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MAINTAINING MEDICARE HMO’S: PROBLEMS,
PROTECTIONS AND PROSPECTS

THURSDAY, JUNE 11, 1987

HoOUSE oF REPRESENTATIVES,
SeLECT COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 11 am., in room
345, Cannon House Office Building, Hon. Edward R. Roybal (chair-
man of the committee) presiding.

Members present: Representatives Roybal, Pepper, Biaggi,
Bonker, Mica, Erdreich, McClure, Kennedy, Rinaldo, Hammer-
sclzlhmidt, Regula, Snowe, Tauke, Saxton, Bentley, Fawell and Mor-
ella.

Staff present: Fernando Torres-Gil, staff director; Judith Lee,
deputy staff director; Gary Christopherson, professional staff
member; Nancy Smith, professional staff mem r; Eddie Rivas,
professional staff member; Austin Hogan, communications director;
Carolyn Griffith, staff assistant; Diana Jones, staff assistant; Valerie
Batza, staff assistant; Tom Puglisi, Congressional fellow; Robert
Villa, Congressional fellow; Joseph Fredericks, deputy minority staff
director; and Leslie Tucker, minority research assistant.

OPENING STATEMENT OF CHAIRMAN EDWARD R. ROYBAL

The CHAIRMAN. Ladies and gentlemen, today the Committee. on
Aging is holding a very important hearing, to examine our experi-
ences with medicare HMOs and to explore strategies for strength-
ening this critical medicare program.

Medicar. HMOs have the potential to be either the best or the
worst of health care worlds. Our responsibility to our parents and
grarlxg;)arents and to ourselves is to ensure that it is the bost of
worlds.

Given the recent, publicized problems with International Medical.
Centers, now is the time to move aggressively to restore beneficiary
and Congressional confidence in medicare HMOs. Our review of
the history of the medicare HMO program clearly shows that
future Federal oversight must be stronger than it has been in the
past, but without being overly burdensome.

Beyond these immediate concerns; much work remains to be
done before medicare HMOs fulfill their promise. Most HMOs have
yet to add long term care as a covered benefit or as an optional
added benefit. Most HMOs, over 60 perr2nt, have yet to join the
medicare HMO program. HMOs serve less than 10 percent of the
medicare population. Medicare HMOs have yet to serve major por-
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tions of the rural population. As a result, many beneficiaries do not
have the chance to use the medicare HMOs, let alone have choices
of HMOs.

In the end, the ultimate test for the medicare HMO program is
what we say to our own families. The ultimate test is whether or
not we have the confidence to strongly recommend any participat-
ing and qualified medicare HMO to our own parents and to our
own grandparents.

Ladies and gentlemen, at this time I would like to take the op-
portunity on behalf of the committee, to express my deep apprecia-
tion to one of the committee members who has been most instru-
mental in seeing to it that this committee makes careful examina-
tion of those things that are going on with regard to HMOs. I 1aust
give special thanks to Representative Dan Mica, who had the fore-
sight and the resolve to tackle this issue long before the adminis-
tration or anyone else was willing to acknowledge that there were
significant problems, let alone try to solve them.

Representative Mica, with the assistance of Representative Mat-
thew Rinaldo, who sits here to my left, and with Rick Boucher, con-
ducted the full committee hearings on HMOs, not lest year, but
way back in 1584. I remember when permission was asked to hold
those hearings. I, as chairman of the committee, knew very little
about the issue at that time. But we were interested in finding out
more. And these three men, under the leadership of Representative
Mica, conducted those hearings and brought back an astornishing
report to this committee. I would like to express my special appre-
ciation also to my esteemed colleague and former Chairman of the
Aging Committee, Claude Pepper, who has been a leader for years
in trying to make HMOs available to the millions of medicara
beneficiaries.

I bring 211 this out, ladies and gentlemen, Lecause I want to point
out that we in the committee have men end women that really be-
lieve that what they have to offer does make a difference. When
these three men went out and had their first two hearings, they
started to make a difference. The difference of ¢t urse was that we
as a committee started to realize that there was a problem not only
in a particular State, but that same pro!:lem could e duplicated in
HMOs thceoughout the country.

Yes, we're interested in looking at this problers. That is the
reason for this hearing today, and we as the tull committee wish to
continue not only looking into thie problem itself, but trying to find
means and ways of solving that problem. We have, I understand, a
quorum call. I would like to first of all call on Mr. Rinaldo, the
Ranking Minority Member, for his openiny statement.

STATEMENT OF REPRESENTATIVE “MATTHEW J. RINALDO

Mr. RinaLpo. Thank you very much, Mr. Chairman. I want to
thank you for your kind words and commend you for holding this
hearing of the Aging Committee, tc address a topic of vital impor-
tance to senior citizens. The topic of medicare HMOs has been an
important one on the agenda of this committee as we strive for a
more cost effective means of bringing quality health care to medi-
care beneficiaries.

b
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With the passage of TEFRA in 1982, Congress enacted risk-basad
contracts for medicare. Since that time, the number of people na-
tionwide served by medicare HMOs has grown from approximately
100,000 to 867,000 enrollees. In my own home State of New Jersey,
in 1984 there were approximately 2,000 medicare beneficiaries en.
rolled in HMOs. Today there are five TEFRA contracts with a total
enrollment of over 14,500 people. In fact, one of these HMOs, with
an enrollment of approximately 600, is located in Millburn, New
Jersey, which I represent. Another HMO in Morristown, New
Jersey has over 10,000 enrollees.

HMOs are one method of bringing down and slowing health care
costs while retaining and improving quality health care. By in-
creasing efficiency through the incentives inherent in HMOs, we
help the elderly, by recycling savings to expand the level and
breadth of coverage while eliminating the need for copayments and
deductibles.

In the past there have been problems with HMOs, as my good
friend and colleague Congressman Mica, who has worked so hard
on this problem, knows very well. At a hearing of this co'r mittee
just last year, many problems such as enrollment practices and
grievance procedures were addressed. However, I think that these
problems must be addressed in the context of what we hope will be
steady improve. -ent.

Our experience with HMOs has been one of learning and adapt-
ing. The responsibility falls on Congress and HCFA to improve Fad-
eral oversight to assure the quality care and to restore the benefici-
ary confidence.

In closing, Mr. Chairman, I again want to commend you for cor
vening this hearing on medicare and HMOs and yield back the bal-
ance of my time.

The CHAIRMAN. Thank you, Mr. Rinaldo. May I announce that
there is a quorum call on the floor followed by a vote. The commit-
tee is in recess.

Mr. SaxTON. May I ask permission at this point to have my open-
ing statement placed in the record?

The CHAIRMAN. Without objection, it will be ordered. Anyone
else who wishes to follow suit can do the same thing.

Mr. FaweLL. Mr. Chairman, I would like my opening statement
placed in the record alsn.

The CHAIRMAN. Mr. Fawell. All right. All those who wish to
submit their opening statements at this time may do so and with-
out objection, they are approved and will appear in the record at
thic point. The Committee is now in recess for 10 minutes and will
return and resume our sitting.

[Recess.]

The CHAIRMAN. The members have agreed, *o sub-nit their open-
ing statements for the record, and they will a; ar in the record at
this point. And the Chair now recognizes the man who has done a
yeoman’s job in working on this problem in the State of Florida,

Mr. Mica, the comn-:itee wouid iike to weicome you and ask you
to proceed in the manner that you may desire:

[The prepared statements of the Members follow:]
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PREPARED STATEMENT OF REPRESENTATIVE MARIO BIAGGI
MR, CHATRMAL. 1 COPPEND YOU FOR HOLDING THIS IMPORTANT HEARING
TODAY.  THE SELECT COMMITTEE ON AGING'S COMMITMENT T0 A GUALITY
MEDICARE HEALTH PAINTENANCE ORSANIZATION PROGRAM 1S LONG STAODING.
IN ADDITION TO THE TVO FULL COMMITIEE FIELD HEARINGS HELD IN
FLORIDA, THE SUSCOMHITTEE ON HUMAX SERVICES CONDUCTED A KEARING
LUTITLED  HEALTA PAINTENANCE ORGANIZATIONS THE NEW YORK PERSPECTIVE °
14 FEBRUARY OF 1386,  WE ARE. AOWEVER. STILL LEAPAING A GREAT DEAL
A0UT HY)'S AXD THEIR ASILITY 10 SEXVE TeE SLDERLY AND THIS KEARING
1S QUITE TIMELY CONSIDERING THE EVENTS WaICH HavE OCCURRED SIMCE
R OTHER HEARINGS.

1 ALSO COMMEND MR, PICA FOR HIS STEADFAST COMMITMENT FOR
1997 146 THE QUALITY OF KM0 CARE FOR CLDER AMERICANS

R, CRAIR4AY, | FIRY BELIEVE TRAT HND‘S CAN PROVIDE
QUALITY CARE AT A LOMER COST FOR MANY FEDICAFE BEEFICIARIES BT
1T 1S 0BvIOUS T0 ME THAT CONGRESS AND THOSE OF US ON THE AGIYG
COMITTEE HAVE A1 IWPORTART ROLE TO PLAY 1N PROVIDING THE KECEZOARY
OVERSIGHT Ab GULIGAPKE TO ENSURF QLALITY CARE  OUER ADULTS AUST
L€ PROTECTED FRomM DECEPTIVE MARKETING PRACTICES. UNFAIR ENPOLLMENT
STRATEGIES. THADEQUATE OUALITY ASSURANCE AND GRIEVANCE PROCEDUPES.,
AN THE DENIAL OF ESSENTIAL SERVICES. OUR REVIEW AXD ACTIONS MUST
ALSO CONSIDER Wh.T SEFEGLARIS ARE APPROPRIATE TO GUARMMTEE THE
FINAKCIAL STABILITY OF HEDICASE RMD'S.

1 HOVE TOLAY'S TESTIMONY 4D RESPONSES TO THE COPMITTEE'S
QUESTIONS WILL ASSTCT US IN DEVELOPING AN JP TO DATE UIDERSTAI DING
OF The ISSUES. A SOLUTIONS TO THKE PROSLEMS THAT WE HAVE UIQVERED,
FURTHEP ORE. WE PLST PLAN FOR THE FUTURE AND HCA WE C/N MAUE THE
MEDICARE MD A SAFE CHOICE FOR MORE OLDER ADLLTS

¥R CHATRYA4. 1 WOULD LIKE TO BRIEFLY COMMENT ON SOKE OF
THE 1SSULS THAT WERE RAISED AT THE SUBCOMRITTEE'S HEARING 1K MCW

~ YORK THAT ARE STILL VALID TODAY, +EM YORK KAS 1N MANY PESPECTS
-

O )

ERIC N

Aruitoxt provided by Eic:




ERIC

Aruitoxt provided by Eic:

HIRRORED THE KATION WITH RESPECT TO /2 GROin OVER THE PAST SIX
YEARS. YET, AS A RESULT OF NEW REGULATIONS ISSUED IN THE STATE, ¥
STAXG T0 LEAP AHEAD OF OTHER STATES IN TERNS OF HMD EXPASION,
ESPECIALLY IN THE “FOR PROFTT- SECTOR.
TKESE REGULATIONS PAVE PROVIDED SPECIAL INCENTIVES FOR THE “FOR PROFITS®
TO ENTER ThE WEW YORK MARKET. WE HAVE SEEA A SIGMIFICANT INCREASE
1N YO APPLICATICS AS A RESWLT, 1T IS MY CORVICTION, HOWEVER, THAT
APPROVAL OF HMO'S BY LITHER STATE CR FEDERAL GOVERNVENT MUST €
ACTOMPAHIED BY A RESPONSIBILITY TO ADEQUATELY MOWITOR THESE H°S,
T0DaY IN NEw YORK STATE, MORE THAN $50 MILLION LOCLARS 1y
PEDICARE FURIS ARE SPENT PROVIDING M) SERVICES 10 ELDERLY BENEF 1CIARIES
THIS NUBER WILL IHCREASE AS We WITHESS THE RAPID GROTH IN O(R
ELDEP FOPULATION, AND THE REST OF THE HATION WILL EXPERIEACF SIMILAR
TRENUS, AS 1 HAVE SAID Ii ThE PAST, WE NEED TO GUARANTEE THAT THE
GROMH 1N KM0'S DOES NOT BECOME JUST A BOON 1N THE BUSINESS WHILE
A EOOKUOGGLE 10 THE TAXPAYERS,
*E 1 CONGRESS SHOULD NOT UADERESTIMATE T4E 1MPORTANCE
OF TSE FEDERAL ROLE IN REGULATING KAD'S, CLARENTLY. THE EXTEN
OF PEGULATORY OVERSIGHT OF HY0‘S VARIES CONSIDERABLY FOON
STATE TO STATE. WE ARE LEAKIING WHAT COMPLTITION CAY MEAN 10 THE B0
LADUSTRY, BUT COMPETITION IN REALTH CAPE HAS NOT WlWAYS PROTECTED
THE SEST IN..AESTS OF THE CONSLMER. SO WE myST BE CAUTIOUS AND
DETERIINED 0 PROTECT OLDER COMSUMEKS OF HEALTH CARE.
1 RECEIVED TESTI'CNY 1N KEW YORK WHICH STATED THAT K0'S
THAT KAVE BEEN COMMITTED T0 COMPREMENSIVE BENEFITS AND COMMLUITY
RATING ARE HOW ENGASING IN REGFESSIVE POLICIES, INCLUDING BENEFITS
SUASKING AND SELECTIVE EXPERIENCE RATING IN gROER TO COPETE
“SKIPMING™ OR SEEKING CKLY THE MEALTHIEST POPLLATIONS IS ALSC
A THIEAT 10 THE ELDERLY'S EEST INTERESTS. THEREFORE, MEW YORX
PEGLLATIONS NCW RECUIRE HM0'S 10 SEEK OUT AN ENROLL A DIVERSE
POPULATION,  WE NEED TO BAUANCE THE MARKET FORLES, WiTH STATE

R FEDERAL REGULATIONS,
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LOHCLLSION, | BELIEVE THOSE THAT OPERATE HOs CAN AND DO IN

SOME CASES MAXKE SUBSTANTIAL PROFITS, AND THAT IS ACCEPTABLE. AT
THE SNE TIME, AN WO CAN LOWER COSTS TO BOTH THE PARTICIPANT AKD
THE GOVEKIENT WHEN COMPARED TO HOSPITAL BASED AXD INSTITUTIONAL CARE,
BOTH OF THESE QUTCOMES CAN BE ACCOMODATED BUT IT WILL TAKE HARD
WORX, EEFFICIENCT OF OPERATION, COMMITMENT 10 QLALITY CARE AND FLLL
ACCONTABILITY.

| ThANK Tht DISTINGULISHED CHAIRMAN, MR ROYRAL, FOR CALLING
FOR TRIS 4EARING, AND 1 THANK THE WiTNESSES FOR THEIR ECELLENT

TESTIMMY AL PARTICIPATION HERE 10DAY

PREPARED STATEMENT OF REPRESENTAT.VE DON BONKER

MR. CHAIRMAN, | WOULD LIKE TO CONGRATULATE YOU FOR HOLDING
THIS HEARING TO EXAMINE OUR EXPERIENCES TO DATE WITH THE MEDICARE
HEALTH MAINTENANCE ORGANIZATION (HMO) PROGRAM.

ORIGINALLY INTENDED AS AN ALTERNATIVE TO FEE FOR SERVICE
MEDICARE, HMOS HOLD THE PROMISE OF CONTROLLING SPleALLlNG HEALTH
CARE (STS. A RADICAL DEPARTURE FROM TRADITION, HMOS HAVE BEEN
AGGRESS IVELY MARKETED BY THE REAGAN ADMINISTRATION.

THE MEDICARL HMO PROGRAM SEEKS TO ACHIEVE TWO IMPORTANT
GOALS: FIRST, THE DELIVERY OF HIGH QUALITY MEDICAL CARE FOR THE
ELDERLY IN AN ECONOM{CALLY EFFICIENT MANNER; AND SEUOND, LQUAL
ACCESS TO (HIS ALTERNATiVE FOR ALL MEDICARE BENEFICIARIES.

THE HMO CAN PROVIDE A COMPREHENSIVE RANGE OF SERVICES IN
EXCHANGE FOR A FIXED MONTHLY PAYMENT FPROM MEDICARE AND IN SOME
CASES AN ADDITIONAL MONTHLY PREMIUM FROM THE BENEFICIARY. IN
MANY CASES, ADDITIONAL SERVICES SUCH AS EYE CARE AND PRESCRIPTION
DRUGS, ARE INCLUDED IN THE BENEFIT PACKAGE.

WE ARE ALL VERY AWARE OF THE BLDERLY'S SERIOUS CONCERN OVER
HIGH OUT OF POCKET MEDICAL EXPENSES. MANY ARE CHOOSING HMO
PARTICIPATION, IN AN ATTEMPT TO PROTECT THEMSELVES FROM THE
CATASTROPHIC EXPENSE OF CHRONIC ILL HEALTH. I[N MY HOME STATE OoF

10
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WASHINGTON, THERE ARE THREE MEDICARE HMC CONTRACTS IN EPPECT,

AS MEDICARE HMO ENROLLMENT APPROACHES ONE MILLION, HOWEVER,
SERIOUS DEFICIENCIES IN QUALITY OF CARE AND ADVERSC SELECTION
HAVE SURPACED WITH SOME HVO CONT®ACTS. THE RECENT PAILURE OF THE
INTERNATIONAL MEDICAL CENTER IN PLORIDA, THE NATION'S LARGEST
MEDICARE HMO WITH 135,000 MEMBERS, HAS SHAKFN THE CONPIDENCE orP
MANY OLDER AMERICANS IN THE MEDICARE HMO APPROACH. THESE
PROBLEMS MUST BE ADORESSED BEFORE WE ALLOW ADDITIONAL MILLIONS OP
SENIOR CITIZENS TO BE PUT AT POTENTIAL RISK.

CERTAINLY [ ENDORSE THE GOALS OF THE MEDICARE HMO PPOGRAM.
iT IS WELL ESTABLISHED THAT QUALITY CARE CAN BE PROVIDED IN THE
HMO SETTING IN A HIGHLY EPFICIENT MANNER. UNFORTUNATELY, OUR
EXPERIENCES WITH SOME MEDICARE HMOS THUS PAR HAVE BEEN HIGHLY
PROBLEMATIC. | LOOK PORWARD TO HEARING THE TESTIMONY OF OUR
WITNESSES TODAY AS WE SORT OUT THESE PROBLEMS AND CONSIDER THE
APPROPRIATE SOLUTIONS SO THAT WE MAY MOVE FORWARD WITE THIS
EXPERIMENT.

AMONG THE PRUBLEMS THAT HAVE SURPACED AND NEED TO BE
ADDRESSLO ARE:

1) BENEFPICIARIES SOMETIMES EXPERIENCE LIPE THREATENING
DELAYS IN OBTAINING DIAGNOSTIC TESTS AND TREATMENT.
TACTICS INCLUDE INTIM'DATION, INADEQUATE PHONE LINES,
DELAYS IN MAKING APPOINTMENTS AND DELAYS IN pAYING
SUBCONTRACTORE SUCH AS PHARMACISTS.

2) A NUMBER OF HMOS ILLEGALLY SCREEN OUT HIGH RISK
BENEFICIARI ES.

3) BENEFICIARIES HAVE BEEN DROPPED OUT OF PROGRAMS WITHOUT
THEIR HKNOWLEDGE, LFAVING THEM AT RISK OP NO CARE OR HIGH

Our' OF POCKET EXPENSES.

4) A NUMBER OF HMOS D'SCOURAGE USE OF SERVICES AND ACCESS TO
MORE COSTLY SPECIALISTS IN ORDER TO REDUCE COSTS.

5) THE HEALTH CARE PINANCING ADMINISTRATION 1S EITHER

ERIC 11
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UNWILLING OR UNABLE TO COMMIT ENOUGH RESOURCES TO RUN AND
MONITOR THIS PROGRAM.

1 DO NOT ACCEPT THE PREMISE THAT AN EPFPICIENTLY RUN HEALTH
SYSTEM WILL ULTIMATELY MEAN PEWER SERVICES OR POORER QUALITY
SERVICES POR THE ELDERLY. WHILE IT 1S AN APPROPRIATE PUBLIC
POLIC" GOAL TO REDUCE HEALTH CARE COSTS, WE MUST CAREPULLY
SAFEGUARD AGAINST THE INCOMPETENT AND THE UNSCRUPULOUS TO PROTECT
THOSE IN OUR SOCIETY WHO ARE MOST VULNERABLE, THE S1CK AND THE
ELDERLY. WE MUST ACT NOW WHILE THE MEDICARE HMO PKOGRAM IS STILL
RELATIVELY SMALL BEPORE WE ARE CALLED UPON TO TACKLE ANOTHER
BUREAUCRATIC MONSTER OUT OF CONTROL.

MR. CHAIRMAN, I AGAIN OCONGRATULATE YOU ON THIS HEARING AND I
LOOK FORWA™D TO TODAY'S WITNESSES AS THEY OUTLINE PO3S1BLE
ACTIONS THAT MIGHT BE TAKEN TO ADDRESS THIS CRITICAL 1SSUE
APPECTING THE ELDERLY.

PREPARED STATEMENT OF REPRESENTATIVE ROBERT A. BORSKT

Mr. Chairman, thank you tor holding this lmportant hesring
on Health Maintenance Orpanizations and the Medicare Program. I
want to cordend yo: for all the work you have done to assist our
nation's senior citizens and protect the Social Security and
Medicare programs.

With the advent of health maintenance organizations (HMOS),
our natloa has witnessed great changes in the delivery of health
care. Many of these new health care delivery systems offer a
variety of unique benefits to older Americans. However several
plans have slso been criticized for misusing the system and
ignoring tne beneficiaries' concerns.

As you know, health care maintenance organizations act as
both i{nsurer and provider of comprehensive but specified
services. In the carly 70s, Congress evaluated HMCs as a way to
save Medicare dollars as well as providing high quality
coordinated benefits. By 1982, Congref= had set up demonstration
projects and authorized the Medicare program to contract with
HMOs to cover beneficlaries on a "risk" basis. Under a risk
contract, the HMO agreed to provide a full range of benefits in
exchange for Medicare's payment of a fixed cnst for each
enrollee.

Since the inception of the HMO/Medicare program, certain
marketing practices, the accessibility of specialized services,
and the acequacy of HMO quality agsurance have been called into
questicn. On the other hand, the HMOs themselves have raised
concerns about the current payment system, overregulation and
mechanisms for quality assurance.

As HMOs continue to emerge across the country, the interest
of Medicare beneficiaries grows as well. Medicare now represents
7.4% of the total HMO enrollment in the country. Furthermore,
about 40% of all HMOs now have contracts with Medicare. Clearly
the intcrest and growth {n this program requires us to
inveetigate and proceed cautiously with FMO contracts and
Medicare. while I believe HMOs can cffer some unique and
beneficial ‘services to older Americans, 1 believe we must ensure
that America's senior citizens will receive quality care {n an
affordable and acceptable delivery system.

Mr. chairman. thank you again fcr holding this important

hearing and I look forward to hearing the testimony of our
distinguished witnesses.
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PREPARED STATEMENT OF REPRESENTATIVE LOUISE M. SLAUGHTER

Health Mainten-nce Organizationa acre an integral part of our
health care delivery ayatem. They I - tha poasibility of being a
very impo *ant health rescurce to aenior citizena. For senior
citizena wno enctoll in an HMO, there ia the expectation that, for
reasorable costs, more health cervicss than cucrcently provided by
Nedicare will be ava{lable; th™, they will be telieved of the

burdenaome and oft¢~ confuaing taak of tilling out Medi-
forms; and that there will be ~reater accesa to an imp
ccordinated health delivery ayatow.

In Rocheater New York. a pact of the 30th “ong 1ior

Diatrict which I repreaent, the three HMOs are tinanc.. , hea

and providing quality cate to thousands of senlor vitizens.
Rochester's HMOS are key to the health provider community,

representing about one-third of health §nnucance market in area.
However, 211 communities may not be aa fortunate aa R¢sheater.
Florida'a recent experience with International Medicel Centers
raises secious questions about the need for increaaed federal
oversight. Without o clear understending of the prodblems that
occured in Plorida end recommenda®iona for improvement, pablic

confidence {r the HMO system ia acrioualy threatened.

It hes only been since 1982 that the federal government has
provided incentivea for HMOS to aecve the Medicare population.
Yet aince that time less than 60V of the HMOa have joined the
Medicare HMO program, serving only 3108 of the Medicace population.

Medicate HMOS hai2 the promiae to provide high quality care
for Medicare beneficisriea at reduced costs. Given the {mportance
of Medicare HMOs to seniora it is ccitical for us to review the

expeciencea o. the paat few yeara and to explore ways to

strengthen th. ayatem to inaure that Medicare HMOs are indeed a
viable part of quality nealth care servicea avallable to senior
citizena. I look forwerd to heacing from today*s panel and about
their experiences and rec. wendationa to strengthen the Medicare

HMO program.

PREPARED STATEMENT OF REPRTSENTATIVE HARRIS M. FAWELL

HR. CHAIRMAM, this haaring providae an opportunity to raviaw vhat
1th

has baan a ®haalth cers revolution® ovar tha past dacada.

Maintaninca Organitations (HMCe), cosbinad with hosa haslth ca

ssrvices, skillad nuraing facilitiss, and advancad out

h,;- cr-n}-d a *otally naw health ¢ anvirorsant.,-
stfucte of the Prospuctiva Paysant gy .

pita

atiant aarvicas,

]
+ thie naw haalth cara

revolution can bs the kay to quality health cara in tha futura.

Health Maintanance Organirations have axpandad grastly ovar the
past deceds, proviAing complets haalth cara for sors Asaricane
throughout the nation. Ths nusbar of HMOs hae incraasad about 9gp
parcant in 15 yaara, fros 3% in 2971 to 600 touay, with sstimatad
enroilaant of about 24 million pacple. HMOs provida comsprahs

madical cara for a prayaid fae to patiantes who agrea to usa

participating physiciane and hospitale. wNith prapaysant, HMOs 4
tha financial riake sssociated with health care. Por thia reason, and
becauss of resports of markedly lower hospital utilization by HMOe®, esany
asployera ancourage workers to slact HMO coveraga as a way to reatrain

coeta.

Fedarally qualifiad HMOs raceive congressional support th 'ough
grante and guarantead loana. Thay aleo racsive esarketing ass.stence
through the HMO Act of 1973, which requires that ssployers with at
laast 25 asployas offer HMO anrollsant as an option if raquastad to do

80 by a fadarelly qualifiad HMO in the qeogrephic area.

A 1994 study conducted by the Rand Corporation found that hoep tal
utilization asong HMO membare was 40 percant lower than asong theea

with full ineurances coveraga without cost shar!ng, ueing a

fes-tor-sarvica phyaician of their choica. Cosparad to a qroup w}

5 parcent co-paysent requirasent on gervices providad by ¢

fes-for-sarvice phyeician of thair choice, hoapitel utilization enong
HNO mambere was 20 parcent lower. A study of 12 HMOe by the Gansrsl

El{fc 13
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Accounting Office in 1982 found that hoepitel utilization wvaes 59
percent lower than thet 0! the general population and 38 percent lower
then the netional Blue Croee averesge.

We will hear test'aony today that should concern ue ragerding the
adainietration of HKS We eshould not, howevar, looee sight of the
advences that HMOe heve creeted in the health care industry and the
nesd for individualized sarvica that represente the future of heeslth
care throughout the nation.

PREPARED STATEMENT OF RLPREStNTATIVE RALPH REGULA

Mr. Chairman.

Managed heaith care systems such as health mintenance organizations, preferred
provider organizations and their cozbinations continue to grow. Notable most recently
has been the growth from single state plans to multistate HMOs and rural KMOs .

As the complexity and scope of these health care options broadens the Medi.are
has come to increasingly rely upon them for benefits to the elderly. In 1985, Medicare
enrollment in risk-based HMOs rose by more than 73% to 431,000, and is espected to
double in the next two years. During that period the program paid approximatelv $415
to KMOs. This figure more tha, doubled in the following six months.

The growning importance of managed care, particularly HMOs, is underscored by
questions relating to quality of care and HCFA's regulation of these entities, The
National Committee for Quality Assurance ¢nd the American Medical Care Review
Assocation have reported an increased interest in these Systems throughout the United
States. As an example, in Washington State, the Rand Health Insurance Experiment
Research Group have on ongoing comparative Study of health care. Their findings pro-
vide 2 data base on the quality aspects of KMOs, PPOs, and other more traditional
types of care.

since Medicare's capitation payment creates strong financial incentives for the
KMO to limit treatment it is essential adequate safeguards are in place to ensure <
certain levels of car? are ' .intained. Furthermore, there is an ongoing concern
regarding accass and shether HMOs are selectively avoiding more high risk seciions
of the population. Issues ratsed by the Florida HMO demonstration project indicates
some of the potential abuses which my occur under this agreement.

Despite these concerns I am convinted managed care can make valuable contributions
toward a more efficient system. In Ohio, we have been in the developmental stages of
building an effective W40 5,.tem. As .mportant, we are interfaciny these efforts with
a quality assurance program, Much remains to be done but progress 1s being achieved.
A State survey shows that Ohfo residents from Cuyahoga County families receiving
AFOC who are enrolled in the HMO program are considerably more satisfied with their
health services than those receiving private care.

As these increasingly complex systems of care take a larger proportion of the
market the federa) government must review its regulatory policies. I am confident
our distinguished panel of witnesses will assist our Committee today in that dif-
ficult task.

PREPARED STATEMENT OF REPRESENTATIVE JIM SAXTON

| WOULD LIKE TO COMMEND THE DISTINGUISHED CHAIRMAN HR.
ROYBAL, AND MY GUOD FRIEND FROM NEw JERSEY, MR, RINALDO FOR
HOLDING THIS HEARING TODAY TO EXAMINE MEDICARE HEALTH
MAINTENANCE ORGANIZATIONS,

THERE HAS BEEN AN EXPLOSION OF HMOS ACROSS THE COUNTRY
IN THE LAST DECADE, AS DEMONSTRATED BY THE DRAMATIC RISE IN
MEDICARE EXPENDITURES FOR HMO SERVICES, IT IS OBVIOUS THAT
MORE AND MORE ELDERLY ARE ELECTING TO ENROLL IN HMOS AS AN
ALTERNATIVE TO TRADITIONAL FEE-FOR-SERVICE CARE. AND, ON THE

WHOLE , HMOS HAVE PROVEN TO BE A COST-EFFECTIVE, GUALITY OPTION FrR
MEDICARE BENEFICIARIES,

Q o
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HONEVER, AS MANY OF YOU HAVE EXPERIENCED, AND AS AN
INVESTIGATION BY HE SENATE SPECIAL COMMITTEE ON AGING HAS
DISCOVERED, THERE ARE FLAWS IN THE CURRENT SYSTEM.

ONE PROBLEM | WOULD LIKE TO MENTION THAT SEEMS MOST PREVALENT
AND THAT INDIVIDUALS HAVE EXPERIENCED IS THE
ACK OF ADEQUATE COMMUNICATION BETWEEN THE HMO AND THE BENEFICIARY,

LAST YEAR, 1 RECEIVED NUMEROUS CALLS AND LETTERS FROM
CONSTITUENTS IN MY DISTRICT REGARDING THEIR HMO. THEY WERE
DISTURBED WHEN A PREMIUM WAS IMPOSED UPON THEM AFTER THEY HAD
JOINED THE HMD WHIN 1T WAS ADVERTISED T0 THEM AS®PREMIUM-FREEY
THEY FELT, AND UNDERSTANDABLY SO, THAT THE HMO HAD ADVERTISED
THE LACK OF PREMIUMS AS A MARKETING '©C' 70 LURE THEM IN AND
ONCE THEY HAD THEM, THEY FELT FREE TO IMPOSE PREMIUMS ON THEM,

1T WASN'T SO MUCK THE AMOUNT OF THE PREMIUM INVOLVED THAT
BOTHERED THEM, 1T WAS THE FACT THEY THEY NEVER KNEW [T WAS COMING.
THERE HAVE ALSO BEEN MISUNDERSTANDINGS OVER WHAT MEMBERSHIP IN AN
HMO ENTAILS, ESPECIALLY REGARDING THE LOCK-IN PROVISION, THIS LACK
OF APPROPRIATE COMMUNICATION BETWEEN THE HMO AND THE BENEFICIARY
WHEN ENTERING INTO A PLAN, OR CONTRACT, WHICH IS HOW 1 VIEW sucH
AN AGREEMENT, GREATLY REDUCES THE CONFIDENCE AND SATISFACTION
THE ELDERLY HAVE IN THEIR HEALTH PLAN. | WOULD LIKE TO SEE STRICTER
STANDARDS IMPOSED ON HMOS REGARDING THE INFORMATION BENEFICIARIES
RECEIVE 7O AVOID THESE SITUATIONS,

1 AM GRATEFUL THAT WE ARE HODING THIS HEARING TODAY 70
IDENTIFY THE WEAKNESSES OF PREPAID PLANS IN ORDER TO PROTECT THE
INTERESTS OF MEDICARE BENEFICIARIES AND THE QUALITY OF THEIR
HEALTH CARE. HMOS HAVE THE POTENTIAL TO OFFER A GREAT DEAL 70O
OLDER AMERICANS. {7 IS VITAL THAT WE WORK TOGETHER 70 DEVELOP
A HEALTH CARE OPTION THAT PEOPLE CAN UNDERSTAND AND RELY ON.

THANK YOU,
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PREPARED STATEMENT OF REPRESENTATIVE JIM LIGHTFOOT

1 WOULD LIKE TO TAKE THIS OPPORTUNITY TO THANK CHAIKMAN ROYBAL
FOR HOLDING THI1S HEARING ON MEDICARE HMOs. IT IS VERY TIMELY.
CONS IDERING q’J_R JUST CONCLUDED JOINT HEARING WITH THE TASK FORCE
ON THE RURAL i:wmy ON THE STATUS OF OUR RURAL HEALTH CARE

SYSTEM.

I0WA HAS THE FOURTH LARGEST SHARE OF ELDERLY PERSONS IN THE UNI ED
STATES. OVER 14 PERCENT OF IOWA'S MOPULATION IS AGE 65 AND OVER.
IN 27 CF IOWA'S 99 COUNTIES, THE ELDERLY COMPRISE MORE THAN 18

PERCEN. OF THAT COUNTY'S POPULATION.

THE ELDERLY CONSUME A DISPROPORTIONATE SHARE OF HEALTH CAFE SEPVICES.
THIS IS ESPECIALLY TRUE FOR SUCH CHRONIC ILLNESSES AS HEIRI
DISEASE, ARTHRITIS, HEARING AND VISION IMPAIRMENT, ORTHOPEDIC
PROBLEMS, AND DIABETES.

*
MR. CHAIRMAN, ELDEPLY HEALTH CARE NEEDS ARE CHANGING. IN
ADDITION TO ACUTE CARE SERVICES, OTHER HEALTH CARE AND SOME
SOCIAL AND TRANSPORTATION SERVICES ARE NEEDED 7O ALLOW THL
ELDERLY THZIR NON-INSTITUTIONAL INDEPENDENCE. THESE NEW SERVICES
WILL CREATE FINANCIAL AND BUDGE™ CHALLENGES FOR THE PUBLIC AND
PRIVATE SECTORS.

INCLUDED IN "OTHER HEALTH CARE SERVICES" IS THE MEDICARE HMO.

AS WE ALL ARE AWARE, THE HMC CONCEPT BEGAN IN CALIFORNIA. THE
FEDERAL OVERSIGHT OF HMOs BEGAN IN 1973, WHILE THE MEDICARE HMO

PROGRAM BEGAN AROUND THE SAME TIME. THESE MEDICARE #MOs DID NOT
START TO EXPERIENCE MAJOR GROWTH UNTIL THE EARLY 1980's.

COINCIDENTALLY, THIS WAS THE PERIOD OF SOME MAJOR REVISIONS IN
THE ¥ DICARE PROGRAM ITSELF, SUCH AS THE IMPLEMENTATION OF THE
DIAGNOSTIC RELATED GROUP (DRG) PROSPECTIVE PAYMENT SYSTEM (PPS)
AND THE REGULATION OF THE PRACTICE OF MEDICINE THROUGH THE
PEER REVIEW ORGANIZATION (PRO). THESE CHANGES HAVE HAD A
DRAMATIC AFFECT ON THE OPERATIONS AND THE FINANCES OF THE
AMEPICAN HEALTH CARE DELIVERY SYSTEM, BUT ESPECIALLY AS 1T
EX1STS IN OUR RURAL AREAS. CONSEQUENTLY, THIS SHOULD BE A
MAJOR FOCUS OF OUR HEARING TODAY.

16
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ACCORDING TO A RF ENT REPORT BY SEN. JOHN HEINZ, THE MEDICARE yno
PROGRAM 1S PLAGUED BY "CERTAIN VERY SERIOUS DEFICIENCIES®. 1IN
LIGHT OF THE CRITICISMS CONTAINED IN THIS REPORT:

1. WE MUST INQUIRE AS TO THE MARKETING PRACTICES, BOTH QUANTITY AND
QUALITY, OF MEDICARE HMOs IN OUR RURAL AREAS.

2. WE MUST DETERMINE WHETHER THE PRESENT ENROLLMENT AND DISENROLLMENT PRO
OF MEDICARE HMOS ALLOW THESE HEALTH CARE CRGANIZATIONS TO CARRY

MOSTLY HEALTHIER AND MOSTLY LOWER COST ENROLLEES. IF THIS IS ACCURATE,
AND YET AT THE SAME TIME THESE HMOS ATTEMPT TO INCREASE THEIR OPERATIONS

i OUR RURAL AREAS, THEN THE LONG-TERK PROGNOSIS FOR OUR RURAL ELDERLY
1S SOBERING.

3. WE MUST LOOX INTO THE ADEQUACY OF THE QUALITY OF CARE GIVEN TO OUR

ELDERLY DUE TO THE TENDENCY OF HMOS TO REDUCE THE AMOUNT AND THE COST
OF CARE GIVEN.

WE MUST ALSO INVESTIGATE THE ELDERLY'S ACCESSIBILITY TO
SPECIALIZED SERVICES OFFERED BY HMOS DUE TO THEIR TENDENCY TO

ELIMINATE MOST MARGINAL OR COSTLY PATIENTS, SUCH AS OUR RURAL
ELDERLY.

4. WE SHOU" ALSO LOOK INTO THE ADEQUACY OF THE GENERAL GRIEVANCE
PROCEDURES OF HMOs.

TO BE FAIR, MEDICARE HMOS ARE CONCERNED WITH THE CURRENT PAYMENT
SYSTEM, OVERREGULATION, AND AN APPROPRIATE REVIEW SYSTEM To

ASSURE QUALITY. THESE ARE LEGITIMATE AREAS OF CONCERN AND WE
SHOULD INVESTIGATE THEM AS WELL.

MR. CHAIRMAN, IF MEDICARE HMOs ARE TO BE AN EFFECTIVE WAY TO
PROVIDE LOWER COST, HIGH QUALITY HEALTH CARE FOR MEDICARE

BENEFICIARIES, ESPECIALLY OUR RURAL ELDERLY, THEN OUR QUESTIONS

WILL SERVE AS A STARTING POINT IN THAT DETERMINATION.

THANK YOU, MR, CHAIRMAN, AND I LOGK FORWARD TO THE TESTIMONY THAT
WE WILL HEAR.
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PREPARED STATEMENT OF REPRESENTATIVE CONSTANCE A. MORELLA

MR. CHAIRMAN, THANK YOU FOR CALLING THIS HEARING TODAY TO
EXAMINE THE MEDICARE HMO PROGRAM AND TO EXPLORE Sﬂhreexes FOR

STRENGTHENING THE MEDICARE HMO PROGRAM.

FOR THE MOST PART, HMOs HAVE PLAYED AN IMPORTANT ROLE IN
PROVIDING LOW-COST, EFFECTIVE CARE FOR MEDICARE BENEF ICIARIES.
HOWEVER, IT IS CLEAR THAT THE FEDERAL GOVERNMEN™ MUST BE VIGILANT IN
ITS OVERSIGHT OF THE MEDICARE HMO PROGRAM. FOR THIS REASON, TODAY’S

HEARING SERVES A VERY IMPORTANT PURPLTE.

MR. CHAIRMAN, I APPRECIATE YOUR EFFORTS TO EXQMINE THE MEDICARE
HMO PROGRAM, WITH THE FIELD HEARINGS HELD DURING THE LAST TWO YEARS.
THERE ARE SOME SERIOUS PROBLEMS WITH FEDERAL OVERSIGHT OF THE PROGRAM,
AND 1 LOOK FORWARD TO WORKING WITH YOU AND THE MEMBERS OF THE

COMMITTEE TO ADDRESS THESE CONCERNS.

——n.

PREPARED STATEMENT OF REPRESENTATIVE E (LAY SHAW, JR.

1 appreciate having this opportunity to 3oin my colleagues
serving on the Select Committee on Aging today to discuss the
»Future of the Medicare Health Maintenance Organization Program.”
I would like to thank Chairman Roybal and Rank ing Minority Member
Rinaldo for holding this hearing. which is of interest to all

elderly Americans. Additionally, I would like to commend My

coileague from Florida, Mr. Mica, who has worked tirelessly to
ensure that there is proper federal oversight and regulation of a
partaicular South Florida HMO, Intecrnational Medical Centers (IMC).
1t is certainly an honor to join all of you who are committed to
the preserving the integrity of this federal health care program,

despite our recent experiences with IMC.

In the past year, my Distract Office in Fort Lauderdale,
Florida has received numerous complaints from constituents about
IMC. These complaints have conme from Medicare beneficiaries
enrolled in IMC., as well as health care providers treating IMC
members. These complaints include quality of care, denisl of
care, failure to pay bills in a timely manner, and problems with

enrollment and disenrollment. I understand that the Health Care

ERI
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Financing Administration (HCFA) terminated IMC's Medicare contract
for non-compliance of one HMO regulation--IMC's failure to
ircrease its non-fiedicare enrollment, as required by Medicare
statute. I would suggest to the Comm:ittee, however, that current
law setting out HCFA's routine management, accounting and other
oversight functions regarding HMOs is not sufficient to detect
this infraction, let alone the other, more serious improprieties
occurring i{n the daily operations of many Medicare HMOs throughout

the nat:ion,

I agree that our experience with IMC can serve as an impetus
to improving the existing Mediczre statutes which comprise the
structure of the Medicare HVD program. As many of you may already
know, I have written to the Comptroller General of the United
States at the General Accounting Office (GAO), the Attorney
General of the United States at the Department of Justice (DOJ)
ard the Administrator of HCFA at the Department of Health and
Human Services requesting that thorough investigations of IMC be
conducted. Although each of these agencies have ongoing
investigations :n this matter, I asked that they also evaluate the
firancial responsibility that the federal government may have

incur<ed as a result of the debts left after the collapse of IMC.

