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MAINTAINING MEDICARE HMO'S: PROBLEMS,
PROTECTIONS AND PROSPECTS

THURSDAY, JUNE 11, 1987

HOUSE OF REPRESENTATIVES,
SELECT COMMITTEE ON AGING,

Washington, DC.
The committee met, pursuant to notice, at 11 a.m., 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-
schmidt, 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 member; 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
grandparents and to ourselves is to ensure that it is the best ofworlds.

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 ofthe 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 haveyet to add long term care as a covered benefit or as an optional
added benefit. Most HMOs, over 60 per(nnt, 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-

(1)
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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 must
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 sitg here to my left, and with Rick Boucher, con-
ducted the full committee hearings on HMOs, not least year, but
way back in 1984. 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 astonishing
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 medicare
beneficiaries.

I bring all this out, ladies and gentlemen, because 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 ci arse 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 lie duplicated in
HMOs throughout the country.

Yes, we're interested in looking at this problem. That is the
reason for this hearing today, and we as the full committee wish to
continue not only looking into the 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 opening statement.

STATEMENT OF REPRESENTATIVE :1ATTHEW J. RINALDO
Mr. RINALDO. 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.
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With the passage of TEFRA in 1982, Congress enacted risk-based
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 coil 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. lent.

Our experience with HMOs has been one of learning and adapt-
ing. The responsibility falls on Congress and HCFA to improve Fed-
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 cot
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 als2.

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 submit their open-

ing statements for the record, and they will ar. 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 conur ittee would like to welcome you and ask you
to proceed in the manner that you may desire:

[The prepared statements of the Members follow:]

C4
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PREPARED STATEMENT OF REPRESENTATIVE MARIO BIAGGI

PR. CHAIRNM. I CCITEAD 0Co FOP FENDING THIS IMPORTANT FEARING

TOGAS. THE SELECT COMMITTEE Cr MING'S COMIITPENT TO A FRAM

MEDICARE PLALDI mAINTENATICE CZMIEATICN PROGRAM IS LONG STAJOING,

IN ADDITION TO THE TWO FULL CCHNITTEE FIELD HEARINGS HELD IN

FLORIDA. THE SLICCMIITTEL ON FILINVI SERVICES CONDUCTED A HEARING

ENTITLED itALTH MAINTENANCE ORGANIZATIONS THE NEW TORN PERSPECTIVE

IA FEBRLAY CH 1936. HE At. AOHEVER, STILL LEARNING A GREAT CEAL

MOUT WIC'S MI) THEIR ABILITY TO SEHTE THE cl.DERLy MID THIS HEARING

IS VOTE TIMELY CONSIDERING THE EVENTS WHICH 16 HE OCCURRED SINCE

CO OTHER 4EARM6S.

I ALSO COMIND MA, MICA FOR HIS STEADFAST CCmilTPENT FOR

PCP -'TAG THE QUALITY OF hlti CAPE FOR OLDER ATERICANS

FIR. CHAIM, I FINty BELIEVE ThAT H.Ois CAN PROVIDE

DIALITY CAPE AT A LONER COST FOR /WY PEDICAFF BENEFICIARIES BUT

IT IS OBVIOUS TO pt DOT CONGRESS AND THOSE Of US CT THE AGING

(WITTE( HATE AN IMPORTANT ROLE TO PLAY IN PROVIDING THE KELE:SARY

DARSIGHT AA GLIWICE TO ENURE CRAIN CARE OLDER ADuLls ear

PRoTELTED FLAP! DECEPIIVE ?METING PRACTICES, ['HAIR EPPRALTANT

STRATEGIES. IdADECLATE DUALITY ASSURANCE MD GRIEVANCE PROCEDURES.

ANJ THE ittilAl OF ESSENTIAL SERVICES. OUR REVIEW AND ACTIONS PEST

ALSO CONSIDER wh..T SAFECAARDS ARE APPROPRIATE TO SuARANTEE THE

FINANCIAL STABILITY Cf itDICARE HMO'S.

I HOK IOLA'S TESINvomy RESPONSES TO THE CON'TTEE'S

QLESTIoNS WILL ASSi,T US IN DEVELOPING AN JP *0 DATE uNT£RSTAJOING

CF Tit ISSUES. CO SOLNTIONS TO THE PROBLEM TUT WE NNE uNCOTERLJ.

FuRTNEPzRE. WE MST RUN FOR DE FUTURE MD 'id Mil THE

"EDIcApi FED A SAFE CHOICE FOR RYE OLDER ADULTS

f27 CILAIMANV, I NON.13 WI TO BRIEFLY COPMENT Cr WE Cr

THE ISSUES DOT HERE RAISED AT THE SUBCCMITTEE'S HEARING III NEW

- SOHN TWIT AX STILL VALID TOGAS. ANEW YON( HAS IN MAW RESPECTS

8
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MIRRORED THE NATION WITH RESPECT TO Hit GROmiN OVER THE PAS! SIX

YEARS. YET, AS A RESULT OF NEW REGULATICMS ISSUED IN THE STATE, WE

STAND TO (CAP HEAD OF OTHER STATES IN TERMS CF (Al) EXPA:FSICN,

ESPECIALLY IN TIE PROFIT' SECTOR.

THESE REGULATIONS PAVE PROVIDED SPECIAL INCENTIVES FOR IRE 'FOP PROFITS'

TO ENTER DE aEM YORK NUM WE WAVE SEEN A SIGNIFICANT INCREASE

IN (Al) APPEICATICS AS A RESULT. IT IS MY CONVICTION, hOmEVER, THAT

APPROVAL OF WHYS BY EITHER STATE OR FEDERAL GOVERNMENT MOST EE

AUCFPALIED EY A MSPONSIBILI1Y TO ADEQUATELY MONITOR THESE

TODAY IN NEW YON STATE, MRE THAN S50 MILLICM COLLARS IN

MEDICARE FUNDS ARE SPENT PROVIDING PM SERVICES TO ELDERLY BENFPFCIARIES

THIS NumBER NILE INCREASE AS A WITNESS DE RAPID &ROM IN CUR

ELDER POPULATICD, AM THE REST CF THE NATION WILL EXPERIENCE SIMILAR

TREADS. AS I HAVE SAID IN TM PAST, WE NEED TO GUARANTEE THAT THE

GROWTH IN MO'S DOES MDT BECCRE JUST A BOON IN THE BUSINESS MULE

A EOCKEEGLE 10 THE TAXPAYERS.

WE IA CONGRESS SNOOD NOT UNDERESTIMATE THE IMPORTANCE

OF DE TIDEPAE FALB IN REGULATING ROSS. CLRRENTLY, THE EXTEST

OF PEGLEATORY OVERSIDH; OF HASPS VARIES CONSIDERABLY PIM

MATE 10 STATE.
ht APE LEACCIING MOAT cOPPETITION CAN MAN TO THE KM

INDUSTRY, EAT COMPETITION IN HEALTH CAPE HAS NOT HERM PROTECTED

THE PEST IN,LASTS CF TI{ (ONSUmER. SO WE MST SE CAUTIOUS AND

DETEOINED *0 PROTECT OLDER constaks OF HEALTH CARE.

I RECEIVED TESIITAY IN NEW YORK WHICH STATED THAT NV'S

THAT HAVE BEEN (OMITTED TO COPPEHENSIA MIEFITS AND COMMANITY

RATING APE My ENGAGING IN REGRESSIVE POLICIES, INCLUDING BENEFITS

SLAGNING AND SELECTIVE EXPERIENCE RATING TN ORDER TO COMPETE

'SKIMMING' OR SEEKING ONLY THE HEALTHIEST pONEATICOS IS ALSO

A THREAT TO TAE ELDERLY'S EEST INTERESTS. THEREFORE, NEW YORE

PEGELAT,OhS NEW REQUIRE HHO'S TO SEEK OUT AND ENROLL A DIVERSE

POPULATION. WE NEED TO EAEANCE THE MARKET FORCES, STATE

FAD FEDERAL REGUEATIONS.

9
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,XICLL.SION, I BELIEVE THOSE THAI OPERATE HMOs CM AND CO IN

WE CASES Mg SUBSTANTIAL PROFITS, MO THAT IS ACCEPTABLE. AT

THE SAME TIME, All ht13 CM LOWER COSTS TO BOTH THE PARTICIPANT AND

THE GOVERNMENT MEN COMPARED TO HOSPITAL BASEDMD INSTITUTIONAL CARE.

MOTH OF THESE OVICCRIES CAN BE ACCOMODATED BUT IT HILL TAKE HARD

WORK, EFFICIENCY OF OPERATION, COMMITMENT 10 4LALITY CARE AND FLIT

ACCOATABILITY.

I ThAbK lit DISTINGLISHED CHAIRMAN, MR ROTBAL, FOR CALLING

FOR THIS NEARING. AND I THAA THE WITNESSES FOR THEIR EACELLENT

TESTIMAT AnD PARTICIPATION HERE TODAY

PREPARED STATEMENT OF REPRESENTAT,VE DON BONKER

MR. CHAIRMAN, I MOULD 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 OP CONTROLLING SPIRALLING HEALTH

CARE COSTS. A RADICAL DEPARTURE FROM TRADITION,, HMOS HAVE BEEN

AGGRESSIVELY MARKETED BY THE REAGAN ADMINISTRATION.

THE MEDICARE HMO PROGRAM SEEKS TO ACHIEVE MO IMPORTANT

GOALS: FIRST, THE DELIVERY OP HIGH QUALITY MEDICAL CARE FOR THE

ELDERLY IN AN ECONOMICALLY EFFICIENT MANNER; AND SEODND, LQUAL

ACCESS TO MIS ALTERNATIVE FOR ALL MEDICARE BENEFICIARIES.

THE HMO CAN PROVIDE h COMPREHENSIVE RANGE OP SERVICES IN

EXCHANGE FOR A FIXED MONTHLY PAYMENT FROM 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 ELDERLY'S SERIOUS CONCERN OVER

HIGH OUT OF PO-XET MEDICAL EXPENSES. MANY ARE CHOOSING HID

PARTICIPATION, IN AN ATTEMPT TO PROTECT THEMSELVES FROM THE

CATASTROPHIC EXPENSE OP CHRONIC ILL HEALTH. IN MY HOME STATE OP

to



7

WASHINGTON, THERE ARE THREE MEDICARE IIMO CONTRACTS IN EFFECT.

AS MEDICARE HMO ENROLLMENT APPROACHES ONE MILLION, HOWEVER,

SERIOUS DEFICIENCIES IN QUALITY OP CARE AND ADVERSE SELECTION

HAVE SURFACED WITH SOME RHO CONT'ACTS. THE RECENT FAILURE OF THE

INTERNATIONAL MEDICAL CENTER IN FLORIDA, THE NATION'S LARGEST

MEDICARE MD WITH 135,000 MEMBERS, HAS SHAKEN THE CONFIDENCE OP

MANY OLDER AMERICANS IN THE MEDICARE HMO APPROACH. THESE

PROBLEMS MUST BE ADDRESSED BEFORE WE ALLOW ADDITIONAL MILLIONS OF

SENIOR CITIZENS TO BE PUT AT POTENTIAL RISK.

CERTAINLY I ENDORSE THE GOALS OP THE MEDICARE 111H3 PPOGRAM.

;T IS WELL ESTABLISHED THAT QUALITY CARE CAN BE PROVIDED IN THE

HMO SETTING IN A HIGHLY EFFICIENT MANNER. UNFORTUNATELY, OUR

EXPERIENCES WITH SOME MEDICARE MHOS THUS FAR HAVE BEEN HIGHLY

PROBLEMATIC. I LOOK FORWARD 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 WITF. THIS

EXPERIMENT.

AMONG THE PROBLEMS THAT HAVE SURFACED AND NEED TO BE

ADDRESSED ARE.

1) BENEFICIARIES SOMETIMES EXPERIENCE LIFE THREATENING

DELAYS IN OBTAINING DIAGNOSTIC TESTS AND TREATMENT.

TACTICS INCLUDE INTIM'GATION,
INADEQUATE PHONE LINES,

DELAYS IN MAKING APPOINTMENTS AND DELAYS IN PAYING

SUBCONTRACTORS SUCH AS PHARMACISTS.

2) A NUMBER OF HMOS ILLEGALLY SCREEN OUT HIGH RISK

BENEFICIARIES.

3) BENEFICIARIES HAVE BEEN DROPPED OUT OF PROGRAMS WITHOUT

THEIR KNOWLEDGE, LEAVING THEM AT RISK OF NO CARE OR HIGH

Oof OF POOCET 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 FINANCING
ADMINISTRATION IS EITHER

11
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UNWILLING OR UNABLE TO COMMIT ENOUGH RESOURCES TO RUN AND

MONITOR THIS PROGRAM.

I DO NOT ACCEPT THE PREMISE THAT AN EFFICIENTLY RUN HEALTH

SYSTEM WILL ULTIMATELY MEAN FEWER SERVICES OR POORER QUALITY

SERVICES FOR THE ELDERLY. WHILE IT IS AN APPROPRIATE PUBLIC

FOLIC' GOAL TO REDUCE HEALTH CARE COSTS, WE MUST CAREFULLY

SAFEGUARD AGAINST THE INCOMPETENT AND THE UNSCRUPULOUS TO PROTECT

THOSE IN OUR SOCIETY WHO ARE MOST VULNERABLE, THE SICK AND THE

ELDERLY. WE MUST ACT NOW WHILE THE MEDICARE W43 PROGRAM IS STILL

RELATIVELY SMALL BEFORE WE ARE CALLED UPON TO TACKLE ANOTHER

BUREAUCRATIC MONSTER OUT OF CONTROL.

MR. CHAIRMAN, I AGAIN CONGRATULATE YOU ON THIS HEARING AND I

LOOK FORWA-D TO TODAY'S WITNESSES AS THEY OUTLINE POSSIBLE

ACTIONS THAT MIGHT BE TAKEN TO ADDRESS THIS CRITICAL ISSUE

AFFECTING THE ELDERLY.

PREPARED STATEMEW OF REPRESENTATIVE ROBERT A. BORSKI

Mr. Chairman, thank you for holding this important hearing
on Health Maintenance Organizations and the Medicare Program. I

want to cormend 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 nac.loa 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 also been criticized for misusing the system and
ignoring one beneficiaries' concerns.

As you know, health care maintenance organizations act as
both insurer and provider of comprehensive but specified
services. In the early 708, Congress evaluated HMCs as a way to
save Medicare dollars as well as providing high quality
coordinated benefits. By 1982, Congrer had set up demonstration
projects and authorized the Medicare program to contract with
HMOs to cover beneficiaries 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 cast for each
enrollee.

Since the inception of the HMO/Medicare program, certain
marketing practices, the accessibility of specialized services,
and the aoequacy of HMO quality assurance 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 NHO enrollment in the country. Furthermore,
about 40% of all HMOs now have contracts with Medicare. Clearly
the interest and growth in this program requires us to
invetigate and proceed cautiously with F'MO contracts and
Medicate. While I believe HMOs can offer some unique and
beneficial 'services to older Americans, I believe we must ensure
that America's senior citizens will receive quality care in an
affordable and acceptable delivery system.

Mr. Chairman. thank you again for holding this important
hearing and I look forward to hearing the testimony of our
distinguished witnesses.

2
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PREPARED STATEMENT OF REPRESENTATIVE LOUISE M. SLAUGHTER

Health Mainten-nce Organizations are an integral part of ourhealth care delivery system. They h thn possibility of being a
very impo 'ant health resource to senior citizens. For senior
citizens who enroll in an 11140, there is the expectation that, for
reasonable costs, more health csrvica than currantly provided by
Medicare will be available; thP, they will be relieved of tht
burdensome and oft- confusing task of tilling out Medi - aim
forms; and that there will be neater access to an imp
coordinated health delivery sysr:e.

In Rochester New York, a part of the 30th :ong
District which I represent, the three HMOs are tinanc.. health'.
and providing quality care to thousands of senior citizens.
Rochester'o HMOs are key to the health provider community.
representing about one-third of health insurance market in area.
However, all communities may not be as fortunate as Rochester.
Florida's recent experience with International Medical Centers
raises serious questions about the need fot increased federaloversight. Without a clear understanding of the problems that
occured in Florida and recommendations for improvement, pablic
confidence in the HMO system is seriously threatened.

It has only been since 1902 that the federal government has
provided incontives for HMOs to serve the Medicare population.
Yet since that time less than 60% of the HMOs have joined the
Medicare HMO program. serving only 10% of the Medicare population.

Medicare HMOs hake the promise to provide high quality care
for medicare beneficiaries at reduced costs. Given the importance
of Medicare HMOs to Senior* it is critical for us to review the
experiences ol the past few years and to explore ways to
strengthen th. system to insure that Medicare EPOs are indeed a
viable part of quality health care services available to seniorcitizens. I look forward to hearing from today's panel and about
their experiences and red. nmendations to strengthen the medicare
HMO program.

PREPARED STATEMENT OF REPrSENTATIVE HARRIS N. FAHELL

MR. CHAIRMAN, this hearing provides an opportunity to review whathes beet a 'health care revolution' over the past decade. Health
Maintanince Organisations (HMOO), combined with hoes health cars

ices, skilled nursing facilities, and advanced outpatient lllll come,hires created a *otally new health care Environsent.' Despite theerrants of the Prospective Payment
System, this new health cars

revolution can be the key to quality health cars in the future.

Health Maintanence Organiratione have
Expanded greatly over thepast decade, providing cosplete health cars for sore Americansthroughout the nation. The number of HMOs has Incaaaaa d about 900

percent in 16 Years, from 39 in )971 to 600 Lode,. with estimated
enrollment of about 24 million people. HMOs provide cospreheneive
medical care for a prepaid fee to patients who agree to use
participating physicians and hospitals. With prepayment, HMOs assume
the financial risks associated with health care. For this reason, andbecause of reports of markedly lower hospital

utilisation by HMOs, many
Employers Encourage workers to elect HMO coverage as way to restraincosts.

Federally qualified HMOs receive cong aaaaa onal support th ,oughgrants and guaranteed loans. They also receive marketing asa.stance
through the HMO act of 1073, which requires

that employers with atleast 26 Employee offer HMO enrollment as an option if requested to do
so by a federally qualified HMO in the geographic area.

A 1994 study conducted by the Rand Corporation
found that hosp talutilisation among HMO members was 40 percent lower than among thee

with full insurance coverage without cost sharing, using
fee.tor-service physician of their choice. Compared to a group wf s6 percent co- payment requirement on eeeee Cee provided by a
fee-for-service physician of their choice, hospital utilisation amongHMO members was 20 percent lower. A study of 12 HMOs by the General

13
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Accounting Office In 1982 found that hompital utilization was 59
percent lover than that ol tie general population and 38 percent lover
than the national Blue Cross average.

We vill hear testleony today that should concern us regarding the
administration of HMG.. We should not, however, loose sight of the
advances that HMOs have created in the health cars industry and the
need for individualized service that represents the future of health
care throughout the nation.

PREPARED STATEMENT OF RLPREStNTATIVE RALPH REGULA

Hr. Chairman.

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

As the complexity and scope of these health care options broadens the Medicare
has come to increasingly rely upon them for benefits to the elderly. In 1485. Medicare
enrollment in risk-based HMOs rose by more than 73% to 431,000, and is elected to
double in the next two years. During that period the program paid approximately $415

to HMOs. This figure more the, doubled in the following six months.

The gra.ing 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 frr Quality Assurance end the American Med:cal Care Review
Assocation have repelled 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 a data base on the quality aspects of HMOs, PPOs, and other more traditional

types of care.

Since Medicare's capitation payment creates strong financial incentives for the
HMO to limit treatment it is essential adequate safeguards are in place to ensure

certain levels of care are .intained. Furthermore, there is an ongoing concern

regarding access and ehether HMOs are selectively avoiding more high risk sections
of the population. Issues raised by the Florida HMO demonstration project indicates
some of the potential abuses which my occur under this agreement.

Despite these concerns I am convinced managed care can make valuable contributions
toward a more efficient systcm. In Ohio, we have been in the developmental stages of
building an effective HMO s,..tem. As .xportant, we are interfaciny these efforts with
a quality assurance program. Much remains to be done but progress is being achieved.

A State survey shows that Ohio residents from Cuyahoga County families receiving
AFDC 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 federal 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

I WOULD LIKE TO COMMEND THE DISTINGUISHED CHAIRMAN MR.

ROYBAL. AND MY GOOD FRIEND FROM HEW JERSEYS 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

WHOLES HMOS HAVE PROVEN TO BE A COST-EFFECTIVE. QUALITY OPTION FR.

MEDICARE BENEFICIARIES.

4
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HOWEVER, 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 I 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, I RECEIVED NUMEROUS CALLS AND LETTERS FROM

CONSTITUENTS IN MY DISTRICT REGARDING THEIR HMO. THEY WERE

DISTURBED NHEN A PREMIUM WAS IMPOSED UPON THEM AFTER THEY HAD

JOINED THE HMO WHEN IT WAS ADVERTISED TO THEM ASIIPREMIUM-FREE'

THEY FELT, AND UNDERSTANDABLY SO, THAT THE HMO HAD ADVERTISED

THE LACK OF PREMIUMS AS A MARKETING TO LURE THEM IN AND

ONCE THEY HAD THEM, THEY FELT FREE TO IMPOSE PREMIUMS ON THEM.

IT WASN'T SO MUCH THE AMOUNT OF THE PREMIUM INVOLVED THAT

BOTHERED THEM, IT WAS THE FACT THEY THEY NEVER KNEW IT 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 I VIEW SUCH

AN AGREEMENT, GREATLY REDUCES THE CONFIDENCE AND SATISFACTION

THE ELDERLY HAVE IN THEIR HEALTH PLAN. I WOULD LIKE TO SEE STRICTER

STANDARDS IMPOSED ON HMOS REGARDING THE INFORMATION BENEFICIARIES

RECEIVE TO AVOID THESE SITUATIONS.

