medionl Cerver 196,000 1789077 4258
Howard Memarial Mospital 708 BTN -] | | White County Memerial Hospital N7 s4080
Jeflerson Aegonal Mediosl Comtar 308573 276033 G6TT  (41.217] |[Whie River Meclioal Cantwr 131,100 120181 2848
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AMERICAN HOSPITAL ASSOCIATION

DATE: aArril 25, 1994
TO: C irol Rasco
FROM: R .ck Pollack

SUBJECT: T:levision Ads on Medicare Reductions

Just wanted to f)rllow-up on a telephone call I‘’ve placed to alert
you to a telev.sion ad we’re running on CNN as part of our
continuing 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 suggesting
alternatives.
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Viisad “ s AFsingtan,
AHA
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30 (TV)

T P33

(CRUNCH)

Congraer is sqgueexing Madicare --
sgain.

{ CRUNCE)

m Ansricang whe rsly on md.'l.c'a:e
are feeling the pinch,

. Boon, Medicare may pay only 718 of

the real cost of hospital cars eor
guzgery -- care that senior ¢citizens

‘can't afford to loses oFr hawre

delsyed.

| ‘Msanwhils, Congresss pays 100& of the

cost of lots of things ws don‘t nsaed
-=- like the tobacce support progran,

Sevanty-cne percent for hsalth csze
but 100% for ‘ugata!ul programp?

- Call your member of Congrass.

Congress ocught to cut waltl == NEt
health cars.
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MEMORANDUM
To: Carol
Fr: Eara
Re: Searetary 8Shalala’s memorandum regarding the 1994
physician fee update

I agree 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
‘increase than expected. As the Secretary notes, the methodology

needs an overhaul, although I would note that volume reductions of
this magnitude cannot go on (nor should they be statutorily
encouraged) inderinitely. Whether o¢r not the statute needs
revising, however, this 1s not the time to change our minds abhcut
rewarding doctors who have held down their volume of services,
Since the target 1s consistent with the overall NHI theme of cost
control through volume reduction, any attempt 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 guestions.



THE WHITE HOUSE
WASHINGTON

December 13, 13895

Rita Hurst

Superior Senior Care

ABT Towers

Suite 200

P.0O. 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
Association 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 benefit 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,

Carocl H. Radcd
Assistant to the President
for Domestic Policy

cc: Russell A. Hollrah, Esq.
Nancy N. Delogu, Esqg.

Tutie - | Ciﬁﬁb

Signed zpiy

g W*’"{’ylc Viadeci .
T haXAigcussed
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THE WHITE HOUSE
OFFICE OF DOMESTIC POLICY

CARQL H. RASCO
Assistant to the President for Domestic Policy

L]
To:

Draft response for POTUS
and forward to CHR by:

. »
Draft response for CHR&WWW
Please reply directly to the writer

{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 ?: (] Accept U Pending (J Regret

Designee to attend:

Remarks:




R

‘File:

THE WHITE HOUSE
OFFICE OF DOMESTIC POLICY

CAROL H. RASCO v
Assistant to the President for Domestic Policy

To:

W(ﬁ

Draft response for POTUS
and forward to CHR by:

Draft response for CHR by:‘_% [ ! ;f ;l 6’?

Please repiy; directly to the writer
(copy 10 CHR) by:

Please advise by:

Let's discuss:”

For your informiation:

Reply using formt code:

Send copy to (original to CHR}:

Schedule 7: " Accept O Pending ZIRegret

Designee (0 atiend:

Remarks:
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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 g

November 9, 1995

OV

i Ly .,
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[$F]

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 opérator 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 Medicare 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 of Health 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 of a 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. If you have any questions or would like additional information, please let me
know. ‘ :

Sincerely,

Rita Hurst
Owner, Superior Senior Care

Enclosure

LITTLE ROCK QFFICE EL DORADO OFFICE ROGERS OFFICE . TEXARKANA OFFICE
(501) 224-7117 - (501) 863-0012 (501} 621-8394 {801) 772-8661
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SENIOR CARE

ABT TOWERS - SUITE 200 « P.O.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 provide 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 &ade association representing businesses like Superior Senior
Care — has been seeking a modification of the Medicare laws that would open the Medlcare market for home care,
so that businesses like Superior Senior Care can compete.