Maly IMC members and health care providers tell me tnat they
consider IMC to have the full fa:ith and backing of the federal
government because of HCFA's Medicare contract with this HMO. If
GAC, DOJ and HCFA determine that IMC was able to misuse or divert
Medicare payments, because of inadequate federal regulation, I
believe it is imperative that we must redefine the Medicare HMO
statutes. IMC's administrative and managerial practices provided
1i{ttls or no accountability between the central office in Miami,
Florida and {ts regional IMC franchises. This so-called “"petwork
concept,” which has served as a model for HMOS in other regions of
the ccuntry, makes i1t almost impossible for HCFA to Properly

oversee the quality of care, financial solvency and enrollment

percentages.

I am cons:idering introdrncing legislation which would spec:ify

the manner {n which a federally-approved HMo distributes Medicare

ERIC
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funds to its non-federally-approved franchises. In this way, we
can_aceount for the proper use of federal Medicare funds
throughout loose HMO netwoiks. This oversight would help protect
the rights of Loth HNO members and health care providers that

participate in the HMO program.

Finally, this and other legislative and regulatory mcasur~s
discussed today would reaffirm the federal government's commitment
to the concept of risk contract HMOs. I agree that the HMO health
care concept is a good one. I intend to continue to work wi*h my
colleagues on this Committee and my colleague from Florida Mr.
Mica,_to-improve and strengthen the Medicare HMO program because
it can be an efficient, cost-effective method of -health care
delivery which is desperately needed by elderly Americans across

our nation.

Q v
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STATEMENT OF THE {ONORABLE DAN MICA, A MEMBER OF
CCNGRESS FIROM THE STAE OF FLORIDA

Mr. Mica. Thank you, Mr. Chairman, Let me just start out by
taking a special moment to thank you for authorizing the hearings
that began a national review of HMOs in the United States. I fully
appreciate your graciousness in the way that you have handled this
and the latitude that you've allowed the committee. As you men-
tioned earlier, Mr. Rinaldo and Mr. Boucher both participated in
the hearing. The staff has been phenomenal. The staff has done an
excellent job. And I think together tis committee has taken a
leadership role in the Congress and I believe it will be a new, ex-
panded and cortinuing role in overseeing HMOs and HMO con-
cepts in the United States. I would like to start out, because there
has been so much emotion and so much negative comment about
HMO:s i.: ihe United States and particularly in our State of Florida
in the last year or two, to say that I endorse the concept of HMOs.
I hope that this Congress, this country, continues to pursue this
type of concept, whether or not we have to add regulations or
modify or assist in some way its development. Because the concept
has indeed worked.

I might also say to my colleagues and for the record, it’s not been
easy. I want to commend my staff for their fortitude: they helped
me to maintain an aggressive role in this, I've been a Member of
Congress for 10 years and have worked on the Hill now for 20
years. But we were harassed, we were intimidated, we were ques-
tioned, we were warned, we were asked to drop this review. And
sometimes I guess our sanity in even approaching the Guestion or
speculation that would question an organization that was drawing
$400 million a year in Federal Government payments, was a diffi.
cult situation for us to face.

We're -"ad we stuck with it Many times we almost dropped it
thinki.g ¢ was a little too much for us to get involved with. I
would like to at this time ask for permission to submit my entire
statement in the record and I will try to summarize.

Mr. Chairman, first I'd like to offer one additional special thanks
to my senior staff for the work and the hours that they’ve put into
this over the last 3 years. As some of the Members may know, the
particular HMO we’ve been investigating has had two of its senior
management CEO indicted in the last few weeks. There are more
indictments expected. Without the work that we have all put into
this, and as I indicated, particularly may senior staff here, I don’t
think some of this would have happened. And I appreciate that.

We held hearings under the auspices of this committee in July of
1984 1 and in April of 1986 %, regarding complaints my office got on
HMOs in South Florida. I might say at the outset that we thought
that each time we would just slap the HMO’s on the wrist, tell
them to get their act together and proceed. But as we got deeper
into this, we found there were deeper problems. We had thousands

! Health Maintenance Organizations and the Elderly' Promises, Problems and Prospects, July
9, 1984. Comm. Pub. Nbr. 98-469

2 Health Maintenance 0 anizatiors and the Elderly Promises, Problems and Pros; ts, Part
11, April 1, 1986, Comm. Pub. Nor 39-£77. Both publications are avajlable from the Select Com.
mittee on Aging but the supply is very himited

Voia
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of complaints. It quickly emerged in our area that only one HMO
was the subject of almost all if not all of the complaints that were
leveled at our office concerning HMOs. That was International
Medical Centers. That incidentally was the largest Federally certi-
fied HMO in the United States drawing, at its peak, $36 million a
month in payments from the Federal Government. IMC generated
literally thousands of complaints. We brought these complzints to
the attention of HCFA and the Florida Insurance Commissioner’s
office. The Inspector General also moved into the picture, and the
FBI, and as we now know, the Racketeering Division of the Depart-
ment of Labor moved in.

We first hac an incication of these problems with IMC about 2
years ago on nonpayment of claims. And I might just give one ex-
ample of what happened.

In our testimony before this committee, we originally were told
5,000 records had been lost because of a com;lmter error and there-
fore they could not be paid. We were later to d that it wasn’t 5,000
but 50,000. We were then told that they may have been accidental-
ly shredded. Finally, a lawyer was sent to Washington to discuss
the issue with my staff and we were told that the records fell off
the back of a truck and that’s the last we've heard of those 50,000
records, or 5,000 records. When a federally qualified HMO gives
that kind of an explanation for not paying its bills to a Congres-
sional committee, I think it warrants some second review.

T don’t want to focus only on the financial aspects of IMC’s fail-
ure. We have profound concerns about the consistency and quality
of the health care that they provided. We have stacks of complaints
in our office that IMC members and former members sent to us,
stories of people who feel they were deprived of care, feel they werz
simply neglected, simply overlooked by the system. These com-
plaints range from IMC members who time and time again
couldn’t get appointments with their doctors, or could not get the
appropriate referrals to specialists, to horror stories of cancer pa-
tients whose illnesses were not detected until too late, relatives
who told us of premature death because of improper treatment,
lawyers who came in and told us they have cases that were filed
regarding improper treatment.

I have one case and I have it right here, of a constituent who had
surgery approved by IMC, was prepared for the operation, in the
hospital and pre?Kgd and ready to be operated on, and the surgeon
told the doctor, “because of IMC'’s record, no operation until I get
the meney first.” Here is a prepaid health plan: no operation until
wltla get the money first. There are more stories. I won't read them
all.

Originally, IMC was getting up to $36 million a month. Then $30
million a month. But there is also a problem that we saw with
what we call a catch-22. We went through a year of reviewing
these problems. We knew the financial insolvency was there. And
one conversation I had with our insurance commissioner, who will
testify here today, and representatives from the Federal Govern-
ment, from HCFA, went something like this: Can the State move
in? The State said no, we cannot move in because they’re not insol-
vent. HCFA is going to give them $30 million for this month’s pay-
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ment. So we can’t move in. And HCFA. cannot withhold the pay-
ment because the State wouldn’t move in.

And here we had & dilemma, a catch-22, for each agency. Now, it
may be in the purview of this committee to say that we're going to
recommend changes in the Federal law so that HCFA can move
and ;aove quicker or in concert with the State insurance commis-
sioner, and Insurance Commissioner Gunter may tell you about
sor:e changes in State law that would prevent this in the future.
But 1 think that needs to be addressed.

I might also just add as an agide that as IMC folded just last
month and the State did move in, the estimates ranged from $20 to
$40 to as much as $100 million that will be left owed to doctors,
hospitals, and providers for patient care, as they fold, after they’ve
drawn this $30 million a month. .

I might also add that we need to look at the structure of HMOs
in the future. 'm introducing t.day legislation that will complete
the 2-year study. We originaliy had 13 points that we had covered
in this investigation that we thought should be addressed. Last
year we were able to include in the medicare authorization seven
of those points. The other six are incorporated in the new legisla-
tion. I'd like to also submit that for the record, and maybe the com-
mittee weuld see it as appropriate to recommend all or portions of
this legislation to the appropriate committees.

I might also indicate tnat we need to make sure that in the
future the solvency of an MO is appropriately assessed on a
monthly or quarterly basis, so that we don't get into this s.tuation
again. There were different times where as much as $10 million,
$14 million was required to be injected into this HMO to keep it
financially solvent. We think to let it get to that point also is a tre-
mendous problem.

Mr. Chairman, I'm trying aot to read all of this statement. Let
me just close with these final remarks.

IMC has been purchased by a national organization in the last 10
days called Humana. I think that purchase is a positive step.
Humana, I understand, has a long history of providing quality
health care for South Florida. Now part of the major Federal effort
on HMOs is temporarily off the hook. But we must continue to
hold Humana or any other health care provider working with
HMOs responsible for quality health care, for efficiency in oper-
ation, and to abide by the Federal laws. We may have to pass addi-
tional iaws. We can't tolerate a reoccurrence of the IMC panic in
this Nation where millions of people are moving toward HMOs.

We cannot now or in the future permit the lives or the wellbeing
of our people to fall victim of the profit motive gone berserk. Final-
ly, I don’t think we can relax our vigilance, and indeed I think we
need to increase vigilance from this committee, from HCFA, from
the Federal Government and from the State government, as a
larger and larger percentage of the United States population move
into HMOs, a concept that I started out by saying I believe has
fv‘vczrked, can work and I hope we can make it work better in the

uture.

I thank the committee.

[The prepared statement of Mr. Mica follows:]
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PREPAIED STATEMENT OF REPRESENTATIVE DAN MICA

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE, I WOULDL LIKE TO
FIRST OF ALL THANK YOU FOR GRANTING ME THE OPPORTUNITY TO COME
BEFORE YOU TODAY TO TESTIFY TO MY EXPERIENCE, AND THE EXPERIENCE
OF THOSE I REPRESENT, WITH HEALTH MAINTENANCE ORGAANIZATIONS IN
SOUTH FLORIDA. I WILL KEEP MY COMMENTS BRIEF.

T HELD HEARINGS IN FLORIDA UNDER THE AUSPICES OF THIS
COMMITTEE IN 1984 AND, AGAIN, IN APRIL OF 1986, TO EXAMINE
CONTINUING COMPLAINTS REGARDING HMO Ol.”ZRATIONS IN MY AREA. I HAD
INTENDED THE HEARINGS TO REVIEW THE CARE AND OPERATIONS OF ALL
REGIONAL HMOS., BUT LAST YEAR IT QUICKLY EMERGED THAT ONE HMO --
INTERNATIONAL MEDICAL CENTERS -- GENERATED FAR MORE CuMPLAINTS OF
A SERIOUS NATURE THAN OTHER LOCAL HMOS. THE HEARING BECAME A
REVIEW OF IMC, AND THE ISSUES WHICH SURFACED PROMPYED ME TO
IMMEDIATELY ENLIST THE AID OF THE HEALTH CARE FINANCING
ADMINISTRATION, THE FLORIDA INSURANCE COMMISSIONER, THE INSPECTOR
GENERAL AND THE FBI IN AN INVESTIGATION OF IMC'S PRACTICES.

THE FIRST INDICATION I HAD THAT IMC'S PROBLEMS WOULD NOT BE
EASILY RESOLVED, WAS THEIP EXPLANATION FOR AN OVERWHELMING
INCREASE IN COMPLAINTS ABOUT THEIR NON-PAYMENT OF CLAIMS. THE
PREVIOUS FALL, MY OFFICE HAD BEEN INUNDATED WITH COMPLAINTS THAT
IMC WAS NOT PAYING THEIR CLAIMS, IMC TESTIFIED THAT 5,000 CLAIMS
HAD BEEN LOST DUE TO A COMPUTER GLITCH. I WAS LATER APPROACHED
OUTSIDE OF THE HEARING ROOM BY AN IMC EMPLOYEE AND WAS TOLD THAT
THE NUMBER OF CLAIMS LOST WAS 50,000, NoT 5,000 -< AND THAT THESE
CLAIMS HAD NoT BEEN LOST DUE TO COMPUTER ERROR BUT HAD, IN FACT,
BEEN DELIBERATELY DESTROYED. AN ATTORNEY REPRESZNTING IMC LATER
CAME TO ME IN WASHINGTON AND TOLD ME THAT THESE CLAIMS HAD NOT
BEEN LOST OR SHREDDED: THEY HAD FALLEN OFF THE BACK OF A TRUCK.

WHEN A FEDERALLY QUALIFIED HMO GIVES THIS KIND OF
EXPLANATION FOR WHY THEY HAVEN'T BEEN PAYING THEIR BILLS, YOU
BECOME CONCERNED ABOUT THE REST OF THEIR OPERATION.

I DO NOT WANT TO FOCUS ONLY ON THE F1NANCIAL ASPECTS OF
INC'S FAILURE. I HAVE PROFOUND CONCERNS ABOUT THE CONSISTENCY
AND QUALITY OF CARE IMC PROVIDED. 1 HAVE STACKS OF CCMPLAINTS IN
MY OFFICES FROM IMC MEMBERS AND FORMER IMC MEMBERS -- STORIES OF
PEOPLE WHO FEEL THEY WERE DEPRIVED OF CARE, OR WHO FEEL THEY WERE
SIMPLY NEGLECTED. THESE COMPLAINTS RANGE FROM THE IMC MEMBERS

WHO TIME AND TIME AGAIN COULD NOT GET APPOINTMENTS WITH THEIR
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DOCTOR OR REFERRALS TO SPECIALISTS, TO HORROR STORIES: STORIES
OF CANCER NOT DETECTED UNTIL TOO LATE, STORIES OF PATIENTS
WAITING IN HOSPITAL EMERGENCY ROOMS FOR URGE'S MEDICAL ATTENTION.

I HAVE A CASE HERE OF ONE CONSTITUENT WHO HAD HIS SURGERY
APPROVED BY IMC. HE WAS PREPPED FOR THE OPERATION WHEN THE
ATTENDING SURGEON TOLD HIS DAUGHTER THAT HE WOULD NCT PERFORM THE
OPERATION UNTIL HE RECEIVED, UP FRONT, PAYMENT FOR THE SURGERY.
THE DOCTOR HAD EXPERIENCED SUCH‘DI"ICULTY IN GETTING
REIMBURSEMENT FOR SERVICES PROVIDED TO INC MEMBERS THAT HE NO
LONGER TRUSTED IMC TO PAY HIN EVEN IF THEY HAD ALREADY APPROVED
THE OPERATION.

THESE ARE STORIES THAT NEED TO BE TOLD, AND I HAVE REQUESTED
THAT THIS COMMITTEE, THE WAYS AND MEANS COMMITTEE, AND THE
COMMITTEE ON ENERGY AND COMMERCE CONVENE HEARINGS TO EXAMINE THE
INC SITUATION MORE CLOSELY.

AT THE TIME OF ITS CONTRACT TERMINATION, INC RECEIVED ABOUT
$30 MILLION A MONTH -- THAT'S $360 NILLION ANNUALLY ~- AND SERVED
OVER 130,000 MEDICARE BENEFICIARIES. IN A TIME OF DEEP CONCERNS
OVER BUDGET DEFICITS, WE ONE IT TO THE AMERICAN TAXPAYER AND
MEDYCARE BENEFICIARIES IN HMOS NATIONWIDE, ALL 867,000 OF THEM,
TO SEE THAT THE FEDERAL INVESTMENT IN HMOS IS SPENT RESPONSIBLY.
I BELIEVE THAT HEALTH CARE PROFESSIONALS HAVE A RIGHT TO MAKE A
PROFIT, BUT I FIND MANY OF THE FACTS SURROUNDING INC*'S
TERMINATION DISQUIETING, TO SAY THE LEAST.

A REPORT ISSUED BY THE GENERAL ACCOUNTING OFFICE IN 1986
CONCLUDE™ THAT HMOS COULD RECEIVE 5% LESS IN FEDERAL
REIMBURSEMERT PAYMENTS AND STILL BARN A PROFIT. GAO CONCLUDED,
IN FACT, THAT UNLESS THE GOVERNMENT INSTITUTZD THIS CHANGE IN
REINBURSEMENT, PLANS TO SAVE MONEY BY PROMOTING HMOS WOULD FAIL:
WE 1'ILL END UP SPENDING MORE, NOT LESS. IP THESE CONCLUSIONS ARE
TRUE, INC HAS RECEIVED $1.5 MILLION IN EXCESS PROPITS MONTHLY.

I PIND THIS APPALLING WHEN I COYSIDER THE HUNDREDS OF CASES IN MY

OFFICE FRON INC MEMBERS NOW STUCK WITH UNPAID BILLS. MANY OF
THESE PEOPLE ARE ELDERLY, AND THEY ARE DUNNED AGAIN AND AGAIN FOR
PAYMENT FOR SERVICES FOR WHICH THEY ARE, UNDER FLORIDA STATE LAW,
NOT LIABLE. ONE HOSPITAL IN MY DISTRICT IS OWED ONE MILLION
DOLLARS BY INC.

I AM FURTHER APPALLED WHEN I READ REPORTS THAT THE INC'S
PISCAL CHAOS WAS DUE IN LARGE PART TO EXCESSIVE ADMINISTRATIVE

COSiS, HIGH SALARIES, AND COSTLY MARKETING STRATEGIES. WHILE INC
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EXECUTIVES RODE IN COMPANY LIMOSINES, SERIOR CITIZENS AND
CREDITORS WENT UNPAID.

LHORY ¥ AFTER THE HEARINGS I HELD IN 1986, HCFA DEMANDED
THAT INC INFUSE $9.1 NILLION INTO THE COMPANY TO INSURE THEIR
FPINANCIAL SOLVENCY. IN FEBRUARY, AS PART OF A PROPOSAL TO BUY
INC OUT, HUMANA CORPORATION BOUGHT $5 NILLION IN INC STOCK. 1IN
APRIL OF THIS YEAR, HCFA DEMANDED THAT IMC INFUSE $5 MLLION INTO
THE COMPANY TO AGAIN INSURE THEIR PINANCIAL SOLVENCY.

MR. CHAIRMAN, IMC HAS BEEN CHARACTERIZED AS HAVING A "SLOPPY
MANAGEMENT STYLE.® HOWEVER, IF IT HA‘S NECESSARY FOR THIS IMMENSE
AMOUNT OF CAPITAL TO BE PUMPED INTO THE SYSTEM WHILE INC
CONTINUED TO RECEIVE $30 NILLION IN FEDERAL MONIRS A MONTH, AND
1IF THIS FISCAL CHAOS CONTINUED WHILE' THE GOVERNMENT AND THE STATE
RECEIVED HUNDREDS OF COMPLAINTS ABOUT THE KIND OF CARE INC WAS
GIVING ITS MENMBERS, I ASK YOU: WHO WERE THE SLOPPY MANAGERS?
INC, OR OUR GOVERNMENT ACENCIES?

WE MIGHT CONCLUDE THAT BOTH ARE AT FAULT. HOWEVER, I
QUESTION WHETHER THE AGENCIES HAD THE PROPER TOOLS TO DEAL WITH
THE SITUATION. WHAT I WAS TOLD WAS THAT WE HAVE FEW OPTIONS TO
DEAL WITH HMOS WHO FALL OUT OF COMPLIANCE, OTHER THAN TO
DECERTIFY THEM.

LET ME OFFER ONE EXAMPLE OF THE CATCH-22 SITUATION THAT, I
THINK, CHARACTERIZES THIS BUREAUCRATIC NIGHTMARE.

AS IMC HOVERED ON THE BRINK OF INSOLVENCY, FOLLOWING THE

TERMINATION OF ITS CONTRACT BY HCFA, 1 CARRIED ON A THREE-WAY

PHONE CONFERENCE WITH HCFA, COMMISSIONER GUNTER'S OFFICE AND OUR
CONGRESSIONAL OFFICE. THE COMMISSIONER EXPLAINED THAT HIS PEOPLE
WERE READY TO MUVE IN, BUT COULD NOT, BECAUSE IMC WAS NOT
INSOLVENT. WHY NOT? BECAUSE HCFA WAS GOING FORWARD WITH A $30
MILLION MONTHLY PAYMENT ON FRIDAY. HCFA COMPLAINED THAT THEY HAD
10 PROCEED WITH THE $30 MILLION PAYMENT ON FPRIDAY., WHY? BECAUSE
THE COMMISSIONER WOULD NOT MOVE IN.

AS CLEAR A CATCH-22 SITUATION AS ONE IS LIXELY TO SEE.

THAT IS ONE REASON WHY, IN THE 13-POINT HMO REFORM PACKAGE I
INTRODUCED IN THE LAST CONGRESS. I PROPOSED GRANTING FEDERAL
AUTHORITIES THE ABILITY TO INPOSE CIVIL MONETARY FINES FOR
DENYING PROPER CARE. THAT IS NOW A LAW, AS WELL AS SIX OTHER
MEASURES IN THAT PACKAGE, INCLUDING PROMPT PAYMENT REQUIREMENTS
AND NEW GRIEVANCE PROCEDURES.

TODAY, MR, CHAIRMAN, I AM AGAIN INTRODUCING THE REMAINING

SIX PROVISIONS. THEY ARE AIMED'AT ENHANCING FEDERAL OVERSIGHT oF
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HMOS AND, SPECIFICALLY, ADDRESS THE FINANCIAL SOLVENCY OF THESE
ORGANIZATIONS. THE BILL WOULD REQUIRE THE AGENCIES WITH
OVERSIGHT RESPONSIBIITY TO MAXKE A CRE.TER EFFORT TO MONITOR THE
FISCAL HEALTH OF AN HMO'S AFFILIATES; IT WOULD MAKE IT ILLEGAL
FOR HEALTH CAR® SERVICE PROVIDERS TO DUN HMO MEMBERS FOR PAYMENT
FOR SERVICES; IT WOULD REKQUIRE THx SECRETARY OF HEALTH AND HUMAN
SERVICES TO §1UDY THE QUALITY OF CARE PROVIDED TO HMO MEMBERS AS
COMPARED TO THY. KIND OF CARE ~FPERED By OTHER HEALTH PROVIDER
STRUCTURES .
LET ME CLOSE WITH THIS REMARK: I BELIEVE THE HUMANA PURCHASE
OF INC IS A POSITIVE STEP. HUMANA HAS A LONG HISTORY oF
PROVIDING QUALITY HEALTH CARE.
BUT WHETHER THE OWNER IS IMC OR HUMANA OR ANY OTHER COMPANY,
I WILL CONTINUE TO HOLD ITS MANAGEMENT ACCOUNTABLE TO THE SENIOR
CITIZENS OF SOUTH PLORIDA.
© WE CAN TOLERATE NO RECURRANCE OF THE INC PANIC.
© WE CANNOT NOW OR IN THE FUTURE PERMIT THL LIVES AND WELL~-
BEING OF OUR PEOPLE TO PALL VICTIM TO THE PROFIT MOTIVE
GONE BERSERK,
««+AND FINALLY
© WE CANNOT RELAX OUR VIGILANCE UNTIL QUALITY HEALTH CARE IS
A RIGHT RATHER THAN A PRIVILEGE FOR ALL OLDER
AMERICANS. ..FOR ALL AMERICANS.

487
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To smend title XVIII of the Social Security Act to improve the quality of
gervices furnished by health maintenance organizations and competitive medi-
cal plans to medicare beneficiaries, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES

June 11, 1987

Mr. Mica introdused the following bill; which was referred jointly to the
Committess on Ways and Means and Energy and Commerce

A BILL

To amend title XVIII of the Sccial Security Act to improve the
quality of services furnished by health maintenance organi-
zations and competitive medical plans to medicare benefici-

aries, and for other purposes.
1- Be it enacted by the Senate and House of Representa-
Y tives of the United States of America in Congress assembled,

3 SECTION 1. SHOXT TITLE.
4 This Act may be cited a8 the “Medicare HMO/CMP

5 Quality Improvement Act of 1987".
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2
1 SEC. 2. PENALIc FOR IMPROPER BILLING OF BENEFICI-
2 ARIES.
3 (&) IN GENERAL.—Section 1876 of the Social Security
4 Act (42 US.C. 1395mm) is amended by adding at the end
5 the following new subsection:
6 “G)(1) Any individual or person who—
7 “(A) pursuant to an agreement with an eligible
8 organization, furnishes services to an individual en-
9 rolled under this section in return for payment from the
10 organization for such services, and
11 “(B) knowingly charges or bills the individual for
12 amounts for which the organization is liable under such
13 agreement,
14 i3 subject to a cjvil money penalty of not more than $2,000
15 with respect to each such individual charged or harassed and
16

is subject to being barred from Participation in the program

[y
-3

under this title for & period not to exceed 5 years, in accord-

—
o

ance with the procedures of paragraphs (2) and (8) of section
1862(d).

DN e
S

“(2) The provisions of section 1128A (other than gub-

(3]
p—

sections (a) and (b)) shall apply to a civil money penalty

()
()

under paragraph (1) in the same manner as tkey apply to a

[\]
[SC]

civil money penalty under that section.

()
=

“(B)A) The Secretary may not bar an individual or

[\
O

person pursuant to paragraph (1) if the individual or persor is
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3

a sole community provider or sole source of essential special-

[y

ized services in a community.

“(B) The Secretary shall take into account access of
beneficiaries to necessary services for which payment may be
made under this title in determining whether to bar an indi-
vidual or person from participation under paragraph (1).

“(C) The Secretary ray, out of any civil monetary pen-

alty or assessment collected from an individual or person pur-

w W =3 O O = W W

suant to paragraph (1), make a payment to a beneficiary

under this title in the nature of restitution for amounts paid

bt ek
4

by such beneficiary to the individual or person for which the

beneficiary is not liable under this section.”.

%Y
[\

(b) ErFecTive DATE.—The amendment made by sub-

[
w

section () shall apply to amounts charged or billed on or

[y
'S

after the date of the enactment of this Act.

[y
>

SEC. 3. COOPERATION WITH STATE OFFICIALS IN MONITOR-

[
[=2]

ING COMPLIANCE WITH REQUIREMENTS.

[y
-3

Section 1876 of the Social Security Act, as amended by

[
(e 2}

section 2(a) is further amended by adding at the end the fol-

DD ek
[T ]

lowing new subsection:

“(k) In monitoring compliance of eligible organizations

34
[y

with contracts under this section in meeting the requirements

(3]
(3]

of this section and under such contract and in taking action

[
w

with respect to failure uf such an organization to comply with

[
kg

such requirements, the Secretary shall consult with appropri-

25
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4
ate State officials for the purpose of assuring coordination of
their actions with respect to such monitoring and taking ac-
tions for failure to comply with such requirements.”.
SEC. 4. TREATMENT OF CERTAIN NETWORK AFFILIATES.

(2) IN GENERAL.—Section 1876 of the Social Security
Act, as amended by sections 2(a) and 3, is further amended
by adding at the end the following new subsection:

“0)(1) In the case of an eligible organization which has
entered into a risk-sharing contract under this section and
which provides for the furnishing of services under the con-
tract through a . work affiliate (as defined in paragraph
@2)—

“(A) the Secretary shall require the agreement
between the organization and the affiliate to have such
terms as may be necessary to insure the delivery of
quality health care services by the affiliate and to
insure sound fiscal management of the affiliate;

“(B) if the organization is not deseribed in subsec-
tion (b)(1), the organization must have made adequate
provision against the rigk of insolvency of the affiliate,
which provision is satisfactory to the Secretary;

“(C) the financial status of the affiliate may be
taken into account in determining the financial status

of the eligiole organization; and

31
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5
“D) the provisions of subparagraphs (4), () and
(D) of subsection (i)(3) shall also apply to the network
affiliate.
“(9) As used in paragraph (1), the term ‘network affili-
ate’ means, with respect to an eligible organization, an entity
which has entered into au agreement with the eligible organi-

zavion under which—

“(A) the entity is compensated by the organiza-
tion in the manner described in subsection b)2)®B),

and

“(B) the entity assumes responsibility, with re-
y P y

spect to identified enrollees, for patient care with re-
spect to substantially all physicians’ services (insluding
primary care services and specialist services) and some
institutional services for which the organization is re-
sponsible for furnishing to such enrollees under the
contract.”.
() ErrecTIVE DATE.—The amendment made by sub-
section (a) shall take effect on January 1, 1988.
SEC. 5. STUDY OF UTILIZATION AND QUALITY OF SERVICES
FURNISHED BY MEDICARE HMOS AND CMPS.
The Secretary of Health and Human Services shall pro-
vide, through a contract with an appropriate organization, for
a study of the extent of utilization of services, and the quality

of such services, furnished by eligible organizations under

oHR 265 H
v &
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6

risk-shering contracts u: der section 1876 of the Social Secu-

rity Act (or comparable demonstration projects), or by others
under an agreement with such an organization, to medicare
beneficiaries enrolled under such section. Such study shall
examine services furnished by at least 5 eligible organizations
and shall examine services furnished by each such eligible
organization which both (1) has enrolled at least 100,000

medicare beneficiaries and (2) has had a waiver of the re-

quirement of section 1876(f)(1) of such Act. The Secretary

shall submit to Congress, by not later than January 1, 1989,

the results of such study.
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The CHAIRMAN. Thank you, Mr. Mica. I would like to, if you
don’t mind, have some of your points clarified.

Mr. Mica. Certainly.

The CHAIRMAN. But before we do that, I'd like to ask if you’d be
so kind as to send a “Dear Colleague” letter to each member of the
committee and enclose your proposed bill.

Mr. Mica. We would be happy to d» that, Mr. Chairman.

The CHAIRMAN. What I had in mind was strictly with regard to
the authority that the Federal and State authorities have in ag-
gressively enforcing the Medicare demonstration of risk contracts.
Is there a lack of aggressiveness on the part of both th~ Federal
Government and the State governments?

Mr. Mica. Of course, Mr. Chairman, I'm only speaking now of
the incident in Florida. I think that since HMOs are a new concept
at least in the Federal sense and they started out recently as a
demonstration project, that there probably is a lack of regulation
law and a lack of legislative history to write that law with regard
to problems we've had in State and Federal coordination. At one
point in one of the original hearings, we had a sense that the Fed-
eral Government was throwin%.l up its hands saying my gosh, 1
can’t believe the figures we're hearing; we thought the State was
checking this. The State, throwing up their hands and saying we
thought the Federal Government was checking this. So there may
indeed have to be a review of the laws coordinating these agencies.

Now, more recently, our State has had a legislative session re-
garding HMO’s, and I understand Mr. Gunter will address that
issue.

The CHarMAN. That was precise'y what has been worrying me
with regard to the wnole problem .nd that is the almost complete
lack of management. But first of all I wanted to establish whether
or not there is a complete lack of management nationwide. I some-
times suspect that that is the case in many States. Now, che other
thing that I had in mind to ask was with regard to your statement,
and I'm looking for it now, where you say that IMC has been char-
acterized as having a sloppy management style. It was necessary
for this immense amount of capital to be pumped into the system,
whilehIMC continued to receive $¢0 million in Federal monies a
month.

Now, it was known that this was a sloppy system. Still, $30 mil-
lion went into this sloppy system a month. Again, was there no
oversight?

Mr. Mica. Mr. Chairman, very respectfully, referring to the Fed-
eral oversight, I think the Congress took the lead in this role. I
think HCFA could have done a better job. Maybe tne new team on
board is doing a better job. But I was very kind when I said sloppy.
The recent audits have indicated that they were paying their man-
agement four to five times the national average for similar duties.
At one point it was uncovered that all of the senior management
were driving new Mercedes and had yachts, memberships in clubs.
1t was a very expensive, exclusive operation at the top.

While they were driving the new cars and buying the yachts and
all these perks, the bills weren’t being paid.

The CHAIRMAN. Well, sloppy in many respects. The Chair will
recognize Mr. Biaggi.
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Mr. Biagar. Thank you, Mr. Chairman. I have an opening state-
ment. Mr. Bonker, because of a conflict in his schedule, is unable to
return to the hearing this morning and I ask unanimous consent to
have both his and my statement introduced into the record.

The CHAIRMAN. Without objection, it will be so ordered.

Mr. Biagat. I would like to comment briefly. From the New York
perspective, in February of 1986, I, as Chairman of the Subcommit-
tee on Human Services in the Committee on Aging, held a hearing
with relation to HMOs and learned a great deal. We knew that a
great deal more had to be pursued.

As a matter of fact, I visited the headquarters of IMC. I spent
several hours there with Congressman Larry Smith of your State
and clearly, it's a monumental undertaking.

There were some questions, but due to limitations of time, as we
all understand in the Congress, the oversight capability of the Con-
gress hasn’t been all that great generally speaking. You’re to be
commended—commended for your persistence, commended for
your ability to pursue and also for your courage in not falling
victim to the threats, blandishments, and harrassments. But you've
done a yeoman’s service, you and your staff,

We also place a special purpose in the Select Committee on the

g.

I'm proud to be a colleague of yours and I commend you once
again for your laudable work.

The CHAIRMAN. Thank you, Mr. Biaggi. Mr. Fawell.

Mr. FAweLL. The only question I have is, ‘here is, I assume,
standard auditing procedure: by HCFA. Why wzsn’t this uncovered
and could it possibly be that there are other such HMOs out there
of which we know nothing?

Mr. Mica. Well, first, I think that alludes to the Chairman’s
qdestion, was there enough oversight from the State and Federal
Government. And I think that at one point the State thought the
Federal Government was carrying out some of the duties, and the
Federal Government thought the State was. But I should tell the
committee that even simple procedures like HCFA review were
problematic. In one case an individual was sent down to check on
IMC. Shortly thereafter, he went to work for IMC. When one of the
major eight accounting firms sent in an outside auditor, the chief
auditor, as he finished his report, went to work for IMC. When
Federal officials went down to look at IMC, they got a great suntan
and a new job. We have had this problem, in addition to whatever
rules and regulations were in place. We had a situation where it
appears, and this is a subject for the courts to determine, that
people who may have found a problem with IMC were coaxed into
staying and going to work for IMC.

And this has been, incidentally, a subject of a great deal of ques-
tioning in the Florida press, and I understand the Washington
press is looking at that.

Mr. FAWELL. So you’re saying that the oversight wasn’t worth a
heck of a lot.

Mr. Mica. Well, at feast ir that period of time when this problem
was growing, it doesn’t appear to be. There’s a newer team that’s
been working on this that I think has done a much better job.

t—
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Whether or not they have all the tools they need is a subject for
this committee to debate, and the subject of my legislation.

Thank you.

The CHAIRMAN. Mr. Kennedy.

Mr. KENNEDY. Thank you, Mr. Chairman. Mr. Mica, you’ve done
a tremendous job in serving your constituents and hearing their
complaints. When you have that many people that are being hurt,
it seems that being a Congressman and picking up on those issues
and following uf), is really serving the needs of your constituents.

I was, a couple of years ago, involved in looking at establishing
an HMO up in Massachusetts. And one of the conclusions that 1
came to in looking at them was that while HMOg have a tremen-
dous appeal at the get-go, that is, as the HMO fills up and more
and more people enter that system, that they have not really
gotten to the root cause of ratcheting down medical and health
care costs in this country. My concern at the time was that we
could have kind of an operation at the nonprofit corporation that I
was running that could pull in lots of money for a period of maybe
8 or 10 years. But at the tail end of that, once you've filled up your
quota, that because you hadn’t ratcheted down any health care
costs, then you might have either promised the provision of drugs
for instance or private health care services, maybe you’ve skimmed
the cream of the population to exclude certain senior citizen cate-
gories and the like. But essentially you're going to end up with a
health care category of individuals that were 10 years older, were
becoming more sick, and therefore your cost structure was going to
g0 way up.

And I wonder whether or not you've drawn any conclusions
about the whole cost structure of HMOs and whether or not we’re
going to be able to not just see this on an accountant’s piece of
paper, but whether or not we can draw any major conclusions
about where HMOs are leading the health care delivery system in
this country.

_Mr. Mica. Certainly. But before I address costs, let me just men-
tion one point.

I am very proud of the work that we did in Florida, and this
prchlem was found throughout a good portion of South Florida, not
just my district. We're pleased that we had the chance to represent
our constituents well. But you know, an administration, a Presi-
dential administration about 6 or 8 years ago said it would be our
goal to see 80 percent of America on HMOs by 1990. The present
administration and many in this country would like t< see most of
the seniors of this country moved into an HMO. Suv while I think
we've focused on a problem, we are in z sense ahead of the curve.
And if we address tgis problem, some of the greed and some of th2
insufficient regulations, some of the problems we saw there, we cai
address the problem and nip it in the bud that will essentially
affect every district in this Nation, because I think the movement
will be towards HMO or an HMO-like concept.

Now, with retard to cost. Absolutely, if you go to an HMO strict-
ly and totally with seniors, statistics have indicated that senior citi-
zens, over the age of 62, need five times the health care of anyone
under the age of 62. And for everybody the first year at 62, 10
years later they’re 72, and at 72 that five times goes up to 40 or 50
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times. That’s why the original legislation said you just have a 50-
50 breakdown of membership. No more than 5?), percent medicare.
You need to go out in the community and get those businesses and
get those governmental entities and those young people involved so
1t balances out so that doesn’t happen.

A fatal flaw in IMC was that they were given, I think at least
once, maybe twice or three times, a waiver in the 50-50. Only two
in that Nation got that waiver. Both have now failed.

Mr. KENNEDY. No niore questions.

The CHAIRMAN. Mr. Exdreich.

Mr. ErprEIcH. Thank you, Mr. Chairman. I don’t have any ques-
tions. I just want to compliment Mr. Mica for what h~ has done
and brought these problems not just to our attention but to the
country’s. My ovwn gtate is goini through a look-see at a potential
HMO structure, and I daresay that many of the concerns that you
went through in Florida are some of those that we share in la-
bama. So I thank you for what you’ve done and I think it will be
very valuable for all seniors in the future. There’s no question,
more and more alternatives such as HMOs are provided for senior
citizens.

I thank the gentleman.

The CHAIRMAN. Thank you. Mr. Clarke.

Mr. CLARKE. Thank you, Mr. Chairman.

I was very impressed with the courageous and effective work
that Representative Mica has done in Florida. And I just have one
question. I'd like to agk Mr. Mica if there was a negative effect on
other HMOs in Florida as a result of the discoveries of your staff
and your committee?

Mr. Mica. Yes, sir. I might tell you that obviously this generated
a great deal of public and press attention. I believe, and these fig-
ures are close, that at one point IMC had 200,000 seniors s mem-
bers. When this started to occur, enrollment went down to some-
where around 130,000 and other HMO’s have had enrollment prob-
lems. And maybe that’s one more reason why I should say this.
Kaiser-Permaneonte in California, HMO’s in Boston, at Georgetown,
throughout this Nation, millions of ple are very happy with
HMOs. It can work. But you Lave toﬁocareful. And in this case,
where greed took over, or where insufficient oversight allows prob-
lems to occur unchecked, HMO’s can be disasirous.

We have been told that, there will be dozens if not hundreds of
malpractice suits filed where people have been maimed or died be-
cause of the problems resulting from the IMC failure and the IMC
operation.

Mr. CLARKE. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Clarke. Mr. Mics. I would like to
thank you on behalf of the committee for some excellent testimony.
Since you were the Chairman of the first committee that went out
to look into this suhject matter, I'd like to invite you to sit as co-
chairman of this hearing at this time.

Mr. Mica. Thank you, Mr. Chairman,

e CHAIRMAN. Ladies and gentlemen, our first outside witness
for today’s hearings, will be Dr. William Roper, who is the Admin-
istrator of the Health Care Financing Administration. In addition
to his other responsibilities, Dr. Roper has responsibility for the
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medicare HMO program and has been actively involved in the solv-
ing of problems with IMC. Dr. Roper, we look forward to hearing
your testimony, especiaily on the new legislative proposal for im-
mediate sanctions and the new prepaid health plan models.

Will you please proceed in any manner that you may desire?

TESTIMONY OF WILLIAM L. ROPER, M.D., ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION

Dr. Roeer. Thank you, Mr. Chairman and members of the com-
mittee. I am pleased to have the opportunity this morning to dis-
cuss medicare’s experience with HMOs, health maintenance orga-
nizations, and competitive medical plans, or CMPs. Beneficiaries
who have chosen this option are receiving high quality care and
mgﬁg berefits than are available through traditional fee-for-service
inedicare.

We believe the HMO option is sound and that it should be en-
couraged and expanded. I also want to discuss our recent experi-
ence wi’ 1 one HMO, IMC, which served medicare beneficiaries up
nntil the first of this month when it became a part of Humana
Medical Plan, Incorporated.

We believe private health plans like HMOs and CMPs should be
a choice available to all medicare beneficiaries. These private
health plans offer managed care that is designed to meet the full
continuum of beneficiaries’ medical needs. Private health plans
provide, on average, $20 per month more in extra benefits or re-
duced out of pocket costs. These plans eliminate the need for bene-
ficiaries to submit claims to medicare and medigap insurers, and
that reduces dramatically the paperwork burden that they face.
Private health plans enable providers to negotiate payment ar-
rangements that they find fair based on local community stand-
ards. And finally, the use of private health plans serves medicare’s
need to operate more efficiently, thus preserving medicare’s long-
run financial viability. Strengthening private health plans is one of
my agency’s highest priorities and it’s also high on Secretary
Bowen’s agenda. But I want to emphasize that our goal is to offer
as many beneficiaries as possible a choice in the health care deliv-
ery system that meets their needs, They should always be free to
choose for themselves, whether an HMO, competitive medical plan,
or traditional fee-for-service medicare. It's not our desire and has
never been our desire to force all or 80 percent or any other
number of our beneficiaries into HMOs.

W implemented the medicare risk contracting aathority enacted
by the TEFRA legislation in April of 1985. Today, 16 million medi-
care beneficiaries live in areas where they have the option to join
an HMO or CMP. Almost a million of them have chosen to enroll
in one of 152 medicare contracts in 34 States. Our research shows
that beneficiaries are satisfied with HMOs and that HMOs and
CMPs can successfully do business with medicare. Our experience
to date under the regulations implementing the TEFRA risk con-
tracts has provided many valuable lessons. Some of these relate di-
rectly to IMC and some come from the whole of our experience.
What I want to do today is to discuss briefly the specifics of the
IMC situation and then discuss the lessons we have learned.

A8:
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Since becoming HCFA Administrator in May, 1986, I have been
concerned about the failure of IMC to meet the standards for Fed-
eral qualification as an HMO and the t>rms of its contract to serve
medicare beneficiaries. Despite diligent work to correct deficiencies
or seek a qualified buyer for IMC, we concluded on May 1 that the
only recourse available to us was to terminate medicare’s contract
with IMC effective the end of July. Our response leaves no question
in my mind about our ability to manage a termination of a plan,
even the largest of the medicare plans. We took the following ac-
tions.

We immediately established toll free telephone numbers on
which we have received more than 11,000 telephone inquiries from
IMC enrollees. We set up task forces of HCVA staff in Miami and
Tampa to resolve urgent medical problems. We sent a mailing to
all IMC medicare members assuring them that Medicare coverage
remained intact and apprising them of the situation and of their
options. And we arranged for disenrollment, including access to
medicare supplemental policies, without waiting periods or exclu-
sions for pre-existing conditions.