I AM GRATEFUL THAT WE ARE HODING THIS HEARING TODAY TO

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 TO

OLDER AMERICANS. iT IS VITAL THAT WE WORK TOGETHER TO DEVELOP

A HEALTH CARE OPTION THAT PEOPLE CAN UNDERSTAND AND RELY ON.

THANK YOU.
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PREPARED STATEMENT OF REPRESENTATIVE JIN LIGHTFOOT

I WOULD LIKE TO TAKE THIS OPPORTUNITY TO THANK CHAIRMAN ROYBAL

FOR HOLDING THIS HEARING ON MEDICARE HMOs. IT IS VERY TIMELY,

CONSIDERING OUR JUST CONCLUDED JOINT HEARING WITH THE TASK FORCE

ON THE RURAL ELDERLY ON THE STATUS OF OUR RURAL HEALTH CARE

SYSTEM.

IOWA HAS THE FOURTH LARGEST SHARE OF
ELDERLY PERSONS IN 171E UNITED

STATES. OVER 14 PERCENT OF IOWA'S OPULATION IS AGE 65 AND OVER.

IN 27 Cf IOWA'S 99 COUNTIES, THE
ELDERLY COMPRISE MORE THAN 10

PERCEN:' OF THAT COUNTY'S POPULATION,

THE ELDERLY CONSUME A DISPROPORTIONATE
SHARE OF HEALTH ...APE SEPVICES.

THIS IS ESPECIALLY TRUE FOR SUCH
CHRONIC ILLNESSES AS HEPRP

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 TO ALLOW THC

ELDERLY THIIR 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 HMO CONCEPT BEGAN IN CALIFORNIA. THE
FEDERAL OVERSIGHT OF HMOs BEGAN IN 1973, WHILE THE MEDICARE HMO

PROGRAM BEGAN AROUND THE SAME TIME. THESE MEDICARE HMOs DID NOT

START TO EXPERIENCE MAJOR GROWTH UNTIL THE EARLY 1980'..

COINCIDENTALLY, THIS WAS THE PERIOD OF SOME MAJOR REVISIONS IN

THE r ,ICARE 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

AKEPICAN HEALTH CARE DELIVERY SYSTEM, BUT ESPECIALLY AS IT

EXISTS IN OUR RURAL AnEAS. 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 HMO

PROGRAM IS PLAGUED BY "CERTAIN VERY SERIOUS
DEFICIENCIES^. IN

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
10 OUR RURAL AREAS, THEN THE LONG-TERN

PROGNOSIS FOR OUR RURAL ELDERLY

IS SOBERING.

I. WE MUST LOOK 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 SHOPS 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 LOOK FORWARD TO THE TESTIMONY THAT
WE WILL HEAR.

1 '7
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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 Sl4TEGIES FOR

STRENGTHENING THE MEDICARE HMO PROGRAM.

FOR THE MOST PART, HMOs HAVE PLAYED AN IMPORTANT ROLE IN

PROVIDING LOW-COST, EFFECTIVE CARE FOR MEDICARE BENEFICIARIES.

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 PURPLE.

MR. CHAIRMAN, I APPRECIATE YOUR EFFORTS TO EXAMINE 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 I LOOK FORWARD TO WORKING WITH YOU AND THE MEMBERS OF THE

COMMITTEE TO ADDRESS THESE CONCERNS.

PREPARED STATEMENT OF REPRESENTATIVE E CLAY SHAW, JR.

I appreciate having this opportunity to join 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 Ranking Minority Member

Rinaldo for holding this hearing, which is of interest to all

elderly Americans.
Additionally, I would like to commend my

colleague from Florida, Mr. Mica, who has worked tirelessly to

ensure that there is proper federal oversight and regulation of a

particular South Florida HMO, International Medical Centers (IMC).

It 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 District Office in Fort Lauderdale,

Florida has received numerous complaints from constituents about

IMC. These complaints have come from Medicare beneficiaries

enrolled in IMC, as well as health care providers treating IMC

members. These complaints include quality of care, denitl of

care, failure to pay bills in a timely manner, and problems with

enrollment and disenrollment. I understand that the Health Care

18
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Financing Administration (HCFA) terminated IMC's Medicare contract

for non-compliance of one HMO regulation--IMC's failure to

increase its non-redicare enrollment, as required by Medicare
statute. I would suggest to the Committee, 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 in the daily operations of many Medicare HMOs throughout

the nation.

I agree that our experience with IMC can serve as an impetus

to improving the existing Mediocre statutes which comprise the

structure of the Medicare FIFO 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)

and 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 in this matter,, I asked that they also evaluate the

financial responsibility that the federal government may have

incurred as a result of the debts left after the collapse of IMC.

Many IMr members and health care providers tell me tnat they

consider IMC to have the full faith 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

littl, or no accountability between
the central office in Miami,

Florida and its regional IMC franchises. This so-called "network
concept," which has served as a model for HMOs in other regions of
the country, makes it almost impossible

for HCFA to properly

oversee the quality of care, financial
solvency and enrollment

percentages.

I am considering introd"cing legislation
which would specify

the manner in which a federally-approved
HMO distributes medicare

IL 19
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funds to its non-federally-approved franchises. In this way, we

Can aCCOUbt for the proper use of federal Medicare funds

throughout loose HMO netwotks. This oversight would help protect

the rights of Loth HAD members and health care providers that

participate in the HMO program.

Finally, this and other legislative and regulatory mtasurls

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 wih my

colleagues on this Committee and my colleague from Florida Mr.

Mica,_toimprove 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.

20
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STATEMENT OF THE riONORABLE DAN MICA, A MEMBER OF
CONGRESS FitiOM THE STATE OF FLORIDA

Mr. MICA. Thank you, Mr. Chairman. Let me just start out bytaking a special moment to thank you for authorizing the hearingsthat began a national review of tiMOs in the United States. I fullyappreciate your graciousness in the way that you have handled thisand the latitude that you've allowed the committee. As you men-tioned earlier, Mr. Rinaldo and Mr. Boucher both participated inthe hearing. The staff has been phenomenal. The staff has done anexcellent job. And I think together this committee has taken aleadership role in the Congress and I believe it will be a new, ex-panded and continuing role in overseeing HMOs and HMO con-cepts in the United States. I would like to start out, because therehas been so much emotion and so much negative comment aboutHMOs hi i,he United States and particularly in our State of Floridain the last year or two, to say that I endorse the concept of HMOs.I hope that this Congress, this country, continues to pursue thistype of concept, whether or not we have to add regulations ormodify or assist in some way its development. Because the concepthas indeed worked.
I might also say to my colleagues and for the record, it's not beeneasy. I want to commend my staff for their fortitude: they helpedme to maintain an aggressive role in this. I've been a Member ofCongress for 10 years and have worked on the Hill now for 20years. But we were harassed, we were intimidated, we were ques-tioned, we were warned, we were asked to drop this review. Andsometimes I guess our sanity in even approaching the question orspeculation 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 itthinki.ig c. was a little too much for us to get involved with. Iwould like to at this time ask for permission to submit my entirestatement in the record and I will try to summarize.
Mr. Chairman, first I'd like to offer one additional special thanksto my senior staff for the work and the hours that they've put intothis over the last 3 years. As some of the Members may know, theparticular HMO we've been investigating has had two of its seniormanagement CEO indicted in the last few weeks. There are moreindictments expected. Without the work that we have all put intothis, and as I indhated, particularly may senior staff here, I don'tthink some of this would have happened. And I appreciate that.We held hearings under the auspices of this committee in July of1984 t and in April of 1986 2, regarding complaints my office got onHMOs in South Florida. I might say at the outset that we thoughtthat each time we would just slap the HMO's on the wrist, tellthem to get their act together and proceed. But as we got deeperinto this, we found there were deeper problems. We had thousands

' Health Maintenance Organizations and the Elderly' Promises, Problems and Prospects, July9, 1984. Comm. Pub. Nbr. 98-469
2 Health Maintenance Organizatiors and the Elderly Promises, Problems and Prospects, PartII, April 1, 1986. Comm. Pub. Nor 59-F17. Both publications are available from the Select Com.mittee on Aging but the supply is very limited



18

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
PIedical 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 complaints 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 had an indication 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 computer error and there-
fore they could not be paid. We were later told 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.

I 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 were
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 prepped and ready to be operated on, and the surgeon
told the doctor, "because of IMC's record, no operation until I get
the money first." Here is a prepaid health plan: no operation until
we 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-

' 1.)
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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 a dilemma, a catch-22, for each agency. Now, itmay be in the purview of this committee to say that we're going to

recommend changes in the Federal law so that HCFA can moveand 'hove quicker or in concert with the State insurance commis-sions r, and Insurance Commissioner Gunter may tell you aboutsome changes in State law that would prevent this in the future.
But I think that needs to be addressed.

I might also just add as an aside 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
irawn this $30 million a month.

I might also add that we need to look at the structure of HMOs.
ila the future. I'm introducing t-.;day legislation that will complete
the 2-year study. We originally had 13 points that we had coveredin this investigation that we thought should be addressed. Last
year we were able to include in the medicare authorization sevenof 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 would see it as appropriate to recommend all or portions ofthis legislation to the appropriate committees.I might also indicate tnat we need to make sure that in thefuture the solvency of an HMO is appropriately assessed on amonthly or quarterly basis, so that we don't get into this situation
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 10days 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 tohold 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 laws. We can't tolerate a reoccurrence of the IMC panic in
this Nation where minims of people are moving toward HMOs.

We cannot now or in the future permit the lives or the wellbeingof 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 weneed to increase vigilance from this committee, from HCFA, fromthe Federal Government and from the State government, as alarger and larger percentage of the United States population moveinto HMOs, a concept that I started out by saying I believe hasworked, can work and I hope we can make it work better in thefuture.
I thank the committee.
[The prepared statement of Mr. Mica follows:]
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PREPAdD STATEMENT OF REPRESENTATIVE DAN MICA

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE, I WOULD 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 ORGANIZATIONS IN

SOUTH FLORIDA. I WILL KEEP MY COMMENTS BRIEF.

I HELD HEARINGS IN FLORIDA UNDER THE AUSPICES OF THIS

COMMITTEE IN 1984 AND, AGAIN, IN APRIL OF 1986, TO EXAMINE

CONTINUING COMPLAINTS REGARDING HMO OPERATIONS 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 CvMPLAINTS OF

A SERIOUS NATURE THAN OTHER LOCAL HMOS. THE HEARING BECAME A

REVIEW OF INC, AND THE ISSUES WHICH SURFACED PROMPAD 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 REPRESENTING 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 FINANCIAL ASPECTS OF

IMC'S FAILURE. I HAVE PROFOUND CONCERNS ABOUT THE CONSISTENCY

AND QUALITY OF CARE IMC PROVIDED. I HAVE STACKS OF COMPLAINTS 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

P 4
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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 TOR URGE'. T MEDICAL ATTENTION.

I HAVE A CASE HERE or 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 NOT PERFORM THE

OPERATION UNTIL HE RECEIVED, UP FRONT, PAYMENT FOR THE SURGERY.

THE DOCTOR HAD EXPERIENCED SUCH DIFFICULTY IN GETTING

REIMBURSEMENT FOR SERVICES PROVIDED TO IMC MEMBERS THAT HE NO

LONGER TRUSTED INC TO PAY HIM EVEN IT 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 %ND COMMERCE CONVENE HEARINGS TO EXAMINE THE

IMC SITUATION more CLOSELY.

AT THE TIME OF ITS CONTRACT TERMINATION, IMC RECEIVED ABOUT

$30 MILLION A MONTH -- THAT'S $360 MILLION ANNUALLY -- AND SERVED

OVER 130,000 MEDICARE BENEFICIARIES. IN A TIME OP DEEP CONCERNS

OVER BUDGET DEFICITS, WE OWE IT TO THE AMERICAN TAXPAYER AND

MEDICARE 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 MARE A

PROFIT, BUT I FIND MANY OF THE FACTS SURROUNDING 'MC'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

REIMBURSEMENT PAYMENTS AND STILL EARN A PROFIT. GAO CONCLUDED,

IN FACT, THAT UNLESS THE GOVERNMENT INSTITUTED THIS CHANGE IN

REIMBURSEMENT, PLANS TO SAVE MONEY BY PROMOTING HMOS WOULD FAIL:

WE PILL END UP SPENDING MORE, NOT LESS. IF THESE CONCLUSIONS ARE

TRUE, IMC HAS RECEIVED $1.5 MILLION IN EXCESS PROFITS MONTHLY.

I FIND THIS APPALLING WHEN I CONSIDER THE HUNDREDS OF CASES IN MY

OFFICE FROM INC MEMBERS NOW STUCE 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 IMC.

I AM FURTHER APPALLED WHEN I READ REPORTS THAT THE IMC'S

FISCAL CHAOS WAS DUE IN LARGE PART TO EXCESSIVE ADMINISTRATIVE

COSTS, HIGH SALARIES, AND COSTLY MARKETING STRATEGIES. WHILE IMC



22

EXECUTIVES RODE IN COMPANY IJMOSINES, SENIOR CITIZENS AND

CREDITORS WWII UNPAID.

LH0R1 .Y AFTER THE HEARINGS I HELD IN 1986, HCFA DEMANDED

THAT Inc INFUSE $9.1 MILLION INTO THE COMPANY TO INSURE THEIR

FINANCIAL SOLVENCY.
IN FEBRUARY, AS PART OF A PROPOSAL TO BUY

IMC OUT, HUMANA CORPORATION BOUGHT $5 MILLION IN IMC STOCK. IN

APRIL OF THIS YEAR, HCFA DEMANDED THAT INC INFUSE $$ NLLION INTO

THE COMPANY TO AGAIN INSURE THEIR FINANCIAL SOLVENCY.

MR. CHAIRMAN, IMC HAS BEEN CHARACTERIZED AS HAVING A ^SIOPPY

MANAGEMENT STYLE.. HOWEVER, IP IT WAS NECESSARY FOR THIS IMMENSE

AMOUNT OF CAPITAL TO BE PUMPED INTO THE SYSTEM WHILE IMC

CONTINUED TO RECEIVE $30 MILLION IN FEDERAL MONIES A MONTH, AND

IF THIS FISCAL CHAOS CONTINUED WHILE'THE
GOVERNMENT AND THE STATE

RECEIVED HUNDREDS OF COMPLAINTS ABOUT THE KIND OF CARE IMC WAS

GIVING ITS MEMBERS, I ASK YOU: WHO WERE THE SLOPPY MANAGERS?

Inc, OR OUR GOVERNMENT AGENCIES?

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

THINE, CHARACTERIZES THIS BUREAUCRATIC NIGHTMARE.

AS IMC HOVERED ON THE BRINK OF INSOLVENCY, FOLLOWING THE

TERMINATION OF ITS CONTRACT BY HCFA, I 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 MOVE IN, BUT COULD NOT, BECAUSE INC WAS NOT

INSOLVENT. WHY NOT? BECAUSE HCFA WAS GOING FORWARD WITH A $30

MILLION MONTHLY PAYMENT ON FRIDAY. HCFA COMPLAINED THAT THEY HAD

TO PROCEED WITH THE $30 MILLION PAYMENT ON FRIDAY. WHY? BECAUSE

THE COMMISSIONER WOULD NOT MOVE IN.

AS CLEAR A CATCH -22 SITUATION AS ONE IS LIKELY 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 IMPOSE 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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HAOS AND, SPECIFICALLY, ADDRESS THE
FINANCIAL SOLVENCY OF THESE

ORGANIZATIONS. THE BILL WOULD REQUIRE THE AGENCIES WITH

OVERSIGHT RESPONSIBIITY TO MAKE A CRE.TER EFFORT TO MONITOR THE

FISCAL HEALTH OF AN HMO'S
AFFILIATES; IT WOULD MAKE IT ILLEGAL

FOR HEALTH CARS SERVICE PROVIDERS
TO DUN HMO MEMBERS FOR PAYMENT

FOR SEFWICES; IT WOULD REQUIRE
THE SECRETARY OF HEALTH AND HUMAN

SERVICES TO WIDE THE QUALITY
OP CARE PROVIDED TO HMO MEMBERS AS

COMPARED TO TN? KIND OF CARE ,1,FERED 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 OP

PROVIDI4G QUALITY HEALTH CARE.

BUT WHETHER THE OWNER IS INC OR HUMANA OR ANY OTHER COMPANY,
I WILL CONTINUE TO HOLD ITS

MANAGEMENT ACCOUNTABLE TO THE SENIOR
CITIZENS OF SOUTH FLORIDA.

o WE CAN TOLERATE NO RECURRANCE OF THE IMC PANIC.

o WE CANNOT NOW OR IN THE FUTURE
PERMIT THL LIVES AND WELL-

BEING OP OUR PEOPLE TO FALL VICTIM TO THE PROFIT MOTIVE

GONE BERSERK.

...AND FINALLY

o WE CANNOT RELAX OUR VIGILANCE
UNTIL QUALITY HEALTH CARE IS

A RIGHT RATHER THAN A PRIVILEGE FOR ALL OLDL1

AMERICANS...FOR ALL AMERICANS.

4111.111111MMIIMIMMIMMIMIMMIMIL
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100TH CONGRESS
1ST SESSION H. R 2675R.

To amend title XVIII of the Social Security Act to improve the quality of

services 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 introduced the following bill; which was referred jointly to the

Committees on Ways and Means and Energy and Commerce

A BILL
To amend title XVIII of the Social 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-

tives of the United States ofAmerica in Congress assembled,

3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the "Medicare HMO/OMP

5 Quality Improvement Act of 1987".

28
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2

1 SEC. 2. PENAL1 i FOR IMPROPER BILLING OF BENEFICI-
2 ARIES.

3 (a) IN GENERAL.Section 1876 of the Social Security

4 Act (42 U.S.C. 1395mm) is amended by adding at the end
5 the following new subsection:

6 "(j)(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 is subject to a civil 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 pal ticipation in the program
17 under this title for a period not to exceed 5 years, in accord-
18 ance with the procedures 9f paragraphs (2) and (3) of section
19 1862(d).

20 "(2) The provisions of section 1128A (other than sub-
21 sections (a) and (b)) shall apply to a civil money penalty
22 under paragraph (1) in the same manner as they apply to a
23 civil money penalty under that section.

24 "(3)(A) The Secretary may not bar an individual or
25 person pursuant to paragraph (1) if the individual or persor is
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3

1 a sole community provider or sole source of essential special-

2 ized services in a community.

3 "(B) The Secretary shall take into account access of

4 beneficiaries to necessary services for vdhich payment may be

5 made under this title in determining whether to bar an indi-

6 vidual or person from participation under paragraph (1).

7 "(C) The Secretary may, out of any civil monetary pen-

8 alty or assessment collected from an individual or person pur-

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

10 under this title in the nature of restitution for amounts paid

11 by such beneficiary to the individual or person for which the

12 beneficiary is not liable under this section.".

13 (b) EFFECTIVE DATE.The amendment made by sub-

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

15 after the date of the enactment of this Act.

16 SEC. 3. COOPERATION WITH STATE OFFICIALS IN MONITOR-

17 ING COMPLIANCE WITH REQUIREMENTS.

18 Section 1876 of the Social Security Act, as amended by

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

20 lowing new subsection:

21 "(k) In monitoring compliance of eligible organizations

22 with contracts under this section in meeting the requirements

23 of this section and under such contract and in taking action

24 with respect to failure of such an organization to comply with

25 such requirements, the Secretary shall consult with appropri-

STIR 2875 Iii

130



27

4

1 ate State officials for the purpose of assuring coordination of

2 their actions with respect to such monitoring and taking ac-

3 tions for failure to comply with such requirements.".

4 SEC. 4. TREATMENT OF CERTAIN NETWORK AFFILIATES.

5 (a) IN GENERAL.Section 1876 of the Social Security

6 Act, as amended by sections 2(a) and 3, is further amended

7 by adding at the end the following new subsection:

8 "(l)(1) In the case of an eligible organization which has

9 entered into a risk-sharing contract under this section and

10 which provides for the furnishing of services under the con-

11 tract through a work affiliate (as defined in paragraph

12 (2))-

13 "(A) the Secretary shall require the agreement

14 between the organization and the affiliate to have such

15 terms as may be necessary to insure the delivery of

16 quality health care services by the affiliate and to

17 insure sound fiscal management of the affiliate;

18 "(B) if the organization is not described in subsec-

19 tion (b)(1), the organization must have made adequate

20 provision against the risk of insolvency of the affiliate,

21 which provision is satisfactory to the Secretary;

22 "(C) the financial status of the affiliate may be

23 taken into account in determining the financial status

24 of the eliglole organization; and

di
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5

1 "(D) the provisions of subparagraphs (A), (0) and

2 (D) of subsection (i)(3) shall also apply to the network

3 affiliate.

4 "(2) As used in paragraph (1), the term 'network affili-

5 ate' means, with respect to an eligible organization, an entity

6 which has entered into an agreement with thj eligible organi-

7 zation under which-

8 "(A) the entity is compensated by the organiza-

9 tion in the manner described in subsection (b)(2)(B),

10 and

11 "(B) the entity assumes responsibility, with re-

12 spect to identified enrollees, for patient care with re-

13 :.,pant to substantially all physicians' services (including

14 primary care services and specialist services) and some

15 institutional services for which the organization is re-

16 sponsible for furnishing to such enrollees under the

17 contract.".

18 (b) EFFECTIVE DATE.The amendment made by sub-

19 section (a) shall take effect on January 1, 1988.

20 SEC. 5. STUDY OF UTILIZATION AND QUALITY OF SERVICES

21 FURNISHED BY MEDICARE HMOS AND CMI'S.

22 The Secretary of Health and Human Sarvices shall pro-

23 vide, through a contract with an appropriate organization, for

24 a study of the extent of utilization of services, and the quality

25 of such services, furnished by eligible organizations under

HR 2675 III ...
, ` ...-

32
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6

1 risk-sharing contracts u. der section 1876 of the Social Secu-

2 rity Act (or comparable demonstration projects), or by others

3 under an agreement with such an organization, to medicare

4 beneficiaries enrolled under such section. Such study shall

5 examine services furnished by at least 5 eligible organizations

6 and shall examine services furnished by each such eligible

7 organization which both (1) has enrolled at least 100,000

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

9 quirement of section 1876(0(1) of such Act. The Secretary

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

11 the results of such study.