According to data provided by the Prospective Paymem 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 agencnes — who are- the only businesses allowed to perform such services under
Medicare —

(1) perform the conflicting tasks (which results in overutilization of services) of:
(2) determining the amount of care needed by a beneficiary, and 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 are provided through a case manager — on a
compelitive bid basis — by home hcalth agencies or home care referral agencies (like Superior Senior Carc) 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 scctor rate for services 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
LT E ROCK OFFICE £L DORADO OFFICE ROGERS OFFICE TEXARKANA OFFICE

1) 224-7117 {501) 863-0012 {501} 621-8394 (501) 772-8661



Study_of coverage of services of Christian Science providers. The
bill requires the Secretary to conduct a study of the feasibility and
desirability of providing Medicare coverage for home health serv-
ices furnished gy Christian Science providers which meet applica-
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

Lv-S
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WALNUT CREEK |

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 requést 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 Presxdent requested that more detailed

information be forwarded to you.

The PCA is a natlonal association of home care referral agencies, that i 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 Medicare market for home care to Christian
Scientist home health care providers — is included in the Medicare reform bill passed by the
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 Chnsnan Smence
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 homé 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 concermng this proposal, please let us
know. Thank you for your consideration.’

Very truly yours,

R‘L\A WA A W

= 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, 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 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

N
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for similar services provided by a home health agency in the Medicare market
and 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 need of care, suggests the following proposal to eliminate the excessive cost
escalation expenenced 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 ownmg 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 beneﬁcxary and contracting out the
perforrnance 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 serv1ces bemg pnced at a true
‘market value. ~

= It is submitted that the foregoing 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.
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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 if we could provide

you with any additional information concerning the proposal, please call Russ Hollrah at
(202) 842-3400. .
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Proposal for Reform
of the Medicare Model for Delivery of Home Care

Prepared On Behalf of

PRIVATE CARE ASSOCIATION, INC.

July 1995

L 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.  QOverview

This proposal would split apart the functions — currently 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 heaith agency both (1) influences the
determination of the type and amount of home care services to be prov1ded to a Medicare
beneficiary, and (2) pezforms 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 financial

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 and B, 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. : :

‘Tt is submirted that the difference between what a home health agency charges 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.. :

1I1. The Medicare Model For Deliveﬁ of Home'Care/ .

4 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 nursing
and other types of homecare 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 services. Such agencies do, in fact, typically contract-out
.physical therapy, occupational therapy and other similar types of services. In addition, when

- 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. -
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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 is appropriate for a particular Medicare
beneﬁc1ary ("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‘ag'ency 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 units 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 unit of home care ($5,000 / 1,000). If the total costs for the year had been $6,000
instead, the reimbursement rate for "year two" would be $6 per unit of home care. The
incentives created under such a systemare manifest. Profligate spending practices under such

a system are rewarded under the Medicare model by creating higher reunbursement rates for
the future.

Iv. Cost Inefficiencies Created by the ‘Mécﬁggre 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 a monopbly market position for the delivery of home care services;
. . effectively deterxmmng the type and quantity of services that a patlent wﬂl be
provided

by designing the plan of care, and
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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; ancl

. being paid at a rate determined based on the home health agency’s pnor 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. Suggested 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 number." 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 number 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 (1) with referral agencies for assignments from a CMA, and (2) with 1ndependent -

contractor service providers for assignments from a referral agency.

The service provider would perform the services asmgned', 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 meéts
applicable state licensing requirements. A provider would not be eligible for an assignment
unless it satisfied applicable state licensing requirements for performmg all types of services
called for in the assxgnment ‘

If pharrnaceuncal products and/or durable medical eqmpment were needed the CMA
would issue a supplementary authorization number: For example, an authorization number with
a suffix "A" could signify home care services, whereas an authorization number with a suffix
"B" could signify pharmaceutical products or durable medical equipment.

In cases where serv1ces only were requlred an authorization number with no prefix

- would be issued. For cases reqmrmg 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.vendor, 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 f)tesentation of the proposed modified Medicare model is attached.

V1. Anticigatéd Cost Savings

The anticipatedcost savings from the suggested reform are many. The per—ﬁnit-bf-care
cost of home care services provided by an individual referred by a referral agency is
;- substantially lower than the cost of comparable care provided by a home health agency.

Separating the case management function from the service provider function should

reduce the leve! of service utilization. With both functions combined within one entity, as the
Medicare model does, the case. manager has a financial incentive to overstate the need for

75'}
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services. By separating the two functions, the financial 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.

VIL Qualit_wz of Care

The quallty of care would be expected to 1mprove 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 opportunity
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
partlcular assignment.

Under the modified model the client and the care provider would negotlate -among
themselves the specific terms 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-term 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

. defects of the Medicare model are manifest. 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 competxtors 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 c:ost-efﬁcxent delivery of services without any decline in the
quahty 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.
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Study of coverage of services of Christian Science providers. The
bimcﬁﬁéshtﬁ?sggéi'eftaxy to conduct a study of the feasibility and
desirability of providing Medicare coverage for home health serv-
ices furnished Ey Christian Science providers which meet applica-
ble requirements of the First: Chu’rcg of Christ, Scientist, Boston.