Despite all of IMC’s problems, beneficiaries continue to remain
interested in the HMO option. Most beneficiaries who contacted us
were anxicus to remain in IMC or find another suitable HMO, if
remaining in IMC became impossible. Since we announced the ter-
mination of their contract, the Florida Insurance Commissioner,
Mr. Gunter, accepted the offer of Humana Medical Plan, Incorpo-
rated, to purchase certain assets of IMC effective June 1, and over
1118,000 medicare enrollees were then transferred into Humana’s
plan.

We've learned a great deal from our TEFRA risk contracts and
especially from our experience with IMC. In some cases, our les-
sons have led to our requests for legislation to strengthen our abili-
ty to enforce these contracts.

We believe that the most important lesson we’ve learned is the
importance of the 50-50 standard, the requirement that only 50
percent of the plan can be made up of medicare or medicaid benefi-
ciaries. We think it’s an essential element to ensure quality.

We’ve only approved three waivers of that 50-50 standard. One
of the plans is out of business, a second is currently reorganizing
under Chapter 11 bankruptcy rules; and the third of those is IMC.

The second lesson that we've learned is that we have a need for
sanctions other than termination of a plan from the program. Leg-
islation enacted last year, which we supported, provided more op-
tions but did not go far enough. The Reagan administration is
again this year proposing legislation that will authorize additional
penalties such as suspended enrollment or civil monetary penalties
for organizations tha'. overcharge on their premiums, conduct im-
proper enrollment, disenrollment or marketing practices.

We are also proposing to eliminate the options where medicare
intermediaries pay for inpatient hospital and skilled nursing facili-
ties services on behalf of the HMO and then we would deduct this
payment from our payment to the HMO. We believe this is overly
cumbersome and has led to a number of the problems we’ve had
reconciling how much is owed IMC.
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We believe that we should be allowed more flexibility to termi-
nate a contract. Currently, HMO’s have 90 days from the time we
announce our intent to terminate before that termination takes
effect. We believe in IMC’s case that 90 days was too long and we
plan to change our regulations to allow greater flexibility in the
future. Although I did not support the Congress’ desire that peer
review organizations who review the quality of care in the fee-for-
service sector also review the care rendered by private health plans
such as HMOs, I want to assure you that we are working vigorous-
ly to implement this law. We are now signing contracts for quality
review that will look at inpatient and outpatient care as of April 1,
1987, as is required. We believe too that amendments are necessary
to that legislation having to do with allowing out-of-State physi-
cians to review the care in HMOs, especially in States where there
are not enough in-State HMO physicians. And, we believe also that
we should be allowed to seek competitive bidding for agencies to do
this review in all States. Our experience thus far with HMOs and
CMPs has convinced us of the value of this option and it has
taught us many lessons. Some of those I have already commented
on. Many of these have already been enacted by the Congress;
others await legislative action.

In addition, we continue our efforts to improve this private
health plan option, for example, by researching ways to improve
our payment method. And, we continue to believe that it’s in the
interests of patients and providers for medicare to delegate deci-
sions about service delivery and price to reputable private firms.
We're optimistic that this option will become increasingly available
to medicare beneficiaries who do not now have such a choice. We
believe the program is stronger than ever and we're proposing to
expand further the range of private health plan options available
to medicare beneficiaries.

Expanding the range of private health plans available builds on
the TEFRA framework. We believe that framework to be sound.
We further believe that strict adherence to the principles of that
fraemework will assure that the plans available to our beneficiaries
are sound, viable and provide quality health care services.

I'd be pleased to respond to your questions.

[The prepared statement of Dr. Roper follows:]
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PREPARED STATEMENT OF WILLIAM R. ROPER, M.D.. ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT OF HEALTH &
HUMAN SERVICES

MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

T AM PLEASED TO HAVE THIS OPPORTUNITY TO DISCUSS MEDICARE'S PAST,
YRESENT, AND FUTURE EXPERIENCE WI1d HEALTH MAINTENANCE
ORGANIZATIONS AND COMPETITIVE MEDICAL PLANS (HMOS AND MPS) .
BENFFICIARIES WHO HAVE CHOSEN T:1S OPTION ARE RECEIVING HIGH
QUALITY CARE, MORE BENEFITS THAN THOSTZ AVAILABLE THROUGH
TRADITIONAL FEE-FOR-SERVICE MEDICARE AND A COORDINATED CASE-
MANAGED SYSTEM FOR DELIVERY OF CARE. FOR THESE REASONS WE
BELIEVE THE HMO OPTION IS SOUND AND THAT IT SHOULD BE °.NCOURAGED.‘

TODAY I WANT TO DISCUSS OUR EXPERIENCE, THE LESSONS WE HAVE DRAWN
FROM THAT EXPERILNCE, AND OUR GOALS FOR THE FUTURE. I ALSO WANT
TO DISCUSS OUR RECENT EXPERIENCE WITH ONE HMO OUT OF THE 152 HMOS
AND CMPS WHO CURRENTLY CONTRACT WITH MEDICARE. THIS HMO IS
INTERNATIC AL MEDICAL CENTERS (IMC), WHICH SERVED MEDICARE
BENEFICIARIES UP TO JUNE 1 WHEN ITS N.OICARE PLAN BECAME PART OF
HUMANA MEDICAL PLAN, INC.

WHY A PRIVATE HEALTH PLAN OPTION FOR MEDICARE BENEFICIARIES?

LET ME GIVE SOME OF THE REASONS WHY WE BELIEVE PRIVATE HEALTH

PLANS LIKE HMOS AND CMPS SHOULD SE A CHOICE AVAILABLE TO MEDICARE

BENEFICIARIES:

O THESE PRIVATE HEALTH PLANS OFFER BENEFICIARIES MA .\GED

CARE, CARE THAT IS DESIGNED TO MEET THE FULL CONTINUUM OF
MEDICAL NEEDS =-- SOMETHING THE FRAGMENTED MEDICARE RFNEFIT
PACKAGE IS NOT DESIGNED TO DO. MANAGED CARE LSO HAS THE
POTENTIAL TO PROVIDE HIGHER QUALITY OF CARE BECAUSE I.
CREATES A FOCAL POINT OF RESPONSIBILITY FOR AN INDIVIDUAL'S
MEDICAL WELL-BEING.

O THIS OPTION CAN PROVIDE MORE COVERAGE THAN FEE-FOR-SERVICE
MEDICARE AND OFTEN REDUCE OUT-OF-POCKET Cr~=§., ON AVERAGE,,
MEDICARE'S HMO AND CMP CONTRACTORS PROVIDL )HE MEDICARE
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BENEFTT PACKAGE FOR $20 LESS PER MONTH THAN MEDICARE'S
AVERAGE COST. PLANS RETURN 3AVINGS TO BENEFICIARIES IN THE
FORM OF LOWER COST-SHARING OR INCREASED BENEFITS-. THRSE
BENEFITS, SUCH AS ROUTINE EYE CARE, PRESCRIPTION DRUGS, AND

HEARING AIDS, ARE NOT COVERED BY TRADITIONAL MEDICARE.

37 HMOS DO NOT CHARGE MEDICARE BENEFICIARIES ANY PREMIUM
FOR THE BASIC MEDICARE BENEFIT PACKAGE, A PHENOMENAL SAVING
WHEN ONE CONSIDERS THAT THE AVERAGE OUT-OF-POCKET COST TO
THE MEDICARE BENEFICIARY WHO RECEIVES CARE ON A FEE-FOR~-
SERVICE BASIS IS $38.00 PER MONTH. THIS FIGURE DOBS NOT
INCLUDE THE AMOUNTS PAID ABOVE THE MEDICARE ALLOWED CHARGE
FOR PHYSICIAN SERVICES, SOMETHING HMO AND CHP MEMBERS DO

NOT FACE.

O HMOS AND CMPS DO NOT REQUIRE THEIR ENRULLEES TO FILL OUT
CLAIMS FORMS. AND THIS OPTION ELIMINATES THE NEED TO
SUBMIT CLAIMS FORMS TO MEDICARE FIRST AND THEN 10 A MEOIGAP

INSURER.

© PRIVATE HEALTH PLANS ENABLE PROVIDERS TO NEGOTIATE PAYMENT
ARPANGEMENTS THEY FIND FAIR BASED ON LOCAL COMMUNITY
STANDARDS, RATHER THAN BE SUBJECTED TO THE UNIFORM RULES OF
A CENTRALLY~ADMINISTERED MEDICARE PROGRAM. I'M SURE MANY .
OF YOU HAVE HEARD FROM CONSTITUENTS WHO COMPIAIN THAT
NATIONAL MEDICARE REIMBURSEMENT PRINCIPLES DO NOT ADDRESS
LOCAL CONDITIONS. DECENTRALIZATION OF PRICING AND DELIVERY

DECISIONS WILL HELP TC CORRECT THESE PROBLEMS.

0 FINALLY, THE USE OF PRIVATE HEALTH PLANS SERVES MEDICARE'S
NEED TO OPERATE MORE EFFICIENTLY, SOMETHING NECESSARY T0

PRESERVE MEDICARE'S LONG-RUN FINANCIAL VIABILITY.

HMOS AND CMPS ARE EXAMPLES OF PRIVATE HEALTH [.ANS.
STRENGTHENING THE PRIVATE HEALTH PLAN OPTION {PHPO) IS MY

AGENCY'S HIGHEST ©PRIORITY AND IS ALSO HIGH ON SECRETARY BOWEN'S
AGENDA. WHEN I SAY "STRENGTHEN," I DO NOT MEAR INCREASING
ENROLLMENT. OUR GOAL IS TO INCREASE THE NUMBER, QUALITY AND
AVAILABILITY OF BENEFICIARY CAOICES. WZ WANT AS MARY
PENEFICIARIES AS POSSIBLE TO HAVE THE CHOICE OF THE DELIVERY
SYSTEM THAT BEST * 'S THEIR NEEDS -- BE IT AN HMO, CMP, OR FEE-
FOR-SERVICE.

ERIC 042
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AMONG THE MEDICARE BENEFICIARIES TO WHOM THE HMO/CMP OPTION IS
AVAILABLE, ONE IN FIFTEEN HAS CMOSEN TO RECEIVE THEIR MEALTH CARE
THROUGHM AN HMO OR CMP. OVER 900,000 MEDICARE BENEFICIARIES ARE
NOW SERVED BY HMOS AND CMPS WHICM MOLD CONTRACTS UNDER RULES
IMPLEMENTING THE RISK CONTRACTING PROVISIONS IN THE TAX EQUITY
AND FISCAL RESPONSIBILITY ACT (TEFRA). THEY ARE ENROLLED IN 152‘
PLANS LOCATED IN 34 STATES. AND MOST IMPORTANTLY, HMOS AND CMPS
ARE NOW AVAILABLE AS AN OPTION FOR 16 MILLION BENEFICIARIES,
FULLY ONE-HALF OF THE MEDICARE POPULATION. THIS LAST STATISTIC
IS THE YOST INPORTANT BECAUSE, AS I NOTED, OUR GOAL IS NOT TO
INCREASE HMO ENROLLMENT BUT TO PROVIDE A CMOICE BETWEEN
TRADITIONAL MEDICARE AND OTHER DELIVERY SYSTEMS, INCLUDING HMOS
AND CMPS.

OUR EXPERIENCE TO DATE UNDER THE REGULATIONS IMPLEMENTING TEFRA
HAS PROVIDED MANY VALUABLE LESSONS. THESE REGULATIONS, WHICM
TOOK EFFECT ON APRIL 1, 1985, TRANSFORMED MEDICARE'S INVOLVEMENT
WITH HMOS AND CMPS. IT PUT THE HMO PROGRAM ON A NEW FOOTING AND
IMPLEMENTED OUR EXPERIEMCE TO THAT POINT IN DEALING WITH HMOS.

I WOULD LIKE TO DISCUSS THE SPECIFICS OF THE IMC SITUATION AND
THEN DISCUSS THE LESSONS WE HAVE LEARNED THUS FAR ABOUT THE
OPERATION OF TEFRA AND ITS IMPLEMENTING REGULATIONS.

TERMINATION OF INTERNATIONAL MEDICAL CEITTERS' MEDICARE CONTRACT

1MC HAS TAKEN MORE OF MY TIME THAN ° JTHER PROVIDER SINCE 1I
BECAME MCFA ADMINISTRATOR A YEAR AGO.

SHORTLY AFTER COMING TO THE AGENCY, I REVIEWED THE FACTS
SURROUNDING IMU AND I INFORMED IMC THAT THEY WERE OUT OF
COMPLIANCE WITH THE STANDARDS FOR FEDERAL QUALIFICATION AS AN
HMC, A PREREQUISITE FOR IMC'S MOLDING A CONTRACT TO SERVE
NFDICARE BENEFICIARIES. I REQUESTED A CORRECTIVE ACTION PLAN.
SINCE RECEI#T OF THAT PLAN ON JUNE 27, 1986, MCFA STAFF MADE 36
SITE VISITS TO OVERSEE IMPLEMENTATION OF THE CORRECTIVE ACTION
PLAN.

IN ADDITION, IMC HAD SERIOUS PROBLEMS RELATING TO THE 50/50
STANDARD REQUIRED OF MEDICARE'S HMO AND CMP CONTRACTORS. UNDER
TEFRA RULES, AN HMO OR CMP MAY NOT HAVE MORE THAN HALF OF ITS
ENROLLEES BE MEDICARE AND MEDICAID ELIGIBLES =-- THUS THE NAME,
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"50/50". IMC BEGAN ITS RELATIONSHIP WITH MEDICARE AS A
DEMONSTRATION PROJECT IN 1982. THE TERMS OF THAT DEMONSTRATION

ALLOWED FOR UP TO 75% OF IMC'S TOTAL ENROLLMENT TO COME FROM
MEDICARE AND MEDICAID. THE TEFRA REGULATIONS ALLOWED A
TRANSITION PERIOD OF UP TO THREE YEARS FOR HMOS AND CMPS WHICH
BEGAN AS MEDICARE DEMONSTRATION PROJECTS AND WHICH DID NOT MEET
THE 50/50 STANDARD. IMC SIGNED A TFFRA CONTRACT IN APRIL 1985,
AND RECEIVED THE WAI' SR OF $0/50 ALLOWED UNDER THE TEFRA RULES.
ONLY TWO OTHER DEMONSTRATION PROJECTS REQUESTED SUCH A WAIVER,
AND ONLY ONE OF THESt 1S STILL IN OPERATION.

\
ON JULY 18TH OF LAST YEAR, HUMANA INDICATED ITS INTENT TO ACQUIRE
IMC. BASED ON JNTINUED REASSURANCES BY BOTH HUMANA AND IMC THAT
NEGOTIATIONS WERE IN PROGRESS, WE HELD OUT HOPE THAT THEIR
TPANSACTION WOULD PUT IMC ON A <IRM FOOTING TOWARDS MEETING THE
TERMS OF THE CORRECTIVE ACTION PLAN AND THE $0/50 STANDARD. AS
THESE NEGOTIATIONS BECAME MORE PROLONGEZD, IT BECAME APPARENT THAT
THIS ACQUISITION WAS NOT GOING TO TAKE PLACE. FINALLY, IN MARCH
OF THIS YEAR, I *SKED HCFA'S OFFICE Or PREPAID HEALTH CARE TC
CONDUCT A FINAL REVIEW OF IMC TO DETE” {INE EXACTLY WHERE ITS
OPERATIONS STOOD. THAT REVIEW INDICATED "HUAT ALTHOUGH PROGRESS
HAD BEEN MADE TO CARRY OUT THE CORRECTIVE ACT(C. PLAN,
PARTICULARLY IN REGARD TO ZHE QUALITY OF CARE, 1MC STILL FELL
SHORT OF THE STANDARDS NECESSARY FOR A MELICARY CONTRACT. IN
PARTICULAR, THERE WAS NO PROGRESS TOWARD M.'ETING 50/52 BALANCL
BETWEEN COMMERCIA) ENROLLEES AND MEDICARE/MEDiCAID BENETICIARIES.
FROM JUNE 1986 THROUGH APRIL 1987, THE MEDICARE SHARE OF INC'S
ENROLLMENT GREW FROM 7.% TO 78%

135,000 MEDICARE BENEFICIARIES VOLUN" RILY o' ECTED IMC. V- D

NOT WISH TO DENY THESE PEZOPLT ~IR CHOICE UNTIL WE KD PURS JED
SVERY POSSIBLE SOLUTION SH™ ‘MINATION. IN THE END, IMC
LEFT US NO CHOICE. I NOT. MAY 1, 1907, THAT ITS
MEDICARE CONTRACT WAS TERM. ECTIVE JULY 21, 1987%.

AS YOU CAN IMAGINE, THE LAST MCoTH HAS BEEN VERY HECTIC. OUR
RESPONSE TO THE SITUATION ¥AS VIGOROUS. WE ASKED HCFA STAFF TO
PERFORM TO THEIR UTMOST. I WOULD BE REMISS IF I DID NOT PRAISE
THE DEDICATION AND SERVICE ABOVE THE CALL OF DUTY SHOWN BY MY
AGENCY'S STAFF, ESPECIALLY ''HE STAFF IN OUR OFFICE OF PREPAID
HEALTH CARE. THEIR WORK WAS A TRIBUTE TO THE IDEAL OF PUBLIC

SERVICE.
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UPON MAXING THE TERMINATION ANNOUNCEMENT:

O WE IMMEDIATELY ESTABLISHED TOLL-FREE TELEPHONE NUMBERS FOR
MEDICARE BENEFICIARIES ENROLLED IN IMC TO CALL FOR
INFORMATION OR REPORT PROBLEMS IN OBTAINING CARE. FOR THE
FOLLOWING THREE WEEKS WE STAFFED OUR TELEPHONE BANK FOR 12
HOURS A DAY, SEVEN DAYS A WEEK. SINCE THE LAST WEEK OF MAY
THE LINES HAVE BEEN STAFFED FIVE DAYS A WEEK POR TEN HOURS
PER DAY. AS OF MAY 22, 11,500 TELEPHONE INQUIRIES WERE
RECEIVED;

O WE SET UP TASK FORCES OF HCFA STAFF IN MIAMI AND TAMPA.
THESE GROUPS RESOLVED URGENT PROBLEMS -- FOR EXAMPLE, THOSE
INVOLVING INABILITY TO OBTAIN CARE. RECORDS OF THE
INQUIRES HANDLED BY THIS STAFF WILL BE REFERRED TO THE
OFFICE OF INSPECTOR GENERAL FOR FURTHER INVESTIGATION;

O WE SENT A MAILING TO ALL IMC MEDICARE MEMBERS APPRISING
THEM OF THE SITUATICN AND OF THEIR OFTIONS; AND,

O WE ARRANGED FOR EASY ACCESS TO MEDICARE SUPPLEMENTAL
POLICIES WITHOUT WAITING PERIODS OR EXCLUSION FOR PRE-
EXISTING CONDITIONS FOR THOSE WHO WANTED TO DISENROLL.

OUR RESPONSE LEAVES NO QUESTION IN MY MIND ABOUT OUR ABILITY TO
MANAGE A PLAN TERMINATION. WE ALSO LEARNED THAT MOST
BENEFICIARIES WHO CONTACTED US WERE ANXIOUS TO REMAIN WITH IMC OR
FIND ANOTHER HMO 1T REMAINING WITH IMC BECAME IMPOSSIBLE.

SINCE WE ANNOUNCED THE TERMINATION OF IMC'S CONTRACT, THE
SITUATION HAS CHANGED FOR THE P TER. ON MAY 14, A FLORIDA STATE
COURT DECLARED IMC INSOLVENT AT THE REQUEST OF THE FLORIDA STATE
INSURANCE COMMISSICONER. AS A RESULT OF THE INSOLVENCY
PROCEEDINGS, THE INSURANCE COMMISSIONER ACCEPTED THE OFFER OF
HUMANA MEDICAL PLAN, INC. TO PURCHASE CERTAIN ASSETS OF IMC,
INCLUDING ITS GOLD PLUS MEDICARE PLAN, ?D THE INSOLVENCY COURT
APPROVED THE SALE.

HUMANA MEDICAL PLAN, INC. HAS SIGNED A CONTRACT TO SERVE MEDICARE
BENEFICIARIES. MEDICARE BENEFICIARIES ENROLLED IN THE IMC GoLp '
PLUS PLAN WERE AUTOMATICALLY TRANSFERRED TO THE HUMANA PLAN
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EFFECTIVE MONDAY, JUNE 1. WE HOPE IMC'S SUCCESSOR,, BACKED BY A
REPUTABLE, WELL-CAPITALIZED FIRM WITB EXTENSIVE EXPERIENCE IN
DELIVERING HEALTH CARE, WILL PROVIDE WHAT 1S NEEDED TO MAKE THE

ORGANIZA™ION A VIABLE, THRIVING HMO.

)

\ IN HINDSIGHT, OUR CONTRACT WITH IMC COULD HAVE BEEN BETTER

1 MANAGED. WE HAVE LEARNED A GREAT DEAL FROM OUR EXPERIENCE AND

| MISTAKES WITH IMC. OUR LESSONS HAVE LED TO OUR REQUEST FOR
LEGISLATION TO STRENGTHEN OUR ABILITY TO ENFORCE OUR CONTRACTS
WITH HMOS AND CNPS. SOME TOOLS WERE INCLUDED IN THE CONSOLIDATED
OMNIBUS BUDGET RECONCILIATION ACT AND THE OMNIBUS BUDGET
RECONCILIATION ACT. WE ARE ALSO PROPOSING NEW LEGISLATION WHICH
SECRETARY BOWEN PLANS TO FORWARD SOON THAT WILL PROVIDE IMPORTANT
ADDITIONAL TOOLS TO MANAGE OUR RISK CONTRACTORS . MOST OF OUR
LESSONS FROM MAKING TEFRA WORK ARE REFLECTED IN THIS LEGISLATION.

OUR LESSONS TO DATE

O THE IMPORTANCE OF THE 50/50 STANDARD. AS I NOTED, VIABILITY
IN THE COMMERCIAL MARKETPLACE IS, AND SHOULD BE, A PREREQUISITE

FOR SERVING MiUDICARE BENEFICIZRIES. WE BELIEVE 50/50 IS AN
ESSENTIAL ELEMENT OF OUR QUALITY ASSURANCE EFFORT, ALTHOUGH IT IS
NOT, BY ITSELF, A SUFFICIENT “JARANTY. THE $0/50 STANDARD
ASSURES MEDICARE BENEFICIAKIES THAT THEY ARE ENROLLED IN A
DELIVERY SYSTEM WHICH HAS BEEN SUCCESSFUL IN ATTRACTING NON-
MEDICARE/MEDICAID MEMBERS. THESE COMMERCIAL MEMBERS HAVE
EMPLOYERS AND UNIONS WHICH ACT AS PURCHASING AGENTS FOR THEM.
MANY GROUP PURCHASERS, THOUGH NOT ALL, ARE SOPHIS™™ ~TED
PURCHASERS WHO ARE PRICE AND QUALITY CONSCIOUS. BY REQUIRING
THAT THE S0/50 ST..4DARD BE MET IN EACH AREA SERVED BY AN HMO, AND
THAT MEDICARE BENEFICIARIES BE SERVED BY A DELIVERY SYSTEM WHICH
1S SUBSTANTIALLY SIMILAR TO THAT SERVING COMMERCIAI MEMBERS, WE
CAN ASSURE THAT THE INTERESTS OF MEDICARE BENEFICIARIES ARE

PROTECTED.

IMC'S MEMBERSHIP IMBALANCE ULTIMATELY DISRUPTED ITS SENSE OF
PRIORITIES. IT BECAME MEDICARE DEPENDENT, UNABLE TO EXIST
WITHOUT ITS MEDICARE CONTRACT. IT BEGAN TO PERCEIVE ITS MISSION
AS LOBBYING TO PRESERVE ITS MEDICARE CONTRACT, NOT REMEDYING THE

PROBLEMS WHICH THREATENED ITS CONTRACT.

O__ THE NEED FOR OTHER SANCTIONS. THE ONLY ALTERNATIVE TO
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ALLOWING IMC TO OPERATE AS IT DID WAS TERMINATION. THE
DISRUPTION THAT MEDICARE BENEFICIARIES WOULD EXPERIENCE DICTATED
THAT TERMINATION ONLY BE CONSIDERED IN THE MOST SERIOUS OF
CIRCUMSTANCES. TERMINATION MEANT, AMONG OTHER THINGS, THAT
BENEFICIARIES WOULD LOSE THE ADDITIONAL BENEFITS IMC PROVIDED AT
NO CHARGE AND THAT THEY WOULD HAVE TO FIND NEW PROVIDERS OF
HEALTH CARE SERVICES.

\
LEGISLATION WE HAVE SUPPORTED HAS ALREADY STRENGTHENED OUR HAMD.
THE OMNIBUS BUDGET RECONCILIATION ACT OF 1986 ALLOWS THE
SECRETARY TO SUSFEND NEW ENROLLMENT IN PLANS WHICH VIOLATE THE
50/50 STANDARD. ADDITIONALLY, THAT STATUTE PROVJDES A USEFUL
TOOL TO DEAL WITH HMOS WHICH ARE LATE IN PAYING THEIR BILLS. IT
CREATED THE AUTHORITY FOR HCFA, WHERE APPROPRIATE, TO PAY
UNAFFILIATED PROVIDERS DIRECTLY AND DEDUCT THE AMOUNT FROM
MEDICARE’S PAYMENT TO THE HMO.

WE BELIEVE THE ADDITIONAL AUTHORITY THAT WE ARE PROPOSING WILL
ALSO ENHANCE OUR ABILITY TO MANAGE HMOS WITH MEDICARE RISK
CONTRACTS. OUR PROPOSALS WOULD MAKE IT POSSIBLE TO SUSPEND
ENROLLMENT OR IMPOSE CIVIL MONEY PENALTIES ON ORGANIZATIONS THAT:
- OVERCHARGE ON PREMIUMS,
= IMPROPERLY FAIL TO ENROLL, OR IMPROPERLY DISENROLL,
INDIVIDUALS,
= ENGAGE IN ANY PRACTICE TO DENY OR DISCOURAGE ENROLLMENT BY
INDIVIDUALS W TH A NEED FOR SUBSTANTIAL MEDICAL SERVICES,,
OR
= MISREPRESENT OK FALSIFY INFORMATION.

WE HAVE BEEN TROUBLED BY THE ALLEGATIONS OF MARKETING ABUSES
INVOLVING SEVERAL SOUTH FLORIDA HMOS. MANY OF IMC'S PROBLEMS
STEMMED FROM ITS RAPID RATE OF GROWTH. ITS MEDICARE ENROLLMENT
WENT FROM APPROXIMMTELY 5,000 AT THE éND OF 1981 TO 135,000 AT
THL TIME THE MEDICARE CAP WAS SET IN JUNE, 1986. THE TEFRA RULES
ALLOW HMOS SERVING MEDIGARE BENEFICIARIES TO TAKE ONE OF THREE
APPROACHES TO ENROLLMENT. THE HMO MAY HAVE AN ENROLLMENT PERIOD
OF A SPECIFIED LENGTH OF TIME, IT MAY ENROLL MEMBERS UP TO A PRE-
SET LIMIT, OR IT MAY ENGAGE IN CONTIN''OUS OPEN ENROLLMENT. IMC
CHOSE THE LAST OPTION. 1IMC'S MEMBERSHIP DID NOT GROW ACCORDING
TO A WELL-DEVELOPED MMNAGEMENT STRATEGY,, BUT RATHER ACCORDING TO
THE MOMENT-TO-MOMENT SUCCESSES OF ITS MARKETING EFYORT.
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0 ELIMINATION OF THE OPTION WHEREBY MEDICARE'S FISCAL

INTERMEDIARIES MAKE PAYMENTS FOR AN HMO. UNDE CURRENT LAW AN

HMO OR CMP MAY OPT TO HAVE MEDICARE PAY FOR INPATIENT HOSPITAL
AND SKILLED NURSING PACILITY SERVICES AND ThEN DEDUCT THE PAYMENT
FROM THE MEDICARE PAYMENT TO THE HMO. WE ARE PROPOSING TO
ELIMINATE THIS OPTION. IMC'S USE OF THIS OPTION LED TO MEDICARE
OVERPAYMENTS. THE TROBLEMS ASSOCIATED WITH THIS OPTIOR HAVE
GROWN AS THE NUMBER OF BENEFICIARIES ENROLLED IN HMOS HAS GROWN,
CONVIRCING US THAT THIS ARRANGEMENT IS UNSUITABLE FOR A LARGE,
MATURF PRIVATE HEALTH PLAN PROGRAM. WE BELIEVE THAT
INTERMEDIARY PAYMENTS ON BEHALF OF RISK HMOS ARE GENERALLY
UNNECESSARY AND ARE AN ADMINISTRATIVE BURDEN TO HCFA,
INTERMEDIARIES AND HMOS.

O ALLOW MORE FLEXIBILITY TO TERMINATE A CONTRACT. CURRENT
REGULATIONS REQUIRE THAT AN 'IMO HAVE 90 DAYS FROM THE TIME WE

ANNOUNCE OGR INTENT TO TERMINATE BEFORE THE TERMIKATIOR TAKES
BFFECT. THE IMC SITUATION HAS SHOWN THAT AMOUNT OF TIME IS TOC
LONG IN SOME CASES. THEREFORE WE PLAN TO CHANGE OUR REGULATIONS
TO ALLOW MORE FLEXIBILITY WHEN TERMINATION IS NECESSARY. FOR
EXAMPLE, WHEN OUR INSPECTIONS REVEAL SERIOUS QUALITY PROBLEMS, A

SHORTER TERMINATION PERIOD WOULD BE WISE.

0 REVIEW BY INDEPENDENT ENTITIES WILL HELP ASSURE THE QUALITY CF
CARE RENDERED BY HM('S AND CMPS. WHILE I WAS NOT MYSELF

CONVINCED THAT EXTERNAL REVIEW OF THE TYPE USED TO REVIEW CARE IN
THE FEE-FOR-SERVICE SECTOR W2.S APPROPRIATE FOR PRIVATE HEALTH
PLANS, THE CONGRESS DECIDED OTHERWISE, AND I RESPECT THAT
DECISION. I AND MY STAFF ARE WORKING VIGOROUSLY TO IMPLEMENT THE
CONGRESS' DESIRE THAT *EER REVIEW ORGANIZATIONS (PROS) REVIEW THE

QUALITY OF CARE RENDERED BY PRIVATE HEALTH PLANS.

WE ARE SIGNING CONRTRACTS WITH ORGANIZATIONS WHICH W1LL CONDUCT
REVIEW, IK HALF THE STATES, THE CONTRACTS ARE WITH THE PROS
WHICH ALREADY REVIEW THE CARE PROVIDED BY THE FEE-POR-SERVICE
SECTOR. IN THE OTHER HALF, CONTRACTS HAVE BEEN COMPETITIVELY
BID, ALLOWING NON~-PROS TO BID. WE CALL THESE ORGANIZATIONE
“QUALITY REVIEW ORGANIZATIONS" OR QROS. THE LAW REQUIRED THAT
THIS REVIEW BEGIN BY APRIL 1. TIME DID ROT ALLOW FOR ALL THE
STEPS IN THE CONTRACTING PROCESS TO BE COMPLETED BY THAT DATE.
HOWEVER, THE CONTRACTS ARE FOR SERVICES PROVIDED AFTER APRIL 1.
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TO BECOME A FEDERALLY QUALIFIED HMO, A PREREQUISITE FOR SIGNING A
CONTRACT WITH MEDICARE, AN ORGANIZATION MUST HAVE A QUALITY
ASSURANCE PLAN. AS A PRACTICAL MATTER, THESE PLANS ARE ONLY AS
VALUABLE AS THE HMO MANAGEMENT'S COMMITMENT TO MAKING THEM WORK.
WE BELIEVE THE KNOWLEDGE THAT FUR THE FIRST TIME SOMEONE WILL
EXAMINE THE OUTCCME OF THOSE INTERNAL PLANS WILL ITSELF INCREASE
ATTENTIVENESS TO QUALITY ASSURANCE.

AS WE HAVE LOOKED AT HOW TO MONITOR QUALITY THROUGHOUT iz
MEDICARE AND MEDICAID PROGRAMS, WE HAVE SEEN THE IMPORTANCE OF
FOCUSING ON OUTCOMES AS A MEASURE. OUR PLAN FOR REVIEWING
QUALITY IN HMOS IS CONSISTENT WITH THIS OBSERVATION. REVIEW WILL
BE AT EITHER THE "LIMITED," “BASIC” OR "INTENSIFIZD" LEVELS. AN
HMO OR CifP'S PERFORMANCE WILL DETERMINE WHICH LEVEL OF REVIEW IT
RECEIVES. EVEN THOSE HMOS QUALIFYING FOR LIMITED REVIEW WILL
HAVE SOME CASES REVIEWED BY THE PRO OR QRO. MOREOVER, THE
PRO/QRO WILL SAMPLE CASES REVIEWED BY THE HMO'S INTERNAL QUALITY
ASSURANCE SYSTEM TO ASSURE THAT SYSTEM IS FUNCTIONING PROZERLY.

WE HAVE FOUND OUR EFFORT TO OBTAIN THE BEST POSLIBLE REVIEW
HAMPERED BY THE CURRENT LAW REQUIRENMENT THAT CRGANIZATIONS WHICH
REVIEW HMOS MEET THE RZQUIREMENTS FOR PEER REVIEW ORGANIZATIONS
WHICH REVIEW CARE PROVIDED IN THE FEE-FOR-SERVICE SECTOR. WE
BELIEVE THAT THE REQUIREMENT THAT ONLY IN-STATE PHYSICIANS BE
SED MAY CREATE A CONFLICT OF INTZREST IN STATES WHERE THE
HMO/CMP OPTION 1S NEW OR WHERE THE POOL OF PHYSICIANS WORKING IN
THE HMO/CMP ENVIRONMENT IS SMALL. WE ALSO BELIEVE THAT
PHYSICIANS REVIEWING CARE IN HMOS AND CMPS SHOULD THEMSELVES WORK
IN THIS ENVIRONMENT. WE HAVE PROFOSED ALLEVIATING THIS

SITUATION BY ELIMINATING THE REQUIREMENT THAT PHYSICIANS
REVIEWING CARE PROVIDED BY HMOS BE FROM THE STATE WHERE THE HMO
IS LOCATED. WE ALSO BELIEVE FUTURE CONTRACT SOLICITATIONS SHOULD
BE COMPETITIVELY BID AND OPEN TO ALL QUALIFIED BIDDERS IN ALL
STATES.

OUR EXPERIENCE THUS FAR WITH HMOS AND CMPS HAS CONVINCED US OF
THE VALUE OF THIS OPTION AND IT HAS TAUGHT US MANY LESSONS, SOME
OF WHICH WE HAVE ALREADY ACTED UPON, AND OTHERS WHICH AWAIT
LEGISLATIVE ACTION.

WE CONTINUE OUR EFFORTS TO GRAPPLE WITH THE CHALLENGES POSED BY
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THE GROWING POPULARITY OF THE PRIVATE HEALTH PLAN OPTION. THE
PAYMENT METHOD FOR PRIVATE HEALTH PLANS, CENTERING ON THE
ADJUSTED AVERAGE PER CAPITK COST (AAPCC), HAS BEEN PIGHTLY \
CRITICIZED FOR NOT TAKING INTO ACCOUNT ALL THE FACTORS THAT
SHOULD DETERMINE A FAIR PAYMENT RATE. OUR RESEARCH PROGRAM Is
TRYING TO FIND BETTER WAYS TO DETERMINE A PAYMENT RATE. WE ARE
ALSO CONCERNED ABOUT THE FINANCIAL INCENTIVES USED WITHIN HMCS
WE ARE GATHERING DATA TO FULFILL A MANDATE TO REPORT TO CCNGRESS
pY THE END OF THL YEAR ON THE APFROPRIATENESS OF THESE FINANCIAL
ARRANGEMENTS .

OVERALL, THE PROGRAM IS NOW STRONGER THAN EVER. WE CONTINUE TO
BELIEVE THAT IT IS IN THE INTERESTS OF PATIENTS AND PROVIDERS FOR
MEDICARE TO DELEGATE DECISIONS ABOUT SERVICE DELIVERY AND PRICE
TO REPUTABLE PRIVATE FIRHS. THE NEW REVIEW OF QUALITY OF CARE
PROVIDED BY HMOS AND LAST YEAR'S PENALTY PPOVISION PROVIDE US
WITH MORE TOOLS TO USE AGAINST PROBLEM HMOS.

WE HAVE MORE EXPERIENCE IN KNOWING HOW TO MANAGE THE PROGRAM AND
HOW TO RECOGNIZE WHEN AN HMC IS NOT PROVIDING QUALITY CARE.

WE ARE OPTIMISTIC THAT THE HMO AND CMP OPTION WILL BECOME
INCREASINGLY AVAILABLE TO MEDICARE BENEFICIARIES WHO DO NOT NOW
HLVE A CHOICE. WE PLAN TO SEND THE CONGRESS LEGISLATION o
EXPAND FURTHER THE RANGE OF PRIVATE HEALTH PLAN OPTIONS AVAILABLE
7u MEDICARE BEMEFICIARIES. Wi WANT TO EXPAND THE PRIVATE HEALTH
PLAN OPTION TO EMPLOYMENT-BASED PLANS. EXPANDING THE RANGE OF
FPIVATE HEALTH PLANS AVAILABLE TO MEDICARE BENEFICIARIES BUILDS
ON THE TEFRA FPAMEWORK WHICH HAS PROVEN T0 BE SOUND. OUR LESSON
FOR FUIURE ADMINISTRATORS OF THE MEDICARE PROGRAM 15 THAT STRICT
ADHERENCE TO THE PRINCIPLES OF THAT FRAMEWORK WILL ASSURE THAT
THE PLANS AVAILABLE TO BENEFICIARIES ARE SOUND. VIABLE, AND

PROVIDZ QUALITY HEALTH CARE.

1 WILL BE PLEASED TO ANSWER ANY QUESTIONS YOU MAY HAVE.
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The CHAIRMAN. Thank you, Dr. Roper. You probably remember
that the first questior that I asked Mr. Mica was the following. Do
Federal and State authorities move aggressively enough to enforce
the medicare demonstration of risk contracts?

I'd like to ask you the same question, in view of the fact that on
page 9 of your stateinent, you say our lessons have led us to re-
quest legislation to strengthen our ability to enforce our contracts
with HMOs.

Now, what is the answer to that question? Do Federal and State
authorities move aggressively erough to enforce medicare demon-
stration and risk contracts?

Dr. RopEr. Your question is did we move aggressively enough in
the past?

The CrarMAN. Do you generally move? I'm tatking about both
the Federal Government and, in your opinion, the States.

Dr. RopER. It’s my conviction, Mr. Chairman, that we are moving
aggressively enough ' the present time. I don’t think we were ag-
gressive enough in the past. One of the problems is until recently,
we had only the option to terminate a plan, to execute them, if you
will. That was the only available tool other than jawboning. Now,
we have been giver some intermediate sanctions through the
OBRA legislation of last year. We seek additional intermediate
sanctions to get the message across to a plan that they have to do
things to come into compliance with our regulations. The interme-
diate steps, I think, will be important in assuring that we don't
have future IMCs.

The plan, IMC, as has been said earlier, was the largest medicare
HMO. Despite the problems that it had, we continue to hear that
large numbers of the enrollees were quite pleased with the care
that they were getting. And so my predecessors and I were reticent
to execute them, cut them from the program altogether. But final-
ly. I came to believe that that was the choice that we had to make
and so we moved aggressively to terminate IMC from the program.
We've done that.

The CrAlrMAN. Dr. Roper, I agree with what you're saying. I
think that you as an individual have in fact moved aggressively.
You've been in your present position for 1 year. The truth of the
matter is that in 19& the Committee on Aging highlighted the
problems of IMC and we did that for the administration and for
the Florida Insurance Commissioner and stjll it has taken 3 or 4
years to get the problems resolved. And had you not come in a year
ago, I think we still would be in the same boat. I'd like to compli-
ment you for the work you ve dune in the last year.

Now, I'm going to assume the role of most of my constituents.
What have you done for us lately?

Dr. RopeR. I think the biggest thing we’ve ione is terminated
IMC from the program. That has, I think, given a message to the
entire health care community, especially tire HMO community,
that we are not going to tolerate bad apples and our compliance
officials tell me that they have noticed a difference in the response
that they are getting to their inquiries and their recommendations,

if you will. People take our actions more seriously today than they
did a couple of months ago.
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The CuairMaN. Do you have oversight capabilities? Can you go
into let’s say my State and look over ore of the HMOs that I have
in mind at the moment?
tthr. RopeR. Yes, sir. We do have that capability and we are doing

at.

The CHAIRMAN. So then it’s your intention to really move in an
aggressive 11anner in correcting the situation no matter whe-e it is
in the United States?

____Dr-RorLr. Yes, sir- Indeed.

The CHAIRMAN. 1 was interested also in the legislation that you
say that you have recommended to the committee. Can you very
briefly describe that?

Dr. Roper. Sure. There are a number of provisions in this bill. It
is surely going to be brought forward to the Congress. It’s called
the Medicare Expanded Choice Act. The provisions that 1 dwelt on
in particular would give us sanction authority to deal with prob-
lems of enrollment and disenrollment practices, certain marketing
abuses that a plan might be guilty of, giving us the ability to levy
civil monetary penalties and take other sanctions against a plan
that is operating outside the law, outside the regulations.

The CHAIRMAN. Thank you. Mr. Mica.

Mr. Mica. Thank you, 3ir. In describing the Mica legislation, by
which we were pleased that we were able to take the lead in some
of this, I guess my question goes back to, maybe predates your
time. Where was HCFA? You know, I can tell you, and 'm not an
expert, but I worked with an expert in health care for a little
while. ¥ know enough about HMOs to know that if you have 100 to
200,000 members, 70, 80, 90 percent will probably always be sauis-
fied because they go in, they get an aspirin, they get a bandaid and
they love it. The Federal Government pays $100 a month for that.

But what we are talking about is where people needed surgery,
they needed hospitalization. Our review of the record shows that
IMC heavily underutilized hospitals. One of the complaints was
that oftentimes people were dying and the needed specialist care
and they were given just medication. So what I would sa{l to your
answer that we have checked and a lot of people were happy, 18
that I hope the Federal Government can devise & method to find
out not only who is happy but the type of care they get.

I talked to one person who called me u and said I love HMOs, I
love IMC. 1 said well, have you utilizedp it? He said no, I never
have. Well, he was happy. He had never used them. And I talked
to many peogle when they got to that problem of needing surgery,
and that’s where it all came together and got stuck.

Dr. RorEr. Your point is well made. But, just for the record, I
want to make sure everybody understands as you do that all of the
complaints we got from all sources, including from Members of
Congress, have been sent to the Office of the Inspector General.
They are pursuing a number of investigations about specific com-
plaints and chere well may be forthcoming action in regard to
those. We're gutting in place a very detailed——

Mr. Mica. I have not addressed this because we're one congres-
sional office with a very limited staff. We have been working on
this. We don’t have an answex. You have an entire, 1 don’t want to
say bureaucracy, an entire army of technical, well-trained people.