:4 3
75-802 - 87 2
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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 do 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 throwing up its hands saying my gosh, I
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 CHAIRMAN. That was precisely what has been worrying me
with regard to the wnole problem and 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, the 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,
while IMC continued to receive $20 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 the 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.
It 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. BIAGGI. 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. BIAGGI. I woul I 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 hearingwith 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
commendedcommended 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
Aging.

I'm proud to be a colleague of yours and I commend you onceagain for your laudable work.
The CHAIRMAN. Thank you, Mr. Biaggi. Mr. Fawell.
Mr. FAWELL. The only question I have is, there is, I assume,

standard auditing procedure: by HCFA. Why wasn'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
question, wa.3 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 chiefauditor, 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 aheck of a lot.
Mr. MICA. Well, at least in that period of time when this problem

was growing, it doesn't appear to be. There'e a newer team that's
been working on this that I think has done a much better job.
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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 up, 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 I
came to in looking at them was that while HMOs 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
go 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
pi chlem 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. Su while I think
we've focused on a problem, we are in E. sense ahead of the curve.
And if we address this problem, some of the greed and some of tin
insufficient regulations, some of the problems we saw there, we cal
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 50 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
it 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. Erdreich.
Mr. ERDREICH. Thank you, Mr. Chairman. I don't have any ques-

tions. I just want to compliment Mr. Mica for what Ir. hss done
and brought these problems not just to our attention but to the
country's. My own State is going 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 Ala-
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 seniorcitizens.

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 ask Mr. Mica if there was a negative effect onother 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 as 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 - Permanents in California, HMO's in Boston, at Georgetown,
throughout this Nation, millions of people are very happy with
HMOs. It can work- But you have to be careful. And in this case,
where greed took over, or where insufficient oversight allows prob-
lems to occur unchecked, HMO's can be disastrous.

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 nroblems resulting from the IMC failure and the IMCoperation.

Mr. CLARKE. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Mr. Clarke. Mr. Mica. 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 subject matter, I'd like to invite you to sit as co-
chairman of this hearing at this time.

Mr. MICA. Thank you, Mr. Chairman.
The 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 additionto 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, especia0y 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. ROPER. 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
more benefits than are available through traditional fee-for-service
medic& e.

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
midi 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 onr 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.

\1 implemented the medicare risk contracting authority 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.
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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.Drms 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 questionin 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 over118,000 medicare enrollees were then transferred into Humana'splan.

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, di; enrollment 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
framework 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:]

4 ot
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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:

I AM PLEASED TO HAVE THIS OPPORTUNITY TO DISCUSS MEDICARE'S PAST,

PRESENT, AND FUTURE EXPERIENCE WII4 HEALTH MAINTENANCE

ORGANIZATIONS AND COMPETITIVE MEDICAL PLANS (HMOS AND CMPS).

BENEFICIARIES WHO HAVE CHOSEN TULS OPTION ARE RECEIVING HIGH

QUALITY CARE, MORE BENEFITS THAN THOSC 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 ENCOURAGED.'

TODAY I WANT TO DISCUSS OUR EXPERIENCE, THE LESSONS WE HAVE DRAWN

FROM THAT EXPERIENCE,, 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 A, -DICARE 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 DE A CHOICE AVAILABLE TO MEDICARE

BENEFICIARIES:

0 THESE PRIVATE HEALTH PLANS OFFER BENEFICIARIES MAGED

CARE, CARE THAT IS DESIGNED TO MEET THE FULL CONTINUUM OF

MEDICAL NEEDS -- SOMETHING THE FRAGMENTED MEDICARE BFNEFIT

PACKAGE IS NOT DESIGNED TO DO. MANAGED CARE 'LSO HAS THE

POTENTIAL TO PROVIDE HIGHER QUALITY OF CARE BECAUSE Y.

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--E. ON AVERAGE,,

MEDICARE'S HMO AND CMP CONTRACTORS PROVIDE )NE. MEDICARE
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BENEFTT PACKAGE FOR $20 LESS PER MONTH THAN MEDICARE'S

AVERAGE COST. PLANS RETURN SAVINGS TO BENEFICIARIES IN THE

FORM OF LOWER COST-SHARING OR INCREASED BENEFITS. TH7SE

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 DOES NOT

INCLUDE THE AMOUNTS PAID ABOVE THE MEDICARE ALLOWED CHARGE

FOR PHYSICIAN SERVICES, SOMETHING HHO AND CMP MEMBERS DO

NOT FACE.

O HMOS AND CMPS DO NOT REQUIRE THEIR ENROLLEES TO FILL OUT

CLAIMS FORMS. AND THIS OPTION ELIMINATES THE NEED TO

SUBMIT CLAIMS FORMS TO MEDICARE FIRST AND THEN TO A MEOIGAP

INSURER.

O PRIVATE HEALTH PLANS ENABLE PROVIDERS TO NEGOTIATE PAYMENT

ARRANGEMENTS THEY FIND FAIR BASED CM 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 COMPLAIN THAT

NATIONAL MEDICARE REIMBURSEMENT PRINCIPLES DO NOT ADDRESS

LOCAL CONDITIONS. DECENTRALIZATION OF PRICING AND DELIVERY

DECISIONS WILL HELP TC CORRECT THESE PROBLEMS.

O FINALLY, THE USE OF PRIVATE HEALTH PLANS SERVES MEDICARE'S

NEED TO OPERATE MORE EFFICIENTLY, SOMETHING NECESSARY TO

PRESERVE MEDICARE'S LONG-RUN FINANCIAL VIABILITY.

HMOS AND CMPS ARE EXAMPLES OF PRIVATE HEALTH :,ANS.

STRENGTHENING THE PRIVATE HEALTH PLAN OPTION MAO) IS MY

AGENCY'S HIGHEST °RIORITY AND IS ALSO HIGH ON SECRETARY BOWEN'S

AGENDA. WHEN I SAY "STRENGTHEN," I DO NOT MEAN INCREASING

ENROLLMENT. OUR GOAL IS TO INCREASE THE NUMBER,, QUALITY AND

AVAILABILITY OF BENEFICIARY CHOICES. WI WANT AS MANY

BENEFICIARIES AS POSSIBLE TO HAVE THE CHOICE OF THE DELIVERY

SYSTEM THAT BEST `- 'S THEIR NEEDS -- BE IT AN HMO, CMP, OR FEE-

FOR-SERVICE.

.1 42
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AMONG THE MEDICARE BENEFICIARIES TO WHOM THE HMO/CMP OPTION IS

AVAILABLE, ONE IN FIFTEEN HAS CHOSEN TO RECEIVE THEIR HEALTH CARE

THROUGH AN HMO OR CMP. OVER 900,000 MEDICARE BENEFICIARIES ARE

NOW SERVED BY HMOS AND CMPS WHICH HOLD 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 ?OST IMPORTANT BECAUSE, AS I NOTED, OUR GOAL IS NOT TO

INCREASE HMO ENROLLMENT BUT TO PROVIDE A CHOICE 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, WHICH

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 EXPERIENCE 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 CENTERS' MEDICARE CONTRACT

1MC HAS TAKEN MORE OF MY TIME THAN WHER PROVIDER SINCE I

BECAME HCFA ADMINISTRATOR A YEAR AGO.

SHORTLY AFTEQ COMING TO THE AGENCY, I REVIEWED THE FACTS

SURROUNDING IMC AND I INFORMED INC THAT THEY WERE OUT OF

COMPLIANCE WITH THE STANDARDS FOR FEDERAL QUALIFICATION AS AN

HMO, A PREREQUISITE FOR IMC'S HOLDING A CONTRACT TO SERVE

:.7DICARE BENEFICIARIES. I REQUESTED A CORRECTIVE ACTION PLAN.

SINCE RECEIPT OF THAT PLAN ON JUNE 27, 1986, HCFA 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 8040 OR CMP NAY 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 INC'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 TEFRA CONTRACT IN APRIL 1985,

AND RECEIVED THE WAI'ER OF 50/50 ALLOWED UNDER THE TEFRA RULES.

ONLY TWO OTHER DEMONSTRATION PROJECTS REQUESTED SUCH A WAIVER,

AND ONLY ONE OF THESE IS STILL IN OPERATION.

ON JULY 18TH OF LAST YEAR, HUMANA INDICATED ITS INTENT TO ACQUIRE

IMC. BASED OA JNTINUED REASSURANCES BY BOTH HUMANA AND IMC THAT

NEGOTIATIONS WERE IN PROGRESS, WE HELD OUT HOPE THAT THEIR

TRANSACTION WOULD PUT IMC ON A gIRM FOOTING TOWARDS MEETING THE

TERMS OF THE CORRECTIVE ACTION PLAN AND THE 50/50 STANDARD. AS

THESE NEGOTIATIONS BECAME MORE PROLONGED, IT BECAME APPARENT THAT

THIS ACQUISITION WAS NOT GOING TO TAKE PLACE. FINALLY, IN MARCH

OF THIS YEAR, I PSKED HCFA'S OFFICE OF PREPAID HEALTH CARE TO

CONDUCT A FINAL REVIEW OF IMC TO DETEr:INE EXACTLY WHERE ITS

OPERATIONS STOOD. THAT REVIEW INDICATED ',HAT ALTHOUGH PROGRESS

HAD BEEN MADE TO CARRY OUT THE CORRECTIVE ACTLOJ PLAN,

PARTICULARLY IN REGARD TO IHE QUALITY OF CARE, 1MC STILL FELL

SHORT OF THE STANDARDS NECESSARY FOR A P.ILICARF CONTRACT. IN

PARTICULAR, THERE WAS NO PROGRESS TowxRn M'ETZNG 50/57 BALANCE

BETWEEN COMMERCIAL ENROLLEES AND MEDICARE/MEDICAID BENEFICIARIES.

FROM JUNE 1986 THROUGH APRIL 1987, THE MEDICARE SHARE OF IMC'S

ENROLLMENT CREW FROM 71% TO 78%

135,000 MEDICARE BENEFICIARIES vomar lILY 4.TECTED IMC. f ill)

NOT WISH TO DENY THESE PE:",21: 'IR CHOICE UNTIL WE IL D FUR:: !ED

VERY POSSIBLE SOLVT/ON 'AINATION. IN THE END, IMC

LEFT US NO CHOICE. I NOT MAY 1, 19u7, THAT ITS

MEDICARE CONTRACT WAS TERM. ECTIVE JULY 31, 1987.

AS YOU CAN IMAGINE, THE LAST MOAT HAS BEEN VERY HECTIC. OUR

RESPONSE TO THE SITUATION VAS 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.

4 4



41

UPON MAKING THE TERMINATION ANNOUNCEMENT:

0 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 FOR TEN HOURS

PER DAY. AS OF MAY 23, 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 INC MEDICARE MEMBERS APPRISING

THEM OF THE SITUATION AND OF THEIR OPTIONS; 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 INC OR

FIND ANOTHER HMO IF REMAINING WITH INC BECAME IMPOSSIBLE.

SINCE WE ANNOUNCED THE TERMINATION OF INC'S CONTRACT, THE

SITUATION HAS CHANGED FOR THE F :TER. ON MAY 14, A FLORIDA STATE

COURT DECLARED INC INSOLVENT AT THE REQUEST OF THE FLORIDA STATE

INSURANCE COMMISSIONER. AS A RESULT OF THE INSOLVENCY

PROCEEDINGS, THE INSURANCE COMMISSIONER ACCEPTED THE OFFER OF

HUMANA MEDICAL PLAN, INC. TO PURCHASE CERTAIN ASSETS OF INC,

INCLUDING ITS GOLD PLUS MEDICARE PLAN, riD THE INSOLVENCY COURT

APPROVED THE SALE.

HUMANA MEDICAL PLAN, INC. HAS SIGNED A CONTRACT TO SERVE MEDICARE

BENEFICIARIES. MEDICARE BENEFICIARIES ENROLLED IN THE INC GOLD

PLUS PLAN WERE AUTOMATICALLY TRANSFERRED TO THE HUMANA PLAN

45
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EFFECTIVE MONDAY, JUNE I. WE HOPE IMC'S SUCCESSOR, BACKED BY A

REPUTABLE, WELL-CAPITALIZED FIRM WITH EXTENSIVE EXPERIENCE IN

DELIVERING HEALTH CARE, WILL PROVIDE WHAT IS NEEDED TO MAKE THE

ORGANIZWPION A VIABLE, THRIVING HMO.

IN HINDSIGHT, OUR CONTRACT WITH IMC COULD HAVE BEEN BETTER

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 CKPS. 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

0 THE IMPORTANCE OF THE 50/50 STANDARD. AS I NOTED, VIABILITY

IN THE COMMERCIAL MARKETPLACE IS, AND SHOULD BE, A PREREQUISITE

FOR SERVING MEDICARE BENEFICURIES. WE BELIEVE 50/50 IS AN

ESSENTIAL ELEMENT OF OUR QUALITY ASSURANCE EFFORT, ALTHOUGH IT IS

NOT, BY ITSELF, A SUFFICIENT '1AhANTY. THE 50/50 STANDARD

ASSURES MEDICARE BENEFICIARIES 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 SOPHIC"' ,."ED

PURCHASERS WHO ARE PRICE AND QUALITY CONSCIOUS, BY REQUIRING

THAT THE 50/50 STftADARD BE MET IN EACH AREA SERVED BY AN HMO, AND

THAT MEDICARE BENEFICIARIES BE SERVED BY A DELIVERY SYSTEM WHICH

IS SUBSTANTIALLY SIMILAR TO THAT SERVING COMMERCIAL 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.

0 THE NEED FOR OTHER SANCTIONS. THE ONLY ALTERNATIVE TO

4 6
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ALLOWING INC 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 INC 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 HAND.

THE OMNIBUS BUDGET RECONCILIATION ACT OF 1986 ALLOWS THE

SECRETARY TO SUSPEND NEW ENROLLMENT IN PLANS WHICH VIOLATE THE

50/50 STANDARD. ADDITIONALLY, THAT STATUTE PROVIDES A USEFUL

TOOL TO DEAL WITH HMS 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 OR FALSIFY INFORMATION.

WE HAVE BEEN TROUBLED BY THE ALLEGATIONS OF MARKETING ABUSES

INVOLVING SEVERAL SOUTH FLORIDA HMOS. MANY OF INC'S PROBLEMS

STELD'.ED FROM ITS RAPTD RATE OF GROWTH. ITS MEDICARE ENROLLMENT

WENT FROM APPROXIMATELY 5,000 AT THE END OF 1981 TO 135,000 AT

THL TIME THE MEDICARE CAP WAS SET IN JUNE, 1986. THE TEFRA RULES

ALLOW HMOS SERVING MEDICARE 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 CONTINNOUS OPEN ENROLLMENT. INC

CHOSE THE LAST OPTION. INC'S MEMBERSHIP DID NOT GROW ACCORDING

TO A WELL-DEVELOPED MANAGEMENT STRATEGY,, BUT RATHER ACCORDING TO

THE MOMENT-TO-MOMENT SUCCESSES OF ITS MARKETING EFvORT.
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O 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 FACILITY 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 rROBLEMS ASSOCIATED WITH THIS OPTION HAVE

GROWN AS THE NUMBER OF BENEFICIARIES ENROLLED IN HMOS HAS GROWN,

CONVINCING US THAT THIS ARRANGEMENT IS UNSUITABLE FOR A LARGE,

MATURE 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 '*O HAVE 90 DAYS FROM THE TIME WE

ANNOUNCE OUR INTENT TO TERMINATE BEFORE THE TERMINATION TAKES

EFFECT. THE IMO SITUATION HAS SHOWN THAT AMOUNT OF TIME IS TO

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.

O REVIEW BY INDEPENDENT ENTITIES WILL HELP ASSURE THE QUALITY CF

CARE RENDERED BY HMOS AND CMPS. WHILE I WAS NOT MYSELF

CONVINCED THAT EXTERNAL REVIEW OF THE TYPE USED TO REVIEW CARE IN

THE FEE-FOR-SERVICE SECTOR WAS APPROPRIATE FOR PRIVATE HEALTH

PLANS, THE CONGRESS DECIDED OTHERWISE, MD I RESPECT THAT

DECISION. I AND MY STAFF ARE WORKING VIGOROUSLY TO IMPLEMENT THE

CONGRESS' DESIRE THAT SEER REVIEW ORGANIZATIONS (PROS) REVIEW THE

QUALITY OF CARE RENDERED BY PRIVATE HEALTH PLANS.

WE ARE SIGNING CONTRACTS WITH ORGANIZATIONS WHICH WILL CONDUCT

REVIEW. IN 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 ORGANIZATIONS

"QUALITY REVIEW ORGANIZATIONS" OR QROS. THE LAW REQUIRED THAT

THIS REVIEW BEGIN BY APRIL 1. TIME DID NOT ALLCW FOR ALL THE

STEPS IN THE CONTRACTING PROCESS TO BE COMPLETED BY THAT DATE.

HOWEVER, THE CONTRACTS ARE FOR SERVICES PROVIDED AP,ER 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 FOR THE FIRST TIME SOMEONE WILL

EXAMINE THE OUTCOME OF THOSE INTERNAL PLANS WILL ITSELF INCREASE

ATTENTIVENESS TO QUALITY ASSURANCE.

AS WE HAVE LOOKED AT HOW TO MONITOR QUALITY THROUGHOUT :HZ

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 EITiER THE "LIMITED," "BASIC" OR "INTENSIFIED" LEVELS. AN

HMO OR CAP'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 HWO'S INTERNAL QUALITY

ASSURANCE SYSTEM TO ASSURE THAT SYSTEM IS FUNCTIONING PRO2ERLY.

WE HAVE FOUND OUR EFFORT TO OBTAIN THE BEST POS.,IBLE REVIEW

HAMPERED BY THE CURRENT LAW REQUIREMENT THAT ORGANIZATIONS WHICH

REVIEW HMOS MEET THE REQUIREMENTS 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

U1ED MAY CREATE A CONFLICT OF INTEREST IN STATES WHERE THE

HMO/CMP OPTION IS NEW OR WHERE THE POOL OF PHYSICIANS WORKING IN

THE h240/CMP ENVIRONMENT IS SMALL. WE ALSO BELIEVE THAT

PHYSICIANS REVIEWING CARE IN HMOS AND CMPS SHOULD THEMSELVES WORK

IN THIS ENVIRONMENT. WE HAVE PROEOSED ALLEVIATING THIS

SITUATION BY ELIMINATING THE REQUIREMENT THAT PHYSICIANS

REVIEWING CARE PROVIDED BY /DIOS 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 THZS 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

41.)
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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 CAPITA COST (AAPCC), HAS BEEN PIGHTLY

CRITICIZED FOR NOT TAXING 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 HMOS

WE ARE GATHERING DATA TO FULFILL A MANDATE TO REPORT TO CONGRESS

BY THE END OF THE YEAR ON THE APPROPRIATENESS 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 FIN'S. 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 HMO IS NOT PROVIDING QUALITY CARE.

WE ARE OPTIMISTIC THAT TEE HMO AND CMP OPTION WILL BECOME

INCREASINGLY AVAILABLE TO MEDICARE BENEFICIARIES WHO DO NOT NOW

HI'M A CHOICE. WE PLAN TO SEND THE CONGRESS LEGISLATION TO

EXPAND FURTHER THE RANGE OF PRIVATE HEALTH PLAN OPTIONS AVAILABLE

Ty MLDICARE BENEFICIARIES. W. WANT TO EXPAND THE PRIVATE HEALTH

PLAN OPTION TO EMPLOYMENT -BASED PLANS. EXPANDING THE RANGE OF

PPIVATE HEALTH PLANS AVAILABLE TO MEDICARE BENEFICIARIES BUILDS

ON THE TEFRA FRAMEWORK WHICH HAS PROVEN TO BE SOUND. OUR LESSON

FOR FUTURE ADMINISTRATORS OF THE MEDICARE PROGRAM IS THAT STRICT

ADHERENCE TO THE PRINCIPLES OF THAT FRAMEWORK WILL ASSURE THAT

THE PLANS AVAILABLE TO BENEFICIARIES ARE SOUND, VIABLE, AND

PROVIDE QUALITY HEALTH CARE.

I WILL BE PLEASED TO ANSWER ANY QUESTIONS YOU MAY HAVE.

50
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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. DoFederal and State authorities move aggressively enough to enforcethe medicare demonstration of risk contracts?

I'd like to ask you the same question, in view of the fact that onpage 9 of your statement, you say our lessons have led us to re-quest legislation to strengthen our ability to enforce our contractswith HMOs.
Now, what is the answer to that question? Do Federal and State

authorities move aggressively enough to enforce medicare demon-stration and risk contracts?
Dr. ROPER. Your question is did we move aggressively enough inthe past?
The CHAIRMAN. Do you generally move? I'm talking about both

the Federal Government and, in your opinion, the States.
Dr. ROPER. It's my conviction, Mr. Chairman, that we are movingaggressively enough z : 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 youwill. That was the only available tool other than jawboning. Now,
we have been given some intermediate sanctions through theOBRA 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 asst.ring that we don'thave future IMCs.

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

The CHAIRMAN. Dr. Roper, I agree with what you're saying. Ithink that you as an individual have in fact moved aggressively.You've been in your present position for 1 year. The truth of thematter is that in 1984 the Committee on Aging highlighted theproblems of IMC and we did that for the administration and for
the Florida Insurance Commissioner and still it has taken 3 or 4years to get the problems resolved. And had you not come in a yearago, I think we still would be in the same boat. I'd like to compli-ment you for the work you ve clone 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 -lone is terminatedIMC from the program. That has, I think, given a message to theentire health care community, especially tie HMO community,that we are not going to tolerate bad apples and our complianceofficials tell me that they have noticed a difference in the responsethat they are getting to their inquiries and their recommendations,if you will. People take our actions more seriously today than theydid a couple of months ago.
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The CHAIRMAN. 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?