52 N -
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What do you propose to do about underutilization in HMOs where
they just really want to give them bandaids and medicaiion?
There’s been at least one and maybe two Federal studies that indi-
cate that there is a tendency in HMOs to overmedicate and under-
operate. We don’t want to go the other way: under other systems
we have an overemphasis on operations and surgical procedures.
How are we going to balance that?

Dr. RoPer. We're doing several things.

Firat, to go back to the question of complaints, we are putting in
place a detailed system that will track any and every complaint
that we get and fully investigate that complaint so that we are
aware of specific complaints and also aware of any patterns that
might emerge.

As to the general question of what you do about undertreatment,
people not getting access to needed care, however you want to put
it, that s both a theoretical and a practical concern about the way

are arranged.

It’s because of that that we are putting in place now the over-
sight of the quality of care in HMOs using the peer review organi-
zations and quality review organizations.

The specific methodology that those review organizations will use
will look at patients who were out-patients and who never made it
to hospitals. For example, people who had high blood pressure and
that were not adequately looked after, or people with giabetes who
did not have early intervention and good control of their diabetes.
The quality review mechanism is designed to make sure that we
look for the possibility of undertreatment. But let me just end by
saying while undertreatment is a very real consideration, a con-
cern that we want to pay attention to, I don’t think it should be
viewed as an indictment of prepaid health plans in general. Other-
wise——

Mr. Mica. I agree with that.

Dr. Rorer. I heard your earlier statement, but let me just add,
for up until now, the whole health care system has been oriented
toward doctors and hospitals having incentives to do more for pa-
tients. Now, in prepaid plans, they have an incentive io do less.
And we need to balance that out so it’s done——

Mr. Mica. Specifically with regard to actions of the past, is there

internal investigation, is the Inspector General’s office looking
at why HCFA didn’t move earlier on an investigation into the indi-
viduals who went from HCFA to work for this company?

Dr. RopER. Those individuals are being investigated. We’ve done
a thorough investigation——

Mr. Mica. Have you ever had political pressure leveied at you
not to become involved, or to lay off?

Dr. Roper. No.

Mr. Mica. Do you have, I don’t know what the estimate is, $40,
$50, $80, $100 million in creditors out there—have you and Mr.
Gunter worked out a plan to see that those people are paid? Whose
responsibility is it? N

Dr. Rorer. We're working very closely with the Insurance Com-
missioner’s office, . ~d have very good cooperaticn right now. How
the creditors, how many creditors there are, the total amount
that’s owed to them, I don’t know right now.
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Mr. Mica. What's the latest estimate?

Dr. Roper. It's many millions of dollars. He can give you the
latest answer. We are anxious that especially claims owed to bene-
ficiaries are handled as quickly as possible. The potential source of
funds to satisfy those claims is the money that Humana paid for
IMC and the insolvency insurance that IMC had.

Mr. Mica. I know I'm pressing the committee’s time. One quick
poir:t, on Humana. They bought it out. IMC is not in compliance
with the 50-50 rule. What are you going to do a year from now or 2
yearg) from now or 6 months from now to bring IMC into compli-
ance?

Dr. RopErR. We've given them a series of milestones that we
expect them to meet and they're to come back to us by September
1st with a detailed plan on how they’re going to enroll nonmedi-
care people to get the numbers down.

Mr. Mica. Can I get a copy of that?

Dr. RopEr. Sure.

[The following material was subsequently received from Mr.

Roper.)
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Contract Requirment with Humana to Meet
Medicar® Enrollment Standard

1. Exception to Composition of Enrollment Standard

On the basis of the conditions specified in 42 CFR 417.413(e) and Section
9312(c)(3)C) of the Omrbus Oudget Reconciliation Act (OBRA) of 1986
(P.L.99-509), an excepiion to the composition of entcliment standard., 13
granted to Humana N.2dical Plan, Inc,

Humana Medira! Plan, Inc., fgrees, per the ¢ _vis,ons of Section 9312(c)/3)(C)
of OBRA to make reasonable efforts to mest scheduled enroli—ent goals
cnnsistent with a scheduie of comphiance approved by the Secretary. Humana
Medical Plan, Inc., agrees to submit a schedule of compl-ance to the Health
Care Financing Administration (HCFA) for review by Septzmber 1, 1987,
Such schedule shall sroject both Medicare and commercial enrollment, on

a monthjy basis, through one year beyond the date on which comphance with
the 50 percent requirement is proj:cted to be met. The schedule shall be
accompanied by a detailed market analysis which supports the enrollment
projections.

The current exception to the enroliment standard apphes throus March 21,
1988, At that ime, if enrollment of Medicare and Medicaid merbers 1s

less than 70 percent of *~t membership, a onu-year extension will be granted
to March 31, 1989. If enre.ment of Medicare and Medicaid members 1s Jess
than 60 percent of total membership on March 31, 1989, a further one year
extension will  granted.

2. Medicare/Medicaid Enrollment Cap

Humana Medical Plan, Inc,, agrees that during the period of the exception
(refer to paragraph 1), Medicare/Medicaid enrollment may aot exceed 130,000.

3. Benefits and Premiums

Humana M=2dical Plan, Inc., agrees to publicly offer and provide throughout

the {irst seven months of the c .ntract the benefit package contained 1n HCFA's
December 31, 1986 notice of approval of the ACR submitted by International
Medical Centers, Inc. (attached hereto)

4. Marketing Materials

Humana Medical Plan, Inc., agrees to submit any marketing materials to
HCFA for review at Jeast 44 days before their planned distribution.

3. Health Services Delivery Svicem

Humana Medical Plan, Inc., agrees to make any necessary changes to the
health services delivery system to assurs that the {ull range of services for
whicn Medicare members have ~ontracced are avalable, accessible, and
furnished in 2 nianner that ensures continuwty and quality of care.
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The CuAIRMAN. Thank you. We are now under the 5 minute rule.
Ehe cummittee now recognizes the gentleman from Florida, Mr.

epper.

Mr. Pepper. Thank you very much, Mr. Chairman.

I wish ‘o commend you for having this hearing because I think
it’s very much in the public interest. I'm sorry I haven’t been able
to attend all of it, and I'm afraid I've got to go back over to the
Capitol after I make a brief statement.

Dr. Roper, I want to commend you for what I think has been
your fairness in dealing with the problems in our State, with which
I am familiar. I think you’ve tried to be fair to everybody involved,
the public as well as the private sector people. I have heard you
say before and I hope you repeat it at this hearing, that the unhap-
py expenence we've had with some HMOs does not cause you to
oppose the concept of the HMO. I strongly favor that concept. I've
fought for every HMO to get an opportunity to varticipate in the
program. Some of them have disappointed me. On the whole, the
HMOs have rendered moie medical care to the elderly than they
would have received utherwise, according to my information. So
the fact that some have tailed in living up to their obligation does
not cause me to decry the whole syste;r of HMOs. I have a relative
who had a serious illness, was in the hospital, belonged to an HMO
in Florida, and the bill was $13,000. These are just middle-income
people. The HMO paid the whole bill. And then one day they told
me that the HMO called up and said to the head of the family, the
man said, “yoa haven’t had a checkup lately; we’d suggest that yo
come in and have one.” Which I though! was a gond idea.

So I do think the institution is a good one. It does require more
careful surveillance and examination. To that end, I am going to
introduce a bill, unless you provide that in effect by regulation, to
set up a community review board, primarily of senior citizens, who
belong to HMOs, to give them authority, promptly—not to have to
wait 10 days—to review complaints that people may have about the
administration of the HMOs. I think we should have a closer rela-
tionship to what the HMOs are doing, closer surveillance, over
their activities. We should keep in touch, and the people should be
heard, by people who sre sympathetic and knowledgeable. Just like
I recommended to our former Governor that the inspectors in our
rursing homes should be senior citizens. They’d be more knowl-
edgeable of what to look for and more concerned about the care
that the senior citizens are receiving. So I hope you will give con-
sideration to setting up community review boards in every commu-
nity where there are ’‘MOs operating, composed primarily of
senior citizens covered by HMOs and of course subject to medicare,
giving them instant authority to deal with complaints that may be
made about HMOs,

Mr. Chairman, if I may just add one other thing. I'm sorry I will
not be able to stay to hear the rest of this hearirg. Our distin-
guished representative from Florida is our State Treasurer and In-
surance Commissioner; he’s a fine public servant, a distinguished
former Member of the House and has done a commendable job in
the general supervision that tae State has given to the HMOs in
Florida. So others will no doubt make a formal introduction but I
want to commend my honorable friead here Bill Gunter, who is the
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Commi.sioner of Insurance and also one of the outstanding citizens
of our State. Thank you very much, Mr, Chairman.

The CHAIRMAN. Thank you, Mr. Pepper. The Chair recognizes
Mr. Biaggi.

Mr. Biacr Dr. Roper, how much time was given to IMC to
make necessary changes in their behavior pattern after HCFA pro-
vided the corrective action plan on June 27, 19867

Dr. Roper. On May 30, 1986, I told them that they should supply
this corrective action plan. ‘They did in July and we stayed after
them to adhere to what they told us they would do and they did
not, ultimately leading to my terminating them May 1, 1987.

Mr. Biagar. That’s almost a year, isn’t it?

Dr. ROPER. Yes, sir.

Mr. Biagar. How can you testify the length of time, particularly
in IMC's medicare share was going to 78 percent; that’s 1 year, and
nothing changed.

Dr. RopEr. Congressman, because during that period of time we
were repeatedly told that just next week or the week after things
will be better, somebody is going to come in and purchase IMC and
this is all going to go away as a problem. And because the vast ma-
Jority of IMC enrollees were quite satisfied with their care, and fur-
ther because we were satisfied that all beneficiaries were receiving
quality health care services, we chose to stick it out. Ultimately my
patience ran out in March of this year and we terminated them
from the program.

In retrospect, it went on too long.

Ar. BIAGGL You said you were told. In light of the facts, it would
seom to me that just accepting their comments at face value was
poor judgment.

Dr. Rorer. We did not accept it at face value, sir.

Mr. BiacGl. You were told time and time again they were cor-
rg,cting it. Did you have evidence of the facy they were correcting
it?

Dr. RopER. Yes. We had evidence given by the fact that we had
our staff almost continually on site in Miam} and Tampa reviewing
what they were doing, and they were making a number of improve-
ments. They did not slide downhill totally in that almost year time.
They brought a number of things in compliance with our demands.

Mr. Biagar. Did the potential buyer enter into your decision?

Dr. RopERr. Sure.

Mr. Biaggr. Why?

Dr. RopER. Because——

Mr. Biacar. Because you had an existing situation that should
have been corrected.

Dr. Rorer. Because the prospect of = buyer held out the j.ea of
new capital, which they desperately neeged, but especiaily new
management. We did not have confidence in the existing manage-
ment and we believed that a n~w firin would bring in new people
with new management to oversve this plan.

Mr. Biagar The focus should have been on just what they were
"ring, how much they weve doing, was it sufficient, to co.rect the

ition. You said that many people were satisfied; I'm sure they
2. But Mr. Mica tells me that he questioned some people about
. HMO and they were very happy. And he said, “have you ever

Q . ”’:—
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used it?” and they said no. I don’t know which body is more domi-
nant. Those that are happy because they've never used it or those
that have used it. So it leaves a question.

Dr. RoPER. Let me just add another point that I mentioned in my
earlier testimony. This began in the spring of 1986 "n the OBRA
legislation the Congress passed in October of 1986 .e were given
some ability to act short of a full termination. We still seek greater
intermediate sanction authority, but during most of this time
period we had only one choice open to us—either stick with it anc
try to jawbone them into shape or terminate them entirely from
the program.

Mr. BiagaL 1t this -ondition occurred again with an HMO, would
your conduct be the same, would you give them as much time?

Dr. RoPER. We wouldn’t let it go on as long, no, sir.

Mr. Bragr. On Page 11 you mentioned additional authority you
need such as imposing sanctions on organizations. Would you have
used that authority against IMC?

Dr. RopEr. Surely we would have used the sanctions had we had
them available. I would have used them in June of 1986, when I
got there.

Mr. Biagar. Thank you, Dr. Roper.

The CuAlaMAN. Thank you, Mr. Biaggi. We have a vote on the
floor, Dr. Roper, whick: means we have approximately 8 minutes in
which to ansver the roll call. The strategy originally was to let Mr.
Mica go and then we would leave when he came back. He has not
arrived, so we're going to have to recess until he does arrive and he
will continue in our absence. So we'll be in recess I hope for no
longer than 5 minutes.

[Recess ]

Mr. Mica. Dr. Roper, was there a failure of coordination between
Federal and State officials early on in this, predating your activity
or during your active invsivement?

Dr. RopEr. I think it has been said earler we had some learning
to do about just what our role was, what our laws and regulations
were and what the State’s role and laws and regulations were.

I think we have learned a great deal and are fully coordinating
what we’re doing now.

Mr. Mica. Do any of the legislative recommencations that you
are submitting address the coordination problem or do you feel you
don’t need this?

Dr. RopEr. I think we’ve gotten that one under control.

Mr. Mica. We didn’t have a current figure on how much is owed
on IMC, did we?

Dr. Roper. Mr. Gunter I think is the one——

Mr. Mica. How many HMOs are there? And I've had this infor-
mation in the past, and don’t have it at my fingertips. How many
HMOs are there in the United States that are federally certified,
how many people are members of those HMOs?

Dr. RoPER. Are you talking about all HMOs or those that par ici-
pate in medicare?

Mr. Mica. Break it down either way.

Dr. RopER. Almost 500 federally qualified HMOs. Of those, 152
have medicare risk contracts. And in the modicare risk contract
business we’ve got approaching 1 million medicare beneficiaries en-
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rolled at the present time, by essentially every State in the Union.
34 States have medicare risk plans.

Mr. Mica. Are you having prcblems similar to IMC in any other
regions of the country?

Dr. RoPER. No, sir.

Mr. Mica. We're obviously waiting for a few Members but let me
share with you a nightmare that was real. I woke up the other
night, at 2 or 3 o’clock in the morning, and couldn’t sleep, so I
plugged in my little earphone » d listened to a radio station from
somewhere in Ohio. Maybe th:s rings a bell. The 2 o’clock news
was that an HMO had jv+* gone bankrupt. And I thought, it’s hap-
pening. clsewhere.

Dr. RopEr. It happens all the time.

Mr. Mica. This is a common occurrence?

Dr. Roper. Well, that’s a flip comment, it happens all the time.
But HMOs are insurance companies and businesses of all sorts are
started and prosper and fail every day in this country.

I l\ér. MicA. They have to hold reserves to pay off debts, just like
MC.

Dr. RoPER. And they hav= to have insolvency insurance.

Mr. Mica. Are the reserves sufficient? Should we raise the re-
serve requirement, the reserve levels?

Dr. Roper. The reserve *equirements typically come about
through State laws because HMOs are insurance companies under
State law and the reserve requirements vary. But we believe tuey
are adequate. Federally qualified HMOs have to meet our stand-
ards and we think those are adequate.

Mr. Mica. Should we set a mir imum floor for reserve require-
ments that all States should meet? I assume from what you’re
saying that IMC has an insurance comrany that’s going to pay off
all the creditors.

Dr. RoPEr. If the system works right, it will. We've got a glitch
in the system right now. They have under our regulations, insol-
vency insuranc: and the insolvency insurer is trying right now to
say that they terminated their insurance just at the last
minute——

Mr. MicA. Are you telling us the insolvency insurance company
cancelled its insurance?

Dr. RopEr. They’re trying to figure a way to get out of it. Yes.

Mr. Mica. Again, does your legislation address any insolvency in-
surance requirements or minimums and should we? Do you think
we should leave it up to the States?

Dr. Rorer. To become federally qualified, tv get a medicare risk
contra ¢, we already have standards in place that I believe are ade-
quate. You were asking about other HMOs beyond those that are
federally qualified and I don’t believe that there ought to be a Fed-
eral standard for those.

Mr. Mica. With the greatest respect for your opinion, I'd like tc
ask that you submit. that to us and maybe have the committee taxe
a look at it.

Dr. RopEr. Sure.

[The following material was subsequently received from Mr.

Roper.]
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INSOLVENCY PROTECTION FOR HMO/CMP MEMBEPS:
PEDERAL REQUIREMENTS

1. Legislation
Sec. 1301(c) Lach haelth maintenance organization shall--

(1)(A) have a fiscelly sound operation and adaquate
provision against the risk of insolvency which
is satisfactory to the Secretary.

(8) adopt at least one of tha following
arrangements to protect its members from
incurring liability for payment of any fees
which are the legel obligation of such
organization.

3 (A) a contractural arrangement with any
hospitel that is regularly used by tha
members of such orgenization prohibiting
such hospital from holding any such
member liable for payment of any fees
which ars the legal obligation of such
organization;

(8) insolvency insurance, accepteble to the
Secretary;

(C) adequate financial reserve, acceptable to
the Secretary; and

(D) other arrangements, acceptable to tha
Sacrstary, to protect members.

excegt that the requirements of this peragraph
shall not apply to a health maintenance
organization if applicable State law provides
the members of such organization with
protection from liability for payment of any
fees which are the legal obligation of such
organization.

Sec. 1876(b) For puvgosas of this section, the term
*eligible organization” means a public or
privite entity (which may be & health
‘maintenance organization or a competitive
medical plan), organized under the laws of eny
State, which--
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"(1) is a qualified health maint-nance
organization (as defined 3 ection
1310(d) of the pPuplic Health service
Act), or

"(2) meets the following requirements.

(E) The entity has made adequate
provision against the risk of
insolvency, which provision is
satisfactory to the Secretary.

Regulations (applicable to both H#0s and Q4Ps)

Sec. 110.108(a)(1) Bach ¥MO shall have a fiscally sound
operation as demonstrateg by:

(1v) A plan for handling insolvency which
allows for continuation of benefits
for the duration of the contract
period for which payment has been
made and continuation of benefits to
members who are confined on the date
of insolvency in an inpatient
facility until their discharge.

(a)(3) Protection of members. (1) Bach HMO shall
adopt and maintain arrangements satisfactory
to the Secretary to protect its members from
incurring 11ability for pPayment of any fees
which are the 109&{ oblication of the Mo.
These arrangements may include:

(A) Contractusl arrangements with health care
providers used by members of the HMO
prohibiting the providers fror .o0lding
any member liatle for fayment -f any fees

which are the legal obligation of the

HMO;

(B) Insurance, ecceptable to the Secretary;

(C) Pinancial reServes, acceptable to the
Secretary, that are held for the HMO and
restricted for use only in the event of
insolvency; or

(D) Any other arrangements acceptable to the
Secretary.
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(11) The requirements of this paragraph
do not apply to an HMO if the
Secretary determines that appliceble
State law provides that members of
the HMO may not be liable for
fayment of any fees which are the

egal cbligation of the HMO.

3. Federal Guidelines

See attached Insolvency Protectioa Policy Issuance

O
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Rockville, MD 20257

OHMO Program Information Letter
20-02

INSOLVENCY PROTECTION

Backgrouad

The HMO Act (Title XIl] of the Public Health Service Act) and its implementing
regulations (at 42 CFR Part 110) require (1) a plan for handhin, insolvency which

allows for continuation of benefits (Section 110.108(X1Xiv)), fz) arrangements to
protect members from incurring Liability for payment of any fees which are the legal
obligation of the HMO (Section 110.108(aX3)), and (3) the maintenance of a fiscally
sound opera*ion (Section 110.108(aX1)). The determination of an HMO's fiscal soundness
or its ability to maintain an ongoing operation and, therefore, avoid Insolvency, involves
a careful analysis of the HMO’s balance sheet, profit and loss position, and Its ability

o maintaln sufficient cash flow and sdequate liquidity to meet obligations as they
become due. Demonstration of fiscal souncness at any point in time, however, can
never eliminate the risk of Insolvency. Therefore, while the maintenance of a fiscally
sound operation is important in management’s efforts to t Insolvency, Sections
120.108(aX1Xsv) and 110.108(aX3) specifically address the% plans and arrangements
for protecting members when Insolvency occurs. This distinction Is material to the
development of OHMO's insolvency protection requirements.

The insolvency protection requirements for competitive medical plans (at 42 CFR
Section 417.407(cX5)) are 1dentical to those for federally qualified HMOs. Therefore,
all references to HMO requirements are applicable to C1APs as well,

The Implementation o. the Federal “nsolvency protection provisions are based on

consultation with the National Association of Insurance Commlssioners and an understanding

of the provisions sn the NAIC's model state HMO law concerning insolvency protection
arrangements. Specifically, OHMO has adopted the NAIC's principle of "uncovered”
expenses and the requirement for restricted funded reserves based on the amount

of uncovered expenses.

Uncovered expenses are the costs of health care services that are offered by an
HMO for which an enrollee would also be llable in the event of the organization's
insolvency. These are expenditures for health care services for which the HMO is

at risk. They wifl vary In type and » depending on the arrang of tix
HMO. They may Include out-of-area services, referral services and hospltal services.
They do not include expenditures for services when a provider has agreed not to

bill the enrollee even though the provider ;5 not paid by the HMO, or for services
that are gusranteed, snsured or assumed by a person or organization other than the
HMO. .
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Basic Requirement

The basic requir , 10 & ate compt e with the insolvency protection
provisions under the HMO Act and regulations, is that an HMO must evidence arrangements
for ¢ of benefits to bers and protection of members from HMO Labities.
To satis{y this requirernent, an HMO must demonstrate that it has arrangemerts

in place to cover at least two months of health care expenses in the event it becomes
insolvent.

One month would cover health Care expenses incurred priof to the date the HMO
was declared insclvent. This recognizes that & failing HMO will be behind in paying
its bills. (Note - an HMO may be behind in paying sts bills by more than one month,
but OHMO believes a reasonable way to meet the HMO Act requirements is to Cover
one month's bills ).

The second month would cover health care expenses after the HMO was declared
inse'vent for the continuation of benefits for the duration of the contract period

for whici, payment has been mede and for the continuation of benefits to members

who are confined on the date of insolvency in an inpatient facility untsl their discharge.

Arrangements to Cover Expenses

An HMO may make various arrangements to cOv.r health care expe.ses. These arrangements
are reviewed for sufficlency. Examples of such acrangements follow.

1. Insolvency insurance. HMOs often buy an Insolvency rider to their reinsurance
Contracts which covers the expenses to be paid for continued benefsts after
insolvency. In order for the second month’s expenses to be considered fully
covered, thr policy must ¢ b its to bers who are confined on
the date of . solvency In an inpatient facility until their discharge, and for the
duration of the contract period for which payment has been made. 1f deductibles
apphicable to the reinsurance portion of the policy are applied to the insolvency
benefit, the expenses are uncovered to the extent the deductible apphes.

Some insolvency snsurance policies exciude Coverage for Medicare beneficianies
enrolled in an HMO. Because Medicare beneficiaries will be immediately converted
to fee for sefvice in the event of an HMO insolvency, the expenses after snsolvency
for Medicare basic benefits will be considered covered, However, any supplemental
benefsts which the HMO provided to Medicare beneficiaries will be considered
uncovered unless the insurance policy of other arrangement continues those
benefits.

2. Hold harmless provisions. HMOs often cover many of the expenses incurred

prior to tnsolvency by including in their provider agreements *hold harmless”
provisions obligating the provider to fook only to the HMO and not under any
circumstances to bl%l of otherwise clsim compensation from the HMO's enrollees
for payment of covered services, The National Association of Health Maintenance
Organization Regulators (NAHMOR) and the National Association of Insurance
Commissioners (NAIC) have adopted guidelines to assist HMOs and their regulators
:h the area of hold harmless provisions. A Copy of the guldelines is included
1n OHMO Program InJormation Letter 36-01, issued on February 5, 1986, I
a federally qualified HMO elscts to use hold harmless provisions to cOver expenses,
use of the first two parag-aphs of the sample provision at the end of the guideline

. has been found acceptable by OHMO. Alternative language proposed for such

| use should adhere to the guideline.

~

)
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Page 3

3.

6.

ERIC

HMOs that capitate a medical group for all physician services, including some
specialty services provided outside the group, have inquired whether hold harmless
provisions in the HMO/groun agreement will cover all physician expenses for

the 7aonth drior to insolvency. Since specialist physicians outside the group

are not jexally ob'igated by that agreement to ook only to the HMO or the group
for payment for services, those expenses will be considered uncovered unless

the specialist physicians themse'ves have entered Into acceptable hold harmless
agr or othe. acceptable arrang to cover those expenses have
been made.

Continuation of benefits provisions. In some cases provider contracts include
language that obligate” the provider to peovide services for the duration of the
period after the HMO's insolvency for which payment has *~en made (typically,
up to one month) and until the enrollees' discharge from in} stient facilities.
Continuation of benefits provisions are mu<h less common than hold harmless
provisions, and will be considered to cover e p only when the language

15 clear that the provision of services and the member protection are intended

to apply after the HMO's insolvency.

Letters of Credit. Federally qualified HMOs may make use of a Sank letter

of credit to meet a portion of their insolvency peotection responsibilities. A
bank fetter of credit used for these purposes is essentially a surety bond and

15 to be distinguished from a bank line of eredit, which is used tr fund ongoing
operations. Only a maximum of 30% of the estimated amoint of uncovered
expenses may be covered by the letter of credit. The remaining 50% must be
covered through other arrangements. Criteria for fetter of credit acceptability
to OHMO and samples of acceptable Jetters of credit are included 1n OHMO
Program Information Letter 85-02, jssued on November 25, 1985.

Restricted Stcte Reserves. Many States have fiscal requirements that HMOs
restriCt a poriion of their reserves to protect enrollees in the event of an HMO's
insofvency. !f these reserves are legally restricted, they may be used to cover
expenses and meet Federal insolvency requirements. Ordinarily, such restricted
reserves are on deposit with a state official, such as the State Treasurer, and

may not be obtained by the HMO to f;nance operating delicits. 1f the State

reserve requicement is only a balance sheet surplus or equity requirement and

the funds are not legallv restricted, the reserves may not be used to cover expenses
for purposes of the Federa! insolvency requirements.

Guarantees. Guarantees from thirg pacties require some discussion. In all cases
where there are third party guarantees, th. guarantor will be anaiyzed to assure
that it has finances to cover the esiimated uncovered expenses. However, a
distinction Is made between regulated and nonr gulated g $ with respect
to the extent to which the guarantee may cover the uncovered expenses.

a. 1 egulated Guarantors. 1f the guarantor is ar gulated insurance pany
a3 OHM termines that the guarantor has adequate finances to cover
1he uncovered experses, then the guarantee may be used to cover all of
the HMO’s uncovered ~xpenses.

RS
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b. Nonregulated Guarantors. If the guarantor Is not a regulated Insurance
Company, then Its guarantee will be accepted without the need for a restricted
reserve only when the guarantor has achieved an adjusted net worth (net
wortn (total £ssets less tota! Liabilities) minus sntangible assets minus lines
of credit minus guarantees) of at least $300 million. If the nonregulated
guarantor has not achieved an adjusted net worth of at Jeast $500 million,
then 1n order to substantiate the guarantee, it is required that the guarantor
restrict a portion of its assets equivalent to the value of expenses that
the guarantor is agreeing to cover,

if the guarantee arrangement 1s for more than one HMO, the guarar :of

will need o restrict a reserve _qual to the larger of (1) the expenses for

the HMO with the largest amount, and (2) 509% of the sum of expenses to

be covered for all the HMOs under the arrangement, provided that the adjusted
net worth (as defined above) of the guarantor is at Jeast twice the sum

of the expenses to be covered. If the adjusted net worth of the guarantor

18 Jess than twice the sum of the expenses to be covered, then the guarantor
must maintain 100% of all the HMOs® uncovered expenses 1n a restricted
reserve.

7. Net Worth. The net worth of an HMO will be accepted to reduce the amount
of of the need for a restrictsd reserve when the HMO has demonstrated sulficient
net worth and an adequate history of generating net income. To be considered
as having had an adequate history of generating income, the HMO must have
had a cumulative net operating surplus during the three most recent fiscal y2ars,
and a net operating surplus during the most recent fiscal year.

To calculate the sufficiency of net worth, the minimum requirements are $1
million exciuding fand, buildings, and equip and $5 million Including land,
building and equipment. If the HMO's adjusted net worth (as defined above)

is less than $35 million, then for each whole unit of $250,000 of net worth in
excess of the minimum requirements ($1 million or $5 million. as applicable),
§100,000 of the excess can be used to cover uncovered expemes. If the HMO's
adjus” 2d net worth is at least $35 million, then all of the excess net worth can
be used to coxer uncovered expenses.

8. State Law. The requirements discussed above do not apply to an HMO 1 OHMO
determines that apphicable State law provides that members of the HMO may
not be hiable for payment of any fees which are the legal obligation of the HMO.

Calculatic of Uncovered Expenses

After considering all contractual arrangements and restricted State reserves to cover

P ) the of exp uncovered is ~alculated. Atiached are two uncovered
expenses calculation work sheets. Attachme... ~ 18 for use by HMOs applying for
Federal qualification. Attachment B 1s for use by federally quahfied HMOs applying
for expansion of their qualified service areas. This attachment s also used for ongoing
comphiance monitoring. The HMO must make arrangements to establish a funded
restricted reserve equal to the value of the uncovered expenses for the protection
of the HMO's members in th= event of an insolvency,

R6
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Restricted Reserve, 1f the HMO alr-ady has on deposit with a State a resteicted
reserve established to meet the State's reserve requirerrents but the amount is not
sufficient to cover the HMO's uncovered expenses, the HMO may deposit additional
sums with the State to cove: those expenses if the State is willing to hold the additional
reserves. The ather approach frequently used by HMOs to fund a restricted reserve

is to blish a Trust Ag with a bank whereby funds are deposited into the
account for use only in the event of the HMO's insolvency. It is essential that the
principal not be available for use by the HMO to fund ongoling operations, The Trust
Agreement should provide that approvai of the State or OHMO is required betore
disbursements can be made from the reserve.

Bk doaiilet—

Frank H. Seubold, Ph.D,
Associate Director for
Health Maintenance Organizations

Attachments
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HMO QUALIFICATION

Uncovered Expenditures Calculation Worksheet

Attachment A

L Total Health Care Costs Amount
1. Total yesr's health care costs
following anticioated qualification
s Line 1! divided by 12
3. Total costs for two months
(line 1.2 x 2) .
.  Covercd Expenditures (Explain each item)
Month Month
before after
insolvency  insolvency Total
. 1. - Insolvency Insurance 3o
. % QAdd harmless contracts
(hospitals, physicians) 30X
3. Continuation of services
provisions in provider Poved
= eontracts .
4. State restricted reserves X0 o
S. Guarantees
6. Other lrrlngemet:u
7. Total

Il.  Uncovered Expenditures (Line L3 minus Line 8.7)

-—

R .0
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Attachment B

HMO Expansion

Uncovered Expenditures Calculation . orksheet ¢ -

I Tota: Health Care Costs Oualified Areass

I Total year's heajth
care Costs —

2. Line I divided by 12

3. Tota costs for 2 months
(Line . 2x 2

M. Covet. _xpenditures
(Attach explanation for each item)

1. Insolvency Inswrance

Cne mont after insolvency —

2. Hold harmless contracts
- One month before insolvency —_— — ———
3. Continuatién of ser* jces
provisions in provider
- contracts

Ohe month after insolvency —_—

8.  State restricted ceserves

3. Guarantees ~ . -
6. Other
7. Tota)

N Uncovered Exiperditures
(Line 1.3 minus Line IL7) —

() Calculate uncovered expenditures for the qualified areas based on thg mest recent fisca)
yedr or year end statement, if more current. 4

RN

¥ Caleulate uncovered expenditures t - the proposed expansion for the 12-month period
following anticipated qualification.

O
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Mr. Mica. Florida has been a leader. We have usually been
ahead of the curve, not only in these types of problems but in the
sulution. We're dealing with 49 oiher States and it seems to me
that if there is a possibility of more and more HMO's. You just said
HMOs go broke all the time, and that we ought {0 have, within
reason, the stiffest reserv: requirements that we can impose.

Dr. Korer. If I could just take another minute, let me make sure
I'm clear. For HMOs that are federally qualified, certainly for
HMOs that have medicare contracts, there is a Federal i~terest to
make certain that they are financially solvent, including :.aving re-
serve requirements and insolvency insurance.

We already have “hose requirements in »lace ¢-d feel that they
are adequate.

For plans that are not federally qualified and do not do business
with the medicare program, I don’t believe that the Federal Gov-
ernment as a rule should be regulating the insurance industry in
America.

Mr. Mica. Dr. Roper, Pm going to ask unanimous consent and I'll
bet I get it, that the record be left open to submit additional ques-
tions for the committee and we’d appreciate your responding as
quickly as possible on those. Because of time, we have guests from
out of State that we’d like to get before the committee. We’re going
to just stop right here. We expected another l.Iember to be back for
questioning. Maybe you could wait just a few minutes in case he
has =dditional questions, and we’ll r=oceed with the second half.

Dr. Rorer. OK.

Mr. Mica. Thank you.

Our second panel will ¢eunsist of witnesses whr nave a great in-
terest in the future ~the medicare HMO progr :m, the entire pro-

am, and who b..ng us valuablc perspectives for consume:s,

tates, IIMOs and researchers.

The first witness, and I'd like to ask you each to take the table
as I call your name—Don Reilly. Mr. Reilly. Well, I understand Mr.
Reilly now has had to catch a plan. Take that off the end there.

He will be represented by Eva Skinner. Eva is a member of the
Board of Directors of the American Assoc.ation of Ketired Persons.

Ms. Skinner resiaes in Mr. Roybal’s home city of Los Angeles,
California. Ms. Skinner is representing the Leadership Council of
Aging Organizations today.

I don’t see it on here, but I know he’s here. The Insurance Com-
missioner of the Great State of Florida, an individual who has been
renowned more recently as the owner of the largest HMO in Flori-
da, if temporarily, Bill Gunter, from our State. Commissioner
Gunter.

Incidentally, ovviously, Commissioner Gunter’s office is in charge
of oversight and regulatory act’ ‘ties with regard .o all HMOs in
the State of Florida.

Robert Crane is the Vice Prerident of the Kaiser Foundation, a
health plan in Oakland, California. As all of you know, the Kaiser
HMO program is the father of toc«y’s HMO plans and represerts a
commitment that we expect from all of our FMOs. And I might
tell you that many, many years ago, sir, I reviewed your plauns in
ray previous employment and we found it to be a phenomenal ap-
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Kathryn Langwell is a Senior Economist with the Mathematica
Folicy Research in Washington and has been Project C.rector :n a
number _¢ Medicare Capitation and Competition Evaiuations and
research projects, and I'll bet she has all the answers. O; maybe
some.

With that, I think we have the panel and what d like to do is
ask Commissioner Gunter if he would lead off at this time. I know
we have some tight schedules here. And : would advise each of the
witnesses, your entire written testimoi:y will be included in the
record. If you care to sammarize, we'd be happy to have you do
that.

Commissioner Gunter.

TESTIMONY OF PBiLL GUNTER, INSURAICE COMMISSIONER,
STATE OF FLORIDA, TALLAHASSEE, FL, ACCOMPANIED BY BOB
JOHNSON, CHIEF, BUREAU OF ALLIED ALLIANCE

Mr. GUNTER. Thank you very much, Mr. Chairman. I have also
asked Mr. Bob Johnson, who is the Chief of our Bure: 1 of Allied
Allialnce, which has HMO oversight, to join us on this particular
panel.

As you know, recent events surrounding the late International
Medical Center's HMO, has stirred great controversy around the
question of HMOs generally, wheiher they are a good thing and
whether the HMO-medicare relationship that has grown up will be
a lasting one.

Speaking as one who is in the thick of tt_ battle for hospital cost
containment in the late 1970’s and early 1980’s, I would cast my
vote for the coutinuation of the HMO concept in general and the
medicare-HMO concept in particular.

I do so however with this reservation. That HMOs which came
into the world of fair Laired children, spared by legislative design
from the regulatory oversight that was the lot of insurers and
health care providers must now, Mr. Chairman, in their maturity,
assume that hurden in full.

Most States have exempted HMOs {rom more restrictive regula-
tion, partly as a consequence of Federal pre-emption of State laws
that came with the passage by the Congress of the 1973 Federal
HMO Act designed to promote HMO development, and set some
minimum standards. The Florida solvency laws and those of other
States need to be strengthened further. Solvency and quality of
care laws today represent an advance over earlier legislation. Flor-
ida’s first HM}(,) law passed in 1972, took up just 6 pages in our
statute books. Today the law takes up 23 pages with more to come
from the 1987 session.

Clearly the early legislative intent of a laissez faire mode has
been overtaken by the needs of Florida’s current 1 million HMO
subscribers.

The 1987 legislative session just adjourned significantly increased
our authority to fine IMOs for the late financial submission of re-
ports and authorize the additicnal sanction of suspension of new
enroliment for violation of HM() statutes.

Naturally we're heard compleii ts from some HMOs about this
tougher regulation. It reminds me of the story of a patient who

-
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complained to his doctor about the strict regimen he had been put
on. “Before you complained too much,” said the doctor, “I want to
tell you how strongly tempted I was with a condition as serious as
yours, to let the case go to autopsy.” In the course of time, some
HMOs have gone to autopsy. IMC among them. And I understand
it is our purpose here to conduct at least a part of that autopsy.

In 1977, and then again in 1986, the Florida Department of In-
surance moved to force IMC to live up to its solvency responsibil-
ities. In the last weeks, we lived with IMC until we felt the pulse
gad%. Finally we asked the circuit court to pronounce the patient

ead.

Florida moved quickly to preserve coverage for IMC’s more than
170,000 enrollees. That response later emerged from judicial scruti-
ny with personal praise from the presiding Judge. Still, in the
aftermath, we find ourselves taking lessons out of the records of
IMC and looking for ways to strengthen our oversight in the next
legislative session.

We have many conce*ns with health maintenance organizations.
Not the least of these is setting standards for quality of care, Mr.
Chairman. The nature and organization of HMOs subject them to
pressures to cut coss, to cut these costs in ways that may not serve
the best intzrests of subscribers. My office has long received HMO
quality of care ccmplaints, ani been frustrated in efforts to see
those complaints resolved.

We have designed and are now implementing an HMO subscrib-
er assistance program to see that HMO members have recourse if
they don’t get the care they require from their HMO. This is along
<he lines of the legislation which Senator Pepper mentioned earlier
in testimony. T e rules state that each HMO must have internal
grievance machinery and report unresolved grievances within fixed
time limits

In addit:on to those administrative actions, a new quality of care
statute was adopted at my suggestion in the 1987 legislature re-
quiring health care provider certification for HMOs along with an
internal quality assurance program and external reviews every 3
years.

We have also taken steps to deal with unsavory HMO marketing
practices. First, we've issued emergency rules to prevent the prac-
tice of twisting or changing an HMO enrollee’s membership fro- -
one HMO to another without the enrollee’s knowledge in order for
the salesperson *2 make a commission.

Second, we are considering legislation requiring the liconsing of
HMO sales representatives. The concern that I have in this area is
to avoid the creation of a scenario in which the HVMO might be able
to absolve itself of responsibility and accountability for the unaa-
vory sales practices of its marketing representatives because they
are licensed and regulated by the State.

At the Federal level, I think Dr. Roper has already indicated
that lessoas have emerged from the IMC experience. First, in re-
spect to any suggestions I m._ght have, I would concur that the
waiver of the 50-50 ratio between medicare and nonmedicare sub-
scribers is to be used only very sparingly. Certainly when you look
at the experiznce of IMC, that waiver was questionable to be sure.

\l\
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Second, the Federal Government needs more cptions for dealing
witi Medicare HMOs than just the cancellation of the medicare
contract with » 90-day notice.

Considering the financial stake that it has in medicare HMOs,
and I know these changes are being considered by the administra-
tion and the Congress at the preseat time.

I'm also concerned about the revolving door phenomenon where
employees with regulatory responsibilities on either the Federal or
the State levels end up with jobs in the industries they regulate
without any kind of statutory waiting period.

In the final analysis, both the State and the Federal Gove ‘nment
have a stake in the surviveability of the HMO concept of wellness
and preventive care. HMOs tha. take their mission seriously and
perform well have a reai place ia a Nation where health care costs
have swelled to 12 percent of the GNP which is more than $450
billion a year.

Tcgether, I think we must find a way to make sure that these
health care alternatives are viable so we can deliver on the prom-
ise of medicare: a promise of affordable and accessible quality
health care fu: our Nation’s retired ar 1 elderly. With the contin-
ueddconstructive support of the Congre<._s, I believe that we can suc-
cead.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Gunter follows:]
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PREPAREQ STATEMENT OF BILL GUNTER, INSURANCE COMMISSIONER, STATE OF FLORIOA

Mr. Chairman, M. of the C: itt

The recent events sumoundmg the Iate International Medical Centers HMO ha«
stirred great controversy around the 4 HMOs they are o
ood thing and wbether the HMO-Medxcare relationship that has grown up will be a

ope.

Speaking as coe whe was in the thick of battle for Lospital cost containment in the
late 70s and early 80s, I cast my vote for the continuation of the HMO concept in
general and the Medicar~HMO concept in particular. I do so, however with this
reservation:

That HMOs{ which came into the world as fair-baired chil...n, spared b
legislative design, fror e tory oversight that was the lot of insurers and hea]y!
care providers, must.. , in maturity, assume that burden in full.

Most states bave exempted HMOs from more restrictive guidelines, %:.rdy as n
consequence of federal&:reempbon of state laws that came with pmage by
the 1973 Fede.al HM d to p HMO d
standards.

Nevertheless, all but two of the fifty states luvespeaﬁcl onabling legislation
and the trend is growing toward stricter state regulation. 27 . .., curreatly uue
deposits witL ths state insurance commissioner. The reserve amount ranges
$100, for Wost states.

1985. Ol covering more than a half-million peopk. in Flonda, the
Legis! t HMO eq ts at $100,000 or five percent of liabilities,
whuch m and 4§ tion at $100,000 or twice the HMO's
anmnted a

That %ﬂam required EMO; to make .T;uteriy financial reperts when deemed
pecessary by Departmest of Insurance. It uired that every HMO contnbute
$10,000 to an expense fuad to help rehabilitate msolvent HMO’s. In retrospect, it's clear
that 44 sxpense fund cootribution is inadequate for practical purposes, and my office is
working on \ways to increase that fund.

thouyh Florida’s solvency laws, and those of many other states, need to be
wbngt.beh;:dl; n a number of ways, the solvency legislation of 1985 was an advance over

er ‘don.

Flonda’s first HMO law, passed in 1972, took up just six pages in the statute
Sooks, Tod:y the law takes up 23 pages. The original bands-off approach spelled out in
the statuta’s declaration of intent is now in conflict with the both body of existing law

and the needs of what have become one million HMO subecribers in Flonda.

Clearly we need more teeth in stz law to te for solvency, We need more,
for instance, thnnthespmﬁedszmperd:yﬁnefor ﬁhngofannualreporuandwe
need to do nny with the 90-day time-nut HMOs each time we question an asset
shown oo that report Our early legislation was won, but now it needs to be
strengthened.

Naturally, we've beard complaints from some HMOs ubout tougher regulation. it
reminds me o Lhestnryor:panentwhowmplamed to his doctor about the strict
leglmfn be had been put on.

*Before you complain too much,” reehedthedocwr "1 want to tell you how
s\mndy tanptedlwn,thhleondihonasmtemsnnguyoun,tolettheasegoto

auto]
A the course of time, some of them have gone to autopsy, IMC smong them and |
undemndituourp\upmebemtoeonductlt)eastapartoflhntautopsy
The IMC stor{ covered 7 span of 16 years. It was the third of what have become
46 Florida HMOs. h eimapb is w,rm::dm the newstories we see daily 1t tells of a

ding many of ts
suSscnbers and suunch crmuhalso mcludmg many of its subscribers.

In 1977 and 1986 ida Department of Insurance was forced to step in to
force IMC to live up to its sol em.& responsibilities !~ (he last weeks we Lived wath it
and held its hand until we fel epulsefade F‘mﬂyweaskedacutmtoounto
prooounce it d

Florida moved qui'kly ty preserve wve:fe for IMC's more than 170.000
enrollees. That mpunse later emerged from judicial scrutiny with personal prasse from
the Pmndmgdudg: , wn the aftermath, we find ourselves picking lessons out ¢ the
wrecm:age IMC lent behind and looking for ways to apply them to our 1988 legslative
ag .

We have other concerns with the institution of the health mamtenance
organizations. Not the least of these is semng standards for quality of care. The pature
and tion of HMOs subject them to pressure to cut costs in ways that may not
serve 3: best interests of the subscriber. My office bas long received HMO quality-of-
care complamts and been frustrated in efforts to see those complaints resolved

This past spring, we established, {uu‘dmumhuve rule, an HMO Subscriber
Assistance lgn\znmtoueihntHMOmem baverecourselftheydontgetthecare
they necd from their HMO The rules state that each HMO must have internal gnievance
machinery and report umuolved gnevmeu within fixed time limits

In addition to those admuistrative actions, a new quality “of care statute was

h in the 1987 Legislature mqmnng that required health care provider certification
WMO; along with an internal quality assurance program and cx‘emnal review each
t! years.
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We are also concerved about HMO marketiog prastices We have receotly fined
*wo Florida HMOs for allowing the practice of "twisting” by their sales representatives
and issued (emer(;neﬁz.e les to prevent it in the future. Twisting involves changing a
Medicare HMO ¢ ’s membership from one HMO to ancther without the eorollee’s
knowlegige in ':;‘:‘: take l::;l?:mmsf:bn N da Legest

e are of i islation for presentation to the next Florida ature to
require the liceusing on?fMO sales representatives

1 think Dr. Roper would agree that lessons have emerged from the IMC expenence
for the federal povernment ar well. The waiver of tae 5050 ratio between Medicare and
nonMedicare suacribels was aone for reasons that were understandable at the time but
certainly should be avoided in the future. The wisdom of that ratio bas been amply borne
out in t.Ke IMC expenence. .

Clearly too, the federal government needs more options for dealing with Medicare
HMOs than cancellation with 90-day notice, consideriog the staks it has in HMOs as
bealth care ‘goviden for the Medicare program.

I'm concerned about the “revolving door™ ph where loyees with
r:guhtory respoasibilities on cither the federal or the stats level end up with jobs in the
industries they regulate without any kind of statutory warting period.

Wenwdtokeegnh'lnd]qon uneontroﬂedyowt.h.Wem‘:{dsonwdmfmdlway
to coatroll r y admi ve costs as & p of to penditures. Certainly
1MC's 23 p dministrative cost -- as opposed to about 17 for otber Flosida HMOs —
was central in its downfall

In final analysis, both the state and the federal government bave a stake in
the surviveability of the HMO concept of wellaess and preventive care HMOs that take
their mission seriously and perform well bave a real place in a pation where health zare
costs have swelled to 12 percent of the GNF, more than $450 billion a year.

Together, we wil have to find the way to make these health care alternatives
viable so we can deliver oo the ise of Medicare. aflordable and ble quality
health care for our oations retired an * elderly.
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Mr. Mica. Thank you, Mr. Commissioner. We'll now proceed
with Eva Skinner, as I indicated earlier, a member of the Board of
Directors of the American Association of Retired Persons.

TESTIMONY OF EVA SKINNER, MEMBER, BOARD OF DIRECTORS,
AMERICAN ASSOCIATION OF RETIRED PERSONS (AARP), LOS
ANGELES, CA, REPRESENTING THE LEADERSHIP COUNCIL OF
AGING ORGANIZATIONS, WASHINGTON, DC

Ms. SkiNNER. I would like to submit Mr. Reilly’s remarks for the
record.

Mzr. Mica. Without objection, it will be included in the record.

Ms. SkINNER. Thank you.

[The prepared statement of Mr. Reilly follows:]
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PREPARED STATEMENT OF DONALD REILLY, LEADERSHIP COUNCIL ON AGING

On behal £ of the Leadership Council on Aging, I appreciate this
opportunity to share with the House Aging Comnittee our perspective

on the status of HMOs Berving Medicare benef iciaries.

BMOs are an oPtion that hold much promise for older consumers.

They offer conprehensive benefits for a prepaid fee. They provide
coordinated health care, and many provide more services than
currently covered by the Medicare program. HMOs hindle “he
paperwork that is confusing and burdensom for many older consumers.
Some BMDs provide a wide variety of services within one nedical
facility.

Along with that promise comes several expectations. Medicure
consumers expect that the govermment will contract only with

high quality health <a,e providers and that the Health Care

F. w.u9 Ac.imstration will exercise appropriate

supervision over HMs s they serve Medicar~ ben~“iciaries.
Consumers 8150 expect that Congress will rwjuire reasonable levels
of” accountability, consumer protection and consumer information.
Consaners expect that truthful information will be available to help
them understand the HM option before they join, and crnsumer
organizations expect to have 2 role in providing useful information

asbout BMOs to their constituents,

As BMOs mature, we see that some but not all of these expectations
are being met. Today I'd 1ike to briefly enumerate some elements
that need to be {n place in order for HMs to meet the expectations
of the consumer community. Eva Skinner will then expanc on areas
where strergthening is needed in federal law and regulations
pertaining to HMs and Medicare,

Quality of Care Reviews

An effective and comprehensive quality of care review program isg
essential to build benelficiary trust in the concept of prepaid
health care. While we realize that most 8M0s provide adequate and

appropriate care, we have witnessed hamful and intolerable actions
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by a few BMOs. These examples justify the need for comprehensive

quality of care monitoring.

This monitoring program cannot be implemented overnight. HCFA's
recently signed review contracts are a much-needed first step in
this direction. We anticipate that additional requirements and scope
of review activities will evolve over time as all parties in the
health care arena become more skillful in evaluating quality of
ca;e. The tging network intends to be involved in this process and

in the dissemination of the findings of these reviews.

Lonsumex Informataon

Readily available, relevant information about WMOs i8 crucial to
pernit consumers to make well-informed choices about HMs. They
need to know about their rights and responsibilities before joining
an HYO. They also need to know about the benefits, premium, and

gervice delivery systet.

We have seen that reliance on the marketing efforts of HMOs alone
is rot sufficient to ensure that beneficiaries receive adequate
information on which to make a well-informed decision. %he 2ging
network encourages HCPA and the Congress to permit further
depmonstration of 3rd-party demonstration programs that provide

consumer {nformation about prepaid health care plans.
BMo staffina/Social Service Proarams

As HMDs become providers of health care for Medicare benef iciaries,
it {s {mportant that thy become more familiar with the special
needs of older patients and to adapt thelr health care delavery
systens accordingly. The aging network suggests that HMOs need to
hire staff with training {n geriatric medicine, or to provide
special training for their medical and support personnel.

A .posltlve step toward promoting Medicare member accese and
understanding about the HMO 15 the establishment of a reparate

Madicare members services department.
HMOS also need to become famil{iar with the netwsrk of support and

social pervices that exist within their comrunities. HMOs do not
need to become the provide:r of every .ervice needed by older
patients. They do, hovever, need to know of their availabilaty and

how the HMO or the patient can arrange for services.
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We encourage HMOs to devote increased attention to this aspect of
health care delivery as they expand their services to older

consumers.
Shangeg ip Premium » d Benefjts

Benef iciaries need adequate notice when an HM s changing {ts

premium, benef its package, or provider network so they ~an decide
whether to continue their HMO membership. The sotif ication period
becomes even more important when an HM has decided to voluntarily

terminate {ts contract with the Medicare program.

Our experience with HMOs shows that additional protecticns are
needed {n this area. HMOs have compl ied with federal requlations
regarding member notificatio., however beneficiaries have had a gap
in health coverage {f they changed back to fee-for-service health
care. The aging network urges Congress to strengthen provisions
régardlng an HM's obligation when the HM voluntarily terminates

its contract with Medicars.

Because beneficiaries vary widely in their financial resources and
ability to pay for health care, we believe a range of affordable
penef {ts packages should be available. Low option plans covering
the basic services required by Medicare need to be available for

benef {ciz2ries who can afford only a gma:l premium each month.
Soncluaion

The Leadership Council on Aging appreciate this opportunity to begin
examining how Medicare benef iciaries are faring in prepaid

health care plans. We look forward to continuing this

di scussion in the future.
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Ms. SKINNER. Good morning, Mr. Chairman, staff and visitors.

I am Eva Skinner and I am a member of the American Assoc.a-
tion of Retired Persons. AARP is a member of the Leadership
Council on Aging and I'm accompanied this morning by Stephanie
Kennan of P’s legislative staff.

There is increased government interest in using capitation for
medicare reimbursement of medical services. We are pleased that
HMOs are showing an interest in serving medicare beneficiaries,
and beneficiaries strongly support this option. However, as we
learn more about serving the beneficiaries through HMOs and
CMPs, we hope that Congress, beneficiaries and the Health Care
Financing Administraticn, will work together to learn from the
past and strengthen the program so it remains a viable option.

My written statement cover a variety of concerns and include
recommendations. This morning, however, I will focus on quality of
care, marketing practices, and enrollment issues.

Many HMOs are delivering high quality of care. We find many
similarities hetween the prospective payment system under which
hospitals are reimburse: and the way in which HMOs ar : reim-
bursed. There are incentives at the provider level whict should
result in the use of less costly care.

However, there are also incentives to skimp on care or limit
access to care. Because of these similarities we believe that an
analogous method of review of care undcr the prospective payment
system should be applied to the EMOs,

We do not believe that this will be the case with the new quality
of review system that is being put into place now. As a member of
the Board of Directors of the California Peer Review Organization,
I am familiar with the quality of care reviews as they have existed
and as it is planned for the HMOs.

On the positive side, we are pleased at reviews that examine a
bread base of indicators for data on quality of care problems. We
are pleased to see that in person peer reviews are required to in-
clude medical records for ongoing care and for certain conditions
with hospital care.

Reviews mus: include complete patient records from all settings
that may indicate inadequate or inappropriate care.

There are, however, serious flaws. Beneficiary access to health
care will not be measured. We recommend that admissions to the
hospitals through emergency rooms be exaruined. This would be an
excellent indicator of whether beneficiaries’ access to the HMO/
CMP was limited or if appropriate care may have been given.

We are also distressed that the decisions about the level of medi-
cal record review will be based on review organizations’ assessment
of each HMO, CMP’s internal quality assurance program rather
than on an initial uniform and comprehensive review of medical
outcomes in each HMO.

This approach is inconsistent with HCFA’s methodology for
review for hospital care. Beneficiaries support an approach that
would target r¢views based on HMO/CMP data and performance.
We support development of a review program that will direct more
resources toward heu!th plans that are providiny iess quality of
care. We hope to wors with you to further our knowl ge about
quality of care and to apply that to reviews of HMQ care.

Q
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The next issue I would like to discuss is the HMO marketing
practices. Consumers need information to accurately agsess wheth-
er a particular HMO is appropriate for them. Therefore, informa-
tion received through marketing practices is key. We are concerned
when we learn of marketing practices designed to screen the popu-
lation. Many HMOs host events such as dances which att-act only
ambulatory, active and more healthy individuals. In other cases,
HMOs require in-person interviews in their offices and while en-
rollment solely through an in-person interview ensures that mem-
bers receive a thorough explanation of the health plan operations
and obligations it can also screen out individuals with health prob-
lems. We question these kind of tactics and believe the HMOs

my home State where some of the HMOs in their very aggressive
marketing have gone from door to door to enroll people, which I
understand is highly illegal. Although HCFA has the responsibility
of enforcing marketing and enrollment practices, this has shifted
by default in many areas to the State insurance departments or
consumer protection division of State attorneys general. We recom-
mend one, that HCFA should establish minimum standards for
written marketing and membership material developed in consulta-
tion with beneficiaries, in communities where English ;. not the
primary language of 5 Percent of the populaticn, HCFA should re.
quire materials be printed in the relevant languages. We recomn-
mend that that material be printed in large, bold print. Three,
HCFA should require HMO/CMPs to make their membership rules
available for examination prior to enrollment. Lists of available
doctors should also be provided.

The last issue I would like to discuss today is coordinated, open
enrollment. HCFA is required by statute to establish a single 30-
day period each year during which all HMOs in a given geographic
area must allow open enrollment. To date we have not seen the
draft regulations from HCFA. Coordinated open enrollment would
heln resolve some of the problems regarding coverage gaps that
occur when an HMO terminates its contract with medicare. When
an HMO ceases ‘o offer medicare risk option, beneficiaries face
gaps in coverage for preexisting conditions because medigap poli-
cies have a 3 to 6 month waitin period to cover these conditions.

We believe that in instances lil%e this the HMO should be respon-
sible for all costs incurred for care due to preexisting conditions
while that individual is subject to the waiting period for coverage.

We also feel that much more attention should be paid by all the
HMOs and HCFA to the staffing patterns of the HMOs, that the
ratio of staff to the numper of patients who need to be served will
determine the ability of that HMO to serve these ople and to
raake certain that they have adequate health care. I feel that there
should be standards in existence throughout all the HMOs that
would have a designated ratio of various disciplines of staff to the
numbe 3 of patients who have been enrolled becauze we're finding
more and more that this has been the case where an HMO will
enroll large, large numbers of patients and then not have the staff
to enable them to de.iver the services that are needed.

Mr. Chairman, there are a variety of issues concerning premium
increases, information and HMO staffing, which are discussed in

81..
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detail in my written statement. We look forward to working with
you, to further improve the HMO option.

I thank you.

[The prepared statement of Ms. Skinner follows:]
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PREPARED STATEMENT OF EVA SKINNER, MEMBER, BOARD "< DIRECTORS, AMERICAN
ASSOCIATION OF RETIRED PERSONS (AARP)

Good morning Mr. Chairman, My name is Lva Skinner. I am a
member of the Board of Directors of the Andrican Associaticn of
Retired Persors (AARP). AARP {s a member of the Leadership
touncil on Aging (LCOA). We are pleased to have *his opportunity
to comment on tre current status of HMOs serving Medicare

beneficiaries.

There is {ncreasing i-terest in using capitation, or tixed
prepaid amount, for Medicare roimbursement of madical se-vic s
From the beneficiary's perspective, capitation enhances the
likelihood that cc.sumecs will have access to more health
services than currently covered by Medicare at a cost corparable
to or less than Medicare supplemental insurance. Benefic’ t{es
appreciate the freedom from filing Medicare and insurance claims,
and the ability to budget more a-cucately for their health care
exper2s  1.408 a.s0 have the putentiai to improve coordination
of patient care. From the government's perspective, capitation
prevides predict-oility of budget outlays and changes {nc~ntives
at the provider level whic® *“\-111d result in the use of i
costly care. Tue evidence 1 reasonably persuasive that
capitated practice achieves economies, particularly by reduci~y
hospi. il admissions and total hospit 1ys. Performance in

other areas approximates medical practice more generally.

The most common application of capitation payments is for
health maintenance organizations (HMOs) and competitive medical
plans (CNPs) with Medicare risk=contracta. ({As of May, 1987, 152
HMOs/CHPs had signed risk-contracts with the Medic program,
and nearly 914,715 beneficiaries had enrolled.) Under these
contracts, Med ire pPays 2 fixrd, predevermined amc' nt for each
beneficiary who snrolls., The capitation amount is *qual to 95
Percent of the average adjusted per capita ci .l ,xADFC) that
Medicare spends on the {ee~for-service gvstem within def.ned
geographic areas. .

Altogether, approximately 1,6 million beneficiaries are
enrollet. n 4MOs through risk contracts, cost contract. and other

arrangenents,

o iy
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Benef "clery repcesentatives supported the ANO provisions of
the Tex Equity and Fiscal Responsibility Act of 1982 the “eated
an incentive for ANOs to serve Medicare beneficiaries. We were
optimistic sbout the possibility that HMOs would provide high
qualits care at a reasonable price. We were encouraged that our
constituente migh. have access to preventive health care services
thet are currently not covered by Medicare, However, as we gain
more experience with HMOs/CNPs we must revisit the program to
insure We are adequately meeting benaficiary needs in terns of
quality aseurance, marketing practices, termirations, beneficiary

{nfornation, and disclosure requirements.

For the past three y¢ rs ber ficlary representatives have
monitored clozely the ¢ amth and development of HMOs serving
Medicare consumers. We ave ob~erved the maturation of HNOs as a
key component in health care delivery, and as a provider of care
to older Americans. In general, the program is functionina
ressonably well. It ie not a program, however, that can or
should police {tself Through our ¢ umer education programs
about HNOe, we have learned first hand the many q\ksnons and
confusions beneficiaries have about HMOz. We hav,e rnoticed many
areas whero HNOs provide unclear, incomplete, and sometimes
misleading information about their benefits and health care
delivery system. Ue also have idencified weaknesses tt .t are not

addres=yd by the current law 2nd regulations.

HMO Quality of Care

The Congressional mandate for external quality of care
reviews as expressed in DEFRA end reaffirmed in OBRA {e 1ecessary
and {e strongly supported by beneficiary representatives. The
sncentives inherent in prepaid health cars to underserve HHO
membore coupled with the Vulnerablity of older people who have
enrolled in HMOs on an individual basis makes such review

eesential.

Nost AMOa provide high quality health care. However, as Dr.

Roper told an HNO audi 7ce in Alril, "even one quality of care
problem {s one too many.® W» agresl

Q-n
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However, HCFA's scope of work for HMO quality of care review
does not assure beneficiaries that all sympboms of inadequate

care will be {dentified.

There are acceptable elements in the scope of work. Cn the
positive side, we are pieased that tev{?&ets will examine a broad
base 2f {ndicators for data on quality of care problens. We are
pleased to see that inpatient care reviews are recuired to
include the medical record for ambulatory care and, for certain
conditions, post-hospital care. This requirement wi.l permit the
review organization to compile complete patient records for a
variety of situations that may be indicative of inadequate or
inappropriate care. We -re encouraged to see that data collected
through this raview ‘11 have the same confidentiality
and disclosure requiresw. ther data collected by Peer

Review Organizations.

Requiring each review organization to develop a beneficiary
outreach program i{s a needed and well-founded component of the
review program. Beneficiaries need to know where they can file a
complaint against HMO, and to know about the nature and purpose

of the HMO/CF? review program.

From our perspective there are serious flaws in the

plan for focusing review ¢ tivitie., .he sequence of a lvities

required under the RPPJ scope of work, and scme omissions in the
raview categories.
\

\
\

First, we are distiessed to learn that decisions abort the
level of medical record review will be based on the review
organization’s assessment of sach HMO/CHP's {nternal quality
assurance program rather than\bn an {nitial uniform and
comprehensive review of medlg;l outcomes in each H¥O. This
approach {3 not consistent with HCFA's wethodology for reviews of
hospital care under the prospective payment system or in keeping
with Congress' intent that the review program emphgslze patient
outcome assessments. We hase reviewed audit reports from geveral
AMOs that were judged to have inadequate and inoffective quality
assurance programs even though these programs met HCFA's
standards at the time a risk contract was signed. G ven thia
information plus the vagueness of review criteria in the scopo of

work, we do not have confidence thai a structural review of
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internal Quality assurance program {s sufficient to accurately
evaluate the overall quality of care provided by an HMO or CMP.

Second, we are particularly disturbed that the scope of work
focuses at the outset on a limited review {f the HMO's quality
assurance process is determined to be adequate, Regardless of
the adequacy or inadequacy of an HMO's quality assurance program,
we feel the initial review activities should concentrate on

compiling uniform, comprehensive and comparable data on every

HMO/CMP that is serving beneficiaries. We suggest, therefore,
that every HMO and CMP should bs included in the basic review
protocol during the first year of the review contract. This {s
essential in order to\\stabllah a comprehensive baseline on all
aMOs. We believe that defensible decisions about different
review levels can and should be made only after conmprehensive
performance data has been compiled on all HMO's and CMPs for a
year. This approtgh is, in our opinion, in keeping with

Congress' ‘-~ent for an P»0/CMP Quality of care r-view program.

An approach that targets -eviews dased on HMO/CMP performance
data {s preferable. We indicatea to HCFA and to the Office of
Management and Budget that we support the development of a review
program that directs more resources toward health plans that have
quality of care problems than toward health plans that are
providing high quality care. We are nct confident, however, that
the sequence »f activities included in the scope of work will

pornit a reliaole identification of good and bad HMOs and CMPs.

Third, we are disappouinted that the scope of work does not
clearly delineate activities that will yield data on access
problems wi*hin an HMO/CMP. With the exception of requiring
r views of complaint files, the re' few protccol relies solely on
medical records for data on quality, access, and apnropriateness
of care. We Question whether this is adequate to capture
information on barriers to care that prevent members from getting

care at all. We beliove a sur- -y i HMO members who have not
ased any servicss during a calendar year perird may yleld useful

information acout access problems. We are also disappointed to

learn that\reviews of non-tranm. hospital admissions through the
enmer/gency room have bee:, eliminated from the review requirements.
Analysis of this data would provide a useful i{ndicator of access

and Quality problenms.




ERI

Aruitoxt provided by Eic:

83

We hope Congress and HCFA will work together with beneficiary
representatives as the HMO qua’ity review program is implemented

and changes are aade in the scope of its ictivities.

HMO/CMP Marketing and Enroiiment Practices

We continue to receive complaints from throughout the nation
regarding the marketing practices of HMC-  Of particular concern
are membership enrsllment procedures that serve as a screening
device for prospective members who a.e not healthy. Enticing
prospective mrmbers to dances, paying referral fees to residents
in retirement comm nities for the names and addresses of their
neighbors, permitting HMO enrollment only through an {n=-person
wvisit to the HMO's office or medical center =-- all of these
practices can be viewed as an attempt to {dentify and enroll
able-bodied, ambulatory Medicare beneficiaries and to screen-out
individuals with health problems. The fact that these tactics
can and are used in numerous HMOS throughout the nation is

evidence that HCFA's review of an HMO's printed marketing
materials and advertising campaigns is inadequate to identify HMO

procedures that screen out less-healthy beneficiaries.

N\ 1In addition, consuners have complained that some HMOs will
not provide their 1ist of providers or their wembership rules for

examination bufore a beneficizry joins the HMO.

Although HCFA has an obligation to regulate HMO marketing and
enrollment practices, responsibility “,r monitoring appears to be
shifted by default to state Insuiance Departments or Attorney

General's consumer protection divisions.

We urge HCFA to expand its enforcement activities regarding

HMO/CMP marketing and enrollment practices. Specifically,

~ MHCFA should establish minimur st *ndards for written
marketing an. membership materials. These standards
should be developed in consultation with beneficiary
representatives and language experts to determine how to
reduce potential misunderstandings by clear and romple
explanations of problem areas such as "lock-in®,

disenrollment, and access to services.
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- In communities where English {s not the primary language
for more than 5% of the eligible popu’ation, HCFA should
requize HNOs/CMPs to provide written marketing materials

that have been translated into relevant language.
— HCPA should require HMOs/CNPs to make its membership

rules available for exanination be prospective

members in advance of joining.

Medicare Contract Terminations

wWhen HMOs/CMPs terminate their contract with M dicere,
enrollees involuntarily must make ocher arrangements for health
{nsurance. As of the end of 1986, termination of 10 contracts
required 23,650 beneficiaries to enroll in another HMO (an option
{n four communities), subscribe to Medicar) supplemental
{nsurance, or pay cut-of-pocket the Medicare deductibles and

co-payments pluc the costs for wervices not covered by Medicare.

Federa regulations currently require HMOs/CMPs to give
benefictaries at least 60 days notice of contract termination.
This amount of notice is insufficient for those beneficiaries who
choose to subscribe to Medicare supplemental insurance because of

the waiting periods for coverage of pre-existing conditions. The
majority of Medicare supplemental policies have at least s

6-month exclusionary period for coverage of pre-existing
conditions. U ‘r current Medicuce contract termination
notification requirements it i{s impossible for enrollees w *h
health problems to avoié a gap in coverage {f their decision is

to subscribe to Medicare supplemental insurance.

We recommend that contracts with Medicare should be amended
to require HMOs/CMPs to pay enrollees’ costs for treatment of
Medicare-covered pre-existing conditions during the period
between contract termination and the end ot %he supplemental
{nsurance policy's exclusionary period for pre-existing

conditions.
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Coordinated Oper Enrollment

Section 2350(a) of P.L. )8-369 (the Deficit Reduction Act)
requires HCFA to establish, for geographic arcas sorved by more
than one HMO en-olling Medicare beneficlaries, a single 30-day
period each year during w-{ch all HMOs must allow open
enrollment. The statutc permits a three year period to implement
this requirement, KHMOs nave opposed this ~equiren nt, and to

date we have , ** seen a draft regulation from HCFA.

We bel :ve that the coordiiated open enrollment requirements

could help resolve some of the problenms regarding coverage of
pre~existing conditions encountered by benefi-iaries when an HMO

chooser to tev~inate {ts contract with Medica e. Given the fact
that HCFA currently contracts with many HMOs on a calendar yesr
basis, and intends to eventually have all HMOs with risk
contracts on the game contract cycle, {t appears that some of the
operatiornal problems cfted by HMOs have been eliminated.

We urge HCFA to proceed expeditiously in draftirg a regu'ation to

implement Section 2350(a) of P.L. 98-369.

Iwo-Tier Health care Delivery Systems

Last fall Medicare members of one California HMO were
notified that tha yMo was terminating {ts costract with certain
providers. Members whe were recelving health care from these
providers were told that Mty would have to receive care f-om
different phy icians and use different mediccl centers. These
members subsequently learned that the HMO's enployer-sponsored
groups were permitted to continue getting cace from the original

provider groups.

While we do not believe this pract.ce of two-tier health care
delivery {s common among HMOs with Medicare contracts, ev~n one
instance {s troubling. Long-standing members of this particular
HMO were forced to vhang2 phys:clans and use medical fac{lit{es
that were not as close to thair homes. The change has also

caused confusion ang hestility am 1 HMO membersy.

HMOs should not be permitted deny access to certain

providers for their Heq}care menbers while permitting the!r
e an Aoy

RG
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comercial menbars to continue gatting care. We suggest that \\
ACFA amend their Medicare contracts to explicitly preclude this

practice.

Oremium Increases/Financial Disclosure \
'l

Since 1985, many BMOs witi Medicare contracts have sharply
increased their premiums, added member copayments for office
visits, and eliminated such benefits as prescrirtion drvg
coverage., The effect of these premium increases and benefit
chan~e* dC not appear to be extceme when considering aggregate
data on ail HMO risk contracts from the Office of Prepaid Health
Care. However an analysis of changes in premium and blnefits
within zero-premium and low-premium HEMOs that have coatract?d
with #2dicare .ince mid-to-late-1t ‘5 shows the economic effects

on their Medicare members are to be far more serfous.

As of December 13, 1985, 16 of 90 HHO risk contracts charged
no premium. A year later, three of these EMOs had cancelled
their contract with Medicare, and four had added premiums ranging

€£rom §21.38 to $40.00.

Sharp increases in premiums and out-of-pocket expcnses were

enacted by the vast majoriny of K.'Is charging a premium at or
below $15.00 in late 1985. As of December 13, 1985, thirteen

BMOs charge” premiums becwsen $2.09 and $15.00, By the end of
1926, only two of these HMOs held their nremium constant. Ore
BMO ircreased its premium by 33%; premium incresses for the other

ten HeOs ranged from 95V to as much 8C9s.

In addition to these dramatic increases in pyemiums many of
thes~ HMOs changed their benefit package. Two ;lans dropped
ti.:.. pre  sintion drug coverage, two ac.ed a copayment for
physician vervices, one plan eliminated its high option packaje.

and three plans eliminated coverage for sreventive care.

Perhaps these price increases are justificd, However,
beneficiary repre entatives has beer unsuccessful in efforts to
determine whether thease premium increascs and benofit changes are
reasonsble based on the EMO's cos* for ser 'ing Medicare

beneficiaries. HCFA's requirements for HMO financial reporting

30
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focus on financial solvency; data on profit and loss is
considered pro, «w7y information and is not available to

outside observers.

HMOs may be pricing their Medicare benefits packages low
during the first year or so of their contract in order to attract
enrollees, and then increase premiuns substantially after they
have a captive narket. This practice should not be tolerated or

condoned. More {s at stake for beneficiaries than simply the
amount spent each month for HMO premiums. Por beneficiaries who

cannot afford a premfum fncrease of $15 - $30/month,
resubscribing to their previous Medicire supplemental insurance
policy may not be simple or even posslbl;. Many supplemental
policies will not permit resubscription after a policy has been
dropped. Many employers will not reinstate coverage in their
retiree health benefii« nrogram if the retiree voluntarily
dropped o.t to join a lov-cost HMO. />1rtually all Med:icare
supplemental insurance poli .cs have a waitirg period for

pre-existing conditions that would cause a gap in coverage.

We urge Congress to closely examine the estent to which
premiums have increased over time for #22{.ar0 beneiiciaries 1in
HNOs. 1Ir addition., we request that Congress consider a cefling

on annual sremfum fncreases for Medicare benefits packages,

Consumer Informatira

P LILLLE QALY

Prospecti/e EMC m¢ wbers need at least a description of
benefits, hoalth care delivery 2yr*em, and the costs of
membership. In additi{on, {nformation »“out HMO/CHP
administration and oper.tion, unsts and financing, and quality is
necessary. Consuners should be able to identify whether the HMO
is a publicly-held (o poration, a private investor-ownea
corporation, or a non-profit corporaticn, Information should be

available about the HMO/CNP's structure ({.¢ staff, group,
network or IPA-nocel health plan), and the ne ure of its

subcontracts for specialt; care, home health services, hospice
care, and other support sorvices. Infc mation shauld indicate
which dep. rtnent in the 'MO is reszonsik.i» for controlling

payment for subcr stracted services. Prof jective members .hould

also be able to receive complete i{nformation sbout enrol lment and

.q
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disenrollment practices ln’d the amount ¢f time required to

complete both of these procedures.

We urge the Health Care Pinancing Administration to allocate
federal fu:ds for the development of local or regional consumer
information programs about capitated health plans. The
Association urges HCPA to develop specifications for a waiform
health service information data base. In areas where HMOs/CHPs
ace serving Medicare beneficiaries, HCPA should contract #ith
consumer groups or Agencies on Aging for the conpilation and

dissemination of consumer information.

BMO Staffing

HMOs traditionally have provided health care to
enployer-sponsored groups of working people. HMOs/CMPs are not
required tc hire staff with training in geriatric medicine, or to
provide in-service needs of slder patients. Pederal lav and

regulations do not require an HMO/CMP to designate staff or
telephone 1lines »xpressly to serve their Medicare members.

Regulations pertaining to Medicare certification of AMOs/CMPs
should require health plans to tailor their health systen to meet
the needs of older\gauenu. We realize the application of this
requirement will vz:y depending on the structure of an HMO/C* P.
At sinirum, BMOs/CHPs s}, uld be required to hire case managers
with spectal training in the medical and social service needs of
nlder patients.) At ainimum, the HMO/CMP should provide
fn-service tnl’nlnq about the aging process for medical and
support staff vho v.ll be serving r._dicare ber !iciaries.
HMOS/CMPs should be required to hire medical staff with speclalty
training in geriatric medicine, or have such expertise available
for consultation. Capitated health plans should be regquired to
provide an office of ¢ ‘aman specifically responsible for

resolving nroblems of Medicare heneficiaries.
Conclusion
teneficis ¥ representatives call upou CongZess to enact the

following changes in federal law and regulations pertaining to

AMOs and Medicare:

O
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O  Require uniform and ccap.. ensive reviews of HMOs
during the first year of the quality review
pProgram. Target reviews only after all HMOs have
been reviewed uniforaly. Increase review

activities to {dentify access to cave problems.
N\

\

O  Strengthen oversight of HNO rmarketing practices.

Revise contracts between HCPA and HMOS to require

Mo

MO to paY member’s costs for treatment of

Medicare-covered pre-existing conditions during
period bet' 4 contrace terrination and end of
supplemental insurance policy’s w {ting period

for pre-existing conditions.

©  Require implementation of regulation on
¢ 'rdinated opsn enrollment in areat where there
»

is more than one HNO with a Medicare contract.

O  Add language to HMO/Medicare contracts prohibiting
decisions to deny access to certain providers for
Medicare beneficiaries while naintaining access to

these providers for other subscriber groups.

©  Require realistic pricing of benefit: package for

Medicare I .ieficiaries.

© Reguire HCPA to allocate federal funds for 1~ al

or regional HMO consumer information programs.
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Mr. Mica. Thank you very much, Ms. Skinner, and I gather you
came quite a distance to be with us today. We thank you very
much.

I'd like to just comment, I've been looking at prescreening prac-
tices and it totally eluced me that they invite them to dances to see
if they’ze healthy enough to dance. We had one in Florida where
they invite titem to chicken dinners. I'm wondering now if they
were looking at their teeth. You just don’t know.

Mr. Robert Crane, Vice President of the Kaiser Foundation, Oak-
land, California. Another one who came a long distance to help us
today. Please proceed.

TESTIMONY OF ROBERT CRANE, VICE PRESIDENT, KAISER
FOUNDATION HEALTH PLAN, OAKLAND, CA

Mr. CRANE. Thank yc very much, Mr. Chairman. As noted, I am
Robert M. Crane, vice president, Government Relations, of Kaiser
Foundation ssealth Plan Inc. I bring the regrets of Robert Erickson
whg had planned w be with you today to testify and was not able
to do so.

Kaiser Foundation Health Plan, its il subsidiaries, Kaiser Foun-
dation Hospitals and 12 independent medical gro;s comprise the
Kaiser Permanente Medical Ca.e Program. The program provides
health services on a prepaid, direct service basis to over 5 million
members in 16 States and the District of Colu-1bia. We have been
serving medicare beneficiaries since medica ; inception. Since
that time, our Medicare membership has grow.: to over 335,000, or
7 percent of our total enrollment. Many of these medicare benefici-
aries have been health plan members through much of their work-
ing lives and have chosen to continue their health plan member-
ship in retirement. Nine of our 12 regions have signed medicare
risk contracts. The i0, southern California, hopes to have one
signed by the end of this month.

We believe that the fundamental ~oncept set forth in the risk
contract legislation is sound and extremely important to maintain.
We, like the Members of Congress, have geen concerned with tbe
activities of certain risk contractors, particularly with situations in
south Florida that has been discussed today.

At the sar-e time, we believe the situation is not typical of the
manner in which the program operates across the Nation. While
action is required, overreaction would be counterproductive. There
are important adjustments in the program that ~~ed to be made to
attract and retain quality organizations to th. sk contract pro-

am.

Continued and improved oversight is also necessary. More specif-
ically, vie recommend the following:

First, improve the adjusted average per capita cost—AAPCC—
methodology. The current AAPCC methodology does not adequate-
goexplain or corupensate for beneficiary .sk. It is important that

ngress and HICFA place high priority on improving it.

Second, promote understanding of and stabilit,” in the HiviO pay-
ment methodology. There is a need to assure that the rules of the
game of payment are understood and stable over time. The AAPCC
methodology should be set forth in regulations so that the factors,

a4
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assumptions and details in the methodology are understood by all.
Accompi.shing this may require statutory change.

Third, insist upon strict application of the 50/50 rule. We believe
that only HMOs or CMPs that are attractive to the pooulation at
large should be offered tc medicare bencficiaries.

e percentage of medicare/medicaid enrollment in a participat-
ing HMO should exceed 50 percent only in rare and carefully moni-
tored instances.

Fourth, assure adequate HCFA oversight of plan operations. We
would urge a review of HCFA staffing levels to assure that staff is
adequate to perform the monitoring responsibilities of the growing
number of risk contractors.

Fifth, evaluate and refine the quality assurance mechanisms,
The metbodology that will be employed under PRO review has

it is implemented. Because the state of the art of reviewing quality
in HMOs is still in its infancy, it is important to encourage diversi-
ty in approaches to this task. It is also important that external
review not be designed and implemented in a way that stifles inno-
vation in internal quality assurance programs.

We believe that the long term prospects for medicare HMOs are
good. Working together, the government and the industry can solve
the issues that I have raised. A growing nuraber of our elderly citi-
zens can and should have an FMO option. However, capitation is
not a pan-cea, but should be seen as one alternative for paying foy
care of the Nation’s medicare beneficiaries.

Thank you, Mr. Chairman.

Mr. Mica. Thank you, Mr. Crane. Let me just say on your testi-
mony we'il come back with questions. I'm extremely interested in
Your methodology points and if Kaiser has done any studies that
could be helpful to this committee regarding that, we’d Jove to
have them.

Our next witness is Kathryn Langwell, Senior Economist of
Mathematica Policy Research here in Washington.

Please proccad.

[The prepared statement of Mr. Erickson follows:]
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PREPARED STATEMENT OF ROBERT J ERICKSON. SENIOR YICE PRESIDENT
AND GENERAL COUNSEL, KAISER FOUNDATION AEALTH PLAN, INC

Mr. Chairman and members of the Committee, I am Robert J.
srickson, Senior Vice President and General Counsel of Kaisar
Foundation Health Plan, Inc. I am accompanied by Robert M. Crane,,
vice President - Government Relations.

Kaiser Foundation Health Plan, I ., its eleven subsidiaries,
Kaiser Foundation Hospitals and twelve independent Permanente
Medical Groups comprise the Kaiser Permanente Medical Care
Program. The Projram is an econom:icCally self-sustaining organized
health care delivery System that provides health services on a
prepaid, direct service basis tc over 5 million members in
California, Oregon, Washington, Hawaii, Ohio, Colorado, Texas,
Marylend, Virginia, Connecticut, New York, North Carolira,
Georgia, Kansas, Missouri, Massachusetts, and the District of
Columbia. Our Health Plan members receive services throuTh 7d of
our own hospitals, more than 140 medical office iocations, more
than 5,900 contracting physicians and over 50,000 employees.

Kaiser Foundation Health Plan, Inc. has been serving Medicare
beneficiaries since Medicare's inception. When enacted in 1965,
Medicare did not Contain provisions to pay gr :p practice
prepayment plans (one of the HMO prototypes) 1 basis consistent
with the way in which they were paid for non-Mcd1care members.
Instead, hospitals which served group practice prepayment plan
members were paid under Part A on the same basis as other
hospitals and such plans were paid for Part B services on a per
capita basis which was Cost-based. The only other option was to
submit bills and be paid on a fee-for-service basis. Since that
time, our Medicare membership has grown to over 335,000 or seven
percent of our total enrollment. Many of these Med:care
beneficiaries have been Hezlth Plan erbers through much of therr
working lives and have chosen to Continue their Health Plan
membership ir retiremunt.

Kaiser Permanente is committed to serving the Med:icare
population and expects it to bc a growing percentage of our
business in the years ahead. It 1s because °f thas commi tment
that since the early 1960's, we have advocated that Medicare adopt
a method of payment for prepa:d group practice plans and other
HMOs that is consistent with the manner in which they are paid for
non-Medicare members.

It was not unt:ii two decades later with che passage of the Tax
Equity and Fiscal Responsibiriity Act (TEFRA) of 1982 that this
goal was realized. The risk contract program established by this
legislation was designed to benefic each of the part:icipants.

The federal government saves five percent by paying the HMO 95
percent of the adjusted average per capita cost (AAPCC). The HMO
receives its adjusted community rate {ACR), the rate for providing
Medicire A and B benefits to Medicare beneficiaries asjusted for
expects? Medicare utilization. The benefic.ary recsivec a benefat
from selecting the HMO in the form of increased benefits or
reduced costs that result from the HMOs more efficient operation.

Kaiser Permanente participa%ed in the demonstration effort
that showed that this System of payment for HMOs would work. In
1578 our Northwest Region, headquartered in Portland, Oregon.,
became one of teven Medicare demonstration Contractors to test the
teasibility of increasing enrollment of Medicare beneficiaries in
HMOs. This effort demonstrated the ability to attract 2
representative age and geographic cross section of the senior
citizen population. Enrollment of new Medicare members into
Kaiser Permanente in Portland increased the percentage of over 65
members enrolled in our plan from 6.85 percent in 1979 to 11.9
percent today which is the same percentage as those 65 and over in
the Portland community. Patient surveys showed a high level of
satisfaction, 8 low annual cancellation rate, and indicated
excellent member accepts.ce.

With the implementation of the risk Contract program in 1985,
a number of ou~ other Regions have signed risk contracts and bequn
to particinate. Nine Of the Program's 12 Regions have entered
into Medicare risk contracts. A 10th Region, Southern California,
hopes to have a contract signed by the end of this month. At the
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end of 1986, Medicare risk contract enroliment was over 30,000 or
approximately 10 percent of total Medicare membership (334,530).
Now that we are able to offer the Medicare risk program to
existing Medicare cost membors without the 2-for-1 limitation, we
expect our risk contract membership tu increase several fold
before the end of the year.

Modicare members have peen fully integrated into the Kaiser
Permanente Program. In addition to receiving Medicare A and B
benefits, risk beneficiaries receive preventive services, such as
routine physical examinations, examinations for hearing and vasion
and most immunizations and hav. no deductiblex and no or modest
Copayment amounts. Six of our ¢ itracts provide risk
beneficiaries with an outpiticat drug berefit, two provide
eyeglasses as a benefit and one includes hearing aids. Our recent
surveys and disenrollment figures indicate on ongoing high level
of satisfaction among these members. Recent surveys in Oregon
showed that only 1.3 percent of the Medicare members expressed any
dissatisfaction w’th the plan.

However, statistics only tell part of the story. It 1is also
important to emphasize the human side of the provision of services
to Medicare beneficiaries under a ris‘ contract. <Consider the
elderly couple who arrives at our me. :al offices for an inftial
visit with a shopping bag full of druys prescribed by different
Community physicians. The value of coordinated and managed care
for these individuals which starts with a complete physical and
pharmaceutical assessment cannot be underastimated. Or consider
the 80 year old woman with a multitude of chzonic health problems
who for the first time visits a Physician without worrying about
the financial consequences. These examples are just several of
thousands that could be described to underscore the fact that
Medicare beneficiaries continue to bencfit significantly from
enrollment under the risk contract program with group practice
payment plans and otaer HMOs.