Dr. ROPER. Yes, sir. We do have that capability and we are doing
that.

The CHAIRMAN. So then it's your intention to really move in an
aggressive x canner in collecting the situation no matter where it is
in the United States?

Yes, sir. Indeed.
The CHAIRMAN. I 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 I 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, sir. 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 I'm not an
expert, but I worked with an expert in health care for a little
while. T. know enough about HMOs to know that if you have 100 to
200,000 members, 70, 80, 90 percent will probably always be satis-
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 they needed specialist care
and they were given just medication. So what I would say to your
answer that we have checked and a lot of people were happy, is
that I hope the Federal Government can devise a method to find
out not only who is happy but the type of care they get.

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

Dr. ROPER. 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 chore well may be forthcoming action in regard to
those. We're putting 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 answer. You have an entire, I don't want to
say bureaucracy, an entire army of technical, well-trained people.

52
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What do you propose to do about underutilization in HMOs wherethey just really want to give them bandaids and medication?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.
First, to go back to the question of complaints, we are putting in

place a detailed system that will track any and every complaintthat we get and fully investigate that complaint so that we areaware 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 putit, that is both a theoretical and a practical concern about the wayHMOs 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 usewill look at patients who were out-patients and who never made it
to hospitals. For example, people who had high blood pressure andthat were not adequately looked after, or people with diabetes whodid not have early intervention and good control of their diabetes.
The quality review mechanism is designed to make sure that welook for the possibility of undertreatment. But let me just end bysaying while undertreatment is a very real consideration, a con-cern that we wait to pay attention to, I don't think it should beviewed as an indictment of prepaid health plans in general. Other-wise--

Mr. MICA. I agree with that.
Dr. ROPER. 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 to do less.And we need to balance that out so it's done--
Mr. MICA. Specifically with regard to actions of the pzist, is there

an internal investigation, is the Inspector General's office lookingat 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 donea thorough investigation
Mr. MICA. Have you ever had political pressure leveled at younot 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 therehave you and Mr.Gunter worked out a plan to see that those people are paid? Whose
responsibility is it?

Dr. ROPER. We're working very closely with the Insurance Com-
missioner's office, -'d have very good cooperation right now. Howthe 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
pill+, 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
years from now or 6 months from now to bring IMC into compli-
ance?

Dr. ROPER. 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
Medical` 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 Omnibus 3udget Reconcination Act (OBRA) of 1986
(P.1.. 99-509), an exception to the composition of enrollment standard., is
granted to Humana Medical Plan, Inc.

Humana Medical Plan, Inc., zgrees, per the p ,.,is.ons of Section 9312(c)(3)(C)
of OBRA to make reasonable efforts to meet scheduled enrollent goals
cnnsistent with a schedule of compliance approved by the Secretary. Humana
Medical Plan, Inc., agrees to submit a schedule of compliance to the Health
Care Financing Administration (HCFA) for review by September 1, 1987..
Such schedule shall project both Medicare and commercial enrollment, on
a monthly basis, through one year beyond the date on which compliance with
the 50 percent requirement is protected to be met. The schedule shall be
accompanied by a detailed market analysis which supports the enrollment
projections.

The current exception to the enrollment standard applies throu,+ March 31,
19SS. At that time, if enrollment of Medicare and Medicaid merabers is
less than 70 percent of -n. membership, a on.J-year extension will be granted
to March 31, 1989. If enro.iment of Medicare and Medicaid members is less
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 lot exceed 130,000.

3. Benefits and Premiums

Humana Medical Plan, Inc., agrees to publicly offer and provide throughout
the first seven months of the c ,ntract the benefit package contained in HCFA's
December 31, 1586 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 least days before their planned distribution.

5. Health Services Delivery Svsgem

Humana Medical Plan, Inc., agrees to make any necessary changes to the
health services delivery system to asstre that the full range of services for
whin Medicare members have ,ontras.(ed are available, accessible, and
furnished in a manner that ensures continuity and quality of care.
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The CHAIRMAN. Thank you. We are now under the 5 minute rule.
The committee now recognizes the gentleman from Florida, Mr.
Pepper.

Mr. PEPPER. Thank you very much, Mr. Chairman.
I wish to commend you for having this hearing because I think

it's very much in the public interest. Fm 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 experience 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 participate in the
program. Some of them have disappointed me. On the whole, the
HMOs have rendered mole medical care to the elderly than they
would have received otherwise, according to my information. So
the fact that some have failed in living up to their obligation does
not cause me to decry the whole syste,7 of HMOs. I have a relative
who had a serious illness, was in thz: 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, "you haven't had a checkup lately; we'd suggest that yo 1
come in and have one." Which I though: was a good 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, promptlynot to have to
wait 30 daysto 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 are sympathetic and knowledgeable. Just like
I recommended to our former Governor that the inspectors in our
nursing 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 hearing. 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 the State has given to the HMOs in
Florida. So others will no doubt make a formal introduction but I
want to commend my honorable friend here Bill Gunter, who is the

5 0:
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Commilsioner of Insurance and also one of the outstanding citizensof our State. Thank you very much, Mr. Chairman.
The CHAIRMAN. Thank you, Mr. Pepper. The Chair recognizesMr. Biaggi.
Mr. BIAGGI Dr. Roper, how much time was given to IMC tomake necessary changes in their behavior pattern after HCFA pro-vided the corrective action plan on June 27, 1986?
Dr. ROPER. On May 30, 1986, I told them that they should supplythis corrective action plan. They did in July and we stayed afterthem to adhere to what they told us they would do and they didnot, ultimately leading to my terminating them May 1, 1987.Mr. BIAGGI. That's almost a year, isn't it?
Dr. ROPER. Yes, sir.
Mr. BIAGGI. How can you testify the length of time, particularlyin IMC's medicare share was going to 78 percent; that's 1 year, andnothing changed.
Dr. ROPER. Congressman, because during that period of time wewere repeatedly told that just next week or the week after thingswill be better, somebody is going to come in and purchase IMC andthis 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 receivingquality health care services, we chose to stick it out. Ultimately mypatience ran out in March of this year and we terminated themfrom the program.
In retrospect, it went on too long.
Tvr. BIAGGI. You said you were told. In light of the facts, it wouldsr.:m to me that just accepting their comments at face value waspoor judgment.
Dr. ROPER. We did not accept it at face value, sir.
Mr. BIAGGI. You were told time and time again they were cor-recting it. Did you have evidence of the fact they were correctingit?
Dr. ROPER. Yes. We had evidence given by the fact that we hadour staff almost continually on site in Miami and Tampa reviewingwhat 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. BIAGGI. Did the potential buyer enter into your decision?Dr. ROPER. Sure.
Mr. BIAGGI. Why?
Dr. ROPER. Because--
Mr. BIAGGI. Because you had an existing situation that shouldhave been corrected.
Dr. ROPER. Because th° prospect of a buyer held out the i..ea ofnew capital, which they desperately needed, but especittily newmanagement. We did not have confidence in the existing manage-in,ent and we believed that a new firm would bring in new peoplewith new management to oversee this plan.
Mr. BIAGGI. The focus should have been on just what they were'fing, how much they we-e doing, was it sufficient, to co..Tect theiition. You said that many people were satisfied; I'm sure theyBut Mr. Mica tells me that he questioned some people aboutI_ HMO and they were very happy. And he said, "have you ever
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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 In 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 useither stick with it and
try to jawbone them into shape or terminate them entirely from
the program.

Mr. BIAGGI. It 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. BIAGGI. 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. BIAGGI. Thank you, Dr. Roper.
The CHAILMAN. Thank you, Mr. Biaggi. We have a vote on the

floor, Dr. Roper, which means we have approximately 8 minutes in
which to ansv.er 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 inv3Ivement?

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 recommendations 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 rn?,dicare risk contract
business we've got approaching 1 million medicare beneficiaries en-

3 t o0
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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 problems similar to IMC in any otherregions of the country:
Dr. ROPER. No, sir.
Mr. MICA. We're obviously waiting for a few Members but let meshare with you a nightmare that was real. I woke up the othernight, at 2 or 3 o'clock in the morning, and couldn't sleep, so Iplugged in my little earphone P d listened to a radio station from

somewhere in Ohio. Maybe this rings a bell. The 2 o'clock newswas that an HMO had jt' gone bankrupt. And I thought, it's hap-
peninf, elsewhere.

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 arestarted and prosper and fail every day in this country.
Mr. MICA. They have to hold reserves to pay off debts, just likeIMC.
Dr. ROPER. And they have 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 aboutthrough State laws because HMOs are insurance companies underState law and the reserve requirements vary. But we believe tileyare adequate. Federally qualified HMOs have to meet our stand-ards and we think those are adequate.
Mr. MICA. Should we set a min imum floor for reserve require-

ments that all States should meet? I assume from what you'resaying that IMC has an insurance comi,any that's going to pay offall the creditors.
Dr. ROPER. If the system works right, it will. We've got a glitchin the system right now. They have under our regulations, insol-

vency insurance and the insolvency insurer is trying right now tosay that they terminated their insurance just at the lastminute--
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 thinkwe should leave it up to the States?
Dr ROPER. To become federally qualified, to get a medicare risk

contra' t, 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 toask that you submit that to us and maybe have the committee tithea look at it.
Dr. ROPER. Sure.
[The following material was subsequently received from Mr.Roper.}
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INSOLVENCY PROTECT/ON FOR HMO/CMP MEKBEPS:
FEDERAL REQUIREMENTS

1. Legislation

Sec. 1301(c) lath health maintenance organization shall--

(1)(A) have a fiscally sound operation and adequate

provision against the risk of insolvency which

is satisfactory to the Secretary.

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

(A) a contracture' arrangement with any
hospital that is regularly used by the
members of such organization prohibiting
such hospital from holding any such
member liable for payment of any fees
which are the legal obligation of such
organization;

insolvency insurance, acceptable to the
Secretary;

adequate financial reserve, acceptable to
the Secretary; and

(D) other arrangements, acceptable to the
Secretary, to protect members.

except that the requirements of this paragraph
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 purposes of this section, the term
"eligthle organization" means a public or
private entity (which may be a health
lnedntenance organization or a competitive
medical plan), organized under the laws of any

State, which--

(B)

(C)
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"(1) is a qualified
health maint.*nance

organization (as defined i action
1310(d) of the Public Health ServiceAct), 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.

2. Regulations (applicable to both HHOs and CMPs)

Sec. 110.108(a)(1) Each HMO shall have a fiscally sound
operation as demonstrated by:

(iv) A plan for handling insolvency whichallows for continuation of benefits
for the duration of the contract
period for which payment has beenmade 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. (i) Each HMO shalladopt and maintain
arrangements satisfactoryto the Secretary

to protect its members fromincurring liability for payment of any feeswhich are the legal
obligation of the HMO.These arrangements may include:

(A) Contractual arrangements with health care
providers used by members of the HMO
prohibiting the providers from iolding
any member liable for payment ..f any feeswhich are the legal obligation of theHMO;

(B)
Insurance, acceptable to the Secretary;

(C) Financial 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 theSecretary.
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(ii) The requirements of this paragraph
do not apply to an HMO if the
Secretary determines th.t applicrble
State law provides that members of
the HMO may not be liable for
payment of any fees which are the
legal obligation of the HMO.

3. Federal Guidelines

See attached Insolvency Protection Policy Issuance
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DEPARTMENT OF HEALTH a HUMAN SERVICES Heath Care admniitimitin

Manna ion. DC 2020,

MAY I 6 19E OHMO Rm. 9-I I Parklawn Biag.
Rockville, MD 20057

OHMO Program information Letter
0.-a2

Background

The HMO Act (Title XIII of the Public Health Service Act) and its implementing
regulations (at 42 CFR Part 110) require (1) a plan for handling insolvency which
allows for continuation of benefits (Section 110.108(aXiXiv)), (2) arrangements to
protect members from incurring liability for eayment of any fees which are the legal
obligation of the HMO (Section 110.108(aX3)), and (3) the maintenance of a fiscally
sound operation (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
to maintain sufficient cash flow and adequate liquidity to meet obligations as they
become due. Demonstration of fiscal soundness 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 prevent insolvency, Sections
1/0.100(aX IXiv) and II0.101(aX3) specifically address the . s 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 2 CFR
Section 417.407(cX3)) are identical to those for federally qualified HMOs. Therefore,
all references to HMO requirements are applicable to CMPs as well.

The implementation o.: the Federal 'nsolvency protection provisions are based on
consultation with the National Association of insurance Commissioners and an understanding
of the provisions an 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 *re offered by an
HMO for which an enrollee would also be liable In the event of the organization's
insolvency. These are expenditures for health care services for Which the HMO is
at risk. They will vary In type and amount, depending on the arrangements of tlx.
HMO. They may include out-of-area services, referral services and hospital services.
They do not include expenditures for services when a provider has agreed not to
bill the enrollee even though the provider is not paid by the HMO,or for services
that are guarantees, insured or assumed by a person or organization other than theHMO. .

INSOLVENCY PROTECTION

P 3
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Basic Requirement

The basic requirement, to demonstrate compliance with the insolvency protection

provisions under the HMO Act and regulations, is that an HMO must evidence arrangements
for continuation of benefits to members and protection of members from HMO liabilities,

To satisfy this requirement, an HMO must demonstrate that it has arrangements

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 prior to the date the HMO

was declared insolvent. This recognizes that a failing HMO will be behind in paying
its bills. (Note - an HMO may be behind in paying its 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
insr'vant for the continuation of benefits for the duration of the contract period
for wino, payment has been made and for the continuation of benefits to members

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

Arrangements to Cover Expenses

An HMO may make various arrangements to cover health care expe.ises. These arrangement*

are reviewed for sufficiency. Examples of such arrangements follow.

1. Insolvency insurance. HMOs often buy an Insolvency rider to their reinsurance
contracts which covers the expenses to be paid for continued benefits after

insolvency. In order for the second month's expenses to be considered fully

covered, Sly ;obey must continue benefits to members who are confined on
the date of isolvcncy In an inpatient facility until their sfischarge, and for the

duration of the contract period for which payment has been made. If deductibles
applicable to the reinsurance portion of the policy are applied to the insolvency
benefit, the expenses are uncovered to the extent the deductible applies.

Some Insolvency insurance policies exclude coverage for Medicare beneficiaries

enrolled in an HMO. Because Medicare beneficiaries will be immediately converted
to fee for service in the event of an HMO insolvency, the expenses after insolvency
for Medicare basic benefits will be considered covered. However, any supplemental

benefits which the HMO provided to Medicare beneficiaries will be considered
uncovered unless the insurance policy or other arrangement continues those

benefits.

2. Hold harmless provisions. HMOs often cover many of theexpenses incurred

za to insolvency by including in their provider agreements "hold harmless"
provisions obligating the provider to look only to the HMO and not under any

circumstances to bill or otherwise claim 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 (NAM) have adopted gwdelines to assist HMOs and their regulators

in the area of hold harmless provisions. A copyof the guidelines is included

in OHMO Program information Letter 36-01, issued on February 3, 1936. If
a federally qualified HMO ehcts 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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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/grou, agreement will cover all physician expenses for
the 'nom'', xior to insolvency. Since specialist physicians outside the group
are not legally obilgated by that agreement to look only to the HMOor the group
for payment for services, those expenses will be considered uncovered unless
the specialist physicians themselves have entered Into acceptable hold harmless
agreements or °the. acceptable arrangements to cover those expenses have
been made.

3. Continuation of benefits provisions. In some cases provider contracts include
language that obhgatee the provider to provide 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 lir stient facilities.
Continuation of benefits provisions are much less common than hold harmless
provisions, and will be considered to cover expenses only when the language
is 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 protection responsibilities. A
bank letter of credit used for these purposes is essentially a surety bond and
is to Rdiiiinguished from a bank Line of credit, which is used tr fund ongoing
operations. Only a maximum of N5rof the estimated amount of uncovered
expenses may be covered by the letter of credit. The remaining 30% must be
covered through other arrangements. Criteria for letter of credit acceptability
to OHMO and samples of acceptable letters of credit are included in OHMO
Program Information Letter 83-02, Issued on November 23, 1983.

3. Restricted Suite Reserves. Many States have fiscal requirements that HMOs
restrict a portion of their reserves to protect enrollees in the event of an HMO's
insolvency. if these reserves are legally restricted, they may be used to cover
expenses and meet Federal insolvency requirements. Ordinarily, suchrestricted
reserves are on deposit with a state official, such as the State Treasurer, and
may not be 04lined by the HMO to finance operating deficits. If the State
reserve requirement is only a balance sheet surplus or equity requirement andthe funds are not legally restricted, the reserves may not be used to cover expenses
for purposes of the Federal insolvency requirements.

6. Guarantees. Guarantees from third pa: ties require some discussion. In all casesv7hWifieTe are third party guarantees, th e. guarantor will be ana;yzed to assure
that it has finances to cover the estimated uncovered expenses. However, a
distinction Is made between regulated and nonregulated guarantors with respect
to the extent to which the guarantee may cover the uncovered expenses.

a. , egulated Guarantors. If the guarantor is a regulated insurance company
al.d OHMO determines that the guarantor has adequate finances to cover
t'se uncovered expenses, then the guarantee may be used to cover all of
the HMO's uncovered expenses.

A.
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b. Nonregulated Guarantors. If the guarantor is not a regulated Insurance
company, thenitsgtrarantee will be accepted without the need for a restricted
reserve only when the guarantor has achieved an adjusted net worth (net
wortn (total tssets less total liabilities) minus intangible assets minus lines
of credit minus guarantees) of at least $500 million. If the nonregulated
guarantor has not achieved an adjusted net worth of at least $500 million,
then in 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 is for more than one HMO, the guarar or
will need to restrict a reserve _quaff to the larger of (1) the expenses for
the HMO with the largest amount, and (2) 50% of the sum of expenses to
be covered for all the HMOs under the arrangement, provided that the adjusted
net worth (as dellned above) of the guarantor is at least twice the sum
of the expenses to be covered. If the adjusted net worth of the guarantor
is less than twice the sum of the expenses to be covered, then the guarantor
must maintain 100% of all the HMOs' uncovered expenses in a restricted
reserve.

7. Net Worth. The net worth of an HMO will be accepted to reduce the amount
of or the need for a restrict reserve when the HMO has demonstrated sufficient
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 yews,
and a net operating surplus during the most recent fiscal year.

To calculate the sufficiency of net worth, the minimum requirements are $1
milhon excluding land, buildings, and equipment 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 expenes. If the HMO's
adjus' Id net worth is at least $35 million, then all of the excess net worth can
be used to coter uncovered expenses.

E. State Law. The requirements discussed above do not apply to an HMO if OHMO
determines that applicable State law provides that members of the HMO may
not be liable for payment of any fees which are the legal obligation of the HMO.

Calculatio of Uncovered Expenses

After considering all contractual arrangements and restricted State reserves to cover
expenses, the amount of expenses uncovered is -aiculated. Attached are two uncovered
expenses calculation work sheets. Attachme". " is for use by HMOs applying for
Federal qualification. Attachment B is for use by federally qualified HMOs applying
for expansion of their qualified service areas. This attachment is also used for ongoing
compliance 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 tn event of an insolvency.
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Restricted Reserve. If the HMO almady has on deposit with a State a restricted
reserve established to meet the State's reserve requirements 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 willingto hold the additional
reserves. The other approach frequently used by HMOs to funda restricted reserve
is to establish a Trust Agreement 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 ongoing operations. The Trust
Agreement should provide that approval of the State or OHMO is required before
disbursements can be made from the reserve.

A tuichments

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

17
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RHO QUALIFICATION

Uncovered Expenditures Calculation Worksheet

L Total Health Care Costs Amount

1. Total year's health care costs
following anticipated qualification

Line Li divided by 12

3. Total costs for two months
(line 1.2 x 2)

11. Covered Expenditures (Explain each item)

1. Insolvency Insurance

2. Hold harmless contracts
(hospitals, physicians)

3. Continuation of services
provisions in provider
contracts

4. State restricted reserves

5. Guarantees

6. Other arrangements

7. Total

Month Month
before after
insolvency insolvency Total

3000C

3000(

111. Uncovered Expenditures (Line L3 minus Line OM

f8

)0001

Attachment A
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Attachment B

HMO Expansion

Uncovered Expenditures Calculation ...OrkSt"t, eii
1. Total Health Care Costs Oualified Areas New AraTV Total

.. ..'I Total year's health
'.',-.4..t ......care costs

2. Line I. divided by 12

3. Total costs for 2 months
(Linen. 2 x 2)

U. Cover. _xpenditures
(Attach explanation for each Item)

1. Insolvency insurance

Cne mont after insolvency

2. Hold harmless contracts

One month before insolvency

3. Continuation of set- ices
provisions in provider
contracts

tie month after insolvency

*. State restricted reserves

3. Guarantees

6. Other

7. Total

tn. Uncovered Siperditurer '
(Line 1.1 minus Line 11.7)

- -

(1 Calculate uncovered expenditures for the qualified areas based on *Ai most recant fiscalyear or year end statement. if more current. b
1-

. ') Calculate unco.rered expenditures tr the proposed expansion for the 12.4nonth periodfollowing anticipated qualification.

P 9
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Mr. MICA. Flori.da has been a leader. We have usually beer,
ahead of the curve, not only in these types of problems but in the
solution. We're dealing with 49 alier 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 to have, within
reason, the stiffest resery 3 requirements that we can impose.

Dr. ROPER. 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 Having re-
serve requirements and insolvency insurance.

We already have those requirements in -lace s .-.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 Gm-
ernment as a rule should be regulating the insurance industry in
America.