While there is a general level of satisfaction with the risk
contracting program within Kaiser Permanente, we have significant
concerns with events occurring outside our Program. Of major
concern is the situation which has developed with International
Medical Centers (IMC; in South Florida. Whenever therm are
problems of thi; natire within an industry, the industry as a
whole suffers. We learned this from the prepaid health plan
scandals in California in the early 1970's. We are seeing this
repeated in South Florida in the 1980's. However, unlike past
crises where the absence of rules led to atuse, the IMC situation
underscores the need for more vigorous monitoring of problem HMOs
or CMPsS and more decisive action when current rules sre not
followed. For example, the rulc requiring that S0 percent of a
participating plan’'s enrollees be persons who are not covered by
Medicare or Medicald should be waived only in very unusual
situations.

There are dificiencies in the Medicare risk contract program.
Many HMOs are ¢'ncerned about the level and stability of payment
over time. Ye -to-year fluctuations in the AAPCC at the county
level are maki: ; planning dfifficult. Concern about payment
adequacy has already led several risk contractors to decide not to
renew contracts. Indications are that the number of such HMOs
will increase unless there are improvements in tie payment
methodology. 1In additio: sonme plans are concorned that thn new
Quality Review of risk coucractors may not recognize the
differences in HMO medical practice styles and may be
unnecessarily complicated. 7™ is may create barriers to HMO
partacipation in the Medicar risk contract program.

However, our assessment of the current situation is that a
major overhall of the risk contract proqram is not necessary ang
would be counter-productive. Rather continued fine tuning is
needed combined wath continued and improved dminastrative
oversight. More specifically, we see the following as necessary:

1. Improve the adjusted average per capita cost (AAPCC)
methodology.

The AAYCC represents the fee-for-service equivalent of
providing care to non-HMO enrolled Medicare peneficiaries in a
geographic area. wWhile this methodology appeared adequate to
begin the program, it is ircreasingly clear thst the age, sex,
welfare and insti.utional factors included in the AAPCC do aot
adequately explain or compensate for beneficiary risk. 1. is
important irat Congress and HCFA place high priority on improving
this methodology. To accomplish this, efforts should be

&y
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undertaken to 2dvance the "state of the art® so thac HMOs will
have the assurance that participating in this program will provide
tair reimbursement. This is necessary to assure government
savings, HMOS continued participation. an’ that the member is
properly rewarded for selecting 3 prepaid plan. There are 3
number of risk adjuatment methodolcgies that deserve more critical
evaluation and demonstration., These involve direct measures of
health status. such as perceived health status measures and
functional health status measures, as well 88 indirect measures
such as prior health care use. We are actively working on this
issue through our Center for Health Research in Portland. They
were awarded a three-year perative agr t by the Health Care
Financing Administratior, in late 1985 to develop risk sdjustors
based on plan imdulatory and inpatisnt data. The project will
relate use of health services by Medicare beneficiaries, to
patterns of morbidity, perceived health status, self-reported
chronic conditions and cause-specific mortality.

2. Promote understanding of and stability in the HMO payment
methodology.

There is a need to assure that the “rules of the game” are
understood and stable over time. This includes both payment and
operational requirements., Currently., the details of the
methodology for developing the AAPCC are not set forth in
regulations. This leads to two problems.

First, the factors, sssumptions, and methodology for its
development are not well known or understood across the industey.
This “"black box® approach leads to much uncertainty sbout what may
happen to payments in the future. Second, changes can now be made
in the method orf factors without public disclosure. We recommend
that Congress adopt a requirement that the AAPCC methodology be
set forth in regulations and that any changes in it follow the
rule making process. Since 8 number of the factors represent
assumptions about the future, it is important that these be
exposed to scrutiny. The methodology should not be mysterious.

We suggest a process similar to the publication of the rules
relating to the perspective payment methodology for hospitals be
followed for the AAPCC. Accomplishing this may require statutory
change.

3. Insist upon strict application of the 50/50 rule.

Current law requires that Medicare and Medicaid enrollment not
excerd 50 percent of 8 plan°s total enrollment except in rare
insiances. This rule was established so tl~% HMOs and CMPs would
have to meet 3 market test., They would h to be organized and
operated in ways that are attractive to er_ .oyers and the
community at large in order to serve a sizeable non-Medicare, non-
Medicaid enrollment, This requirement adds a strong measure of
market regulation to the risk contract progran. We have learned
f.om the IMC situatio™ and earlier, in the Southera Californiz
prepaid health plan su adals, that not following this rule
frequently causes problems. We believe that {f the HMO or CMP is
not attractive to the population at large, it should not be
offered to Medicare beneficiaries, except in rare instances such
as those authorized in last year's budget Reconciliation Act (PL
99-509) .

4. Assure adequate HCFA oversight of plan operations.

The number of risk cContractors has increased dramatically over
the last *wo years. There has not been a8 comparable increase in
HCFA®s manajement staff at either the Regional or Central Office
level to oversee thuse operations. Adequate HCFA staff resources
are particularly needed in dealing with problem HMOs or CMPS. We
would urge a review of HCFA°s staffing levels to assure that the
staff is adequate to perform this important function.

§. Evaluate and refine the quality assurance mechanism.

Beginning this year, professional Review Organizations (PROS)
or quality review organizations will begin evaluating the quality
of care in HMOs. We strongly support quality arsurancg activities
in HMOs and efforts monitoring thos: activities. We « so
recognize the legitimate interest of government and others in
external review and that such re* lew, oroperly structured, can be
salutary. We do have concern sbout the methodology that will be
enmployed under the PRO review. It is structured on the review
model wh sh PROs have used to monitor utilization within hospitals
and it was not tested prior to national implemontation. It is

a8




O

ERIC

Aruitoxt provided by Eic:

95

data intensive and emphasizes outside oversight at the expense of
incentives for the development of strong internal quality
assurance programs.

We believe that the best assurance of quality of care is a
commitment of an HMO or CMP to that goal. We have spent
considerable effort to develop e”€ective quality assurance
programs for both inpatient and outpatient settings. We are
concerned that the resources and effort that will be required to
comply with the proposed PRO review may stifle innovation in
quality assurance and may lead to a decreased emphasis on {nternal
activities. Congress shovld carefully monitor the evolution of
this process and require structured evaluation of whether the
methodology employed §s having its desired affect. At the same
time, it should encourage alternative spProaches in this extremely
important area.

Mr. Chairman, to conclude, we beliave that the fundamental
concept of a risk contract is sourd and extremely important to
maintain. The situation that developed in South Florida is not
typical of the manner in which this program operates across the
nation. The fact that this can happen requires action. but
hopefully will not result in overreaction. There are important
adjustments in the program that need to be made and continued
oversight is necessary. We believe that the long term prospects
for Medicare HMOsS are good if the issues we have discusseu can be
solved. A growing number of our elderly citizens can and should
have an HMO option. However, capitation is not a panacea; and we
believe that significant fee-for-service option will need to
continue to exist.

Mr. Chairman, we stand ready to assist Congress and the
Administration with modifications of the risk contract program so
that 2 significant number of our senior citizens have the option
of joiring a prepaid group practice or other HMO of good value and
sound quality.
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TESTIMONY OF KATHRYN M. LANGWELL, SENIOR ECONOMIST
AND PROJECT DIRECTOR, MEDICARE COMPETITION DEMON-
STRATION EVALUATION, MATHEMATICA POLICY RESEARCH,
INC., WASHINGTON, DC

Ms. LaNewEeLL. Thank you, Mr. Chairman.

I have spent much of the last 10 years studying the nature and
extent of competition in the health care market, and the impact of
changing financial arrangements on consumers, previders and
third party payers.

Capitation payments and HMOs have been widely promuoted for a
number of years as a potentially valuable means for achieving
some degree of cost constraint in this market where the consumer
doesn’t pay the full price of services and where tax treatment of
health insurance encourages first dollar coverage.

My research and participation in policy discussions around the
country leads me wo believe that capitation, case management and
increased competition offer hope for achieving cost containment
and improving financial access to care for beneficiaries in public
programs. ,

As preparation for this hearing, I devoted considerable time to
reviewing what knowledge we have at present on the effects of the
medicare HMO program. Because of dramatic changes in the HMO
industry in recent years, and because medicare beneficiaries are a
distinctly different group from the employed under-65 population
gerved by HMOs in the past, there is little previous research to
draw upon for reliable results. However, I think we do know quite
a bit already about the program.

First, with respect to impacts on medicare beneficiaries, ou: re-
search has shown that during the demonstration program, approxi-
mately 5 percent of medicare beneficiaries joined an HMO when it
became 24 available option. While less than 2 percent of high-
income beneficiaries with existing medigap insurance joined, over
20 percent of low income medicare beneficiaries, who weren’t med-
icaid eligitle and who did not previously have medigap coverage,
elected to join an HMO. The medicare HMO program clearly has
the potential to benefit medicare beneficiaries who currently face
considerable financial barriers o health care.

We also know that medicare beneficiaries who join HMOs were
much less satisfied with the aspects of the care they were receiving
.rom the fee for service system before joining the H}MO. Medicare
HMOs offer an alternative delivery system that may i. \prove these
beneficiaries’ overall satisfaction with their health care arrange-
ment.

With respect to short run and long run financial implications for
the medicare program, we don’t yet have that information. Mathe-
matica’s evaluation will provide results on the nature, extent, and
the underlying causes of biesed selection into 17 demonstration
HMOs and will produce firm evidence for the first time on the
impact of HMOs on use and cost of health services to Medicare
beneficiaries.

I understand there is much dissatisfaction with the AAPCC
methodology. Rut I strongly recommend that no changes in the
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methodology be made before these resulis are available in mid-1988
and have been carefully considered.

Turning to the implementation experience and the ongoing man-
agement of the medicare HMO program, there clearly have been
startup problems, as is to be expected in any new program that
grows much more rapidly than originally was expected. In general,
these problems have been 13cognized by HCFA, the HMO 1indust
g.nd by Congress, and many of them have been and are being ad-

ressed.

The first demonstration. HMOs chose to proceed fairly cautiously
in the program at the beginning, setting medicare enrollment tar-
gets and preferring to evaluate their initial experience with the
medicare population before expanding medicare enrollments fur-
ther. In that: sense, the IMC situation is an aberration among the
ea{/lly HMOs in this market.

y observations and those of others suﬁest that the program
could operate somewhat more smoothly for beneficiaries if informa-
tion dissemination was improved. Particularly, the relatively high
disenroliment rates tlLiat we've observed in the first few mont
after enrollment suggest that some beneficiaries need more infor-
mation or better presented information on the HMO option.

Similarly, more information on appeals processes and perhaps
some system of assisting medicare beneficiaries to implement that
complex process could be helpful to beneficiaries. Some mechanism
for assisting beneficiaries to obtain medicap coverage when they
leave the HMO would be a useful addition to the program, particu-
larly since, in our surveys, we have observed that one third of
those who were previously insured before joining the HMO are con-
tinuigf to pay ior that insuraace a year or more after Jjoining.

Quality assurance is certainly a significant issue for medicare
beneficiaries regardless of whether they obtain care from fee for
service providers or from HMOs. But since the HMO program is
still new, it is particularly important that beneficiaries be able to
join HMOs that have been required to meet standards for internal
review and that are subject to external review of quality of care.

Our studies in the quality assurance rograms . in medicare
HMOs, the in‘tial demonstration ones, shows that what some
HMOs say they have in place as quality assurance programs aren'’t
actually operating effectively, and in some cases aren't operating at
all. This is a minority of HMO’s but it means that the PRO system
certainly can't rely just on what the HMOs are reﬁorting as oper-
ational quality assurance programs to decide whether more inten-
sive review is required.

I'd like to conclude by saying that beneficiaries certainly seem to
be responsive to the program, as is the HMO industry. For the pro-
gram to continue to grow and result in benefits to beneficiaries and
the government, changes should be undertaken as part of a com-
Prehensive reexamination of the program. A piecemeal approach to
changes may undermine this new program before it has sufficient
time to become a well understood option that medicare benefici-
aries can choose in order to improve their accoss to care or because
the prifer o case managed styFe of health care delivery.

ank you.

[The prepared statement of Ms. Langwell follows:]
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KATHRYN M. LANGWELL, SENIOR ECONOMIST, MATHEMATICA POLICY RESEARCH,
WASHINGTON, OC

During the past decade, 1 have been continuously iavolved in
resesrch oo the market for beslth services. The effects of cospetition on
health care costs and the role of HMOs in changing the competitive
sovironsent has been of psrticulsr iatersst to ue, begioning with my
participation in the American Medical Association's Nstional Cosmiesion on
the Cost of Medical Cars snd contin ag thr ‘gh over s dozen research
studies snd wy curreat position st Mathematica Policy Resesrch as Project
Dirsctor for the Nstionsl Evaluation of the Medicare Competition Demo.~
strations being conducted for the Heslth Care Finencing Adsinistration. My
psrticipation io this hesring is 3s & researcher with extensive €Xperieace
in exsmining the structure and performsnce of the warket for heslth
services and the effects of increasing competition in that market,
principally through the development snd expsnsion of HMOs end other
slternscive finsncing snd delivery mechanisms. I would like to emphssize
that my testiaray Tepresents only my owo views and not those of Mathematics
Policy Resesrvh or of the Health Care Financing Administration, While 1
drav upon results of coapleted rseesrch from the Evalustion of the Medicare
Coapetition Demonstrstion to sdireas issurs, work that is currently
undervay is not discussed except to mention that these future results may
be very useful ia ongoing policy deliberations.

Based upon the ex‘sting evidence, 1 believe that capitation

arrsng s and case offer the best hope for isproving

finsncisl sccess to sppropriste qualicy health services for beneficiaries
covered by public progreas, within 8n environmsent that requires cost
constrsint. The unexpectedly rapid growth of th: neaicasre HMO progras
suggests that Medicare tensficisries are responding to the opportunity to
improve their benefits and reduce their finmanciel lisbilities for he'lth
csre. The substsntisl participation of HMOs in the progrss (over 25
percent of sll HMOs) irdicetes that zhe HMO industry, slsu, believes that
this is s visble option — at least under current terms. Whether the
progran saves money for the Government in the short-run is unclesy;
hovever, the longer=run effects on the Medicare market may be sufficiently
desirable that sooe level of short=run costs way be warranted.

While the impleseatation of the TEFRA HMO prograa has not been
uneventful, it's reasonsble to expect that sny nev progrsa will eacounter
unanticipated situations during its ear'y yesrs snd that f.ocedures will
work smoothly only sfter soms experience has been geined. With two years

of operational txperience to draw upon, this is 8 good time to review that
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experience and detsrmine whather sdditionsl changes would result fn a more
swoothly opersting program.

In this psper, I have focused on three fssues thet, in wy opinion,
are critical for eveluating the performsnce of the Medicare MMO program snd

other futura cspitstion inftistives:

1. 7o Hedicare beneficiaries benefit from the progranm?

=~ Is financial sccess to care improved?

== Does having choices increase the availability to
Hedicare beneficiaries of satisfactory health care
arrangements?

== Is quality of care maintained?

== Is there an effect on continuity of care and
iinancial vulnerability?

2. Does the Medicsre HMO program save money?

— 18 bissed selection an issue?

“= To what extent do HMOs save money through case
management, negotiated discouats, physician
incentive arrangements, and other mechanisms?

== If most HMOs generate surpluses grester than 5
percent plus “profit”, should the Medicare prograa
== rather than Medicare beneficisries only == obtain
greater financisl benefit from these savings?

== What are the competitive effects of Medicare HMOs
and do they suggest potential longer-run benefits
from the programs?

3. 1Is the Medicare HMO program operationally feasible?

We don’t have the * 1 answers to a1} these questions yet, but the evidence
on asny of these fssues is beginning to become available. I'd like to
briefly reviev, in this paper, what we do know about these fssues and what

we vill know soon 88 current resesrch ir progreas is cospleted.

IMPACT ON MEDICARE BENEFICIARIES

Financial Access

The Medicare progras pays 75 percent of a1l Melicare-covered health
care expenditures and 48 percent of total health care costs fncurred by
ben~fictaries.! To avotd incurring substantial 1iability for out-of=-pocket
costs, over 70 percent of Medicare teneficiariea purchase supplesental
insurance. MPR'S survey of Medicare bemeficiaries enrolled fn HM)s found
that expectations of lower out-of-pocket costs o obtaining heslth
services vas the primary resason for enrolling in sn HMO for over half of
Tespondents; another 20 percent indicated that the expanded benefits
available through the HMO were the pr mary reason they enrolled (Brown et
al 1986). Tsble ] sumnarizes the expanded benefits offered by TEFRA HMOs 8
year after implementation of the progran. These benefits are provided, in

wost HMOs, with only uinizmal cost sharing and no deductible. Over 85

‘sziure does not pay for preventive care, Prescription drugs,
Toutine vision nd hearing services, or most long tera care. Cons ~uently,
Medicare bene“iciaries total out-of-pocket 1iability in 1984 was §) *5 or
14.6 percent of fncome (Lave, 1986).

M3
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percent of these EMOs charged s preaium of less than $38 per month in
1985. CBO has estimated that the sversge moothly presius for a medigep
policy in 1988 will be $49.80, for a benefit package that ie less generous

than that offered by most EMOs.

TABLE 1

Perceat of nrn’ tisk plans offering
expanded benefita &5 part of either s baaic OF
bigh option plan: United States, March 31, 1986

Percant of plans

Benefit offering benefit
Extended hospital days 79
Extended skilled muceing facility daye 41
Preventive cars 86
Drugs 71
Eye care 69
Zar cars 3/
Dental cars 14
Extended mental health care 34
Other odditional benafite 34

lrex Equity and Plscal Responsibility Act of 1982,

NC E: “Expanded” benafits sean benefits that ares beyond tnoss nsormally
so~ered by standata Medicars.

SAURCE: Offica of Prapaid Operations: Prepaid Contract Status Report,
March 31, 1986,

A recent study of enrolleas in Medicare HMOs also suggests that
finsncial access to care is isproved particularly for beneficiaries who aie
most likely to be unable to afford health care (Brown and Langwell, 1987).
Beneficiaries who are poor but not Medicaid eligidle, who do not have
Medicare aupplemental coverage, acd who do not have » regular source of
care wvere found to be four times more likaly to join & Medicare HMU then
were other beneficiaries.

The evidence suggests that rome Medicare beneficiarices eay have
improved finsncial acceas to care sd 8 rasult of Lhe Medicare BMO
program. Whether the improvement in finsncial access leads to increased
utilization of health servicas, hovever, has not yet beea demonstrated.
The recent Rand study of Ccass to care for low income beneficiaries in one
HMO indicates that sose Modicaid benef’ sries sncountered barriars to
access within the HMO that were difficult for them to sursount. A study
being conductad by Medicel College of Virginia under Hathema.ica Policy
Research's svaluation contract ia examining baneficiariss' sxperience with
MO accass barrisrs, bzaed upor interviews with sorollees reporting
syaptoms and the response of the HMO to the enrollee’s attempt to obtain
eervicee. Keeults of this study are expected to be eveilabla 1o early

1988,
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Satisfaction
Those Medicure beneficiaries who join HMOs are significantly less

14ksly to hsve had a regular physicisn before Joining the HMO and, 1f they

did hase & regular aource of care were significantly more likely to report

dizsatisfaction with aspects of fee-for-service care, includin,:

o professional coapetence

o willingness to discuss

o courtesy

O emergency care

o difficulty of filing Medicsre and fnsurance claizs

O costs

Overall, only 69 percent of enrollees reported that they had been satisfied
with their previous fee-for-service gource of csse cozpared with 86 jercent
of Medicare beneficisries who did not enroll (Brown and Langwell 1986).

The availability of the Medicsre HMO option offered these less sstisfied
Medicare beneficiaries an Liternative finsncing and delivery systes that
@2y result {n an increase in thelr overall level of satisfaction with

care. Mathematics Policy Research and Medical College of Virginis are
snalyzing enrollee and nonenrollee fnterview dsta to determine the effect
of HHO enrollment on ssatisfaction, overall and by type of esriafaction.

Kesults of this study will be gvailabdle in the Fall of 1987,

Quality of Care

Ensuring quality of care is an importsnt {swue in all health care
Policy delidberations. This is especislly a concern when heslth polic,

changes are expected to affect highly vulnersble population groups. The

concerns gbout quality under capitation arrangementc is sppropr.ste gince
the financisl {ncentives of o tation could distort practice decisions of
physicians, However, concern ghout quality should be equally great under
fee-for-service srrangesents. Physicisns who face financial incentives to
provide more than the optimal care m3y incresse Medicare beneficiaries’
exposure to fatrogenic {llness and nosocomial tnfec:uonl,l as well ae
incressing out-of-pocket burdens on beneficlaries and costs to the Medicsre

Progran.

—_——

‘Haley et al (1985) estinste thet S.7 percent of hospital
adziesions develop nosocoalal fnfections. If Medicare beneficisries sre no
«ofe vulnzrable to nosocomisl fnfections than the under 65 population, thie
infection rate suggests that 274,000 of the 4,799,000 hospitalized Medicsre
beneficiaries developed nosocomtal infections fn 1984.
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Host of the physict providing care to ledicare beneficisries
enrolled it Medicare 1M0s sre fee-for—service providers, slso. lu fsct, in
the Medicare Competition Demonstrstions, 23 percent of emrolled benef i, {aries
surveyed had joined the HMO without changing their primary physicisn. 1
eeens unlikely thst fae-for—eervice physicisns will choose to provide
distinctly lower quality services to their HMO pstients than to their fee-

for--arvice pstients.

The cricical question is vhether Medicere benuflcieries sre
receiving care of eppropriate quality vhether thsy obtsin care frca fee-
for-service providers or from HMOs snd other capiteted srrengements.
Practice patterns vary enormously sround the country without necesserily
1mplying that quality of cers is better or worse in uigh use eress than in
lov use eress. 1In fsct, the desirabilicy of cepitstion rests on the

essunptions thet:

1. There sre vsristions in prsctice patterns of physicisns
that sre the result of custom or uncertsinty rsther
than quality differences.

2. Existing prsctice pstterns can change if physicisns sre
better informed, sdsinistretive rules ere put in place,
snd/or economic incentives sre offered.

3. Physicisns respond to edministrstive rules ¢nd economic

incentives, but do not respond so strongly thsc quality

of csre 1s diminished.
Idcslly, Medicere HMOs would enhance quality of care by providing case
mansgement that ensures coordinstion of eervices snd reduces provision of
unnecesssry services that msy be sssocisted with fstrogenic {llness sud
nosocomisl infections. Provision of preventive services suod reductions in
finsncisl barriers to sccess should slso improve the oversll quality ¢
csre to enrollees — especislly for those with lov income, withiut Kedicare
supplements] fnsursnce. end with no regulsr source of care prior to Joining
the Medicare uwo.}

Having cited *he potentisl quality adventeges of Medicsre HMOs snd
expressed my view that quality concerns sre equally sppropriste for fee-
rot-service reisbursed care, 1 will add that since the Medicere HMO progrsm
1s new, it warrsnts specisl attention to ensure that sll Medicsre
buneficisries who sre interested in the progrem can join an HMO thast f{s
meeting established stsndsrds for monitoring snd responding to quslity of
care concerns snd that {s subject to independent, externsl quality review,

As pert of the Evsluation of the Medicare Competition Desonstrstion,

the Medicsl College of Virginie s conducting s study of the quality of the

Nn the interviev sample for the Evsluation of the Medicsre
Competition Demonstrssions, 23,5 percent of Medicare HHO enrollees said
thet they d1d not previously have s regulsr source of csre.
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process of care {n eight Medicare HMOe for basic care, including diabetes
and hypertension ssnagement, colo-rectal cancer, and congestive heart
13ilures Data ace being collec~ed from HMO madical records and from fee-
for-service providera’ medical records in the eams market arzase The
results of the analyeis, which will be ava‘ladle in Spring 1988, wiil
provide evidence, for the first time, on the comparability of care pro ‘ided
to Med‘care benef’ciaries fn Medicare HMOs with the care availadle o thenm

in the fee-for-service sector fn their own communities.

Continuity of Care and Financial Coverage
—_— L O 81° Sud Ficancial Coversge

Unlike the employed populatfion chat muet ordinarily make one
deciefon annually about their health fneurance arrangements and then be
“locked 1n” until the next year, Medica¥e beneficlaries can wove into and
out of Medicare HMOs with notice only days 2. veeks in advance. This
freedoa to enroll and disenroll provides beneficiaries an opportunity to
try out the HMO and, 1f they dislike aspects of the eystes or care
provided, to rrsume their previous health care arrangements. The dis=-
enrollment provisions of the Medicare HMO prograa provide a “safety valve"
for bereficiaries and for the Medicare program.

Although annusl dieenrollment rates from Medicare EMOs appear
hlj;h.l there are no comparsble data for other population groupe since open
disenrollomens isn't an avaflable option. It’s also useful to point out

that asong the disenrolleee surveyed in the first half of 1985 by
Hathouatica Policy Research, 16 percent had dfaenrolled in order to Joiu

another Medicare HMO.
Tue recent study of 1984 and 1985 disenrollaent frow Medicare

demonstretion HMOs (Brown =t al. 1986) reported that:

© A relatively high proportion of Medfcare beneficiariee
(45 percert) diaenrolled fn the .nitial three months
after enrcllment. This pattern suggests that HMOe were
failing to adequately fnform potential enrollecs of the
“lock=1n" feature of the plan and other aspacts of HMO
practice that ssy be unappealing to aome beneficiariee.
It 1s aleo possible that disenrollment in the firet
sonth may reflact high pressure marketing practices that
pereuade beneficiar_es tc join who then, on reflectisg,
decide to cancel their enrollsent.

Beneficiaries who appear more likely to be high usera of
sarvices (e.g. older, reporting a health problem) were
more likely to diaenroll and this pattern appears to be
consistent acroas plans and marke High vaera have
wore ercounters with the Hhd delivery system and,
“srefore, msy more quickly identify aresa of
clssatisfaction. Those beneficisries who hsve “tastes”
for high uce =~ frrespective of health statun — oay
Tesist case management pressures. In eddition, thia
finding suggeste that disenrollments nay lead to a wore
favorsble salection in HMOs3.

—————

1
Brown et al. (1986) found a 22.9 percent disenrollment rate
beneficiariss, who enrollad in 17 of the demonatration HMos b::vun J:n-l.:f'y

1984 and January 1985, over the 12 sonth d o
enrollan ’ Feriod following thetir da £

107




ERIC

Aruitoxt provided by Eic:

104

o Disenrollment rates differed grestly scross HMO plans,
from a lov of & percent to 8 high of 39 percent.

1f dissorollment rulas offer a ssfety valve for dissatisfied
Medicsre broeficisries, high disenrollment ratss msy indicate some degree
of disruption in continuity of care snd some degree of financisl exposure
for beneficisr’.s vl.':o cancel medigsp policiss upon joining the HMO. Over
75 percent of Medicare beneficiaries who enroll in HMOs report having had
private insurance prior to enrollment. Those who cancel that insursnce may
experience gsps in insursnce covarage 1f they disenroll from the HMO

Analysis of interview dats from the Evalustion of th: Medicare Competition
Demonstrations (Langwell 1987) indicates that spproximately one of three

previcusly insured HMO enrollees has continued to saintsin thst insursnce
over s yestr after Joining the HHO. While some (23 percent) retsin insur=
snce becsuss they receive it 88 & retirement benefit without cost to them,
nearly 20 percent fudicate that they maintsin the coverage because they sre
uncerta.n sbout stay‘ng in the HMO or becsuse they think its worth paying
the premium to have the security of extra coversge. With Medicsre
supplementsl coversge estimated to cost nesrly $50 s month in 1988, some
Medicare beneficisries are paying 8 high srice to protect theaselves
sgainst the possibility of financisl vulnerability L{f they choose to leave
the HMO. Other beneficisriss who cancel their insurance sfter enrollment,
however, may encouster high out-of-pocket costs for services they require
after lsaving the HMO, but befors they can enroll in snother private
medigsp program. uhe catsstrophic propossls under considerstion by
Congress say reduce the extent of finsncisl vulnersbility of disenrollees.
Even so, sn information disseminstion progran designed to assist HMO

enrollees to understand their insursnce situation may be warrsnted.

FINANCIAL IMPACTS ON THE MEDICARL PROGRAM

Heslth maintensnce orgsnizstions sand csse mansgesent ®way Tepresent
an opportunity to incresse financial sccess to sppropriste quality care to
Medicare beneficisries while contsining costs to the Medicsre programe. 1f
80, the Medicare progras, Hedicsre beneficisries, and HMOs that psrticipste
{n the Medicare program msy sll benefit from this expans’on of choices
within the Medicsre program. Tie linited evidence svailable for the under
65 population suggests that HNOs do cave money, primarily by reducing

hospits. use. Most ol the studies from which these findings sre drawn,
however, sTe based on the experience of s handful of well Gl!lblllhed

atypical (for 1987) HMOs. Between 1976 snd 1986 the number of HMOs in the
U.Se incressed from 236 to 595 with the number of 1PAs incressing most
dispatically ..om 41 to 345. Eorollment in IPA HMOs incressed by over

2,000 percent over the past decsde, while total enrollment in HMOs
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iacressed nearly 40 percent. As s result of these eignificant changes 1o
the M0 1ndustry, 1:'s unclesr whe.har past studiss of the sffect of UMOe
on uss 8nd costs of ¢ ‘Ces are relevant to undsratending and predicting
rhe 1apact of Medicare HMOr Siailerily, the twi studies thet have
suggestsd that EMOs have & one tim. .mpact oa costs but do not slov the
rete cf focresss in costs over time sre besed 0n _'~ited dats from the
19%0s and 19708 when the type of HMOs opersting mere differant from today
o1+ ssrket conditions and competitive pressures were very diffarsat.

Even 1f these changes in the HMO 1odustry sod 1o market conditions
bad sot occurred, previous studiss of the impact of *MOs on use snd cost of
*'eTvic18 have not been able to appropristely adjust for the ne‘ure sod
exteat of bissed selaction. If persons who join HMOS are systematically
beslthier end/or prefar & low iotarvestion practice gtyls, then appsrsnt
differsnces 1 utilizstion >f hospital and otber sarvicss asy simply
reflact the differences 1o beslth status end “tastes” of HMO enrolless and
81l other persona. Thars 1s sleo the Possibility that, even if raliabls
studiss wre sveilsbls for he under 65 population, Kedicars bensficieries
48 & group may be different in their propensity to join en HMO,

The conclusion to be drawn from ¢’ ‘s discussion 1s that it's vary
difficult o 2stimate, =t present, the savings (1f any) to Medicera fros

the TEFRA HMO progras. In the ssctions that follow, 1 will mention & few
sPecific studies, complated end uadetwey, that provids some information on

vhether HMOs may gave monDsy for the Medicare . ogram.

Bissed Sslaction

Whether HMOs save woney for the Nedicars progras dapsnds, in grest
Part, oo whetler thars 1s biased salection 1nto Medicars HMOs. HCFA peys
HMOs 95 percent of the adjusted sverage per capits cost (AAPCC) 1n the
county of rasidenc~ for sach snrollss == in 1984 the per capite Midicars
reimbureemint vas $1,974. Hovevar, nesarly A0 percent of MeJicare
beneficiaries do not raceive aoy reisbursemects from tha Medicars progras
sech yoor (Lubtte and Prihods, 1984). When thass sndividusls saroll in sn
HMO, HCFA pays the HMO 95 percent of the AAPCC on their behalf. 1f o
disproportionats susber of thess “zeoro refebursement™ bdeneficieries (or low
reimbursement beneficieriss) join HMOs, then the progrem can be cost
iocressiog, racher than cost saving.

The oaturs end extent of biased selection dnto Medicars HHOs has
besn investigetad by Eggers (1980), Eggers and Prihods (1982) snd by
Hefwwrs +1987) using dets for Prior use. Their results, for tw group
wxdel 'h o and one 1PA from the 1980 Ne"ca're Capitstion Neaonstrations,
suggest the group wodsl HMOs sxparisnced substentisl favorsble saloct’ 1,

but tha 1PA gttrected snrolless wvho wers Tepresantative of the ket ares.
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GAO (1986) reports that mortslity rstes of Medicare HHO enrollees
are considerably belov the sge-sex adjustrd expected rate == only 77
percent of expected -orulny.l Since a.aual Medicare raisbursements for
decedents are 6 times ss high as for survivors, the lower wortslit~ rstes
suggest that excessive payments to HMOs may be occurring.

Thus, there is sowe evidence, though limited, that suggests that
biased selection muy be an issue in the Medicare program. This evidence,
however, is inadequate to develop clesr policy directions. The Evsluation
of the Medicsre Competition Evalustion being cooductad by Mathematica
Policy Research for HCFA includas a study of the oature and extent of
biased selection into Medicere HMOs. This study {s focusing on 17,000
enrollees in 17 demonstration .1MOs agd compsring these beneficiaries to
17,00 nonenrollees in the ssre market 8Tass. Prior use will be exasined
and, using survey date for s sampla of ti.ve beneficisries, charecteristics,
attttudes, percaived health status, snd other factors w.ll be cousidered.
In sddition, sortality experience over & two year perind will be exsuined
for thesa 34,000 snrollees. The rasults of thia study will provide fafor
mation on;:

the nature snd extent of blased selection 1ato snd out
of Medicare HMOs

o how blased selection viries smong HMOs end geogruphic
aress

o the extent to which biased selection end mortality rates
are related

o the relatfonship between mack t'ng prac.fces snd bissed
selection
These study findings will be avsilsble in Fsll 1987 snd will be extremely
vsluable for examining the rste setting methodology snd the extent to which
1t reflects sppropristely differences between Medicsre HMO enrollees and

nonenrollees.

Magnitude and Sources of Sevings
1f Medicare {MOs actually ssve money, the sources of these savings
are iaportant to underztand to ensurs that beneficlaries are receiving
appropriste benefits snd services snd to ensble the Government to refine
the payment methodology. Sources of savinmps include:
1. Reductions in utilization of services compared to fee-
for-service levels.

2. Efffciencies in Provision of services that are not
achieved by fes-for-scrvice providers

—

lynresolved {s the fssue of the cause of the difference in
mortslity rstes. Some portion of the difference might be attributable to
better 8ccess, preventive cars, and tha differsnt practice styles in oL .

O
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3+ degotisted price discounts from providers below fee-

for-service levels.

Through thess mechsnisss, HMOs may be sble to provide appropriasts
quality care to beneficisries st s cost considersbly below 95 percent of
the AAPCC. 1f 20, then ir may be that the Madicare prograa could share in
these eavings to 8 grester extent than the current psyment methodology
sllows. ever, since HMOs are liaited to "profits™ on their Medicare
enrollees no greater than the profits they .arn on non-Medicare enrollees,
8 decision that psyment levels to HMOs shoild be reduced will require thst
Hedicare beneficisries receive fewur benefits, psy s grester cost-share,
and/or higher preaiums for Medicare HMO mcebershipe Careful consideration
Bay be neceasary to deteraine tue potentisl negative effects of this change

on the rate st which enrollment in Medicare HMOs will grove This is
particularly of concern if, 8s is discussed in the nuxt section, Medicare

HMOs have 8 beneficisl competitive effect in the Medicare market.

1 think it's also worth mentioning that there ia considersble
interest in developing methodologies for fmproving the AAPCC, both to
sccount for bissed selection and for the different utilizstion patterns
vithin HMOs. (A recent paper by Newhouse (1986) summarizes the current
status of this sctivity). Since HCFA hss undertsken, through its eval~
ustion contract with MPR, 8 coaprehensive exaainstion of bissed selection
and of the fmpsct of Medicare HMOs on use and cost of health services of
enrollees over & two year post-enrollment period, I would recoamend that no
changes in the AAPCC wethodology or level be considered before these
results become svsilsble snd ihat testing of the revised sethodologies be
undertsken before contempl’ -ed changes are finalized. These atudies of
biased selection and use and cost impacts will provide s unique
contribution to our currently limited understanding of HHOs snd their

financial effects.

Coapetitive Effects

One reasscn for introducing lMOs into the Medicare market was the
perception that, in sddition to dfrect ssvings, the Medicare progras might
benefit from increased cowpetition in the markets in which Medicare HMOs
operates Possible market responses of fee-for-service providers include:

o a grester willingness of physicisns to accept assignment

for Medicare claias in order to retain patients who
otherwise uight join an HMO

loburvmg the gensrosity of benefits and ainimal costsharing
offered by wost Medicare HMOs and the relatively low preaiuas charged to
beneficisries, it seens obvious that Medicare HMOs are providing sll
Medfcare benefits for considerably less than 95 percent of the AAPCC.
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o 8 grester willingness on the part of providers to
contract with HMOs at negotidted races below the
established fee-for-service levels

o the formstion by providers of new IPAs and PPO-'co

compete wit*. establiahed HMOS

o as msore physiciana gain experfence wicth HMO practice

patterns, their fee-for-ssrvice practice style msy
become more cismilar to the HMO pattern.

While there is lictle "hard” evidence on the competitive effects of
HMOs, most studies that have been done were based on pre-~1980 experience.
The rapid growth and changes in the HMO fndustry in this decade suggest
that competitive effects may be much wore substantiasl today.

Pvidence on the coapetitive fapact of the Medicare HMO program is
provided by physicians’ willingnesas to contract with HMOs on teres msost
favorable to the Had I've been fnvolved in site visits to 30 HMOs during
the lasc five yeara focusing, in part, on the nacure of financial
srrangemeuta between HMO® and physicians. Of tbese 30 HMOs, 16 capitate
physiciana for office based services and aeversl capitate for referral
physician servicea aug other ambulatory services. A few HMOs are fully
capitating largs medical groups — including for hospital and othe:
institucional servicea. HMUas prefer to capitate in order to apresd their
financial risk to providera. Why are physicians willing to accept thia
finencial risk? Nedfcal group adminiatrarors with large, well knovn
sedical groupa have °*old me that they do it because orhervise the) will
lose patienta to the HMO and to the physicians who have agreed to theae
terns.

One final conment on competition and the Medicare prograa is
useful. Under a grant froa the Health Care Financing Administration, ay
colleagues and 1 at MPR, with the research am of Medical Group Managesent
Associstion, have for the past year been designing 8 demonstration that
would test the feaaibility of HCFA directly capitacting large, well
2222%14shed medical groups for al) Parct B servicas to be provided to
enrolled Medicare beneficiariea. These medical groups would assume full
financial riek éar Part B servicea and would sleo sccept some limited
degree of risk for Psrc A services.

During the design phase of the grant, we zatled informstion psckets
to just over 1,000 medficel groupa that met the minimna aize and specialey
mix réuul~e" . It vas our expactation that we might receiva 30 to 40
rasponses f.%m inte.>sted sedical groups. Within two sontha of ths
wefling, 125 wedivei §3~ups — 12 percant of sll sedica’ groupa contacted
< had responded that they would be interested in participating in a direce
capitation demonatrstion. Several pointad out that, eince they are already
sccepting capitation arrangemsnts with HMOa, this opportunity could be an

effective mechanisa for incressing Medicare p4tiantlosda and maintaining
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dirert control over thopa P tients’ ctreatment.

My conclusion 1s that there is competition in the Medicare mark.*
== resesrchers just haven’t yet quantified it. The Medicare HMO program
18, slmost certainly, an important element in that competitive market.
When policy changee affecting the Msdicare HMO program are being
considered, 1t would be sensidle to consider vhether these broacer effects

v1ll be sltered, also, and +n vhat direction.

OPERATIONAL FEASIBILITY

The long run fessidility of the Medicare HMO progras will depend
upon ths willingness of HMOs and Medicare benefic.aries to participacte, as
wel  * upon whether the Government can maintsin ics oversight role
saciefactorily wichout iocurring dieproporcionately high adainiscracive

costs. The fact that the Hedicare HMO PIOgram has grown at a faater rate
than wus anticipsced suggeets chat both HMOs and Medicare beneficiaties are

willing to participste in the short run. However, it is clesr chat changee
1o Goveroment management of the program could result in lower parcicipaction
in the future.

Any nev progras cends to encounter scarcup prodblesa that, in
eubsequent years, are corrected. Critica of the Hedicare HMO program have

focused on several issues:

1. Early problems with enrollment and disenrollmenc
_L;\

frocedures, HCFA's avareness of chese lesues led to
the Cov  serve contract which now provides a wore
timel, .-line system for recording enrollments and
disenrollments.

~
.

Issues of financial solvency requirements when HMOe
spresd financisl riek to providere.

3. Tha INC deviations from the 50:50 rule.

4, Marketing practicee and informstion and appropriate
reviev sechanisma.

5.

Protecting beneficiaries from gaps in Medicare
supplemental coverage and gaps in eervice when HMOs snd

physicisns discontinue parcicipation in the prograwe

6s HMO complisnce with Fequirements for grievance
procedures and appesl rights.

7. Ensuring Qualicy of cars.

In thie section, 1’11 briefly discues each of these issuee and, where
appropriace, suggest some possibdle sress where changes in adainiscrative
oversight could encourage greater parcicipation and, perhape, relieve some

concerns gbout the program.

Enrollment and Disenro’lmen* Proceduree
——— 2T P28eNT0 “men’ Procedurse
The current on-line systes used by HCFA to record HMO enrollmente

and dieenrollments has sllsviaced sany of the concerne expreesed during the

early demonscracion period sbout HCFA's abdisicy to operate thie aspect of

the program. More recently, however, Senator Heins has raised the concern

- oas
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that sone HMOs may enroll or disenroll bensficisries without their
surteness aud with potentielly catastrophic financial coste to the benefi-
ciary. Although the Heinz repott provides much apecdotal evidence, no firm
data are svailable on the extent of the problem. Disenrollment patterns in
several demonstration market areas, and for specific HMO$, were very high
in the initisl two years of the program. On the other hand, of 17
desonstration MOe, 11 HMOs in § market areas hsd disenrollment Tates under
12 percent anoually vhile 6 HMOs io 2 market areas had disenrollmeit rates
of 20-39 percent. The disenrollment survey conducted by MPR (Tucker and
Langwell, 1987) asked 315 disenrolless from these 17 HHOs why they had
disenrolled. Only & percent (6 people) of those vho disenrolled within 3
to 9 months after joining said that they disenrolled because they had mever
iotanded to enmroll.

It's unclear vhether any adainistratively feasible mechanisa can be
put in place that would permft HCFA to identify cases vhere beneficiaries
are intentionally falsely enrolled. If the occurrence is as small s our
study would suggest (4 percent of disenrollees, and about 0.6 percent of
sll enrollees), ot seema unlikely that any cost effective methods csn be
developed to address this issuve.

With reapect to HMO initiated involuntary disenrollms s, HCPA
presumsbly can retroactively Teinstate the beneficiary and require the HMO
to pay ail out-of=plan coste incirred by the beneficiary, if it is proven
that the HMO inappropristely disenrolled him/het. Substantisl financial
penalties aight also be applied vhen un HMO has exhibited & pattern of
inappropriste disenrollpent. Again, the evidence does not suggest that
thie is a videspread problem and cost effective mechaniems to Prevent any

such occurrences may mot be svailable.

Riskspreading and Financisl Solvency Requireaents

The GAO (1986) report turned psrticular attention to financial
arrangements between KMOs and physicians in which the HMO transfers
financial risk to the physician for s range of servicea up to and including
81l covered services. Solvency requirements apply to the HMO organization,
but not to individual providera who are sharing in tts financial risk.
Thus, GAO raised the concern that Medicare beneficisries may not be fully
protected if an at-risk provider becomes insolvent.

There are s vide variety of physician incentive rrangesents being
used by HMOs at present (GHAA 1787; Langwell et al 1987; GAC 1987).

Table 2 sunoarizes these arrangezents ’ ) Medicare HMOs. Table 3
sumnarizes theee aIrst ements in 101 Medicare HMOs. Vhile the HMO is
ultiaately responsible for the finsncial obligations incurred on behalf of

enrollees. insolvency of & risk sharing provider could create ¢ rituation
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whara beneficiaries receive bills and are distressed as a result. 1n
additicn, there 1s some concern that excessively high financial risk nay
cause some physicians to repder poor quality care. Provisions {n the 1986
Budget Reconciliation Act provide for a study of HMO-physician financial
arrangements to determine whather HMOs should be prohibited from offering
finsncial incentives to reduce use of services by Medicare bemeficisries.
Legialation to prohibit most physiclan incentive arrangesents could cause
HMOs 2o leave the Medicare market, since they would lose a highly effective
means of altering physician practice patterns. On the other hand, it may

be appropriste to consider the quality and solvency i{splications of
arrangements that put physicians st full riek for costs of all health care

provided to Medicare beneficlarfes.
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TABLE 3
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IMC snd the 50:50 Rule

1¥C*'s rapid growth appears to be su sberration in the Medi~are
sarket. Of 20 of the demonstrati.o HMOs that received site visits by the
MPR tean, the firet year enrollment tatgets reported ranged froam 500 to
25,000 with an average enrollment target across all 20 I'MOs of only 5,791
Hedicare beneficlaries. Only four of the demonstration HMOe expscted to
enrol) more than 10,000 Medicare beneficlaries during the entire demonstra~
tion. Even with these relatively wodest enrollment targets, osly 10 of the
20 HMOs had schieved their enr-llment targets at the end of the first year.

The 50:50 rule places a constraint oo maximum combined Medicare and
Medicaid enrollment relative to the plan's non-public enrollment. That
rule was the only barrier encountered by INC 1o ite rapid expansion.
However, it is perhaps more Felevant to ask wvhether there should be some
specific, saximum oumber of Hedicare beneficisries that a Medicare HMO cen

enroll or vhether thete should be & limit on the nuaber of new Medicars
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beneficiaries an HMO can add per yes>. Attention might s so be directed to
the rstic of revenues from the Medicare program to revenues from all other
sources. The HMO tndustry is & relstively new one snd even for long
established HMOs, provision of care to Medicare beneficiaries who are
aicker and require more and different services, is s nev experfence. A
grsdusl, careful approsch to expanding the Medicare HMO program and other

capication alternatives should be the general rule.

Marketing Practices and Information Dissemination

Fev fssues are wore hotly debated thsn the role of government in
mor.atoring :nd revieving marketing practices. During the damonstration
period, 50 percent of the HMOs complained that the raview of marketing
materials was & prodblem: review was slow, guidelines were ambiguous, snd
the process didn’t take fnto account regfonal differences in market
conditions. Currently, the reviev fs placed st the HHS Regfonsl Offfce
level. However, concern has been exprassea that gtandards and the review
process ary scross ragions.

Marketing practices may result in Medicare beneficiaries enrolling
under high pressura tsctics, misunderstanding the enrollment option, snd/or
HM0s being sble to market selectively to obtair favorable health risks.

The main thrust of the recent Heinr report was on marketing prsctices. The
report recommends that Congrass should asend the Social Sacurity Act to
provide strict federal standsrds for the promotion, advertising and ssle of
Hedfcare LMO plans. This recommendation, if implemented, would relieve
regional HCFA officisls of responsitility for detarmining scandsrds.
However, unless carefully constructed, these standards could intarfare with
the e of Medicare HMOs to compete effectively with Medicare
auppiedentsl fnsurers.

Another critical fssue fs the placement on HMO marketing staff of
the burden of fnforaing Medicare beneficiarfes "lock=-in" features and other
aspects of the HMO option. It’s evident from anecdotal evidence and
liatted survey data that some Hedicare benefictaries do not understand vhat
they’re jor ‘ng when they enroll fn an HMO. 0f 305 surveyed disenrollees,
23 percent e d they had direnrolled becsusa they had not understood the
HMO0 arrangements vhen chey enrolled (Tucker and Langvell, 1987). The

reasont for misunderstanding included:

Did not raslize I°d be off Medicare (2 percent)

Did not realfze 1 would have to switch doctors (12
percent)

Services promised wveren’t avatladle (3 percent)

Did 1ot understand out-of-sras travel rules (1.3
percent)

General misunderstandtng (3 percent)
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An esrly study of disenrollment from demonstration plsrs (Brown et al 1980)
found thst 45 perzent of first Yesr disenrollpents occurred within 3 wonths
of enrollment. This pittern atrongly suggests thst some Medicare benefi-

cisries were uot getting sdequate information on the HMO's advsntsges and

disadvantsges.

Under the TEPRA progras, HCFA notifies beneficiaries shortly sfter
enrollment that they sre HMO pembers and vhst thst tmplies stout their
relstionship to Medicsre snd non-HMO providers. This letter is certsinly
helpful in snsuring thst benefizisries understend their HMO enrollment, but
comins =, ter enrollment, it doesn’t prevent some beneficisries froms

suffering gsps in continuity of care snd incurring sosetices substantisl

out of pocket costs.

As the Medicsre HMO prograa con nues to grow, informstion will

become less of s problea as Medicare beneficiaries and their fantilies gain
experience with HMOs snd shsre this experience with other benetfcisries.

In the mesntime, greater ef forts to disseminate inforsation on HMUs to

Medicsre beneficisries could be made by the Governaent snd by consumer

groups. 1t would be particulsrly useful to develop information prograas iu

arase where the HMO option g just oecoming avsilable and where few benefi=

ciaries have had prior direct contsct with HMO prsctice srrangesents.

Caps in Finsrcial Coversgs and in Continuity of Care

Beneficiaries may fsce financial losses as s result of disenroll-
ment fron HMOs or as s result of terninstion of the HMO's Medicare
contrsct. Similarly, continuity of care may be disrupted if the bene—
ficiary Aiseprolls and their prisary physician doesn’t have s fee-for—
service practice or if the beneficisry’s yriusry physician terainstes HMO
psrticioation. In the section on beneficiary effects above 1 have
discussed the gsp in insurance coverage when beneficiaries disenroll. With
respect to gaps in service when beneficisries disenroll, it is worth noting
that over 20 percent of HMO enrollees continue seeing the same physician
vhen they join the HMO and that 7 percent of disenrollees (12 percent of
those who disenroll after a year) stste that their reseon for disenrolling
vas that their doctor left the MO (Tucker and Langwell, 1987).

With respect to financial coversge gaps when beneficiaries
disenroll, approximately 32 percent of Medicare M0 disenrolless did not
have suppleaental fnsurance befors they joined the HHO; " those who did
have ineurance, nesrly one-third retained it while anrolled in the HMO; and
nearly a qusrter of disenrollees imscdistely joined another HMO. Only a

relstively saall proportion of beneficisries who voluntarily digenroll face

insurance Coverags gaps.

On the other hsnd, when sn HMO terminates ite contract wit® HCFA,

its enrolled beneficiaries say face extended Periods without supplemental
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coversge. Senator Hal.nz suggests that coordinated open ¢nrollment periods
for all Medicare H®Os in an srea would helf alleviate this problea. Other
options fnclude (1) negotisting a cost contract arrangesent with the
terainating MO to provide a bridge for enrollees to the supplesental
insvrsnce open enrollment period and/or (2) arranging with one or nore
traditional supplemental ingurers to enroll Medicare ben.ficliaries vhen

H4,: terminete a contract.

Grivvance Procedures

A fairly complex internal and external griesance );rocedure has been
developed for Medicars HMOs. Medicare HMCs are required to inform
enrollees in writing of both the HMG's internsl grievance procedures and of
the external appeals process availabla to them. GAD (1986) reports that,
for the first two years of the demonstration riogras, four Florids H¥MOs did
Dot adequately inforw enrollews of their rightes GAD recommends that o
standardized explsnstion of the sppeals process be developed and provided
to HMOs for inclusion 1n member handbooks and other materials. In
addition, GAD rezommends guidelines for HM0s to follow in inforaing
Medicare bsneficiaries of incernal grievance procedures.

Walle thase recosmendations may accomplish the objective of
informing Medicare beneficiaries, given that the process 15 particularly
complex the Covernment or consuser groups msy want to consider: (1)
inforaing beneficlarias directly of their appeal rights; and (2)
establishing a system to provide assistsnce to enrollees vith grievances

that aids them to understand and implement the grieveace process.

Quslity as ce

Assuring quslity of care in Medicare HM0s has been & priori.y for

HCFA, MHS, and Congre-~s since the program began. Mesasuring quality s,
hovever, & difficult and very costly tssk and there is 1o method for

revieving quslity chat is universally acceptede Ksthematica Policy
Research and Hedizal College of Virginia are conducting a multifacated
study of quality ascurance prograss and of quality of care, including
petiens satisfaction, access, and the process of care received for specific
conditions ard diagnoses.

At this tim, only the study of quality sssurance prograss 1is
c“pl!!!ol Rrsults of that study are very informative:

1. The majority of the HMOs atudied had functioning

quality assurance programs that met the requiresents of
OHMO for participation in the prograse.

1the study of satisfaction with care will be coapleted in Fall
1987. The clinical atudy of the quality of the process of care for basic
care, colo-rectal cancer, and congestive heart fsflure will be completed in
Spring 1988.
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2., Sose HHUs described slstorste quality sssursnce
prograns in their spplication to HCFA; however, these
QAPs vere found to be not actually functioning when
site visits were conducted.

Some HMOs dslegste res~oasibility for quality sssurance

| 3.
activities to their physicisn provider organization
rather than bire an independent internal medical

director.
4. A number of HMOs rely on their utilizstion review
system to identify quality probleas. While UR does
1dentixy some types of problems quite effectively, it
13 not & QAP snd will not detect the full range of
t quality probless that might be present in sn Mo,
There's little or no evidence thst a functional quality assurance prograa
sctuslly ylelds better heslth outcomes. However, there 13 & value to
having an ef fective mechanism in place for tdentifying actusl or potentisl
quality problems, developing spprosches to resolve problems, and & Process
for follow-up. Consequently, it was disturbing to discover that QAPs are

‘ not fully in place in all Medicare HMOs.

To some extent, *he extension of PRO review to Medicare HHOs 3y

alleviate concerns that qusli”y {s not being monitored in Medicare HMOs.

In sddition, there may be steps that can be taken that place s grester

enphasis on the iaportance of quality monitoring in Medicare HMOs. For the
Design of a Medical Group Capitstion dewonstrstion Under Medicare, MPR and

Medical Group Mansgement Associstion developed sn spprosch to monitoring

the operstion of QAPS in capitsted organizations that illustrates one

possible system.

\

\

i 1. Hedicsl group demonstration spplicants cust submit 8

‘ descripzion of their QAP, along with one yesr of QAP
oeeting minutes and sedical record sudit resultas.

2, Prior to the beginning of the demonstration, & site
visit will be made to verify the QAP, to review past
QAP sctivities, and to examine the medicsl fecord

systea.

Medicsl groups that sfen't able to meet QAP standsrds
will be required to meet those standsrds prior to
enrolling Medicare beneficlaries.

A site visit will be conducted six months sfter the
demonstration begins in order to review the functioning
and results of the QAP sctivity., Medicsl groups not in
complisnce will be required to contract with AAAHC or
snother national sccreditation group for review snd
sccreditation. Tailure to seek sccreditation woild
result in cancellation of the medical group's
demonstration contract.

Throughout the demonstration, medicsl groups will be
required to submit detailed written reporis on QAP
activities on & quarterly basis,

External PRO review of quaslity of care will be
conducted in demonstration medical groups.

While this level of intensity of review is more appropriste for s
denonstration than for s full scsle progrsa, it does {lluitrste one coapre-

It slso reflects

hensive spprosch to quality assursnce prograa monitoring.

the fact that the HMO written descriptions of their QAPs may not represent
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the sctual operating QAP. A PRO cennot rely on written documantetion to
aesess vhether 8 specific HMO 1, complyinge On the other hand, continuing

reviev of an HMO's QAP can require consideradly leass effort after the
sppropriateness of the systes and ita operational status has been
determined. This tmplies th-. thers sy be high costs for tnitfel review
but that the cost of ongoing monitoring might be constderadly lower for

HMOs that meet a1l requirements.

SUMMARY

The Medicare HMO program offers beneficiaries s brosder set of
health care finsncing and delivery slternatives and, potentially, fmproved
financisl access to heslth services than has been avatlable, The positive
response of the HMO {nduatty and of Medicare beneficiaries s evident by
the expectedly rspid grovth of the prograa afnce {t was mplemented in
early 1985,

Capitation and c2ie managed care #ay de the most effective
mechanives for ensuring financial access to appropriste quality of care, in
#n environment that fncludes strong pressures for cost contsinment. While
2ot 81l Hedicsre beneficiaries wiil vant to Join HMOs, the competitive
effects on fee=for-service providers may create additionsl positive
Tesponscs that affect oversall costs and practice patterns.

As with sny nev progras, experience leads to refinements snd

improvements to administrative procedures. A number of changes {n the
Medicare HMO progras hsve been made in Tesponse to experience during the

cexonstration perfods Now with two full years of operationsl experience
under the TEFRA progras, {t {s ugeful to examine this experience and
determine whether further refinements and improvements sre neceasary and
operationslly feaaidle, I hope that my remarks are useful as background to

the Comafctee®s celiberstions on this fssue.




118

Mr. Mica. Thank you all. Let me just extend thanks to everyone
here. Pm going to call on Chairman Roybal for the first questions.
Let me just have you keep this in mind as you respond.

Pve served Lerc 10 years on this committee, and I have found an
interesting record for the Afi.ng Committee, which is not a legisla-
tive committee, that virtually every major health recommendation
that this committe has made has been enacted into law. So I want
you to understand taat as you give us this information, you really
are giving input into a committee that has had a phenomenal legis-
lative record.

I think the Chairman and Chairman Pepper before made it a
point to see that there were one to two Members from every com-
Exittf:l in Congress on this committee, for that very reason. Mr.

oybal.

The CHAIRMAN. Thank you, Mr. Chairman. May I add to that, we
also have a pretty good record with regard o approax)‘iations. Pm
the only Member of this committee that sits on the Committee on
Appropriations and P've been here for 25 years, so you can see that
I have a little seniority in that committee. And we have been suc-
cessful in many respects.

On the other hand, there are problems that are very difficult to
solve, and we need experts like yourself to help this committee.
And this again is one of the main reasons for this particular hear-
ing. I would like to corapliment each and every one of you for the
testimony that you've given, but I o have some questions.

I was quite interested in, Mr. Guuter, in what you said with
regard to twisting. You said that twicting involves changing the
medicare HMO enrollee’s membership froiz one HMO to another
without the enrollee’s knowledge, in order to make a commission.

Now, this is the first time that I've heard about that. Now, don’t
forget that I did not go and have not had hearings anyplace with
regard to this problem. Now, how widespread is a thing like that?

Mr. GunTER. Mr. Chairiman, I'm glad you raised that question
because that very practice is despicable in my eyes and I'm sure in
the eyes of the committee. What we found was there were situa-
tions of sales people who were circulating so-cal’ad petitions to in-
crease the security of residents in a condominium, and when the
signed that petition, in reality they were signing up for eurollment
in a different HMO. Or we found situations wh-re there was the
promise of a prize, maybe a radio or something else, for the condo-
minium. When they signed the form, they were actually enrolling
in a new HMO or there was the promise of a blood pressure test if
they would sign the waiver for such a test, and in essence then
they would submit these names to the new IIMO, sometimes with-
out the proper telephone number, sometimes without the proper
address, so it would be difficult for the HMO to check it out. The
procedure at that time called for immediate payment of commis-
sions. Your specific question, how widespread, we found some 150
to 200 cases that we followed up on and investigated and in coop-
eration with HCFA. They worked very closely with us in this re-
spect because of course they became knowledgeable about that type
practice with the change in enrollment.

And this was a case of working side by side with them. We en-
acted specific regulations requiring that before the change in en-

i P2




119

rollment could be accomplisked, that it had to be verified by the
new HO with the new enrollee that it was his or her desire. This
must be done before any commission was paid. It had to be done in
writing and had to be done by personnel who were not associated
with the marketing facet of that HMO.

And we instituted substantial fines with respect to that type of
practice. So as soon as it came to our attention, we took quick
action, tough actiop, but it’s a despicable thing that could occur
around the country in other places.

e . What I'd like to know is whether or not we have
that particular condition existing i'. the State of California. Ms.
Skinner, do you know anything with regard to twisting?

Ms. SKINNER. I haven’t heard about it in terms of the California
HMOs and usually we hear very quickly when something like this
does happer. We've heard other things, but not the twisting at all.

The RMAN. Well, I haven't heard about it. Of course, a Con-

essman .svally is the last one to hear about anything, but I

ven’t heard that such a thing goes on in my area, but I wouldn’t
be a bit surprised if it did.

Now, let’s suppose that it was in Florida and Californis and vari-
ous States. We would then have to go to each State islature to
license these individuals, wouldn’t we? It could not be done on the
Federal level, could it?

i Mr. GUNTER. I presume the Congress can do anything it wants to

o.

The CHAIRMAN. If you have the votes. If you have the votes.

Mr. GUN R. Point well made, Mr. Chairman.

The CHAIRMAN. But 'm tryi ito examine the difficulty that’s
quite apparent in controlling such a thing. If the State Legislature
itself doesn’t act upon it and if there is no license of those individ-
uals, then what business dves the Federal government have to in-
fringe its rule upon a State that is reluctant to act? These are mat-
ters that come up in debate constantly. Going through my mind is
this tremendous problem that one would have in licensing these in-
dividuals, havin?1 to go to each State in the Union, if that is the
condition throughout the country.

Mr. GUNTER. I'd like to emphasize that Florida has not been and
was not reluctant to act. We did act immediately. We fined two
HMOs $35,000 each. One of the issues that I think is central in this
is it seems to me that there a responsibility on the part of the
entity itself, the HMO, as to the practices and activities of their
sales personnel. And in the creation of any licensing scherne, I
think you need to continue *hat accountability.

We have found in regulating the insurance industry that many
times they like to disassociate themselves from lice agents who
represent them and say oh, well, that was the practice performed
by the agent and the company doesn’t want to take the responsibil-
ity. We would like to see continued re:sponsibilit{1 on the pari of
both parties and for the accountability to rest with both the HMO
and the sales personnel, because oftentimes that is the strongest
means to control suci unsavory practices.

Mr. MicA. Mr. Chairman, if yov don’t mind, I'd just make an ad-
ditional point on that. We've had not only twisting but what we
call shifting. Twisting without their knowledge, shifting with their
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knowledge. In Florida, HMO salesmen were the orly insurance
salesmen in the State that had no licensing requirement and they
were literally given $50 per person for anybody they could sign up.
And even the HMOs, and the one thet we had problems with was
concerned about the practice, salesmen would go out and sign 1,000
people for $50 a head, keep the list, and then go to work for an-
other HMO, call everybody on their list and say, “I’m working for
someone else. The people I signed you up with aren’t as good. I
found out some problems with them. Shift over to-my HMO ’. And
that’s another $50 2 head.

We had some salesmen who did this with three or four compa-
nies. We went to the State Insurance Commissioner and our legis-
lature and acked that they act and in fact they had already been
looking at t}is, and now there is a procedure, not quite licensing,
but a gocd step in the right direction, that says that they have to
come under some guidelines, like anybody else who sells insurance.

But certainly this is something where maybe the Federal Gov-
ernment can’t mandate everything, but certainly minimum stand-
ards and some kind of licensing for those who sell these kinds of
things should be required.

The CHAIRMAN. I think this committee should very carefully look
into éaroposed legirlation along those lines. And I say this because
Mr. Gunter, as you told this committee that you we are considering
legislation for presentation to the next Florida legislature to re-
quire the licensing of HMO sales representatives.

Mr. GUNTER. Mr. Roybal, that’s true, but I hasten to emphasize
we took the regulatory action which I described to you, which was
to require a reporting procedure wherein we assure that the indi-
viduals who might be shifted, who might be the pawns in tais
sordid game, would in fact be notified that, it would be verified
that was their specific choice and that if it was not that we would
?henll;edable to take action against the HMO and the salespeople
involved.

The CHAIRMAN. We will still consider legislation along those
lines and see what we can do. Now, the next.thing, Ms. Langwell.
What did the lessons from the medicare demonstrations and from
gh: cu‘;'rent medicare HMOs suggest as to how to proceed in the

uture?

Ms. LANGWELL. Well, I think as I said in my opening statement,
the most important thing is making sure that consumers have all
the information that they need in order to make informed decisions
and that means perhaps doing more than just relying on the HMOs
to inform them, in advance, of what it means to join an HMO and
of what their grievance rights are and what their a peals proce-
dures are. I think more information has to be provided to medicare
beneficiaries to allow them to make informed decisions. The HMO
progrem is still very new, in the medicare market, especially, it's
very new, and information is probably the most important protec-
tion that you can provide for medicare beneficiaries.

The CHAIRMAN. Now, quite likely we will not have the time to
question each and every one of you. What I would like to impose on
you is a further duty, if you would be so kind as to do this.

Please write me a little note and answer this question.
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What should be done to increase HMO particigation in medicare,

and beneficiary participation in medicare HMOs?

In other words, you're writ &f to me and telling me that we
think that your committee should look into this and do this and
the other. I would greatly appreciate that.

Once we receive that, 'm going to carefully review what you
have written and then I'd like to meet with you individually, and
see if we can really work together to bring about some changes. If
we don’t really continue this dialogue, and just end it with this
hearing, we’ll just have a hearing and then forget about it tomor-
row and nothing will be done.

It seems to me that we should continue at least talking to one
another and see if we can, together, bring about some changes.

Mr. Mica. Thank you, Mr. Chairman. Ms. Bentley.

Ms. BENTLEY. [ just have a couple questions I'd like to ask of the
witnesses. And I thank you, Mr. Chairman, for having this hearing
and dcwrou think that the language is moving along at a very fast
pace? We hear a lot about it. Good and bad.

Mr. Gunter, did IMC have a greater rate of complaint about the
quality of service than other HMOs in your State?

Mr. GUNTER. Ms. Bentley, I am not aware that they had a great-
er percentage rate of complaints. They were the largest HMO in
Florida so they had a lot of complaints. But I am not aware that
they had a higher percentage, when you look at their total mem-
bership. Bear in mind, we received some of those complaints and
the Department of Health and Rehabilitative Services received
others. Congressman Mica’s office and perhaps other Congressional
offices received some. So there was a wide range of reporting in cal-
culating those complaints.

Ms. BenTiey. It's my understanding that the problems in IMC
were centered at top levels of management and not with the pro-
vidett'g’ and mid to low management. Do you agree with this assess-
ment?

Mr. GUNTER. Generally so.

Ms. BeNTLEY. Do you think that we might be in danger of the
possibility of losing a comprehensive selection of services at lower
cost if government start loading HMOs down with all sort of Feder-
al and State requirements and regulations?

Mr. GunTeR. I don’t think so. As I suggested in my earlier state-
ment, it seems to me with the tremendous growth on the part of
some HMOs, particularly certain medicare contracted HMOs, that
a greater degree of oversight at the Federal and State level is in
order and in the public interest. .

Ms. BENTLEY. Ms. Langwell, how would the various catastrophic
care bills affect HMOs and will they be forced to provide services
like prescription drugs if they are not already providing them in
the O benefit package?

Ms. LANGWELL. I suppose that depends on how the catastrophic
bills that finally pass are written. I think one of the major advan-
tages of the catastrophic bills is that it would protect medicare
beneficiaries to some extent who move into and out of the medicare
HMOs. It allows them to drop the medigap insurance and yet dis-
enroll from an HMO if they’re unhappy with the care that they’re
receiving without being afraid of Incurring raonumental copay-
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ments and daductibles for the first few months after they move out
of an HMO.

Ms. BENTLEY. They would be protected all the way across?

Ms. LANGWELL. That’s right.

Ms. BENTLEY. Trat woulcf be important.

Do you suggest that HMOs should be required to have a case
manager and social service workers, mental staff, and geriatric
medicine, specifically responsible for resolving the problems of
medicare beneficiaries. Why is it necessary in your view?

Ms. SKINNER. I feel that it’s very important that a case managed
system be put into effect. It has proven itself in many cases to ben-
efit the patients and it certainly has proven itself to be cost effec-
tive. Case management is necessary. It is vital that professional
personnel with a large population of older people be well trained in
gerontology and geriatrics. I feel that professicnals should be
trained when they come in the program and that there should be
ongoing inservice education for all HUD staff because dealing with
the problems of the older person, whether they be medical, social,
psychological, whatever, are much more complex and completely
interrelated. In a younger person you could have an iliness that
can be taken care of, the gatient gets better and that’s the end of
the picture. The absence of one or more of these professionals from
an HMO noticeably affects the delivery of health care to Medicare
beneficiaries.

The CHAIRMAN. I think it depends on the level of the personnel.
Certainly it would be necessary to have well trained physicians at
all times and certainly nurses. Very often you'll find on a case
management proiram though that often the various disciplines
substitute for each other and there is often a situation where self
?exlgﬁtion occurs where the nurse may be the case manager, and so
orth.

Ms. BENTLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Ms. Bentley.

Mr. Mica. Mr. Crane, you meutioned a little bit about revising
the payment mechanism. Is Kaiser a profitable operation?

Mr. CRANE. Kaiser is a not for profit organization but we gener-

ally——

lzlr. Mica. They meet their bills, though?

Mr. CRANE. Yes, we do.

Mr. Mica. They’re not losing money?

Mr. CrANE. Correct.

Mr. Mica. And you want to rewrite the formula so they would
get more mone;{".;m

Mr. CrANE. t is not the issue. The suggestion was made in
the context of attracting more HMOs to the risk contract program.
Dne of the things that many HMO’s are concerned about is that
the pa{ment sg'stem is not adequate. There has been a recent
study, I think done by Rand, which showed that the AAPCC cells,
that is age, sex, welfare, institutionr] status, explain a very small
percentage of the variation of a medicare beneficiary’s medical
care costs.

The idea system would be to pay an HMO related to the risk of
the members that are being enrolled so that an HMO is neither
sver or under paid and has an incentive to enroll the sick as well
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as the well. There is a considerable amount of effert at the Federal
level in HCFA examining the current AAPCC methodology to find
ways to improve it.

Mr. Mica. A preliminary study that indicated tha. they may
indeed be paying too much?

Mr. CRANE. I'm not familar with that although it is conceivable
that if an HMO enrolled only well beneficiaries and was paid for
beneficiaries who were of average health, they might be overpaid.
f\low the whole notion is that an HMO wil} enroll a balanced popu-
ation.

Mr. Mica. In the legislation that we've introduced, and I don’t
know whether it’s one of the provisions that’s already been enacted
or one in the new piece of legislation, we're asking for review and a

lar reagsessment, so that where the capitation rate needs to be
raised, raise it; where it needs to be lowered, lower it.

We don’t want to force any operator, nonprofit or for profit, to
run on the edge and make health care decisions that are so closely
related to their financial solvency that it really impairs their judg-
ment.

So I appreciate that. Any information that you could provide
would be helpful.

Let me just ask this and clear this with the whole panel. As we
start to bring this to a close, would the entire panel agree that the
HMO concept is a good conce, and should pursued, perhaps
with additional oversight and rey :lation, but certainly one worthy
of fovemmental support, State and Federal, and a concept that can
indeed provide a new range of health care for seniors? Any dis-
agreement on that?

Let me ask you, Mr. Gunter, in regard specifically to Florida,
were you pressured in any way R)ilitically or otherwise improperly
with rﬁax‘d to your oversight of IMC?

Mr. GunTER. No, sir, I was not.

Mr. Mica. You had a free hand with regard to the entire matter?

Mr. GUNTER. I certainly did.

Mr. MicA. Do you feel there are specific areas where the Federal
Government didn’t move quickly enough? Our hearings did start 3
years ago. There has been criticism that the Congress didn’t do
enough, that you didn’t do enough, or that the Federal Govern-
ment didn’t do enough. Why did it take 8 years? Did we not have
or did you not have the adequate authority, did the Federal Gov-
ernment not have authority, were they remiss?

Mr. GUNTER. I think everybody is clear as to the histo of
HMOs and specifically IMC. IMCy began as an entity with three
small clinics in south Florida. They were very small comparatively
speaking, until the beginning of the Federal experiment with medi-
care in 1982 and that of course gave them the tremendous growth
which we have seen.

I don’t know whether there was the anticipation of that type of
growth, but with growth, with bigness, with the dollars that were
infused, there came these management problems and all of the
other problems, Mr. Chairman, that I think related to that specific
HMO and perhaps others in the overall program.

Frankly, I believe the administration an Congress early on cre-
ated somewhat of a toothless tiger in the oversight of those medi-

k37




124

care HMOs. And I think the testimony that Dr. Roper presented
here earlier today would indicate that they are seeking and per-
haps in the past have sought tougher sanctions, the ability to move
more quickly, the greater flexibility that was needed with all of the
Federal dollars involved, in that size of a program.

Mr. Mica. Do you have other HMOs in Florida that have prob-
lems like IMC?

Mr. GunTer. Not like IMC. We have other HMOs which obvious-
ly we are—

Mr. Mica. Solvercy problems?

Mr. GunTeRr. I don’t know that ye: would call them solvency
problems per se. I certainly don’t want tu create any kind of a run
on the bank. But we have HMOs in Florida, Mr. Chairman, to be
?ulx;e, that we are looking at very closely and monito: .ng very care-

ully,

Mr. Mica. Is the reinsurance agreement or insurance agreement
arrangement adequate? Will IMC have enough insurance to pay all
of its debtors, and should the Federal Government raise the ante
on how much an HMO should hold in reserve in case there is—I
think Dr. Roper said many have failed and I guess we assume that
more will fail. Do we all need to raise——

Mr. GUNTER. Mr. Chairman, I would urge this committee and the
Congress and administration to take whatever steps that you can
to protect the Federal dollars involved in this program.

Obviously we require the insolvency insurance which you are
now dealing with in the case of IMC and we in the insurance de-
partment in Florida are going to use every legal tool to require
payment of those <laims as we see it. As sometimes happens in in-
surance claims, there are disputes. And I'm sure that State
Mutual, which is the company here, is going to utilize whatever
remedies in the framework of the law that they have. But we in
our role are going to do all possible to require the payment of
claims because we think it’s a just claim.

As you know, there is a disparity in the reporting of the amounts
i)f claims that creditors have oniztanding. There are legal chal-
enges.

Mr. Mica. What is the figure?

Mr. GuiTER. That is a figure that is not available to me. I don’t
know of an accounting at this point in time because of the discrep-
ancies in the amounts that are being claimed, and the litigation
that is in the process, before the State stepped in.

Mr. Mica. Let me ask one last question. You heard me say at the
very beginning of this hearing, we had a $400 million Federally
funded operation that told this committee that 5,000 to 50,000 docu-
ments were first shredded, then lost in the computer, and finaliy
fell off the back of a truck.

We hate to close this hearing not knowing what happened to
those documents.

Were you able to find out, or do your investigators have any in-
formation?

Mr. GuNTER. We were never able to find those documents. Unfor-
%uraately, there are other documents we also have not been able to

ind.
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Mr. Mica. In closing let me just thank each of you for being with
us. There’s a great deal of testimony that’s been submitted that I
think has a great deal of substance and I am looking forward to
reading each and every sentence carefully. I can pledge to you and
this committee that we’ll continue to do everything to work with
the appropriate committees in Congress to make sure that the Fed-
eral Government does its role and the Congress carries out its re-
sponsibility. We hope that other States will take some of the lead-
ership roles that we've seen in the State of Florida. And I'd like to
ask you as Chairman Roybal did that if you have any additional
information when you get }.ome that might be helpful to us, please
include that in your statement because I really do believe HMOs
will continue to prosper, they will grow, some will fail and we need
to hg}\;le the appropriate oversight and the best legislative approach
possible.

The record will remain open for 2 weeks for anyone at the table
or otherwise who would like to submit possible testimony for inclu-
sion.

Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Chairman. I would like to thank
the witnesses not only for their excellent testimony but thank
them also for coming to this hearing at their own expense. The
committee as you know has been reduced in funding and we are
unable to offer you a first class ticket on any airline. We are grate-
ful for the fact that you’re here, that you’ve financed your own trip
and grateful for the information that you’ve given us.

Mr. Crane, I realize that you're a pinch hitter in this event. But I
would like to express my appreciation to you personally and please
convey to Mr. Erickson our best wishes for a speedy recovery.

Mr. CranE. Thank you very much.

The CHAIRMAN. Thank you. The hearing is now adjourned.

[Whereupon, at 1:55 p.m. the hearing was adjourned.}
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APPENDIX

DR. WILLIAM ROPER, ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION,
ANSWER TO WRITTEN QUESTION SUBMITTED 8Y CHAIRMAN EDWARD R. ROYBAL

Mhat can and should be done to increase HMO participation in
Medicare and beneficiary participation in Medicare EMOs?

The most important step to increasing HMO participation in
Medicare and beneficiary participation in HMOs is allowing HMOs
to compete on price and quality and quality of -services,
increasing their attractiveness to the Medicare beneficiary.
Similarly, we want to make Medicare participation more attractive
to HMOs and thus increase their availability to Medicare
beneficizries. 1In sum, our goal is to offer Medicare
beneficiaries a wider range of health plan options among which to
choose, so that beneficiaries could select the health care plan
that best meets their individual needs.

We have proposed legislation, the Medicare Expanded Choice Act,
that inciudes provisions that will make it easier for HMOs to
predict their costs and assume risk for an enrolled Medicare
population. These provisions include a multiple year contract
option where the Medicare payment rates would be known farther in
advance; elimination of the requirement that organizations
provide additional benefits: expansion of the definition of
eligible organizations to include employment-based plans;
elimination of continuous-open enrollment; and modification of
certain administrative requirements. .

In addaition, we huve proposed legislation that will repeal the
title XIIT HMO Act requirements. HMOs would compete with other
providers and health {nsurers who provide prepaid health care
options. The HMO indusiry has fully developed gince enactment of
the HMO Act in 1973 and no longer neceds Federal interventions
such as "dual choice”.

Consistent with our legislative program, wva are proposing to
eliminate the regilatory requirement that umployers make the same
contribution to HMOs as they make to their indemnity health
benefit plans.

These legislative and regulatory changes will promote a
coxpetitive health care marketplace that increases the choice of
cost~effective health plans to beneficiaries.

In addition, we have initiated a public affairs plan to increase
beneficiary awareness of the prepaid health care option offered
by HMOs. Activities in this area include public service
announcements that will begin on a test basis in three areas in
September; radio messages by Secretary Bowen; and increased
information through our normal public information channels.

Finally, ve recognize the need to assure beneficiaries who choose
to enroll in HMO3 that they will receive quality care. We are
implementing an independent reviev of care provided in HMOs that
contract vith Medicare on a risk basis. We .have initiated a
complaint tracking system; and are pruposing legislative
»mandments to give us additional authority to penalize plans that
fail to meet requirements, for example to susperd enrollments for
plans that overcharge on premiums or improperly enroll
bensficiaries.
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SUPPLEMENTAL TESTIMONY OF KATHRYN M. LANGWELL, SENI0R ECOMOMIST,
MATHEMATICA POLICY RESEARCH, MASHIMGTON, DC

Participation 1o the Medicere HMO program, by WMOs and Nedicers
beneficisriss, has grown mor.: t7,1dly chen was enticipstad when ths TEFRA
tegulations wers issued 1o sarly 1985. Nesrly one-third of HMOe and over
900,000 Medicers beneficiariss srs perticipatisg io the prograa only two
yeors after ite implementetion. Furtbsr sspansion of the prograa may
davelop mote slowly for s number of reesons and the actions of Congress and
the Departmant of Heslth sod Humen Services can substantially influencs
this future growth, An importsnt question to counsider, io sddition, 1s
whether repid expsnsion is desirabls or whather slower, mors gradusl

incrasses in progras participation will yisld better long-Tun tssults.

Medicare Banaficisry Participation
Medicare beneficisries Join KHOs when they ats offsred the option,
1f they know somecne who is familisr with the WMO (or MMOs, 1n genersl) and
1f the benefit packags is sufficiently sctractivse. Ths flodinge from the
Svaluation of the Msdicare Competition Demoastrstiors suggest that partici-

pation msy be incressed in sevarsl ways:

1. Incressing the number of WMOs snd otber capitsction
strengements available to Medicare beneficisries,
petticularly in sress whers none currantly sxist, would
incresse perticipation.

2. Crestsr “gameric” MO markecing sfforte by the Medicare
progras sad by orgsnizstions teprassntiag older
Amaticans would incresss Medicars beneficiariss
avaresess of 10s as ia opticn sad, 1s sdditiom, would
1acresss usdsretanct i of the WO option sad itz unique
festuras,

3. Msintainiog the psyment rsts to HMOs at s sufficlently
high laval to permic HMOs to coantinue to offer
sctractive benefits peckegss and teduced cost sheriny
will encourags participation.

A, It 3o important to racognizs that Medicars
beoeficisriss incerest in the progras will be sffacted
by bed publicity snd by e perception of uacertainty
sbout the stsbilicy of the program and its finsancial
strangemente. Approprist sonitoring of Medicars HMO0s
sad CMPs will minisisze bad publicity. Cars say elso be
takso 1o wodifying psyssnt strengesents aod othst
tegulations thet may csuse distuptions in the progise
thet undarwine bensficiaries’ confidsnce.

Mot sll beneficiariss wiil want to join HMOs; 1sse then | percent of
slflvent Medicare beneficisries join when HMOs sre of fsred., Howevar, ovar
20 parcant of poor, but Medicaid ineligibls, bensficisries Join, suggsecing

thet the progres ssy be a useful mechsnism for incrsssing fins cial sccess

to cats. Thst, sors then coat containment counsiderations alone, msy
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Justify expanding tie progras to make HMO options svailable to as sany

Medicare beneficieries a3 possible.

MO participation

Participation by HMOs in the Medicare program 1is slreedy quite high
sfter only two years. While sore }MOs may be drawn iato the progras over
tise, 1t 1s unlikely that all HMOs will =~ or should —- participate. HMNOs
10 low AAPCC sress and thoss that sre less efficient in controlling utili-
sation pattsras should resist the temptetion to participate in Medicare
since they have a higher probabillity of financisl losses under the
program. Although only 9 ENOs have withdravn fros participstion in two
years, an increase ia withdrrwals would undermine beneficiary confidencs in
the progras.

Since HMO participation is alreedy substantisl, the isportant issue
1s whether participation will contisue st the curreat level or whetber HMOs
®ay choose to withdrav from Nedicare risk contrects over time. Contioued

participstion sey be encoursged in severel wayet

l. The payment rete cs.. be set et s level that peraite
HMOs to gensrate surpluses that can be used to offer
benefic packagee that are sttractive to Kedicare
beneficiaries.

2, Beficemants to the AAPCC sethodology that more
approprietely reflect the finsocial risk of earolling
Medicare beneficisries are under etudy. However, it
would be preferable that thess refinements be tested in
4 demonstretion program for e period of tise befora
being implemented. Confidemce of HMOs in the program
ssy be severely underuined if changes in the
sethodology and level of peysent are iatroduced and
then sltsred seversl timse over e fev yeara.

3. Mot requiring MMOs to offer specific supplemental
benefite, not iocluded wnder Medicare, which wmey reduce
their ability to compete witn Medicare eupplemental
issurance and to respond to consvesr prefersnces in
local serkete.

Results of the Evaluation of the Medicare Competition Demonstrations

suggest that a primery concemn of HMUs in the Medicars market ie that the

Medicare program will elter the paysent level and methodology erratically
and often, makng it diffficult to plén and to offer e steble benefit
package to Mudicars beneficisries. Continued high participation of KMOe'

in the Medicare program may depend upon the HMO industry’e perceptions of

the atsbi)ity of the prograe.
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TALLAHASSEE 323980300
June 25, 1987

Honorable Edward R. Roybal, Chairman
Select Committee on Aging

U. S. House of Representatives

Room 712, Anner One

Washington, D. C. 20515

Dear Representative Roybal:

| certainly appreciate the opportunity to appear before your Select Committee
on Aging and offer testimony at your hearing on June 11. At the conclusion
of the hearing you stated that you would like to receive additional input as to
what uctions should be undertaken to bring about changes in the health
maintenance organization industry, especialiy as it reiates to the medicare
enrollees.

First, | would urge you to continue the heaith maintenance organization
medicare concept. It is a viable concept and one which should be nurtured
and continually improved. Specifically, however, | would urge you lo consider
the foilowing changes in the health maintenance organization medicare concept:

1. Offer more flexibility in the interim sanctions that may be
undertaken for any health maintenance organization in violation of
the federal rules or statute. Interim sanctions should include
suspension of enroilment or administrative penaldes such as fines.
Florida has just changed its statute so that our penaities inciude
revocation, fines, or suspension.

2. Consider some alternatives for the enroilees where a health

' maintenance organization cancels its medicare contract. | would
suggest “hat the health maintenance organization be required to
cover pre-existing conditions between the contract termination date
and the end of the waiting period for a medicare supplement
insurance policy.

3. Further strengthen the marketing practices legislation. The
marketing practices which transplred in South Florida are despicable
and should never be allowed to occur again. We have, in Florida,
rules now !n force that should stop these practices. As | stated in
my testimony, we are currantly considering licensing in Florida for
medicare salespeople; however, you may want to consider that on the
federal level.

An Afficmatve Action'Equel Opportuniy Employer
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Honorable Edward R. Roybal
June 25, 1987

Page Two

4. Be substantially more cautious In approving any further
exceptions to the 50/50 medicare commercial enrollee.

5. Conslder legislation that would not allow the Federal Government
employees to retire from their regulatory role and immediately assume
employment with a health maintenance organization. This type of
legislation is also being considered on the state level.

6. Review the staffing levels of the Health Care Financing
Administration to ensure that they are adequate for good enforcement
of the health maintenance organization, rules, and regulations.

7. Continue to evaluate and refine the quality assurance
mechanisms.

The changes listed above need to be considered on the federal level due to the
federal financial commitment to this program. As you know, Florida has taken
an active role in marketing practices oversight, is considering licensing health
maintenance organization salespersens, has recently further strengthened its
quality assurance mechanisms, and will shortly be drafting legislation to
increase the financial requirements of health maintenance organizations.