Mr. MICA. Dr. Roper, I'm 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 1.1ember to be back for
questioning. Maybe you could wait just a few minutes in case he
has additional questions, and we'll rrnceed with the second half.

Dr. ROPER. OK.
Mr. MICA. Thank you.
Our second panel will consist of witnesses whr, nave a great in-

terest in the future the medicare HMO program, the entire pro-
gram, :and who biing us valuable perspective; for consumers,
States, HMOs and researchers.

The first witness, and I'd like to ask you each to take the table
as I call your nameDon 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 Association of Retired Persons.

Ms. Skinner resides 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.

Jncidentally, ouviously, Commissioner Gunter's office is in charge
of oversight and regulatory act 'lies with regard Lo all HMOs in
the State of Florida.

Robert Crane is the Vice President of the Kaiser Foundation, a
health plan in Oakland, California. As all of you know, the Kaiser
HMO program is the father of today's HMO plans and represerts a
commitment that we expect from all of our HMOs. And I might
tell you that many, many years ago, sir, I reviewed your plans in
my previous employment and we found it to be a phenomenal ap-
proach.
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Kathryn Langwell is a Senior Economist with the Mathematica
Policy Research in Washington and has been Project r_rector :n anumber _f Medicare Capitation and Competition Evaluations and
research projects, and I'll bet she has all the answers. 01 maybe
some.

With that, I think we have the panel and what I'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 r woulc; advise each of the
witnesses, your entire written testimoi4 will be included in the
record. If you care to summarize, we'd be happy to have you dothat.

Commissioner Gunter.

TESTIMONY OF PALL GUNTER, INSURA 'ICE COMMISSIONER,
STATE OF FLORIDA, TALLAHASSEE, FL, ACCOMPANIED BY BOB
JOHNSON, CHIEF, BUREAU OF ALLIED ALLIANCE
Mr. GUNTER. Thank you very much, Mr. Chairman. I ha' e also

asked Mr. Bob Johnson, who is the Chief of our Burez..1 of Allied
Alliance, which has HMO oversight, to join us on this particular
panel.

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

Speaking as one who is in the thick of battle for hospital cost
containment in the late 1970's and early 1980's, I would cast my
vote for the continuation of the HMO cmcept in general and the
medicare-HMO conc'pt in particular.

I do so however with this reservation. That HMOs which came
into the world of fair haired 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 ht.Irden in full.

Most States have exempted HMOs from more restrictive regula-tion, partly as a consequence of Federal pre-emption of State lawsthat 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 HMO 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 HMOs for the late financial submission of re-
ports and authorize the additic nal sanction of suspension of new
enrollment for violation of HMO Etatutes.

Naturally we're heard complidi is 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
fade. Finally we asked the circuit court to pronounce the patient
dead.

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 concerns 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 costs, to cut these costs in ways that may not serve
the best interests of subscribers. My office has long received HMO
quality of care complaints, and 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 addition 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-1
one HMO to another without the enrollee's knowledge in order for
the salesperson 4-o make a commission.

Second, we are considering legislation requiring the lics;nsing of
HMO sales representatives. The concern that I have in this area is
to avoid the creation of a scenario in which the HMO might be able
to absolve itself of responsibility and accountability for the un3a-
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 lessons have emerged from the IMC experience. First, in re-
spect to any suggestions I n,..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 experience of IMC, that waiver was questionable to be sure.

I
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Second, the Federal Government needs more options for dealing
with Medicare HMOs than just the cancellation of the medicare
contract with P 90-day notice.

Considerin£ 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 present 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 burviveability of the HMO concept of wellness
and preventive care. HMOs that, take their mission seriously and
perform well have a real place in a Nation where health care costs
have swelled to 12 percent of the GNP which is more than $450
billion a year.

Together, 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 ft.h. our Nation's retired ar 1 elderly. With the contin-
ued constructive support of the Congr.-,s, I believe that we can suc-
ceed.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Gunter follows:]
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PREPARED STATEMENT OF BILL GUNTER, INSURANCE COMMISSIONER. STATE OF FLORIDA

Mr. Chairman, Menmers of the Committee.
The recent events surrounding the late International Medical Centers HMO ha.

stirred great controversy around the question of HMOs generally: whether they are .
good and whether the HMO-Medicare relationship that has grown up will be a

one.
Speaking as one whc was in the thick of Wade for hospital cost containment in the

late 70s and early 80s, I cast my vote for the continuation of the HMO concept in
general and the Medicars-HMO concept in particular. I do so, however with this
reservation:

That HMOs, which came into the world as fair-haired chit ..n, spared by
legislative design, fro ie regulatory oversight that was the lot of insurers and health
care providers, must c , in their maturity, assume that burden in full.

Moat states have exempted HMOs from more restrictive guidelines, partly as a
consequence of federal preemption of state laws that came with passage by Congress of
the 1973 Federal HMO Act designed to promote HMO development and set minimum
standards.

Nevertheless, all but two of the fifty states have specific I tabling legislation
and the trend is growing toward stricter state regulation. 27 s. currently require
deposits :zit! the state insurance commissioner. The reserve amount ranges from

i.1120,V,10-321,2&x,snost states.
1985, Os covering more than a half-million people in Flonda, the

Legislature set HMO surplus requirements at $100,000 or five percent of liabilities,
whichever was greater, and insolvency protection at $100,000 or twice the HMO's
estimated a erage uncovered expenditures.

That legislation required HMOs to make quarterly financial reports when deemed
necessary by the Department of Insurance. It also required that every HMO contribute
$10,000 to an expense fund to help rehabilitate insolvent HMO's. In retrospect, it's clear
that ts:: expense fund contribution is inadequate for practical purposes, and my office is
working on ways to increase that fund-

Althourb Florida's solvency laws, and those of many other states, need to be
strengthened n a number of ways, the solvency legislation of 1985 was an advance over
earlier legislalion.

Florida's first HMO law, passed in 1972, took up just six pages in the statute
books. Today the law takes up 23 pages. The original hands-off approach spelled out in
the statute'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 subscribers in Flonda.

Clearly we need more teeth in stns law to regulate for solvency. We need more,
for instance, than the specified $250 per day fax for late fling of annual reports and we
need to do away with the 90-day time-nut HMOs get each time we question an asset
shown on that report Our early legislation was hard won, bet now it needs to be
strengthener!

Naturally, we've heard complaints from some HMOs about tougher regulation. It
reminds me of the story of a patient who complained to his doctor about the strict
regimen be had been put on.

"Before you complain too much," relied the 'doctor, "I want to tell you how
wrongly tempted I was, with a condition as interesting as yours, to let the case go to

"°Priiithe course of time, some of them have gone to autopsy, IMC among them and I
understand it as our purpose here to conduct at least a part of that autopsy.

The IMC story covered r span of 16 years. It was the third of what have become
46 Florida HMOs. Its epitaph is written in the newstories we see daily It tells of a
popular concept poorly executed. It had vigorous defenders, including many of is
subscribers, and staunch critics, also including many of its subscribers.

In 1977 and 1988, the Florida Department of Insurance was forced to step in to
force IMC to live up to its solvency responsibilities the last weeks we lived with it
and held its band until we felt the pube fade. Finally we asked a circuit court to
pronounce it dead.

Florida moved civ'cly ts preserve coverage for IMC's more than 170.000
enrollees. That response later emerged from judicial scrutiny with personal praise from
the presiding judge. Still, in the aftermath, we find ourselves picking lessons out c the
wreckage IMC left behind and looking for ways to apply them to our 1988 legislative
agenda.

We have other concerns with the institution of the health maintenance
organizations Not the least of these is setting standards for quality of care. The nature
and organization of HMOs subject them to pressure to cut costs in ways that may not
serve the best interests of the subscriber. My office has long received HMO quahty-of-
care complaints and been frustrated in efforts to see those complaints resolved

This past spring, we established, by admihistrative rule, an HMO Subscriber
Assistance Pinram to see that HMO members have recourse if they don't get the care
they oecd from their HMO The rules state that each HMO must have internal grievance
machinery and report unresolved grievances within fixed time limits.

In addition to three administrative actions, a new quality of care statute was
adopted in the 1987 Legislature requiring that required health care provider certification
for HMOs, along with an internal quality assurance program and external renew each
three years.

,
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We are also concerned about HMO marketing practices We have recently fined
.wo Florida HMOs for allowing the practice of "twisting" by their sales representatives
and issued emergency rules to prevent it in the future. Twisting involves changing a
Medicare HMO enrolke's membership from one HMO to another without the enrollee'sknowledge in ter to take the commission

We are considering legislation for presentation to the next Florida Legislature torequire the licensing of HMO sales representatives
I think Dr. Roper would agree that lessons have emerged from the IMC experience

for the federal government ar well. The waiver of toe 50/50 ratio between Medicare and
oonMedicare subscribers was oone for reasons that were understandable at the time but
certainly should be avoided in she future. The wisdom of that ratio has been amply borneout in the 1MC experience.

Clearly too, the federal government needs more options for dealing with Medicare
HMOs than cancellation with 90-day notice, considering the stake it has in HMOs ashealth care providers for the Medicare program.

I'm also concerned about the "revolving door" phenomenon where employees with
regulatory responsibilities on tither the federal or the state level end up with jobs in the
industries they regulate without any kind of statutory wading period.

We need to keep a handle on uncontrolled growth. We may also need to find a way
to control! runaway administrative costs as a percentage of total expenditures. Certainly
iMC's 23 percent administrative cost - as opposed to about 17 forother Florida HMOswas central in its downfall.

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

Together, we will have to find the way to make these health care alternatives
viable so we can deliver on the promise of Medicare. affordable and accessible quality
health care for our nation's retired art 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.

Mr. 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 behalf of the Leadership Council on Aging, I appreciate this
opportunity to share with the House Aging Committee our perspective

on the status of HMOs serving Medicare beneficiaries.

MOB are an option that hold much promise for older consumers.

They offer con prehensive benefits for a prepaid fee. They provide

coordinated health care, and many provide more services than
currently covered by the Medicare program. MOB hsndle the

paperwork that is confusing and burdensomi for many older consumers.

Some HMS provide a wide variety of services within one medical
facility.

Along with that promise comes several expectations. Medicare

consumers expect that the goverment will contract only with
high quality health a.e providers and that the Health Care
F. Acinistration will exercise appropriate
supervision over HMOs cs they serve Medicar'.

Consumers also expect that Congress will rcquire reasonable levels

of accountability, consumer protection and consumer information.

Consumers expect that truthful information will be available to help
them understand the MO option before they join, and crnstrier
organizations expect to have a role in providing useful information
about 5m35 to their constituents.

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

Quality of Care Reviews

An effective and comprehensive quality of care review program is
essential to build beneficiary trust in the concept of prepaid
health care. While we realize that most HMOs provide adequate and
appropriate care, we have witnessed harmful and intolerable actions
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by a few RMOs. These examples justify the need for comprehensive

quality of care monitoring.

This monitoring progress cannot be implemented overnight. RCM'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

care. The aging network intends to be involved in this process and

in the dissemination of the findings of these reviews.

Consumer Lafsnrrtatigh

Readily available, relevant information about iiMDs is crucial to
permit consumers to make well-informed choices about Ms. They

neee to know about their rights and responsibilities before joining
an MO. They also need to know about the benef its, premium, and

service delivery oyster,.

We have seen that reliance on the marketing efforts of HMS alone

is rot sufficient to ensure that beneficiaries receive adequate
information on which to make a well-informed decision. The eging

network encourages RCFA and the Congress to permit further

demonstration of 3rd-party demonstration programs that provide

consumer information about prepaid health care plans.

PM0 Staff ino/Social Service Prosraras

As }Ms become providers of health care for Medicare benef icfaries,

it is important that they become more familiar with the special

needs of older patients and to adapt their health care delivery
systems accordingly. The aging network suggests that HM3s need to

hire staff with training in geriatric medicine, or to provide
special training for their medical and support personnel.

A positive step toward promoting Medicare member access and

understanding about the liMD is the establieesent of a separate

Medicare members services department.

HMOs also need to become familiar with the netw?rk of support and

social services that exist within their communities. liMDs do not

need to become the provide: of every ,ervice needed by older

patients. They do, harever, need to know of their availability and

ha., the BM or the patient can arrange for services.
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We encourage fiMs to devote increased attention to this aspect of

health care delivery as they expand their services to older

consumers.

Chances in Premium 4 Benefits

Beneficiaries need adequate notice when an BM is changing its

premium, benefits package, or provider network so they an decide

whether to continue their RC membership. The notification period

becomes even more important when an MO has decided to voluntarily

terminate its contract with the Medicare program.

Our experience with ;Ms shows that additional protecticns are

needed in this area. 100s have complied with federal regulations

regarding member notificatic,, however beneficiaries have had a gap

in health coverage if they changed back to fee-for-service health

care. The aging network urges Congress to strengthen provisions

regarding an fitO's obligation when the FM voluntarily terminates

its contract with Medicare.

Because beneficiaries vary widely in their financial resources and

ability to pay for health care, we believe a range of affordable

Denef its packages should be available. Lo.r option plans covering

the basic services required by Medicare need to be available for

beneficiaries who can afford only a mnal premium each month.

Conclusion

The Leadership Council on Aging appreciate this opportunity to begin

examining how Medicare beneficiaries are faring in prepaid

health care plans. We look forward to continuing this

discussion 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 Associa-

tion of Retired Persons. AARP is a member of the Leadership
Council on Aging and I'm accompanied this morning by Stephanie
Kennan of AARP'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 Administrati" n, 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 between the prospective payment system under which
hospitals are reimbursed and the way in which HMOs ar ; reim-
burFed. There are incentives at the provider level which 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 under the prospective payment
system should be applied to the HMOs.

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
broad 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 must 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 examined. 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 reviews based on HMO/CMP data and performance.
We support development of a review program that will direct more
resources toward hes.1..th plans that are providir,- less quality of
care. We hope to won( with you to further our knowledge about
quality of care and to apply that to reviews of HMO care.
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The next issue I would like to discuss is the HMO marketingpractices. Consumers need information to accurately assess wheth-er a particular HMO is appropriate for them. Therefore, informa-tion received through marketing practices is key. We are concernedwhen we learn of marketing practices designed to screen the popu-lation. Many HMOs host events such as dances which attact onlyambulatory, 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 operationsand obligations it can also screen out individuals with health prob-lems. We question these kind of tactics and believe the HMOsshould serve all beneficiaries. There have been some instances inmy home State where some of the HMOs in their very aggressivemarketing have gone from door to door to enroll people, which Iunderstand is highly illegal. Although HCFA has the responsibilityof enforcing marketing and enrollment practices, this has shiftedby default in many areas to the State insurance departments orconsumer protection division of State attorneys general. We recom-mend one, that HCFA should establish minimum standards forwritten marketing and membership material developed in consulta-tion with beneficiaries, in communities where English L. not theprimary language of 5 percent of the population, HCFA should re-quire materials be printed in the relevant languages. We recom-mend that that material be printed in large, bold print. Three,HCFA should require HMO/CMPs to make their membership rulesavailable for examination prior to enrollment. Lists of availabledoctors should also be provided.
The last issue I would like to discuss today is coordinated, openenrollment. HCFA is required by statute to establish a single 30-day period each year during which all HMOs in a given geographicarea must allow open enrollment. To date we have not seen thedraft regulations from HCFA. Coordinated open enrollment wouldhelp resolve some of the problems regarding coverage gaps thatoccur when an HMO terminates its contract with medicare. Whenan HMO ceases to offer medicare risk option, beneficiaries facegaps in coverage for preexisting conditions because medigap poli-cies have a 3 to 6 month waiting period to cover these conditions.We believe that in instances like this the HMO should be respon-sible for all costs incurred for care due to preexisting conditionswhile that individual is subject to the waiting period for coverage.We also feel that much more attention should be paid by all theHMOs and HCFA to the staffing patterns of the HMOs, that theratio of staff to the number of patients who need to be served willdetermine the ability of that HMO to serve these people and tomake certain that they have adequate health care. I feel that thereshould be standards in existence throughout all the HMOs thatwould have a designated ratio of various disciplines of staff to thenumbt.:5 of patients who have been enrolled because we're findingmore and more that this has been the case where an HMO willenroll large, large numbers of patients and then not have the staffto enable them to deliver the services that are needed.Mr. Chairman, there are a variety of issues concerning premiumincreases, information and HMO staffing, which are discussed in
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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 Eva Skinner. I am a

member of the Board of Directors of the Asorican Association of

Retired Persons (AARP). AARP is a member of the Leadership

..ouncil on Aging (LCOA). We are pleased to have this opportunity

to comment on tre current status of HMOs serving Medicare

beneficiaries.

There is increasing interest in using capitation, or wed
prepaid amount, for Medicare reimbursement of medical se-vit s

From the beneficiary's perspective, capitation enhances the

likelihood that co.asumers will have access to more health

services than currently covered by Medicare at a cost comparable

to or less than Medicare supplemental insurance. Benefit' ties

appreciate the freedom from filing Medicare and insurance claims,

and the ability to budget more ectcately far their health care

exper.ts h40s a.so have the potential to improve coordination

of patient care. Prom the government's perspective, capitation

prevides predictoility of budget outlays and changes inc,ntives

at the provider level Olio!' result in the use of le

costly care. The evidence I reasonably persuasive that

capitated practice achieves economies, particularly by rtduci.j

hospi. Al admissions and total hospit tys. 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 (CMPs) with Medicare risk-contracts. (As of May, 1987, 152

HM0s/CMPs had signed risk-contracts with the Medic program,

and nearly 914,715 beneficiaries had enrolled.) Under these

contracts, Medl tre pays a fixrd,
predetermined amcnt for each

beneficiary who enrolls. The capitation amount is gual to 95

percent of the average adjusted per capita c. ,!,1-C) that

Medicare spends on the fee-for-service
system within def.ned

geographic areas.

Altogether, approximately 1.6 million beneficiaries are
enrollet. n HMOs through risk contracts, cost

contract-. and other

arrangements.
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Benerciary representatives supported the HMO provisions of

the Tax Equity and Fiscal Responsibility Act of 1982 th. -eated

an incentive for HMOs to serve Medicare beneficiaries. We were

optimistic about the possibility that HMOs would provide high

qualit, care at a reasonable price. We were encouraged that our

constituents sigh. have access to preventive health care services

that are currently not covered by Medicare. However, es we gain

more experience with HMOs/CNN; we must revisit the program to

insure we are adequately meeting beneficiary needs in terms of

quality assurance, marketing practices, terminations, beneficiary

information, and disclosure requirements.

For the past three yt rs be ficiary representatives have

monitored closely the 9 Nth and development of HMOs serving

Medicare consumers. We ave ob'erved the maturation of HMO. as a

key component in health care delivery, and as a provit of care

to older Americana. In general, the program is functionina

reasonably well. It is not a program, however, that can or

should police itself Through our et user education programs

about HMOs, we have learned first hand the many q4stions and

confusions beneficiaries have about HMOs. We have noticed many

where HMOs provide unclear, incomplete, and sometimes

misleading information about their benefits and health care

delivery system. Us also have identified weaknesses 04 .0 are not

addres.nd by the current lat, and regulations.

HMO Quality of Care

The Congressional mandate for external quality of care

reviews as expressed in DEM and reaffirmed in OBRA is necessary

and is strongly supported by beneficiary representatives. The

incentives inherent in prepaid health care to underserve HMO

members coupled with the Vulnerablity of older people who have

enrolled in HMOs on an individual basis makes such review

essential.

Most HMOs provide high quality health care. However, as Dr.

Roper told an HMO audi nos in ktril, 'even one quality of care

problem is one too many." Ws agree!
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However, HCFA's scope of work for HMO quality of care review

does not assure beneficiaries that all aymptoms of inadequate

care will be identified.

There are acceptable elements in the scope of work. Cn the

positive side, we are pleased that reviewers will examine a broad

base indicators for data on quality of care problems. We are

pleased to see that inpatient care reviews are reruired to

include the medical record for ambulatory care and, for certain

conditions, post-hospital care. This requirement wi.1 permit the

review organization to compile complete patient records for a

variety of situations that may be indicative of inadequate or

inappropriate care. We -,0 encouraged to see that data collected

through this review

and disclosure requires..

Review Organizations.

111 have the same confidentiality

ther data collected by Peer

Requiring each review organization to develop a beneficiary

outreach program is 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/Ch7 review program.

From our perspective there are serious flaws in the

p:an for focusing review he sequence of a Ivities

required under the RPPJ scope of work, and some omissions in the

review categories.

First, we are distLessed to learn that decisions abort the

level of medical record review will be based on the review

organization's 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 not consistent with HCFA's methodology for reviews of

hospital care under the prospective payment system or in keeping

with Congress' intent that the review program emphasize patient

outcome assessments. We ha,,e reviewed audit reports from several

HMOs that were Judged to have inadequate and ineffective quality

assurance programs even though these programs met HCFA's

standards at the time a risk contract was atoned. G'en this

information plus the vagueness of review criteria in the scope of

work, we do not have confidence that a structural review of
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Internal quality assurance program is 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 if 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 be included in the basic review

protocol during the first year of the review contract. This is

essential in order to\establish a comprehensive baseline on all

HMOs. We believe that defensible decisions about different

review levels can and should be made only after comprehensive

performance data has been compiled on all HMO's and CMPs for a

year. This approaqh is, in our opinion, in keeping with

Congress' ','ant for an F"0/CMP quality of care r-view program.

An approach that targets 0eviews based on HMO/CMP performance

data is preferable. We indicated 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 not confident, however, that

the sequence ,f activities included in the scope of work will

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

Third, we are disappointed that the scope of work does not

clearly delineate activities that will yield data on access

problems wihin an HMO/CMP. With the exception of requiring

r views of complaint files, the relew protocol relies solely on

medical records for data on quality, access, and apbropriateness

of care. We question wFether this is adequate to capture

information on barriers to care that prevent members from gettins

care at all. We believe a sur-4 HMO members w'o have not

ased any service's during a calendar year period may yield useful

information aoout access problems. We are also disappointed to

learn thaeXeviews of non-tram:a.. hospital admissions through the

emer7ency ream have beer. eliminated from the review requirements.

Analysis of this data would provide a useful indicator of access

and quality problems.
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He'hope Congress and HCFA will work together with beneficiary

representatives as the HMO quality review program is implemented

and changes are made in the scope of its activities.

HMO/CMP Marketing and Enrolment Practices

He continue to receive complaints from throughout the nation

regarding the marketing practices of HMO- Of particular concern

are membership enrollment procedures that serve as a screening

device for prospective members who ate not healthy. Enticing

prospective members 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 in-person

visit to the HMO's office or medical center -- all of these

practices can be viewed as an attempt to identify 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 MCFA's review of an HMO's printed marketing

materials and advertising campaigns is inadequate to identify HMO

procedures that screen out less-healthy beneficiaries.

In addition, consumers have complained that some HMOs will

not provide their list of providers or their membership rules for

examination before a beneficicry 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 Insolence Departments or Attorney

General's consumer protection divisions.

He urge HCFA to expand its enforcement activities regarding

HMO/CMP marketing and enrollment practices. Specifically,

- HCFA should establish minimum standards for written

marketing membership materials. These standards

should be developed in consultation with beneficiary

representatives and language experts to determine how to

reduce potential misunderstanding, by clear and 'omple

explanations of problem areas such as ock-in*,

disenrollment, and access to services.
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In communities where English is not the primary language

for more than 5% of the eligible popu'ation, HCFA should

require HM0s/CMPs to provide written marketing materials

that have been t-ahslated into relevant language.

- HCFA should require HM0s/CMPs to make its membership

rules available for examination be prospective

members in advance of joining.

Medicare Contract Terminations

When HMOs/CNN) terminate their contract with M.dicare,,

enrollees involuntarily must make ocher arrangements for health

insurance. As of the end of 1986, termination of 10 contracts

required 23,650 beneficiaries to enroll in another HMO (an option

in four communities), subscribe to Medicare supplemental

insurance, or pay cut-of-pocket the Medicare deductibles and

co-payments Our: the costs for services not covered by Medicare.

Federa regulations currently require HM0s/CMPs to give

beneficiaries 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 oc

the waiting periods for coverage of pre-existing conditions. The

majority of Medicare supplemental policies have at least a

6-month exclusionary period for coverage of pre-existing

conditions. 0, ). current Medicare contract termination

notification requirements it is impossible for enrollees w th

health problems to avoid a gap in coverage if their decision is

to subscribe to Medicare supplemental insurance.

We recommend that contracts with Medicare should be amended

to require HM0s/CMPs to pay enrollees' costs for treatment of

Medicare-covered pre-existing conditions during the period

between contract termination and the end of the supplemental

insurance policy's exclusionary period for pre-existing

conditions.
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Coordinated Open Enrollment

Section 2350(a) of P.L. )8-369 (the Deficit leduction Act)

requires HCFA to establish,, for geographic areas served by more

than one HMO en-olling hedicare beneficiaries, a single 30-day

period each year during %'ich all HMOs must allow open

enrollment. The statute permits a three year period to 4mplement

this requirement. HMOs nave opposed this -equireh nt, and to

date we have . " seen a draft regulation from HCFA.

We bet :ye that the coordinated open enrollment requirements

could help resolve some of the problems regarding coverage of
pre-existing conditions encountered by benefi.iaries when an HMO
chooser to tt-^inate its contract with Medica e. Given the fact
that HCFA currently contracts

with many HMOs on a calendar year
basis, and intends to eventually

have all HMOs with risk

contracts on the same contract
cycle, it appears that some of the

operatioLal problems cited by HMOs have been eliminated.

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

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

Two-Tier Health Care Delivery Systems

Last fall Medicare members of one California HMO were

notified that th. 040 was
terminating its contract with certain

providers. Members wh, were receiving
health care from these

providers were told that they would have to receive care f.om
different phy 4cians and use different medical centers. These
members subsequently learned that the HMO's employer-Sponsored

groups were permitted to continue
getting care from the original

provider groups.

While we do not believe this
practice of two-tier health care

delivery is common among HMOs with Medicare contracts,, even one
instance is troubling.

Long-standing members of this particular
HMO were forced to .,hangs phys:cians

and use medical facilities

that were not as close to their homes. The change has also

caused confusion and hostility am , HMO members.

HMOs should not be permitted
1 deny access to certain

providers for their Medicare
members while permitting their
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commercial members to continue getting care. We suggest that

HCFA amend their Medicare contracts to
explicitly preclude this

practice.

premium Increases/Financial Disclosure

Since 1985, many HMOs wits Medical'. contracts have sharply

increased their premiums, added member copayments for office

visits, and eliminated such benefits as prescrirtion dr'q

coverage. The effect of these premium increases and benefit

c,Ner.e. do not appear to be extreme when considering aggregate

data on all HMO risk contracts from the Office of Prepaid Health

Care. However an analysis of changes in premium and benefits

within zero-premium and low-premium HMOs that have contract.d

with Medicare .ince mid-to-late-lt '5 shows the economic effects

on their Medicare members are to be far more serious.

As of December 13, 1985, 16 of 90 HMO risk contracts charged

no premium. A year later, three of these HMOs had cancelled

their contract with Medicare, and four had added premiums ranging

from $21.38 to $40.00.

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

enacted by the vast majority of H..gs charging a premium at or

below $15.00 in late 1985. As of December 13, 1985, thirteen

HMOs charge,' premiums beuwsen $2.09 and $15.00. By the end of

19?6, only two of these HMOs held their nremium conSiant. Ore

HMO increased its premium by 331; premium increases for the other

ten 10.0s ranged from 951 to as much 8C9%.

In addition to these dramatic increases in nemiums many of

thee, HMOs changed their benefit package. Two plans dropped

pre 'l'tion drug coverage, two ae.ed a copaynent for

physician .ervices, one plan eliminated its high option package,

and threa plans eliminated coverage for isreventive care.

Perhaps these price increases are justified. However,

beneficiary repro entatives has beer unsuccessful in efforts to

determine whether these premium increases and benefit changes are

reasonrhle based on the HMO's cos' for seeing Medicare

beneficiaries. HCFA's requirements for HMO 'financial reporting

90
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focus on financial solvency; data on profit and loss is

considered pro, information and is rot 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 premiums substantially after they

have a captive market. This practice should not be tolerated or

condoned. More is at stake for beneficiaries then simply the

amount spent each month for HMO premiums. Por beneficiaries who

cannot afford a premium increase of $15 - $30/month,

resubscribing to their previous Medicare supplemental insurance

policy may not be simple or even possible. Many supplemental

policies will not permit resubs,ription after a policy has been

dropped. Many employers will not reinstate coverage in their

retiree health benefio. grogram if the retiree voluntarily

dropped o.t to join a lo-cost HMO. ;Virtually all Medicare

supplemental insurance pal! .es have a waitirg period for

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

We urge Congress to closely examine the eAtent to which

premiums have increased over time for :th-..ere benei,ciaries in

HMOs. 1r addition, we request that Congress consider a ceiling

on annual ,remium increases for Medicare benefits packages,

Consumer Information

Prospective HM(' :tethers need at least a description of

benefits, health care delivery eyrm, and the costs of

membership. In addition, information A'thut HMO/CMP

administration and oper.tion, .rests and financing, and quality is

necessary. ConsumeLs should be able to identify whether the HMO

is a publicly-held poration, a private investor-owned

corporation, or a non-profit corporation. Information should be

available about the HMO/CMP's structure (i.e staff, group,
network or IPA-model health plan), and the :Is ure of its

subcontracts for specialt/ care, home health services, hospice

care, and other support sorvives. info :nation should indicate

which dep.rtsent in the ),M0 is res2onsib..3 for controlling

payment for subcrtracted services. Pror?ective members .hould

also be able to receive complete information
about enrollment and
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dioenrollment practices and the amount cf time required to

complete both of these procedures.

We urge the Health Care Financing Administration to allocate

federal fulis for the development of local or regional consumer

Information programs about capitated health plans. The

Association urges HCPA to develop specifications for a .aiform

health service information data base. In areas where HM0s/CMPs

a:e serving Medicare beneficiaries, HCPA should contract with

consumer groups or Agencies on Aging for the compilation and

dissemination of consumer information.

HMO Staffing

HMOs traditionally have provided health care to

employer-sponsored groups of working people. HM0s/CMPs are not

required tc hire staff with training in geriatric medicine, or to

provide in-service needs of older patients. Federal law and

regulations do not require an HMO/CMP to designate staff or

telephone lines axpressly to serve their Medicare members.

Regulations pertaining to Medicare certification of FIMOs/CMPs

should require health plans to tailor their health system to meet

the needs of older\atients. We realise the application of this

requirement will cry depending on the structure of an nmoAr P.

At minimum, RMOs/CMPs sl. uld be required to hire case managers

with special training in the medical and social service needs of

older patients:\, At minimum, the HMO/CMP should provide

In-service training about the aging process for medical and

support staff who vtll be serving b_dicare be !iciaries.

1040o/CMPs should be required to hire medical staff with specialty

training in geriatric medicine, or have such expertise available

for consultation. Capitated health plans should be required to

provide an office or r 'elan specifically responsible for

resolving 7roblems of Medicare beneficiaries.

Conclusion

geneficis y representatives call upo Congress to enact the

following changes in federal law and regulations pertaining to

HMOs and Medicare:
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o Require uniform and map._ ensive reviews of HMOs

during the first year of the quality review

program. Target reviews only after all HMOs have

been reviewed uniformly. Increase review

activities to identify access to cans problems.

o Strengthen oversight of HMO marketing practices.

o Revise contracts between HCFA and HMOs to require
6 HMO to pay member's costs for treatment of

Medicare-covered pre-existing conditions during

period bet
a contract termination and end of

supplemental insurance policy's w sting period

for pre-existing conditions.

o Require implementation of regulation on

ct Tdinsted open enrollment in areas where there

is more then one HMO with a Medicare contract.

o Add language to HMO/Medicare
contracts prohibiting

decisions to deny access tc certain providers for

Medicare beneficiaries while maintaining access to

these providers for other subscriber gr:ups.

o Require realistic pricing of benefit: package for

Medicare h .ieficiaries.

o Require HCFA to allocate federal funds or el

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 eluded me that they invite them to dances to see
if they're htalthy enough to dance. We had one in Florida where
they invite ti.!em 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 yr' very much, Mr. Chairman. As noted, I am
Robert M. Crane, vice president, Government Relations, of Kaiser
Foundation health Plan Inc. I bring the regrets of Robert Erickson
who had planned to be with you today to testify and was not able
to do so.

Kaiser Foundation Health Plan, its 11 subsidiaries, Kai; er Foun-
dation Hospitals and 12 independent medical grou.r.s comprise the
Kaiser Permanente Medical Case Program. The program provides
health services on a prepaid, direct service basis to over 5 million
members in 16 States and the District of Colo- lbia. We have been
serving medicare beneficiaries since medico ; 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 10, southern California, hopes to have one
signed by the end of this month.

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

At the sere 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 --ied to be made to
attract and retain quality organizations to tit ask contract pro-
gram.

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

First, improve the adjusted average per capita costAAPCC
methodology. The current AAPCC methodology does not adequate-
ly explain or conipensate for beneficiary 1;sk. It is important that
Congress and HCFA place high priority on improving it.

Second, promote understanding of and stabilit; in the Hivi0 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,

9 4
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assumptions and details in the methodology are understood by all.Accomp:ishing this may require statutory change.
Third, insist upon strict application of the 50/50 rule. We believethat only HMOs or CMPs that are attractive to the population atlarge should be offered to medicare bencficiaries.
The 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. Wewould urge a review of HCFA staffing levels to assure that staff isadequate to perform the monitoring responsibilities of the growingnumber of risk contractors.
Fifth, evaluate and refine the quality assurance mechanisms.The methodology that will be employed under PRO review hasnever beta tested. It is important that it be carefully evaluated asit is implemented. Because the state of the art of reviewing qualityin HMOs is still in its infancy, it is important to encourage diversi-ty in approaches to this task. It is also important that externalreview 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 aregood. Working together, the government and the industry can solvethe issues that I have raised. A growing number of our elderly citi-zens can and should have an HMO option. However, capitation isnot a parricea, but should be seen as one alternative for paying foicare 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'll come back with questions. I'm extremely interested inyour methodology points and if Kaiser has done any studies thatcould be helpful to this committee regarding that, we'd love tohave them.
Our next witness is Kathryn Langwell, Senior Economist ofMathematica Policy Research here in Washington.
Please proceed.
[The prepared statement of Mr. Erickson follows:]
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PREPARED STATEMENT OF ROBERT J ERICKSON. SENIOR VICE PRESIDENT

AND GENERAL COUNSEL, KAISER FOUNDATION HEALTH FLAN, INC

Mr. Chairman and members of the Committee, I am Robert J.
:rickson, Senior Vice President and General Counsel of Kaiser
Foundation Health Plan, Inc. I am accompanied by Robert M. Crane,
Vic.) 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 Program is an economically self-sustaining orpanized
health care delivery system that provides health services on a
prepaid, direct service basis to over 5 million members in
California, Oregon, Washington, Hawaii, Ohio. Colorado, Texas,
Marylrnd, Virginia, Connecticut, Hew York, North Carolira,
Georgia. Kansas, Missouri, Massachusetts, and the District of
Columbia. Our Health Plan members receive services through 7.3 of
our own hospitals, more than 140 medical office x0Cations, 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 gc ,p practice

prepayment plans (one of the HMO prototypes) 3 basis consistent
with the way in which they were paid for non-M,licare 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 Medicare
beneficiaries have been Health Plan nerbers through much of their
working lives and have chosen to continue their Health Plan
membership in retirement.

Kaiser Permanente is committed to serving the Medicare
population and expects it to be a growing percentage of our
business in the years ahead. It is because if this commitment
that since the early 1960's, we have advocated that Medicare adopt

a method of payment for prepaid group practice plans and other
HMOs that is consistent with the manner in which they are paid for

non-Medicare members.

It was not until two decades later with the passage of the Tax

Equity and Fiscal Responsibility Act (lEFRA) of 1982 that this

goal was realized. The risk contract program established by this
legislation was designed to benefit each of the participants.
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
Medicare A and B benefits to Medicare beneficiaries adjusted for
expect Medicare utilization. The benefic-ery receive. a benefit
from selecting the HMO in the form of increased benefits or
reduced costs that result from the HMOs more efficient operation.

Kaiser Permanente participated in the demonstration effort
that showed that this system of payment for HMOs would work. In

1978 our Northwest Region, headquartered in POrtland, Oregon,
became one of seven Medicare demonstration contractors to test the
reasibility of increasing enrollment Of Medicare beneficiaries in
HMOs. This effort demonstrated the ability to attract a
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, a low annual cancellation rate, and indicated
excellent member acceptaAce.

With the implementation of the risk contract piogram in 1985,
a number of ou- other Regions have signed risk contracts and begun

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
enrollment 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 members without the 2-for-1 limitation, weexpect our risk contract membership to increase several fold
before the end of the year.

Medicare members have been fully integrated into the KaiserPermanente Program. In addition to receiving Medicare A and Bbenefits, risk beneficiaries receive
preventive services, suet as

routine physical examinations, examinations for hearing and vision
and most immunizations and hay, no deductibles and no or modest
copayment amounts. Six of our c itracts provide risk
beneficiaries with an outpatient drug benefit, two provide
eyeglasses as a benefit and one includes hearing aids. Our recent
surveys and disenrollment figures indicate on ongoing high levelof satisfaction among these members. Recent surveys in Oregon
showed that only 1.3 percent of the Medicare members expressed anydissatisfaction u'th the plan.

However, statistics only tell part of the story. It IS 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 met :al offices for an initial
visit with a shopping bag full of drugs 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 chronic health problems
who for the first time visits a physician without worrying aboutthe financial consequences. These examples are just several of
thousands that could be described to underscore the fact that
Medicare beneficiaries continue to benefit significantly from
enrollment under the risk contract program with group practice
payment plans and other 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 there are
problems of this 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 abuse, the IMC situation
underscores the need for more vigorous monitoring of problem HMOs
or CMPs and more decisive action when current rules are not
followed. For example, the rult requiring that 50 percent of a
participating plan's enrollees be persons who are not covered by
Medicare or Medicaid should be waived only in very unusual
situations.

There are deficiencies in the Medicare risk contract program.
Many HMOs are eacerned about the level and stability of payment
over time. Ye -to-year fluctuations in the AAPCC at the county
level are makizi planning difficult. Concern about payment
adequacy has already led several risk contractors to decide not torenew contracts. Indications are that the number of such HMOs
will increase unless there are improvements in the payment
methodology. In additiot some plans are concurnei that the new
Quality Review of risk cuacractors may not recognize the
differences in HMO medical practice styles and may be
unnecessarily complicated. T'is may create barriers to HMO
participation in the Medicar risk contract program.

However, our assessment of the current situation is that a
major ovorhall of the risk contract program is not necessary andwould be counter-productive. Rather continued fine tuning is
needed combined with continued and improved administrative
oversight. More specifically, we see the following as necessary:

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

The AAPCC represents the fee-for-service equivalent of
providing care to non-HMO enrolled Medicare beneficiaries in a
geographic area. While this methodology appeared adequate to
begin the program, it is increasingly clear that the age, sex,
welfare and insti.utional factors included in the AAPCC do .iot
adequately explain or compensate for beneficiary risk. I', is
important itat Congress and HCFA place high priority on improving
this methodology. To accomplish this, efforts should be
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undertaken to advance the "State of the art" so that HMOs will
have the assurance that participating in this prigram will provide
fair reimbursement. This is necessary to assure government
savings, HMOs continued participation, an that the member is
properly rewarded for selecting a prepaid plan. There are a
number of risk adjustment methodolcgies that deserve more critical
evaluation and demonstration. These involve direct measures of
health status, such as perceived health stat..s measures and
functional health status measures, as well as 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 cooperative agreement by the Health Care
Financing Administration in late 1985 to develop risk adjustors
based on plan Ambulatory and inpatient 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, assumptions, and methodology for its
development are not well known or understood across the industry.
This 'black box' approach leads to much uncertainty about what may
happen to payments in the future. Second, changes can now be made
in the method or 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 a 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
0:cord 50 percent of a plan's total enrollment except in rare
instances. This rule was established so tb-t HMOs and CMPs would
have to meet a market test. They would h to be organized and
operated in ways that are attractive to er.Aoyers 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 prograi. We have learned

Flom the IME situatio^ and earlier, in the Southern California
prepaid health plan au.. Ada's, that not following this rule
frequently causes problems. We believe that if the HMO or CMP ix
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 rink contractors has increased dramatically over
tne last two years. There has not been a comparable increase in
HCFA's management staff at either the Regional or Central Office
level to oversee these 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.

5. 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 assurance activities
in HMOs and efforts monitoring thosa activities. We ,.so
recognize the legitimate interest of government and others in
external review and that such r. iew, oroperly structured, can be
salutary. We do have concern about tne methodology that will be
employed under the PRO review. It is structured on the review
model wh PROs have used to monitor utilization within hospitals
and it was not tested prior to national implemontation. It is
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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 efective 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 internal
activities. Congress should carefully monitor the evolution of
this process and require structured evaluation of whether the
methodology employed is having its desired affect. At the same
time, it should encourage alternative approaches in this extremely
important area.

Mr. Chairman, to conclude, we believe that the fundamental
concept of a risk contract is sound and extremely important tomaintain. 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 HMOs 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 a significant number of our senior citizens have the option
of joiring a prepaid group practice or other HMO of good value and
sound quality.

99
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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. LANGWELL. 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, providers and
third party payers.

Capitation payments and HMOs have been widely promoted 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 t,o 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
served 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 an 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 eligible 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 banters 4Y.:1 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 HP% Medicare
HMOs offer an alternative delivery system that may i. tprove 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 pravide results on the nature, extent, and
the underlying causes of biased 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. But I strongly recommend that no changes in the
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methodology be made before these results ars 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 z cognized by HCFA, the HMO industry
and by Congress, and many of them have been and are being ad-
dressed.

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 themedicare population before expanding medicare enrollments fur-
ther. in that' sense, the IMC situation is an aberration among the
early HMOs in this market.

My observations and those of others suggest that the program
could operate somewhat more smoothly for beneficiaries if informa-
tion dissemination was improved. Particularly, the relatively high
disenrollment rates that we've observed in the first few months
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-tinuing to pay or that insuramce a year or more after joining.

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 tojoin 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 programs . in medicareHMOs, the demonstration ones, shows that what someHMOs 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 reporting 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 tobe 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 acct.ss to care or because
they prefer a case managed style of health care delivery.

Thank you.
[The prepared statement of Ms. Langwell follows:)
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KATHRYN M. LANGNELL, SENIOR ECONOMIST, MATHEMATICA POLICY RESEARCH,

WASHINGTON, DC

During the past decade, I have been continuously involved in

research on the market for health services. The effects of competition on

health care costs and the role of HMOs in changing the competitive

environment has been of particular interest to us, beginning with my

participation in the American Medical Association's National Commission on

the Cost of Medical Core and contin ng thr 'eh over dozen research

studies and my current position at Mathematics Policy Research as Project

Director for the National Evaluation of the Medicare Competition Demo

strations being conducted for the Health Core Financing Administration. My

participation in this hearing is as a researcher with extensive experience

in examining the structure and performance of the market for health

services and the effects of increasing competition in that market,

principally through the development and expansion of HMOs and other

alternocive financing and delivery mechanisms. I would like to emphasize

that my testitarny represents only my own views and not those of Mathematics

Policy Research or of the Health Core Financing Administration.
While I

draw upon results of completed research from theEvaluation of the Medicare

Competition Demonstration to address issues, work that is currently

underway is not disen4aed except to mention that these future results may

be very useful in ongoing policy deliberations.