Again, | am glad | had the opportunity to appear before your Committee. If |
can be of any further assistance, please don't hesitate to call me.

Sincerely,
8ill Gunter

State Treasurer and
Insurance Commissioner

B8G/jlv

c<:  Honorable Daniel A. Mica
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KAISER PERMANENTE

Executive Offices, Ordway Budlding

July 15, 1987

The Honorsple Edward R. Roybal
Chairman

Select Committee on Aging

U.S. House of Representatives
Washington, D.C. 20515

Dear Chairman Roybal:

This is in response to your request for a written response to
the question, "what can and should be done to increase HMO
participation in Medicare and beneficiary participation in
Medicare HMOs?"

We are pleased to provide you with the following
recommendations:

1. The adjusted average per capita cost (AAPCC) methodology
needs to be improved so that HMOs will be adequately paid for
beneficiaries of different risk classes. While the Health Care
Financing Administration (HCFA) is carrying out research on this
issue, it is important for the Congress to continue to place high
priority on it.

2. It is important to promote understanding of and stability
in the HMO payment methodology. Some HMOs have been reluctant to
participate in Medicare because they believe that the "rule of
the game” are likely to change in unpredictable ways. Observing
the changes that have occurred in Medicare's perspective payment
system for hospitals adds to .heir anxiety. There is a need for
the Congress to assure that the “rules of game” are stable over
time. It is also important that they are more clearly
understood. One step in this direction would be to require that
the AAPCC methodology be set forth in regulations, so that the
factors, assumptions and details of the methodology are published
and changed using a public process.

Kaiser Foundation Health Plan, Inc
One Kaser Plaza  Oakland, Caltlornia 94612 415 271 $910
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The Honorable Edward R. Roybal
July 15, 1987
Page Two

3. Therxe is a need to assure that only reputable
organizations participate in the Medicare Program. This can be
accomplished by having sound standards for the qualification
and certification process. For example, we believe that only
HMOs or CMPs that are attractive to the population at large
should be offered to Medicare beneficiaries. The Congress
should continue to insist upon strict application of the 50/50
rule, except in rare and carefully monitored instances.

4. Orce approved for participation, HCFA oversight of plan
operations is necessary. We would urge a review of HCFA's
staffing levels to assure that the staff is adequate to
properly perform monitoring responsibilities.

5. It is important to evaluate and refine the quality
assurance mechanisms on an ongoine Lu3is. The methodology that
will be omployed under PRO review has neve. been tested. It is
important that it be carefully eraluated as it is implemented.
Because the state of the art of raview of quality in HMOs igs
still in its infancy, it is important to encourage diversity in
approaches to this task. We believe that the best assurance of
quality of care is the commitment of an HMO or CMP to that
goal. A number of HMOs have spent considerable effort to
develop effective quality assurance programs and it is
important that PRO review dnes not stifle such innovation in
quality assurance and lead to decreased emphasis on internal
activities.

By taking action to deal with the issues above, we believe
that the long-term prospects for Medicare HMOs will be good.
The key to increasing beneficiary participation will be
attracting HMOs with solid reputations in their communities and
allowing those organizations to show Medicare beneficiaries the
benefits of organized systems. A growing number of elderly
citizens can and should have an HMO option, although it is
important to recognize that capitation is not a panacea. We
stand ready to assist you and your committee and others in the
Congress with modifications of the risk contract program so
that a significant number of senior citizens have the option of

joining a prepaid group practice or other HMO of good value and
sound quality.

Thank you for your interest and leadership in this matter.
Sincerely,

LUl o G,

Robert M. Crane
Vice president -
Government Relations

Aruitoxt provided by Eic:
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SEAATOR CHARLES 0. COOK, CHAIRMAN, NEW YORK STATE LEGISLATIVE
COMMISSION CN RURAL RESOURCES

JIoaceruate Transportation Service Inpodes the Delivery of Bealth Oure to Older
ural Citisens

Mr. Chairmss snd Members of the Select Comsittee:

xmnuquwpmtmmozmmmmmw
Mnumotthohmr‘.:mnwunmmmm
T Omaiseion is & Di-pertisan legislative ludy growp
ertablished by Chapter 438 of the Lase of 1982, Our wiesion is to promote
u-plmmmmtmlmquonmmm
st.te’s three million 1ursal resideats and also preserve and develop the

mumvmmmmmtnmlm.

The Comaie ion has cooducted four de syeposia on various aspects of
wmmnmuummmhmmwbucmmmm
state. hnnmwmmmmm“ legislative
wsasures. mmun’ol-nu-hnfmmthlpmmluh
and econcmics 1s the rural bealth delivery system. As y¢ ore aware the rural
'3 maummumuymmm significant new challenges

P that ould ssriocusl the aibility and affordabiliiy of bealth
services for all rural citizens in this nation, and espscially our growing
elderly populstion. This situation exists i~ vural New York as well.
nspe‘udly,w,ndoﬁbﬂﬁnm'uruuonmuoxmrﬂa—miuu.
have #1850 been reminded of the critical sature of transportation services ir
rural bealth delivery.

As tiy ation's and New York State’s population ages, our society has & most
difficult task in ensuring an equitable quality of life vith adeque .8 service
deliver ', inocme, health services, and housing for older psrsons. This oal
mwummmcwmmmn;motmtmsuu
becavse of the owyrall lack of public transportation and commumnity support
systems. mmawmmm,am«mﬂmmm
New York State, oaly 31 bave scms form of public tracsportation service and 23
do 0ot bave any service at all, Asd for those counties that bave some form of

public treasortation Service, even thees bave systaws that are reiatively
underdevelopsd.

1373
ERIC

5
b ¢




O

ERIC

Aruitoxt provided by Eic:

135

There is an incroasing rate of growth in New York’s rural elderly population,
with current ¢mjections estimating that this rate will exceed the urben aging
population growth rate by a ratic of three to one by the year 2010. It is
also anticipated that this population segment will live lornger and thus
require health and related services for a longer period of time than has been
experienced in the past,

The challenge 0f providing health services to the elderly in rural areas is
most pressing with regard to frail women, The aversge life expectancy of
femeles 1s projected to increase frum 77 to 81 years over the ocxt couple of
decades, Older women outlive men by six to seven years, and most often find
1t difficult to mmintain an independent 1ifestyle in a rural area when the
busband dies, especially 1f they naver learned to operate an sutomobile or
bave developmental disabilities shich reduce personal mobility.

Compounding the problem is the fact that a relatively large proportioa of
rural older wmen are at or near the poverty level. 21 percent of thoee
perscng 65 or older had incomes that qualified them as "near poor, " calculated
28 between the poverty level of about $5,000 and 123 percent of that level for
an individual. Innmlamsthalwtmotuoldorwmleuzm
less than that of a comparable couple 1iving in a metropolitan area.

Recent data also show that as the number of older men in the work force
declined, the number of older women actually increased. Older women are
experiencing econcmic pressures to work beyood the retirement av since
retirement or social security Lenefits reflect past income levels and women as
& group have earned less than their pale counterparts. Older women in rurai
Areas are hard hit by these eccacmic pre-asures, Naot only do they make less
than their male counterparts both. urban and rural, they also have limited Job
opportunities in rural New York to 1 t their 1

Recent trends toward the closing or consolidstion of rural hospitals and other
bealth care resources threatens to further reduce access to affordsble
services for the expanding elder population. Also, there exists a groat
shortage of sub acute care and long term care services in rural New York,
Travel time and costs and tr~ poesibility of increased isolation fram frieods
&nd family will increase as distance to facilities increases, (lder infirmed
peraow; in Tural Nev York, the majority of whom are women, Are particulary
vulnerable since they are more invisibls and inaccessible to those who try to
offer care. Moreover, state and federal delivery prcgrams, designed to belp
all older persons, often fail set the needs of rural infirmed older

138 -
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mmmdomtuhlnmmm:wnmlqmmnldeum
groblems, Por exssple, in-hame health services, respite care and adult day
care programs for the elderly may prove ineffective of very costly in rursl
areas becsuse of the shortage of home and persooel care aides and other
qualified persocnel, 1o rural areas bome aides are especially difficult to
attract because of lov wages, additicoal transportation costs and unreistursed
travel time betweea clients.

mtm@muummmbm:mzwum
effective rursl iealth service delivery and to maintaining the independent
status of older rural residents. The long distances in rural areas make it
difficult to either bring older perscns to Oseded services or bring such
services to them. mmluilmmbmh!wow-mnm
mwumwwmmlmmmutuunumlm
to drive. When widowed and 1iving alone they are, in most cases, without any
form of transportation. A study by the N.T.8. Seoats Standing Comsittee on
Aging shows that only 233 of rural New York's £3-plus sirgle, feonle-beaded
1ds have &0 1e available. This points cut a glaring fact for

rural New York's older population: being & single, older femle means
additiom] bardships dus to the lack of both private and public
traoeportation.

mum.mm.w.mwnmmm:m
W«mmmmmammuown.mcmmm
mmmmtm:m-wruumm-hm-muawmm
ossd. Mr too oftem, bosever, existing federal and str  wlicies and
km—mtmtwuonmdwmbﬂouﬂymmm
1imi ted to serving the spec’alised needs of parrow clisat-specific
populations. The dispersiva of rural populaticos over relatively large aress
sahme such an agproach Lapraciichl and complicates the design of cost-
offective, effictent traseportation networks for rural areas, HAcsever, the
task requires special atteation to unique rurel cooditicos and the coordinated

use Of svailable rescuirces.

It is esssotial that disparate funding streams and rescurces that my support
rural traneportaticn be integrated and that networks be designed so that tbey
are tailored to local oircumetances, rather than as olones of urban mase
transit systems. Recsatly, the and the Legiel in New York State
have recognized the problems asecciated with tbe lack of public traasportaticn
in the state's rural areas and the need for & special spprosch, A Rursl

Public Traneportation Coordination Assistance Progrem was introduced in the

13 ¢
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1906 legislative seseicn by the Cummission on Rural Resources and signed into
lav by the Governor as Chapter 886 of the laws of 1966, This legislation
provides a camprehensive state policy for the coordinated development and
operation of public transportation services in the stats’s -ural areas.
However, in order for this prog~m to sffectively serve m large oumber of
traceportation dissdvantaged rural residects in New York, cootinued and
eabanced federal support is required. Moreover, disparate funding streass and
policies for rural public trensportation must be integrated at-the federal as
well 45 the state and local levels. Available reecurces are just too few in
l"unl areas for client specifio transporation programe to survive, let alooe
expazd ssrvice delivery for a growing transpo 'tation disadvantaged population.

Most receatly, bi-partisan le~islation has bees introduced by the Coamission
oo Rursl fescurces in the 1967 legislative Seesion (3,3575-A And 4.5564-A)
mamummpmmuooldumcummmlmmmm
contract 0 provide traneportation related services for rural counties that
isplemsnt coordinated public traneportation sy under the chapter 86%
local aesistance progrew. Currently, hundreds of nillions of dollars are
speat on transportation for pupils attending rural public achools each year,
M!muu.w:udn:fm:mummr'vmtmmuund
to port other transportation-reedy peopls, It 1a hoped that such eflorts
ullmmmomwmmmnm“nmum
unmwmmmmec-mitymdeumnmtmmmm
vital to securing and enhancing their quality of 1ife.

Thank you for this opportunity to present testimony xbout meeting the 1S
oseds of older rural citisens.-
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REPARED STATEMENT OF HENRY MINEUR, PRESIDENT, AMERICAN MEDICAL
CARE AND REVIEW ASSOCIATION (AMCRA), BETHESDA, MARYLAND

M. Chairman, my name is Henry Kineur. 1 am President of the Amsrican Medical
Care end Review Association, AMCRA, on whose behalf I appear before you toddy,

AMCRA 13 ¢ nationa) associution of some 500 hea)th maintenance organizations
(W03}, competitive medical plans (CHPs), ndividua) practice associetions
{1PAS), preferred provider organizations {PPOs), foundations for medical care
{MCs), end other 2ltarnative hedlth care delivery organizations comitted to
of fering 1ndividuals and their faailfes & choice of health care in their
communities AMCRA's diverse uiganizations and individusls support pluralistic
alternatives among health care plans that emphasize approprizte use of health
care facilities and services, quelity cire, universel access and reasondble
cost. The organizations that make Up ANCRA refresent a combined enrolisent of
sore than 6 mit1ion Americans and involve the particigation of 110,000 precticing

physicieas throughout the United States.

ANCRA welcomes this opportunity to Join the Committes 1n 1ts review of the Medi-
cure IMO/CHP option. AMCRA members are keenly interested I8 this option under
which 32 ANCRA mesber OTganizations currently serve over 300,000 ‘2dicare enrolleas.

NICRA end 1ts members have & strong history of Yeudership in providing high
quality HMO benefits for Medicare ¢11g1bles. AMCRA end 15 mesber HMOs sponsored
2 Medicere desonstration project in 1982, Tre desonstration project included
seven {7) operationa] HWOs with 18,459 enrolled €1derly when the project was
Seemed SucCessful, terminated fn 1985 and transferres to the Medicare TEFRA

Program.

In other words, AMCRA and 1°s members have been - &nd resain = pacesetters

1n providing quality HMO benefits to iledicare beneficiaries.

The Medicare HMO/CKP option was eanacted by Cor'ress as & partial response to
the problems with the Inappropriate Incentives operating In the health system
generally &nd with Medicare payment approaches in particular, Historic reliance
on reasonzble cost refmbursesent in the hospital arena and reasonable charge
refsbursement for Fhysician services was extensively criticized for its Infla-
tionary nature and 1ts tendency to promote overut!)izstion of services, The
HMO/CHP option was developed to allow Medicare to take advartage of alternative
financing and practice arrangements that had evolved In the market and to
stinulate their further Jevelopment. HH0s and CMPs were welcame because of
their managed-care approach to the individual patient, as well &s their emphasis

El{fC‘ 141
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On Preventive health care and the provision of services in ambulatory instead
of iastitutional care settings.

The financing of alternative: health care delivery systoas has prompted ad-
ditioral attention to quality.of care'dssues. * The changed incentive. 1n HMO/CNP
fisancing calls for attention to how the systes rasponds to these incentives just
43 the facentives fnherent 1 fee for service medicine serit review, AMCRA member
Plans are acutely awsre of the Importance of quality in the provision of services,
11 only to assure that they can attract and retain enrollees to 3tay in business,
A1 of ow plans have developed interna) review procedures and enrollee appeal
sechanisms to address uality of concerns, Thus, QuUATItY 15 Indeed & matter which
desarves constant attention by every individual and organization- providing and
purchasing health care, and quality should become increasingly {mportant 1n the
competitive, multiple-choice health care de)fvery systes which AMCRA supports.
Furthermore, quality and cost-effectivenass are intimately related. Preventing
probless on an ambulatory basis, and offering specialized services only when
required by the patient's condition a1l have obvious quality and cost implications.

In recognition of the fmportance ~f quality, AMCRA member organizations have
taken seny steps to assure that high Quality care {s provided to every patfent.
One¢ typical member conducts surveys of patient satisfaction, gives patient
complaints prompt attention ad MS consuser representatives over the age of 65 on
1ts grievance committee, with authority to decide the appropriate response to
patfent complaints---a sort of patient peer rev’ -, As noted above, all hase

internal quality assurance procedures and enrollee appeal mechanisms.

AMCRA ftselr has devoted a great deal of attention to nuality issues, S3ince
1979, MCRA and the Group Health Assoclation of America have co-sponsored the
Natfonal Committee for Quality Assurance (NCQA). NCOA has taken the lead 1»
developing standards for quality asswrance programs and has provided a mechanisa
for peer review of 1nd1vidua) qua'it/ assurance plans. AMCRA has sponsored
educational programs on quelity assurance, the most recent of which wvas aimed
at identf ing fnnovative quality assurance methods and spprosches. Additiona)
educational programs are planned. AMCRA has provided technical assistance to
State health and 1icensure agencies in the development of external HNO review
programs and standards. “Quality s Key® 1s AMCRA'S motto for 1987,

In short, AMCRA belfeves that every patient geserves care of good quality.
Unfortunately, under any payment approach-~-whether fee or cost based, or
capitated---there are a Viaited number who will abuse the system. We share this
Comaittee’s belief that the bad actors on the health care scene, whether indivi-
dual practitioners, health care {nstitutions or alternative delivery systeas
should be rooted ou AMCRA wi1] continue to Yend fts support to private

and qovernment efforts towsrd this end.
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During 1986, the Congress alsc saw fit to enact a number of provisions dealing
with the Nedicare HMQ/CMP option.

The Consolidased Omnibus Budget Raconciliation
Act provided for peer review of HMOs and CMPs and gave HCFA authority to review
WMO/CHP merketing meterfels.

The Omnibus-Budget Reconcilfation Act of 1986 {ncludes provisions requiring
Medicare HMOs and CMPs to provide aach enrollee with an explanation of his or
her rights, 1acluding rights to benefits, restrictions on services provided
by outside providers or suppliars, out-of-ares coverage, coverage of emergencies
and appeal rights; raquiring access to financial records and d1sclosure of
internal loans; authorizing civi) monty penalties for failure to provide medically
necessary {tems and servicas; allowing Medicare beneficiaries to disenroll from
an HMO or CMP at a loca) Social Security offica; and requiring a report to the
Congrass on physiclan {ncentive arrangesents by January 1, 1988,

The Health Care Quality Improvement Act of 1986 provides for a clearinghouse
of inforsation dealing with d1scipinary actfons taken against physicians, {ncluding
those taken by an HMO or CMP, requires HMOs and CMPs to report such actions to the
clearinghouse, and permits HMOs and CMPs to request inforsation from the clear-
inghouse on practitioners with whom the organization has a current or prospective

affiliation.

Much of the above legislation awaits full 1mplementat.on and will significantly
increase the Federal oversight of HMOs and CMPs with a Medicare contract.

As the Comaittee examines the Nedicare HMO/CMP option, ANCRA offers the fol-
lowing observations and recommendations:

1. Despite problems 1nvolving {ndividua) organizations under contract with

the Federal government, the HMO/CMP option must be preserved and strengthened
since 1t provides real alternatives for those Medicare beneficiaries who
freely choosa to receive their health cara in this way.

FeZsral law should be amended to ancourage more participation by organizations

e1191ble for Medicare contracts under prepald financia) arrangesents. It

wsy evun be appropriate to broaden the kinds of organizations that should
be allowed to qualify for such partf:ipation. These chanjes would allow

Medicara to catch up with what 1s rapidly unfolding 1n uhe non-Medicare world.

Federal lav should be amended to allow & variety of peer review epprodches {n

the HMO/CMP arena. Current Yew essentially 1imits the quality review approach

to that of the peer review organizations (PROs,. While Congress has allowed
for the competitiva bidding of Nedicare HIO/CHP review activities between

PROS and non=PRO antities called quality review organizations (QROs), the

AMainistration’s viey 1s thit the statute requires QROs to be structurally
1dentical to PROs, trat reviewing physicians must reside In the state where
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the services being reviewed were provided (even when this approach say
exacerbate the potential for conf.ict-of-interest), end that ‘eview activities
sust be almost exclusively medica) rocords-based and PRO-11ke, rather than
allowing for other quality asswrance approaches. In AMCRA'S view, ¢ greater

diversity 1n review approaches should be allowed.

4. In general, the Congress should assure that the Federal government acts
ke & dependable business pirtner, willing to Pay 1ts reasonable share and
prosptly discipline or cease do1ng business with organizations unable or

uwil11ng to meet high standards of Quality care and service.
5. AMCRA members are especially concerned about the AAPCC formula.

AS you are aware, refmbursesent {s bazed upon the AAPCC calculation by the
federa) government. This varies from county to county, although contiguous coratfes
do not ol ten show dramatic differences 1n actua) medica) costs. For example, in
South Florida the Medicare reimbursement for Oade County 1s $292 per member; the
Medicare reisbursement for nefghboring Srowa.d County s $245 per member; and
Medicare reimbursement for 8roward’s northern neighbor, Palm Beach County, is
$210 per member.

AMCRA 13 concerned that within thirty=-five afles (Dade County 1ine to Palm
Besch County 1ine) there 1s a difference of $82 In the average cost of health care.
This amounts 1o a 28 percent decrease In refmbursesent for care from Dade County
to Pals Beach County. Our studfes have shown that the reimbursement In Pals

Beach county would be lower than the actual cost of providing care.

Nr. Chatrman, as you can see, AMCRA 1s comaitied to assuring high quaiisy lealth
care alternatives for Nedicare beneficlarfes. ¥e Yook forward to continuirg to
work with the Congress and the Administration and welcome this opportunity to

present our views.

Thank you.
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PREPARED STATEMENT OF THE AMERICAN PSYCHIATRIC ASSOCIATION

‘ The Americaa Psychietric Associstiom, ¢ sedical specialty society
representing more then 33,000 peychistrists nationwide, is pleased to bave
thie opportunity to eubmit testisony oe *Nedicare MMO'e: Probless, -
Protections, Prospects.® A continuing sajor prodles of Medicare ENO's is
esccess of Medicare beneficiaries to the eppropriate range of sental health
services, Our comments focus on Medicare's inherently discriminatory policies
agair.t those with mental illness, the provision of lieited sentel health

services by EMO's end inadequate marketing ectivity guidelines.

Medicare, Meatal Illness and the Elderly

The he,lth probleas of the growing elderly populstion are often more
complex than those of other €9¢ groupe. Many ¢lderly people have sore than
cne beeltb problem and ssy need more than one type of heelth care provider.
Zstisstes indicate that some 15 to 20 percent -- between 3 and $ aillion == of

our nation's more than 25 million older Persons bave eignificant mental health

probless, yet they ere denied ed treatsent b of the Siscrisinetory
*cepe® isposed on psschistric trestment under Medicere. Under the current
Medicere systes, outpatient Denefite ere effectively restricted to $250 per
yeor efter coinsurarce and deductibles, end this amount Bas not been increased
since the Medicare program'e fiception in 1965, In LR, 2470 the Ways end
Means Committee has INproved tiis benefit to $1,000. Ae you msy know, twenty
to thirty percent of older Americens vho heve baen labeled “eenile” actually
have reversible, treatable conditions. In the recent sarkup of cetestrophic
heelth insurance in the Bouse Znergy end Comserce Meelth subcoamittes the
mental health benefit vas changed to exclude *sedicel sanagesent® from any

caps and ellov 25 psycbotherepy visits. If adequate sental beslth covereye
was provided, these beneficieries could become productive, active members of

society, end evoid unnecessary and costly hospitaliszetion. Coversge of the
mental health needs Of these elderly people under Medicers could provide the
mentelly 111 elderly the dignity, productivity, end independeni living which
are the keystones of the Older Asericans Act of 1965. In fact, Chairman
Roybal'e racent floor asendesnt to the Older Aaericans Act Resuthoriration
helpe to further emphasize the mentsl health neede Of elder Americens.
Clearly there are irstances where the coapelling limitation on outpstient

psychiatric care forces the use of more expensive inpstient cere, and edds

svoidable expenditures to en already strapped Medicere program. In fact, the
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1itecetute has documented an offeet effact, namely & reduction in heslth cece
utilization when mental heslth services are peovided.

Despits their many sentsl heelth needs, the #lderly populetion
ceceives only € percent of comsunity sental eelth secvices and 2 petcent of
peivete peychiatzic secvices. Medicere mental heslth coversge policy has
discousaged our Nedicare patients from seeking paychietric care. Most
cesescchere agces that the smentsl heslth nesds of the Medicers populetion sre
undecsecved, and dissgeee only on the sxtest of undecsecvice. The recent
Harvard Nedicare report crecommends that coversge of mental bealth setvices be
expanded, As the report noted, the caiseion of adequate coverage -- for
exanple sental bealth cece — places older Asacicans at riek for significant
expenditutes,

Pinally, studies have also j.dicated that in the populerion as o
whole only betwesn one-third end one-fifth of individuals identified as baving
& mental disorder duting @ eix-month period used any mental heelth service
from either mental health epecieliets or genetal ssdical phyeiciens. The lack

of utilisetion of mental heelth services ie due to both poor  coverage policy
and the stigms associeted with mental digordets. Thetefore, the APA supports

1mproved coverage of mental health cacvices by Medicare 80 that Medicsre

bereticieties can ceceive Y t in peiste settings.

Moy

Given the inhecens?: Slzceininatory coveage in Nedicete, it ic
samevhet surpcisisg thet EMOs and COMPs offer to Nedicecs sncolless anything
above the atatutsiy benefit. Accotding to recent date compiled by BCPA's
Office of Prepaid Zeelth Cere, of the 135 BMOs/CMPe (with riek contracte) with
elightly over 900,000 Medicare 2nrolless, 61 or 408 offer sentel heelth
benefits over and sbove Nedicate covered services in either & besic or high
option package. Unfortunately, the dsta does not delineate the additional
services offesed, While e bave developed sxtansgive WO mental bealth benefit
data, it fe not specific to the Medicate progeam. APA has raquested
inforsation from BCPA on the type of mentsl henlth benefits offeced to
Medicare enrolless in these mMOs/CNPe. We suspect that none offer the same
coverage for mental illness &3 for physical illneas. Oor view ic¢ supported by
our experience with other fedecsl peograme, including, foc example, the
Pedersl Raployees Heelth Renefits Program {FRXBP) end the participation by
federelly qualified mMOe.

¥e are avate ~f the veriability ot exieting covscage of all BO plans
that participste in FEMEP, WMOs that ece cepresentative of fedecally quelified
HNOs. Of tbe 155 BHOs perticipating in YEOSP in 1_925, 82 offeced the ryanr
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evolved "standard® 1IN0 mental 1llness Ooverage of 20 owtpatient visita per
yoar and 30 inpatient days. Tvelve offsred 1sss than 20 outpatisat visita ot

1sss than 30 inpatiest days. Anothber 44 offared mocs un 30 impatient days
bat oaly 20 owtpetieat visita, and only 17 offsred an increased (over the

20/30 *standard®, outpatient/ispatient bemefit.

A sajor deficisncy vith the federslly qualified WO program has besn
the Isilurs Of the Department of Meslth and Human Secvicss (BHS) to tequirs
non~flscrininatory inpatisnt paychistric hospit-lisation coverage ss part of
the basic hesith sezvices benefit motwithstand ng, in our view, s clear

legislative mandata %0 & 0.

On October 31, 1380, then MES y Barcis app d tinal
regulstions which slisinated inpatient peychistric cars fzom the basic heslth

ssrvices requirement for WNOs. y Sazris disregarzded the g 1
provision in Section 1302(1) .., Of the Public Msalth Service Act which states,
*the tarm *basic health services® means inpatient and ostpalient hospitsl
sezvices.® Sbe rslied upon the provision defining the tarm “supplemental
hesith service” under patagraph (1) (D). Nowever, peragraph (1) (D) rafszs to
*ghoci-tsrm (ot to sxceed twenty visits) cutpatient evaluwstica and crisis
intsrvention mental besith services,® and not to ispatieat hospitsl services,
which ars required under garsgraph (1) (3).

BCPA, which %ov afministars the federgl MO Program, should initista
s teviev Of the statuta. e believe s correct interpcstatios will suppoct ous
posstion, and provide dg=Topciste inpatisnt paychistric services to al) o
enrollees.

Pinally, we raise the QUeStion vtether the limited meatsl heslth

services provided in- these ged cace oy I8 even 411y ibls to
patients, It appescs that ia some cases, iadividwals in aeed of trestasnt for
s mental d1sotder ars Channeled witdoet regard to the medioal Mcessity o

sppropeisteness -~ fcc sxample the iadivideal pati hes ftans Of

cosplicating medicsl conditions thet might cauee or exacethate the
4 2 meetal disocdec SYWP == to nom~physicisne rather thaa %0

peychistriste, the medical specislist of choice. Thus, wva recommend that KCYR
monitor the delivery of mental haslth secvices 80 that access to needed cils

snd the spprogrists provider 1s assured.

Rarkating Activities

I0/CMp Tegulstion pertaining to marketing activities is an ispoctant
foundation for policimg the enrollment activities of these sansgeo cars

The addition Of the nev sudsections faquiring the su'wiasion of sl

systems.

sarksting saterisls to BCPA 43 days befors planned distribation incluling the
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specific euthority to dizapprove euch materiele it they are foond to be
insccurate, mjeleading o »ierepresentetive of the organization, ita sacketing
tépcesentative oc ICTA, is ¢ commendable ottempt to closely acrutinise
sarketing activities am behslf of the patient/eubscriber. Sowever, we believe
this section showlq sore edequataly peotect potentiel WO/CN enzollses and
Provide ¢ mechanism f0r redress for those intereeted parties who yish to

submit compleints r'garding inapptopciete marketing activities.

The APA fe perticulazly comcerned that WO advertieing of plan
benefita may .a scme instancee neglect to infocm the peblic sad the
PCOSPRCLive Medicare bemeficiary of the limitations OR coverage of seatal
disocdere. Foc exsmple, am advertisesent that sends the message that the WO
provides full or wnlinited benefite By wrongly indece emrollsent where in
actuslity e 1i81%ed henefft for coverage of meatal ill1mess esziets. such
advertisements may sleo wafeirly induce earollmest where the peblic thinks it

ban wlisited sccess to care bet 80Cets to eervioes are severely liaited
throwgh ¢ variety of gateReeper mechsaisms, ¥he 1sability to see ome's

Pereonsl physicism, o unexpectedly have cere provided by son-pbysicism
prectitionere may not Se apperent in sdvertisemente but it may be the policy
Of @ perticuler W, Bsecause of our concetn for the public, and in order to
provide adequats guidance, the Apa has tecommended that ECPA develop within it
sarketing ac\ivities reguletions the following guidelines.

1. ODefine the teres used in the etatute, *Materielly insccurate, sieleading
and matariel alerepreeentation,® and how euch would apply to BCTA
Suthocity end ceview of marketing materiele.

2. Iaclude in the scope of prohibited methods the uee of deceptive votds, /

Phrases oc illustretions. Identify by exsaples ¢ 1iat of these -~
probibited methode, vhetre euch words o¢ phreses 1ike ®ell,® *fu1),*
‘complete, *comprehensive,® *unliaited,® *wp to,* *as high as,* ere used
in e manner which exaggeretes any benefits beyond the tarse of the actual
benefit plan.

3. Probibit the uee of pbotogrephe, video presentationr of illmesses of
tictiomalized wwvounts of illneas thet exaggereta the exceptional,
catastrophic rieks or owt-of-pocket expensee that would induce enzollment

out of emotional reasone. ’

/

4. Require that macketing materisls gisclose in writing with any plan
offering oc sdvertisement ita exceptions, exclueions, reductions and

linitations of coversqe, incleding any 1im.cetion for pre-ezieting
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conditions of any policy provisions relating to renevability.

cancellability, tevic‘on or terainstion of any item ot services covered.

S, Inscce that testimonials used in sdvertising are accurate and docusented.

6. Use statistics in only a fair manner reflecting accurately all of the
relevant facts.

7. Prohibit dispiraging comparisons or statesents.

8. Use the nade of the sctual plan offerer.

9. Prohidbit marketing asthods utilizing introductory, inmitisl of special

offers unless in fact such statesents are true.

10, Require that mOs and CNPS ssintain tecords and copies of all narketing

satecials available for inspection by BCPA:

11. State in writing any restrictions on access to spacialist care and the

use of nca-physicians in providing medical care secvices.

While this list is not all inclusive, we suggest it eabodies 3 number Of
important safenuazds on the type of variety of promotional smsterials.

In addition, APA has cecommended that NCFA eatabliad and publicize a
sechanism for £iling complaints against EMO/CMP sarketing activitisa. This
ccriplaint Procesa should be available to aXl interested partiea including, of
coutse, HMO encollese, For example, physicians oc other bealth care
providecs, bealth related associations, patient advocacy groups, and other
heelth plans ehould bave the opportunity to report 8isleading advertiaing to
BCPA. One approach to publicize this would be to require that all marketing
aaterials include a atateaent regarding the submission of complaints to BCFA
and provide an address or telephone nusber. Pinslly, HCP. aust estsblish an
adninistzative proceaa for review of thoss complaints and be able to respond
to thea as well as take ippropriate action against a plan that has violated
the marketing regulations.

The APA believes the development and jeplementation of such sarketing
tegulations is neceaaary to assure 2air compstition and to protect the public
and the Medicare beneficiacy from choosing a health plan that in reality doas
not serve their medical needs, .

APA has alsn received cOmplaints fcom mesmbers with docusentation of
specific probless pstienta bave bad in obtaining accesa to services in WO'e)
(specifically, ootients vho need Jonger-teca care ace often denied acceas to
appropriate one).

APA would be pleased to work with your cosmittes to imptove guidelinea
for MMO advertia’ng and to impcove access to mental bealth esecvices in

B0'e. As managed cace becomes SOfe Prevalent ve aust derelop Sppropriate

nethods for delivery of services for all petienta.
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PREPARED STATEMENT DF THE MEDICAL GROUP MANAGEMENT ASSOCIATION,
DEMYER, COLORADO

MEDICARE 109

The Medical Group nt Association (MGMA) appreciates this
cpportunity to ssbmit its views on the role of Mea1th ssintenance
organfzations (HM0s) aad competitiva medical plans (CWPs) 1a the Medicare
Program. MIMA 13 the oldest and largest profassional association of its
8. ~epresenting over 3,300 medical groups 1n which over 70,000 physicians
practice their professiua.

MO sember growps represent a droad spoctrum of health cire service
proiderss nclvding arge ax1tispecialty clinics that drav pationts 1a need
of sophisticated tertiary care from throughout the world, to small single
specialty growp practices unin? 2 $ing1e commaity. Some groups operete
20101y oR ¢ foo=for-services basia, others are cospletely propaide. and seme
conbine elements of both fee-for-service and prepaid prectices. Many are
free-standing physiciam practices, dut a 1ng sumber are affilisted with
hospitals, medical schools, or HNOs, and ia NS Cases, they combine all
three.

More MGMA growp practices would 1ike the opportuntty to participate in the
TEFRA progres but are 121191010 because they do not moet the requiresents
for being eftecs & Ze-tcrally qualified MO ynder Title X111 of the Pudliic
Hoalth Service Act, o « P a5 determined by the Public Health Service.

Other NWA mesber growps may already offer an HO option ag part of their
practice, but are often excluded from the program decause of the "0/50%
rule vhich doss not allow ¢ Medicars HID to hve a tota)l patieat population
Sade wp of more than SO percent Medicare beneficiaries.

3t111 other growps cammot afford to take the fisancial risk of being paid at
only 95 perceat of the sverage adjusted per capita cost (AAPCC), whi.a 1s
the rate set forth by HCFA 1n the contract provisions.

MO supports the continved availability of both cost-and risk-contracting
opportunities whick, al with fes-for-service practice, iasure both
pationts and physiclans f exidbi11ty and choice. Whila the highly publicized
contract problems 1avolving the now terminated INC contract 1a Florida
provide sppropriate cause for heightened Congress1ona) oversight and
tightened HCFA managesent of the programs thoy should mot detar the federal
governmsnt from further developing the capitation option,

The experience of the TEFRA program to dater plus the problems associated
with IMC, do suggest certain refinements to the existing rulas and
reguistions which might enhance the success of the progrem 1n 1ts next stage
of development. . I

OUALTEYIMG. ORGANIZATIONS

The future of the MeZicare risk contract program depends upon the medical
groups? and the deneficiaries! willingness ¢o Yu-ucmto 1n the program.
Many medical groups that are not Federally-qual{fied HOs _; s have only
1mited, 1f any, experionce with Prepaiy or capitated payment systems. A
program s.ch as this one, 1f expanded: wowld provide a good opportunity for
those medéical grovps to 921N s0me Sxperionce 1n prepaid care and then, based
on that experience, they could decide whether or not to pursws afforts to
become Federally qualified, yithout such opportunities. there s 11ttle
doubt that the Medicare risk contrect program could never epand beyond the
nuaber of groups .)ready qualified to participate,

The TEFRA risk contract program has attracted 2 "mixed bag® of contrecting
parties 1acluding vell estab)ished commercial Mealth maintenence
organizations using either the group or staff models and a growing aumber of
1 nt practice associetion (IpA) arrangements. Maay of these
organizattons have established track records with Medicare nows as vel) as
with the comercial sarkets, and have proven tneir abilities as trwe health
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care delive ; <ystems. In some fnstances, however, the TEFRA program h..
attracted wiat 4ra assentially *pass-through® entities--organizations that
specialize in marketi~y and onrollment, but then contract out all of the
raalth care services. In some cases, these organizations are serving the
{nsurance or "risk taking® function, but in others even this s passed on to
hoapitals and medical groups. MGHA 13 avare of some situations in which the
contracting organization bears essuntially no risk, and simply takes a
significant percentage of the Medicare and commercial premium dollars "off
the top® to perform sarketing and administrative functions. With
appropriate oversight, thise arrangesits can work very efficiently. How-
ever, it 1s critical that both che governm it and the benef iciary uncerstand
that under such arrangements, they are not dealing with organizations whose
whose first mission is the provision of health care setvices.

At the same time, ve think the government should look f~» opportunities to
contract oirectly with organizations whose true missics s fn health care
delivery, and eho are nov the true wprisk takers® undar sowe pass-through
arrungements, Permitting well~established medical groups to coriract
directly with Medicare vould be bersficial for severa) reasons, First, it
permits the beneficiary to change his payment arrangement without disrupting
the patient/physician relationship Sver time, Multispecialty group
practices esphasize continuity of case and comprelensive care sanagement
under one roof, whereas in some of the pass-through a~rangements nefther the
enrolling entity nor the contracting providers have permanent patient
relationships.

Second, most large multispecialty group practices already have sophisticated
quality assurance prograss in place withi: b finternal structure of the
practice, These should facilitate the gov Jnt's Job o Juality assurance
in the prepaid setting, and provide an addiv..aa) 1evel of assurance to the
patient.

Third, 2sxablished medical gronp ave a long history .f provid‘r health
care 10 large nuabers of indi. .al. within their communities, including
Yarge numbers of Medicare patiants, They have proven their financial and
market viabitity gradually through patient satisfaction and the provision of
high quality cars  Taey have sanagement and agministrative structures in
place to handle t  extra challenges associated with prepaid contractino.

THE, "50/50° RIRE

The 50/50 rule vas written into the TEFRA risk contract program in 0, Jer to
assure that the participating HMOs and CMPs had a good mix of mdicare and
non-Medicare patients. According to the rule, 70 more than 50 percent of
patients enrolled in the prepaid plan could be Hedicare beneficiaris .
Unfortunately, this rule prohibdits sany groups from befrg eligtt™ 7or CMP
status and thersfore ineligible to enter into a TEFRA risk corcract.

ING has fucised much attention on the 50/50 requirement in Medicare, and
unlike many Other observers, MUMA submits that this «ttention is largely
misplaced, The 50/50 rule was neve intended to be more than a proxy for
either financial viability of acceptable quality as measured by the
condercial market; it is an fmperfect proxy at best, Whil> IMC never met
the percentage requiresent, it had a significant number of non-Medicare
enrollees, probably more so than many saaller contractors who were fn
compiiancy with the 50/50 requirement. Had 1t been ¥illing to slow the
grovth of Medicare enrollment, IMC could have complied with the rule without
otherwise changing its wode of operations and there 13 no reason to belisve
the outcome would have been any different.

Ihe current application of the rule p~duces some anomalous resuls, For
exasple, & pass~through podei HW® ~ich has successfully enrolled 10,000
commercia) patients, then contr.cted with a group practice for all their
health care, would be elipiiie to enry 1 up to 10,000 Medicare patients,
fncluding those CUFrensiy served by the group practice on a fon~for-service
basis. The medical group on the other hand, which serves the 10,000
comercial patients, may take the full risk with respect to their care, and
already has a vell established Medicare p - .1ation on a fee~for-sery ice
basis would Mot be qualified to co. .ract if their tota) patient population
13 moro than 50 percent Medicare, Ironically, the HNO sarketing
organization Bay have the ability to enroll both commercial and Medicare
patients only ecause it can guarastes to prospective enrollees that their
medica) care 11 be fully provided by the astablished group practice.

In other situations, one or s.re HMDs have largely cornered the group
employer market efth cosmercial patfents, and yet are not interested in
offering a Medicare plan. Other medical groups in such an area would be
prohibited from offering a prepaic option to Medicare beneficiaries unless
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they are ¥1111ng at the same time to attespt to penetrate the commsrcial
sarket vhich >ssentally would have been already carved up by the lerge HOSs.

MGMA has encouraged HCFA and would urge the Congress to rethink both the
purpose and appifcation of the 50/50 requiresent, and to focus more on the
mix achieved by the entity yitimately providing the care and tacing the
risks a3 wvell as ¢ the factors--financial viabi1ity and quality--for which
the rule was intended.

AAPCC

Paying groups 95 percent of the AAPCC s certainly not the best method of
determining retes paid to HMOs. For some roups, the rate 1s equitable, the
group makes e profit, and the Medicare pat?ont benefits since the Yay
reyuires the groups to tum some of the profit {nto {mprovements or
additional benefits to the enrollees. For others. being paid only 95
percent of the MPCC would put them at a financial loss and therefors, they
are not interested 1n participating.

In many cases the AAPCC does not accurutely reflect what the actual charges
and costs are for a given geographic ares. 1In some areas the AAPCC s so
Tov =‘at medical groups would not be nterssted 1n capitation arrangements
because their Yosses would be too great.

The concern of most groups is that HCFA and/or Congress w111 Yowcr the
percentage of the AAPCC patd to Medicare HMOs 1n order to achieve short-term
budget savings at some pOInt 1n the future. Such & move wvould unfairly
penalize groups that entered into a risk cont’act In good faith that the
rate of piyment woi1d be adequate to covir the costs of the program.

Congress should require HCFA to estab’ish t> AdsTu through ruleidking, and
to ratfonalize the calculations so tha iarge varfations from onc side of an
artificlal geographic boundary to another are evened out. Congre.r should
further consider authorizing HCFA to make multi-year contracts with
appropriate updates to the rate from yoar to year so that cont..ctors have
stability and predictability with respect to the rate. Above a1, Congress
should exeapt the AAPCC from erbitrary short-ters budget cuts, which even 1f
symbolic in amount, do much to destroy confidence in the rate. From a group
practice perspective, one of the greet advantages of capitetion fs stability
and predictabi1ity of cash flow, If that element of the program is
undercut, Yewer groups will wish to participate.

CONCLUSTON

In summary, MGMA urges conftinuation of a viable prepatd contract pregram In
which medical groups have an opportunity to contract directly with HCFA for
the provision of capitated care to Medicare beneficiaries. The existing
TEFRA program 1s a good first step, and can be built upon to enhanca

o portunities for both pat’ents and providers while at the same time procure
for Medicare the budget restreint inherent in a more competitive medical
warkelplace. The Hedical Group Management Association would be pleased to
vork vith members of the committes and staff to elaborate further on the
above suggestinng,
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