Based upon the vesting evidence, I believe that capitation

arrangements and case management offer the best hope for improving

financial access to appropriate quality health services for beneficiaries

covered by public programs, within an environment that requires cost

constraint.
The unexpectedly rapid growth of the neuxcare MO program

suggests that Medicare beneficiaries are responding to the opportunity to

improve Melt benefits and reduce their financial liabilities for he,lth

care. The substantial participation of HMOs in the program (over 25

percent of all HHOs) indicates that the HMO industry, also, believes that

this is a viable option -- at least under current terms. Whether the

program saves money for the Government in the short-run is uncle.;

however, the longer -rnn effects on the Medicare market may be sufficiently

desirable that some level of short-run coats may be warranted.

While the impleseotation of the TEFRA WHO program has not been

uneventful, it's reasonable to expect that any new program will encounter

unanticipated situations during its ear'y years and that p.ocedures will

work Smoothly only after soma experience has been gained. With two years

of operational experience to draw u,on, this is a good time to review that
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experience and determine whether additional changes would result in a more

smoothly operating program.

In this paper, I have foamed on three issues that, in 117 opinion,

are critical for evaluating the performance of the Medicare HMO program sod

other future capitation initiatives:

1. no Medicare beneficiaries benefit from the program?
-- Is financial access to care improved?
-- Does having choices increase the availability to

Medicare beneficiaries of satisfactory health care
arrangements?

- - Is quality of care maintained?

-- Is there an effect on continuity of care and
financial vulnerability?

2. Does the Medicare HMO program save money?
Is biased selection an inane?

-- To what extent do HMOs save money through case
management, negotiated discounts, physician
incentive arrangements, and other mechanisms?

-- If most HMOs generate surpluses greater than 5

percent plus "profit", should the Medicare program
-- rather than Medicare beneficiaries only -- obtain
greater financial benefit from these savings?

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

3. Is the Medicare HMO program operationally feasible?

We don't have the l answers to all these questions yet, but the evidence

on many of these issues is beginning to become available. I'd like to

briefly review, in this paper, what we do know about these issues and what

we will knew soon as current research it progress is completed.

IMPACT ON MEDICARE BENEFICIARIES

Financial Access

The Medicare program pays 75 percent of all Medicare-covered health

care expenditures and 48 percent of total health care costs incurred by

benficiaries.1 To avoid incurring substantial liability for out-of-pocket

costs, over )0 percent of Medicare beneficiaries purchase supplemental

insurance. MPR's survey of Medicare beneficiaries enrolled in HM)s found

that expectations of lower out-of-pocket costs o' obtaining heath

services was the primary reason for enrolling in sn HMO for over half of

respondents; another 20 percent indicated that the expanded benefits

available through the HMO were the pr'mary reason they enrolled (Brown et

al 1986). Table 1 summarizes the expanded benefits offered by TEFRA HMOs a

year after implementation of the program. These benefits are provided, in

most 1010s, with only minimal cost sharing and no deductible. Over 85

'Medicare does not pay for preventive care, prescription drugs,
routine vision Ind hearing services, or most long tern Care. Cons -uently,
Medicare bene'iciarie total out-of-pocket liability in 1984 was Si 4., or
14.6 percent of income (Lave, 1986).

11) 3
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percent of these HMOs charged presium of less than $38 per month in

1985. C80 has estimated that the average monthly prestos for a medisap

policy in 1988 will be $49.80, for benefit package that is less

than that offered by most HMOs.

TABLE 1

Percent of TEPRA1 risk plans offering
expanded benefits as part of either a basic or

generous

high option plan: United States, March 31, 1986

Benefit

Percent of plans
offering benefit

Extended hospital days 79

Extended skilled nursing Y.:alley days 41

Preventive care 86

Drugs
Eye car. 69

tar care 3,

Dental Care 14

Extended mental health can 34

Other additional benefits 34

ITax Equity and Fiscal leszoneibIlity Act of 1982.

NCI: 'Expanded' benefits mean benefits that are beyond those normally

no ered by standard Medicare.

SWIM: Office of Prepaid Operations: Prepaid Contract Status Report,

March 31, 1986.

A recent study of enrolled. in Medicare HMOs also suggests that

financial access to care is improved particularly for beneficiaries who ate

most likely to be unable to afford health care (Brown and Longwell, 1987).

Beneficiaries who are poor but not Medicaid eligible, who do not have

Medicare supplemental coverage, and who do not haves regular source of

care were found to be four tines more likely to join a Medicare HMO than

were other beneficiaries.

The evidence suggests that rose Medicare beneficiaries may have

improved financial access to care as a result of the Medicare 8110

program. Whether the improvement in financial access leads to increased

utilization of health services, however, has not yet been demonstrated.

The recent Rand study of cease to care for low income beneficiaries in one

HMO indicates that some Medicaid benef. sties encountered barriers to

access within the HMO that were difficult for them to sursount. A Study

being conducted by Medical College of Virginia under Mathesauica Policy

Research's evaluation contract is examining beneficiaries' experience with

HMO access barriers, based upor interviews with enrollees reporting

symptoms and the response of the HMO to the enrollee's attempt to obtain

services. Results of this study are expected to be available in early

1988.

J1)4
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Satisfaction

Those Medicare beneficiaries who join HMOs are significantly less

Ilkcly to have had a regular physician before joining the HMO and, if they

did ha,e regular source of care were significantly more likely to report

dissatisfaction with aspects of fee-for-service care, includin.:

o professional competence

o willingness to discuss

o courtesy

o emergency care

o difficulty of filing Medicare and insurance claims

o costs

Overall, only 69 percent of enrollees reported that they had been satisfied

with their previous fee-for-service source of cs.e compared with 86 )ercent

of Medicare beneficiaries who did not enroll (Brown and Langwell 1986).

The availability of the Medicare HMO option offered these less satisfied

Medicare beneficiaries an alternative financing and delivery system that

may result in an increase in their overall level of satisfaction with

care. Mathematics Policy Research ana Medical College of Virginia are

analyzing enrollee and nonenrollee interview data to determine the effect

of HMO enrollment on satisfaction, overall and by type of satisfaction.

Results of this study will be available in the Pall of 1987.

Quality of Care

Ensuring quality of care is an important issue in all health care

policy deliberations. This is especially a concern when health police

changes are expected to affect highly vulnerable population groups. The

concerns about quality under capitation
arrangements is appropr.ate since

the financial incentives of ce cation could distort practice decisions of

physicians.
However, concern about quality should be equally great under

fee-for-service arrangements. Physicians who face financial incentives to

provide more than the optimal care may increase Medicare beneficiaries'

exposure to iatrogenic illness and nosocomial infections,' as well as

increasing out-of-pocket burdens on beneficiaries and costs to the Medicare

program.

'Haley at al (1985) estimate that 5.1 percent of hospital
admissions develop nosocoalal infections. If Medicare beneficiaries are no
.ore vulnarable to nosocoalal infections than the under 65 population, this
infection rate suggests that 274,000 of the 4,799,000 hospitalized Medicare
beneficiaries developed nosocomial infections in 1984.

1 n 5
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Most of the physic" providing care to Medicare beneficiaries

enrolled is Medicare IDSOs are fee-for-service providers, also. In fact, In

the Medicare Competition Demonstrations, 23 percent of enrolled benefi.isries

surveyed had joined the 1062 vithoJt changing their primary physician. It

seems unlikely that fee-for-service physicians will choose to provide

distinctly lover quality services to their UM patients than to their fee-

for--prvice patients.

The critical question is whether Medicare bemdflciaries are

receiving care of appropriate quality whether they obtain care frog fee-

for-service providers or from HMOs and other capitated arrangements.

Practice patterns vary enormously around the country without necessarily

implying that quality of cars is better or worse in wish use areas than in

low use areas. In fact, the desirability of capitation rests on the

assumptions 0ar:

1. There are variations in practice patterns of pl.oicians
that are the result of custom or uncertainty rather
than quality differences.

2. Existing practice patterns can change if physicians are
better informed, administrative rules are put in place,

and/or economic incentives are offered.

3. Physicians respond to administrative rules and economic
incentive,, but do not respond no strongly that quality
of care is diminished.

Ideally, Medicare HMOs would enhance quality of care by providing case

management that ensures coordination of services and reduces provision of

unnecessary services that say be associated with istrogenic illness and

nosocoaisl infections. Provision of preventive services and reductions in

financial barriers to access should also improve the overall quality cf

care to enrollees -- especially for those with low income, withiut Medicare

supplemental insurance- and with no regular source of care prior to joining

the Medicare HM0.1

Having cited the potential quality advantages of Medicare HMOs and

expressed sy view that quality ccecerns are equally appropriate for fee -

tor-service reimbursed care, 1 will add that since the Medicare HMO program

is new, it warrants special attention to ensure that all Medicare

bJneficiarkts who are interested in the program can join an HMO that is

meeting established standards for monitoring and responding to quality of

care concerns and that is subject to independent, external quality review.

As part of the Evaluation of the Medicare Competition Demonstration,

the Medical College of Virginia is conducting study of the quality of the

11n the interview saaple for the Evaluation of the Medicare
Competition Dettonstrations, 23.5 percent of Medicare HMO enrollees said

that they did not previously have regular source of care.
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nrocess of tare in sight Medicare HMOs for basic care, including diabetes

and hypertension eanageeent, tolo-rettal canter, and congestive heart

&allure. Data are being colleeed from HMO medical records and from fee-

for-service providers' medical records in the sass market areas. The

results of the analysis, which will be svelable in Spring 1988, will

provide evidence, for the first time, on the comparability of care provided

to Medicare benefciaries in Medicare HMOs with the care available to them

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

Continuity of Care and Financial Coverage

Unlike the employed population chat must ordinarily make one

decision annually about their health insurance arrangements and then be

-locked in until the next year, Medicare beneficiaries can move into and

out of Medicare HMOs with notice only days weeks in advance. This

freedom to enroll and disenroll provides beneficiaries an opportunity to

try out the HMO and, if they dislike aspects of the system or care

provided, to resume their previous health care arrangements. The dis-

enrollment provisions of the Medicare HMO program provide "safety valve'

for beneftclarles and for the Medicare program.

Although annual disenrollment rates from Medicare HMOs appear

high,' there are no comparable data for other population groups since open

disenrollmen isn't an available option. It's also useful to point out

that among the disenrollees surveyed in the first half of 1985 by

Msthwatica Policy Research, 26 percent had disenrolled in order to join

another Medicare HMO.

Toe recent study of 1964 and 1985 dmenrollment fro, Medicare

demonstretion HMOs (Drown at al. 1980 reported that;

o A relatively high proportion of Medicare beneficiaries
(45 percert) dimnrolled in the .nitisl three months
after enrollment. This pattern suggests that HMO* were
failing to adequately Inform potential enrollees of the
'lock-ie feature of the plan and other aspects of HMO
practice that may be noappealing to aome beneficiaries.
It is also possible that disenrollment in the first
month may reflect high pressure marketing practices that

persuade beneficiaries to join who then, on ref lectiug,
decide to cancel their enrol leant.

o Beneficiaries who appear more likely to be high users of
services (e.g. older, reporting a health problem) were
more likely to disenroll and this pattern appears to be
consistent across plans and markets. High users have
more etcounterr with the MN) delivery system and,
hrefore, may more quickly identify
'ssatisfaction. Those beneficiaries who have "tastes"

for high u.t -- irrespective of health statue -- may
resist case management pressures. In addition, this
finding suggests that disenrollsents may lead to a more
favorable selection in HMOs.

'grown et al. (1986) found a 22.9 percent disenolleent
rate amongbeneficiaries, who enrolled in 17 of

the demonstration HMOs between January1984 and January 1985, over the 12 month period following
their date ofenrollment.

1117
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o Disenrollment rates differed greatly across HMO plans,

from a low of 4 percent to high of 39 percent.

If disenrollment rules offer safety valve for dissatisfied

Medicare beneficiaries, high disenrollment rates say indicate some degree

of disruption in continuity of care and some degree of financial exposure

for benef icier'.. vho cancel medigap policies upon joining the 1040. Over

75 percent of Medicare beneficiaries who enroll in HMOs report having had

private insurance prior to enrollment. Those who cancel that insurance say

experience gaps in insurance coverage if they disenroll from the 10 M3

Analysis of interview data from the Evaluation of Viz Medicare Competition

Demonstrations (Longwell 1987) indicates that approximately one of three

previously insured HMO enrollees has continued to maintain that insurance

over year after joining the HMO. While some (23 percent) retain insur-

ance because they receive it as retirement benefit without cost to them,

nearly 20 percent Indicate that they maintain the coverage because they are

uncertain about staying in the /010 or because they thick its worth paying

the premium to have the security of extra coverage. With Medicare

supplemental coverage estimated to cost nearly $50 month in 1988, some

Medicare beneficiaries are paying a high ?rice to protect themselves

against the possibility of financial vulnerability if they choose to leave

the HMO. Other beneficiaries who cancel their insurance after enrollment,

however, may encounter high out-of-pocket costs for services they require

after leaving the HMO, but before they can enroll in another private

medigsp program. the catastrophic proposals under consideration by

Congress may reduce the extent of financial vulnerability of disenrollees.

Even so, an information dissemination prograr designed to assist HMO

enrollees to understand their insurance situation may be warranted.

FINANCIAL IMPACTS ON THE MEDICAR4 PROGRAM

Health maintenance organisations and case management may represent

an opportunity to increase financial access to appropriate quality care to

Medicare beneficiaries while containing costs to the Medicare Program. If

so, the Medicare program, Medicare beneficiaries, and HMOs that Participate

in the Medicare program may all benefit from this expsne.on of choices

within the Medicare Program. 11e limited evidence available for the under

65 population suggests that HMOs do cave money primarily by reducing

hoapita. use. Most o: the studies from which these findings are drawn,

however, are based on the experience of s handful of well established

atypical (for 198)) HMOs. Between 1926 and 1986 the number of HMOs in the

U.S. Increased from 236 to 595 with the number of IPA& increasing most

dietetically ,.om 41 to 345. Enrollment in IPA HMOs increased by over

2,600 percent over the past decade, while total enrollment in HMOs

n 8
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increased nearly 4U0 percent. Al a result of these significant changes in

the HMO industry, II's unclear whe.her past studies of the effect of HMOs

on use and coots of se 'ces are relevant to understanding and predicting

the impact of Medicare HMOr SIsilarily, the cm studies that have

suggested that HMOs have s one tie.. Aspect on costs but do not sloe the

rate of Success. in costs over time are bossed on ..'vdted data from the

1940e and 1910e when the type of HMOs operating were different from today

al, market conditions and competitive pressures were very different.

Even if these changes in the HMO industry and to market conditions

had not occurred, previous studies of the infect of nes on use end coat of

'envies* have not been able to appropriately adjust for the nature and

extent of biased selection. If persons who jon HMOs are systemetically

healthier and/or prefer a low Intervention practice style, then apparent

differences in utilisation of hospital and other services may simply

reflect the differences in health status and 'tastes' of HMO enrollees and

all other persona. There is &leo the possibility that, even if reliable

studies nvre available for he under 65 population, Medicare benefitl

as a group may be different in their propensity to join an HMO.

The conclusion to be drawn from c"s discussion is that it's very

difficult to 'estimate, .t present, the savings (if any) to Medicare fro.

the TEM WO program. In the sections that follow, I will mention a few

specific studies, completed and underwty, chat provide some information on

whether HMOs may save money for the Medicare ...ogres.

***** d Selection

Whether HMOs save money for the Medicare program depends, in great

part, on whether there is biased selection into Medicare HMOs. HCPA pays

HMOs 95 percent of the adjusted average per capita cost (AAPCC) in the

county of resident, for each enrollee -- in 1964 the per capita /Wits!'

reimbursement was 91,974. However, nearly 40 percent of Medicare

benefici do not receive any reimbursements from the Medicare program

each year (Cubits and Prihoda, 1984).
When thee. individuals enroll in an

HMO, HCIA pays the 1840 95 percent of the AAPCC on their behalf. If a

disproportionate number of these 'zero reimbursement' beneficiaries (or low

reimbursement beneficiaries) join HMOs, then the program can be cost

increasing, rather than cost saving.

The nature and extent of biased selection Into Medicare HMOs has

been investigated by Eggers (1980), Eggers and Prihoda (1982) and by

,1911) using data for prior use. Their results, for two group

modal 'A and one 1PA from the 1980 Me°'c;re Capitation Demonstrations,

suavest the group model HMOs experienced substantial favorable select' I,

but the 1PA attracted enrollees who were representative of he :ket area.

I.,
n9'
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GAO (1986) reports that mortality rates of Medicare HMO enrollees

are considerably below the age-sex adjust,4 expected rate -- only 77

percent of expected sortality.1 Since anual Medicare reimbursements for

decedents are 6 times es high as for survivors, the lower mortalit" rates

suggest that excessive payments to HMOs say be occurring.

Thus, there is some evidence, though limited, that suggests that

biased selection sty be an use In the Medicare program. This evidence,

however, is inadequate to develop clear policy directions. The Evaluation

of the Medicare Competition Evaluation being conducted by Mathematics

Policy Research for RCM includes study of the nature and extent of

biased selection into Medicare 81405. This study is focusing on 17,000

enrollees in 17 demonstration LIMO. and comparing these beneficiaries to

17,000 nonenrollees in the can market areas. Prior use will be ex/mined

and, using survey data for a sample of tt...,1 beneficiaries, characteristics,

attitudes, perceived health status, and other factors w.11 be considered.

In addition, mortality experience over u two year perInd will be exestned

for these 34,000 enrollees. The results of this study will provide infor-

mation on:

the nature and extent of biased selection into and out

of Medicare HMOs

o how biased selection varies among HMOs and geographic

o the extent to which biased @election and mortality rates

are related

o the relationship between sank t.ng prat. ices and biased

selection

These study finding@ v111 be available in Fall 1987 and will be extremely

valuable for exastning the rate setting methodology end the extent to which

it reflects appropriately differences between Medicare HMO enrollees and

nonenrollees.

Magnitude and Sources of Savings

If Medicare HMOs actually save money, the sources of these savings

are important to understand to ensure that beneficiaries are receiving

appropriate benefits and services and to enable the Government to refine

the payment sethodology. Sources of savint," include:

14 Reductions in utilization of services cospared to Lec-

tor-service levels.

2. Efficiencies in provision of services that are not

achieved by fee-for-service provider@

'Unresolved is the issue of the cause of the difference in

mortality rates. lose portion of the difference sight be attributable to

better access, preventive care, and the different practice styles in Wt..
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3. aegotiated price discounts from providers below fee-
for-service levels.

Through these meehanisse, HMOs may be able to provide appropriate

quality care to beneficiaries at a cost considerably below 95 percent of

the AAPCC.1 If so, then it may be that the Medicare progras could share in

these savings to greater extent than the current payment methodology

allows. 'ever, since HMOs are limited to -profits- on their Medicare

enrollees no greater than the profits they arn on non-Medicare enrollees,

decision that payment levels to HMOs should be reduced will require that

Medicare beneficiaries receive femur benefits, pay greater cost-share.

and /or higher premiums for Medicare HMO membership. Careful consideration

may be necessary to determine tie potential negative effects of this change

on the rate at which enrollment in Medicare HMOs will grow. This is

particularly of concern if, as is discussed in the n,xt section, Medicare

HMOs have a beneficial competitive effect in the Medicare market.

I think it's also worth mentioning that there is considerable

interest in developing methodologies for improving the AAPCC, both to

account for biased selection and for the different utilization natterns

within HMOs. (A recent paper by Newhouse (.986) summarizes the current

status of this activity). Since RUA has undertaken, through its eval-

uation contract with MPS, comprehensive examination of biased selection

and of the impact of Medicare HMOs on use and cost of health services of

enrollees over two year post-enrollment period, I would recommend that no

changes in the AAPCC methodology or level be considered before these

results become available and that testing of the revised methodologies be

undertaken before tontespled changes are finalized. These studies of

biased selection and use and cost impacts will provide a unique

contribution to our currently limited understanding of HMOs and their

financial effects.

Competitive Effects

One reason for introducing HMOs into the Medicare market was the

perception that, in addition to direct savings, the Medicare program might

benefit from increased competition in the markets in which Medicare HMOs

operate. Possible market responses of fee-for-service providers include:

o a greater willingness of physicians to accept assignment
for Medicare claims in order to retain patients who
otherwise might join an HMO

'Observing the generosity of benefits and minimal costsharing
offered by most Medicare HMOs and the relatively low premiums charged to
beneficiaries, it seems obvious that Medicare HMOs are providing all
Medicare benefits for considerably less than 95 percent of the AAPCC.
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o greater willingness on the part of providers to
contract with HMOs at negotiated rates below the
established fee-for-service levels

o the fez:nation by providers of new 1PM and PPOs to
compete wit.. established HMOs

o as more physicians gain experience with HMO practice
patterns, their fee-for-service practice style nay

become more similar to the HMO pattern.

While there is little "hare evidence on the competitive effects of

HMOs, wet studies that have been done were based on pre-1980 experience.

The rapid growth and changes in the HMO industry in this decade suggest

chat cospecttlye effects may be such more substantial today.

DviJence on the competitive impact of the Medicare HMO program is

provided by physicists' willingness to contract with HMOs on terse most

favorable to the lim.T I've been involved in site visits to 30 HMOs during

the last five years focusing, in part, on the nature of financial

arrangeseuts between HMOs and physicians. Of these 30 HM3s. 16 capitate

physicians for office based services and 1 Capitate for referral

physician services aces other ambulatory services. A few HMOs are fully

capitating large medical groups -- including for hospital and other

institutional services. HMOs prefer to Capitate in order to spread their

financial risk to providers. Why are physicians willing to accept this

financial risk/ Medical group adainistrarors with large, well know

medical groups have old se that they do it because otherwise they will

lose patients to the HMO and to the physicians who have agreed to these

terse.

One final consent on competition and the Medicare pr^gram is

useful. Under grant from the Health Care Financing Administration, my

colleagues and I at MPH, with the research its of Medical Croup Managesent

Association, have for the past year been designing a demonstration that

would test the feasibility of HCFA directly capitating large, well

ished medical groups for all Part IS services to be provided to

enrolled Medicare beneficiaries. These medical groups would assume full

financial risk Cur Part IS services and would also accept some limited

degree of risk for Part A services.

During the design phase of the grant, we mailed information packets

to just over 1,000 medical groups that met the minims. size and specialty

mix rout,- 0. It was our expectation that we might receive 30 to 60

responses f.nn inte.,:ted medical groups. Within two months of the

mailing, 125 medi...1 if^ues 12 percent of all medics' groups contacted

-- had responded that they would be interested in participating in a direct

capitation deeonstrstion. Several pointed out that, since they are already

accepting capitation arrangements with HM01, this opportunity could be an

effective mechanism for increasing Medicare patientloads and maintaining

1 1 2
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dirsot control over chop* p tients' treatment.

My conclusion is that there is competition in the Medicare mark.,

r eeeee there just haven't yet quantified lc.
The Medicare HMO propels

is, almost certainly, an important element in that competitive market.

When policy changes affecting the
Medicare HMO progrea are being

considered, it would be sensible
to consider whether these brow:ter effects

will be altered, also, and an what direction.

OPERATIONAL FEASIBILITY

The long con feasibility of the Medicare HMO progras will depend

upon the willingness of HMOs and Medicare
beneficiaries to participate, as

we
upon whether the Government can maintain its

oversight role

satisfactorily without incurring
disproportionately high administrative

costs. The fact that the Medicare WO
program has grown at faacer rate

than was anticipated suggests that both HMOs and
Medicare beneficiaries are

willing to participate in the short run. However, it is clear that changes

in Government management of the program could result in lower participation

in the future.

Any new progrsa tondo to encounter startup problem that, in

subsequent years, are corrected. Critics of the Medicare HMO program have

focused on several issues:

I. Early problem with enrollment and disenrollment

procedures. RCM's awareness of these issues led to
the Cr. eery/ contract which now provides more
ties'. .line system for recording enrollments and
disenrollments.

2. Issues of financial solvency requirements when HMOs
spread financial risk to providers.

3. The IMC deviations from the 50:50 rule.

. Marketing practices and information and appropriate
review mechanisms.

5. Protecting beneficiaries from %ape in Medicare
supplemental coverage and gaps in service when HMOs and
physicians discontinue participation in the program.

6. HMO compliance with requirements for grievance
procedures and appeal rights.

7. Ensuring quality of care.

In this settiner I'll briefly discuss each of these issues and, where

appropriate, suggest sous possible where changes in administrative

oversight could encourage greater participation
and, perhaps, relieve sour

concerns about the progras.

Enrollment end Disenro'leen. Procedures

The current on-lino system used by HCFA to record HMO enrollments

and disenrollments has alleviated many of the concerns asp d during the
early desonstracion period about HCA's ability to operate this aspect of

the progrea.
More recently, however, Senator Heinz has raised the concern

1 1 3
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that sten HMOs may enroll or disenroll beneficiaries without their

rrrrr ness and with potentially catastrophic financial costa
to the benefi-

ciary. Although the Heinz repott provides such anecdotal evidence, no firm

data are available on the extent of the problem. Disenrollment patterns in

several demonstration market areas, and for specific HMOS, ware very high

in the initial two years of the program. On the other hand, of 17

demonstration HMOs, 11 Otis in 8 sarket had disenrollment rates under

12 percent annually while 6 HMOs in 2 market areas had disenrollselt rates

of 20-39 percent. The disenrollaent survey conducted by leit (Tucker and

Langwell, 1987) asked 315 disenrollees from these 17 HMOs why they had

disenrolled. Only 4 percent (6 people) of those who disenrolled within 3

to 9 months after joining said that they
disenrolled because they had never

intended to enroll.

It's unclear whether any administratively feasible mechanism can be

put in place that would permit HCFA to identify cases where beneficiaries

are intentionally falsely enrolled. If the occurrence is as small as our

study would suggest (4 percent of disenrollees, and about 0.6 percent of

all enrollees), .t seems unlikely that any cost effective methods can be

developed to address this issue.

With respect to IMO initiated involuntary disenrollna vs,
HCFA

presumably can retroactively reinstate the beneficiary and require the HMO

to pay all out-of-plan costs inc4rred by the
beneficiary, if it is proven

that the 8110 inappropriately disenrolled him/het.
Substantial financial

penalties night also be applied when .n HMO has exhibited pattern of

inappropriate disenrollment. Again, the evidence does not suggest that

this is a widespread problem and cost effective mechanisms to prevent any

such occurrences say not be available.

Riskspreading and Financial Solvency Requirements

The GAO (1986) report turned particular attention to financial

arrangements between HMOs and physicians in which the HMO transfers

financial risk to the physician for range of services up to and including

all covered services. Solvency requirements apply to the HMO organization,

but not to individual providers who are sharing in 02 financial risk.

Thus, GAO raised the concern that Medicare beneficiaries may not be fully

protected if an at -risk provider becomes insolvent.

There are a wide variety of physician incentive arrangements being

used by HMOs at present (CHAA 1987; langwell et al 1987; CAO 1987).

Table 2 summarizes these arrangements ' J Medicare HMOs. Table 3

susmarizea these arm emeriti; in 10 t Medicare HMOs. While the HMO is

ultimately responsible for the financial obligations incurred on behalf of

enrollees. insolvency of a risk sharing provider could create situation

1 1 4
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Mere beneficiaries receive bills and are distressed as result. In

addition, there is some concern that excessively high
financial risk may

cause some physicians to render poor quality este. Provisions in the 1986

Budget Reconciliation Act provide for a study of HMOphysician financial

arrangements to determine whether HMOs should be prohibited from offering

financial incentives to reduce use of services by Medicare beneficiaries.

Legislation to prohibit most physician incentive
arrangesents could cause

HMOs to leave the Medicare market, since they would lose highly effective

scans of altering physician practice patterns.
On the other hand, it may

be appropriate to coLsider the quality and solvency implications of
arrangements that put physicians st full risk for costs of all health care

provided to Medicare beneficiaries.
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IMC and the 50:50 Rule

IC's rapid growth appears to be an aberration in the Medi^ere

market. Of 20 of the demonstration HMOs that received site visits by the

MYR team, the first year enrollment targets reported ranged from 500 to

25,000 with an average enrollment target across all 20 'MOs of only 5,791

Medicare benefict . Only four of the demonstration HMOs expected to

enroll more than 10,000 Medicare beneficiaries during the entire desonstra-

tion. Even with these relatively modest enrollment targets, only 10 of the

20 NM* had achieved their enrollment targets at the end of the first year.

The 50:50 rule places a constraint on maximum combined Medicare and

Medicaid enrollment relative to the plan's non-public enrollment. That

rule wee the only barrier encountered by INC in Its rapid expansion.

however, it is perhaps more relevant to ask whether there should be some

specific, semisoft number of Medicare beneficiaries that Medicare IMO can

enroll or whether there should be a limit on the number of new Medicare

1 1 6
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beneficiaries an HMO can add per yes:. Attention might so be directed to

the retie of revenues from the Medicare program to revenues from all other

sources. The HMO industry is a relatively nev one and even for long

established HMOs, provision of care to Medicare beneficiaries who are

sicker and require more and different services, is a new experience. A

gradual, careful approach to expanding the Medicare HMO program and other

capitation alternatives should be the general rule.

Marketing Practices and Information Dissemination

few issues are more hotly debated than the role of government in

monitoring .nd reviewing marketing practices. During the demonstration

period, JO percent of the HMOs complained that the review of marketing

materials was a problem: review was sloe, guidelines were ambiguous, and

the process didn't take into account regional differences in market

conditions. Currently, the review is placed st the HMS Regional Office

level. However, concern has been exprealed that standards and the review

process vary across regions.

Marketing practices may result in Medicare beneficiaries enrolling

under high pressure tactics, misunderstanding the enrollment option, and/or

HMOs being able to market selectively to obtair favorable health risks.

The main thrust of the recent Heinz report was on marketing practices. The

report recommends that Congress should amend the Social Security Act to

provide strict federal standards for the promotion, advertising and sale of

Medicare IIHD plans. This recommendation, if implemented, mould relieve

regional WA officials of responsitility for determining standards.

However, unless carefully constructed, these standards could interfere with

the .-, of Medicare HMOs to compete effectively with Medicare

supplemental insurers.

Mother critical issue is the placement on HMO marketing staff of

the burden of informing Medicare beneficiaries 'lock-in- features and other

aspects of the HMO option. It's evident from anecdotal evidence end

limited survey data that some Medicare beneficiaries do not understand what

they're joi 'ng when they enroll in an HMO. Of 305 surveyed disenrollees,

23 percent ad they had dipenrolled because they had not understood the

HMO arrangements clan they enrolled (Tucker and l.angvell, 1987). The

reasons for misunderstanding included:

o Did not realize I'd be off Medicare (2 percent)

o Did not realize I would have to switch doctors (12
percent)

o Services promised weren't available (3 percent)

o Did Lot understand out-of-area travel rules (1.3
percent)

o General misunderstanding (3 percent)

117
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An early study of diaenrollment from demonstration plans (Brown et al 1980)

found that 45 percent of first year disenrollments occurred within 3 months

of enrollment. This pattern strongly suggests that some Medicare benefi-

ciaries were not getting adequate information on the HMO's advantages and

disadvantages.

Under the TURA program, HCFA notifies beneficiaries shortly after

enrollment that they are HMO members and what that implies stout their

relationship to Medicare and non-HMO providers. This letter is certainly

helpful in insuring that beneficiaries underatend their HOW enrollment, but

coming :.ter enrollment, it doesn't prevent some beneficiaries from

suffering gaps in continuity of care and incurring sometimes substantial

out of pocket costs.

As the Medicare HMO program con nues to grow, information will

become less of a problem as Medicare beneficiaries and their families gain

experience with HMOs and share this experience with other benoticiaries.

In the meantime, greater efforts to disseminate information on HMOs to

Medicare beneficiaries could be made by the Government and by consumer

groups. It would be particularly useful to develop information programs in

ar.00 where the HMO option is just oncoming available and where fey benefi-

ciaries have had prior direct contact with HMO practice arrangements.

Caps in Financial Coveragt and in Continuity of Care

Beneficiaries may face financial losses as a result of disenroll-

ment from HMOs or as a result of termination of the HMO's Medicare

contract. Similarly, continuity of care may be disrupted if the bene-

ficiary Aisenrolls and their primary physician doesn't have a fee-for-

service practice or if the beneficiary's orivary physician terminates 1010

participation. In the section on beneficiary effects above I have

discussed the gap in insurance coverage when beneficiaries disenroll. With

respect to gaps in service when beneficiaries disenroll, it is worth noting

that over 20 percent of HMO enrollees continue seeing the same physician

when they join the HMO and that 7 percent of disenrollees (12 percent of

those who disenroll after year) state that their reason for disenrolling

was that their doctor left the MO (Tucker and Langvell, 1987).

With respect to financial coverage gaps when beneficiaries

disenroll, approximately 32 percent of Medicare MO disenrollet: did not

have supplemental insurance before they joined the HMO; those who did

have insurance, nearly one-third retained it while enrolled in the HMO; and

nearly a quarter of distnrollees immediately joined another 1010. Only a

relatively small proportion of beneficiaries who voluntarily disenroll face

insurance coverage gaps.

On the other hand, when an HMO terminates its Contract wits KM

its enrolled beneficiaries may face extended periods without supplemental



115

coverage. Senator Heinz suggests that coordinated open enrollment periods

for all Medicare HhOs in an area would help alleviate this problem. Other

options include (1) negotiating coat contract arrangement with the

terminating HMO to provide a bridge for enrollees to the supplemental

insurance open enrollment period end/or (2) arranging with one or more

traditional supplemental insurers to enroll Medicare beneficiaries when

108.' terminate a contract.

Cri,vance Procedures

A fairly complex internal and external grievance procedure has been

developed for Medicare HMOs. Medicare HMG, are required to inform

enrollees in writing of both the HMG's internal grievance procedures and of

the external appeals process available to then. GAD (1986) reports that,

for the first two years of the demonstration 1,:ogras, four Florida HMOs did

not adequately inform enrolls.. of their right.. CAO recommends that

standardised explanation of the sppeals process be developed and provided

to HMS for inclusion in member handbooks and other materials. In

addition, GAO recommends guidelines for HMOs to follow in informing

Medicare beneficiaries of internal grievance procedures.

Haile these recommendations say accomplish the objective of

Informing Medicare beneficiaries, given that the process is particularly

complex the Government or consumer groups may want to consider: (1)

informing beneficiaries directly of their appeal rights; and (2)

establishing system to provide assistance to enrollees with grievances

that aids them to understand and Implement the grievance process.

Quality Ass.ronce

Assuring quality of care in Medicare HMOs has been a priothy for

MGM, HMS, and Congre^ since the program began. Measuring quality is,

however, a difficult and very costly teak and there is no method for

reviewing quality that is universally accepted. Mathematica Policy

Research and Medical College of Virginia are conducting multifaceted

study of quality assurance programa end of quality of care, including

patient satisfaction, access, and the process of care received for specific

conditions and diagnoses.

At this tins, only the study of quality assurance programs is

coaplete .1 Results of that study are very informative:

1. The majority of the HMOs studied had functioning

quality assurance programs that met the requirements of
OHIO for partidipation in the program.

'The study of satisfaction with care will be completed in Pell
1987. The clinical study of the quality of the process of care for basic
care, cold- rectal cancer, and congestive heart failure will be completed in
Spring 1988.

t 1 1 9
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2. Some HMOs described elaborate quality assurance
programs In their application to HCFA; however, these
QAPs were found to be not actually functioning when

site visits were conducted.

3. Some HMOs delegate resoasibility for quality assurance
activities to their physician provider organization
rather than hire an independent internal medical

director.

4. A number of HMOs rely on their .allIzatIon review

system to identify quality problems. While UR does

identity some types of problem quite effectively, it
is not a QAP and will not detect the full range of
quality problem, that might be present in an HMO.

There's little or no evidence that functional quality assurance program

actually yields better health outcomes. However, there is a value to

having an effective mechanism in place for identifying actual or potential

quality problems, developing approaches 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 HMOs may

alleviate concerns that quell), is not being monitored in Medicare HMOs.

In addition, there may be steps that can be taken that place a greater

emphasis on the importance of quality monitoring in Medicare HMOs. For the

Design of a Medical Croup Capitation demonstration Under Medicare, MPR and

Medical Croup Management Association developed an approach to monitoring

the operation of QAPS in capitated organizations that illustrates one

possible system.

1. Medical group demonstration applicants must submit a
description of their QAP, along with one year of QAP
meeting minutes and medical record audit results.

2. Prior to the beginning of the demonstration, a site
visit will be made to verify the QAP, to review past
QAP sctivities, and to examine the medical record

system.

3. Medical groups that aren't able to meet QAP standards
will be required to meet those standards prior to

enrolling Medicare beneficiaries.

4. A site visit will be conducted six months after the
demonstration begins in order to review the functioning
and results of the QAP activity. Medical groups not In

compliance will be required to contract with AAAHC or
another national accreditation group for review and

accreditation. ;'allure to seek accreditation woad
result in cancellation of the medical group's
demonstration contract.

5. throughout the demonstration, medical groups will be
required to submit detailed written reports on QAP
activities on quarterly basis.

6. External PRO review of quality of care will be
conducted in demonstration medical groups.

chile this level of intensity of review is more appropriate for a

demonstration than for a full scale program, it does illustrate one compre-

hensive approach to quality assurance program monitoring. It also reflects

the fact that the HMO written descriptions of their QAPs may not represent

112 0
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the actual operating QA2. A PRO cannot rely on written documentation to
whether a specific HMO i. complying. On the other hand, continuing

review of an HMO's QAP can require considerably less effort
after the

appropriateness of the system and its operational status has been

determined. This implies 0-, there may be high costs for initial review

but that the coat of ongoing monitoring might be considerably
lover for

HMOs that met all requirements.

SUMMARY

The Medicare WO program offers beneficiaries a broader set of

health care financing and delivery alternatives and, potentially, improved

financial access to health services than has been available. The positive

response of the HMO industry and of Medicare beneficiaries is evident by

the expectedly rapid growth of the program since it was implemented in

early 1985.

Capitation and cer.e managed care may be the most effective

mechaniaes for ensuring financial access to appropriate quality of care, in

an environment that includes strong pressures for cost containment. While

not all Medicare beneficiaries will want to Join HMOs, the competitive

effects on fee-for-service providers may create additional positive

responses that affect overall costs and practice patterns.

As with any new program, experience leads to refinements and

improvements to administrative procedures. A number of changes in the

Medicare HMO program have bcen made in
response to experience during the

demonstration period. Now with two full years of operational experience

under the TEPRA program, it is useful to examine
this experience and

determine whether further refinements and improvements
are necessary and

operationally feasible. I hope that my remarks are useful
Am background to

the Committee' eliberations on this issue.
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Mr. MICA. Thank you all. Let me just extend thanks to everyone
here. I'm going to call on Chairman Roybal for the first questions.
Let me just have you keep this in mind as you respond.

I've served Lem 10 years on this committee, and I have found an
interesting record for the Aging 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 tgiat 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-
mittee in Congress on this committee, for that very reason. Mr.
Roybal.

The CHAIRMAN. Thank you, Mr. Chairman. May I add to that, we
also have a pretty good record with regard to appropriations. I'm
the only Member of this committee that sits on the Committee on
Appropriations and I'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 compliment each and every one of you for the
testimony that you've given, but I do have some questions.

I was quite interested in, Mr. Gunter, in what you said with
regard to twisting. You said that twisting involves changing the
medicare HMO enrollee's membership from 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. Chairman, 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-car 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 enrollment
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 HMO, 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-

2
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rollment could be accomplished, that it had to be verified by the
new IWO 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 action, but it's a despicable thing that could occur
around the country in other r)laces.

The CHAIRMAN. What I'd like to know is whether or not we havethat particular condition existing the State of California. Ms.
Skinner, do you know anything with i..ard tr 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 happen. We've heard other things, but not the twisting at all.

The CHAIRMAN. Well, I haven't heard about it. Of course, a Con-gressman is the last one to hear about anything, but Ihaven'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 California and vari-
ous States. We would then have to go to each State Legislature to
license these individuals, wouldn't we? It could not be done on theFederal level, could it?

Mr. GUNS. I presume the Congress can do anything it wants todo.
The CHAmmAN. If you have the votes. If you have the votes.
Mr. GUN at. Point well made, Mr. Chairman.
The CHArEMAN. But I'm trying to examine the difficulty that's

quite apparent in controlling such a thing. If the State Legislature
itself doesn't at upon it and if there is no license of those individ-
uals, then what business does 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, having 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 thisis it seems to me that there a responsibility on the part of theentity itself, the HMO, as to the practices and activities of their
sales personnel. And in the creation of any licensing scheme, I
think you need to continue that accountability.

We have found in regulating the insurance industry that many
times they like to disassociate themselves from licensed agents who
represent them and say oh, well, that was the practice performedby the agent and the company doesn't want to take the responsibil-
ity. We would like to see continued responsibility on the part of
both parties and for the accountability to rest with both the HMOand the sales personnel, because oftentimes that is the strongest
means to control suc:i unsavory practices.

Mr. MICA. Mr. Chairman, if you don't mind, I'd ,just make an ad-
ditional point on that. We've had not only twisting but what wecall shifting. Twisting without their knowledge, shifting with their



120

knowledge. In Florida, HMO salesmen were the or.ly 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 s 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 mired that they act and in fact they had already been
looking at ti' is, and now there is a procedure, not quite licensing,
but a good s cep 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 proposed legislation 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 Cais
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
then be able 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
the current medicare HMOs suggest as to how to proceed in the
future?

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 appeals proce-
dures are. I think more information has to be provided to medicare
beneficiaries to allow them to make informed decisions. The HMO
progmm 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.

11 4
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What should be done to increase HMO participation in medicare,
and beneficiary participation in medicare HMOs?

In other words, you're writ,.ag 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, I'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. I just have a couple questions I'd like to ask of the

witnesses. And I thank you, Mr. Chairman, for having this hearing
and do you 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. BENTLEY. Its my understanding that the problems in IMC
were centered at top levels of management and not with the pro-
viders 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 HMO 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 monumental copay-
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ments and deductibles 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. That would 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 professionals 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 illness that
can be taken care of, the patient 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 program though that often the various disciplines
substitute for each other and there is often a situation where self
selection occurs where the nurse may be the case manager, and so
forth.

Ms. BENTLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Ms. Bentley.
Mr. MICA. Mr. Crane, you mentioned 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
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 money?
Mr. CRANE. That is not the issue. The suggestion was made in

the context of attracting more HMOs to the risk contract program.
One of the things that many HMO's are concerned about is that
the payment system 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, institutionrl 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
over or under paid and has an incentive to enroll the sick as well

6
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as the well. There is a considerable amount of effort at the Federal
level in HCFA examining the current AAPCC methodology to findways to improve it.

Mr. MICA. A preliminary study that indicated that they mayindeed be paying too much?
Mr. C1ANE. 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.
Now the whole notion is that an HMO will enroll a balanced popu-lation.

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

ar reassessment, 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 westart to bring this to a close, would the entire panel agree that the
HMO concept is a good conce, and should be pursued, perhaps
with additional oversight and ret, Ilation, but certainly one worthy
of governmental support, state and Federal, and a concept that canindeed 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 politically or otherwise improperly
with regard to your oversight of IMC?

Mr. GurrrER. 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 3years ago. There has been criticism that the Congress didn't doenough, that you didn't do enough, or that the Federal Govern-
ment didn't do enough. Why did it take 3 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. Gyro TER. I think everybody is clear as to the history of
HMOs and specifically IMC. IMC 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 wereinfused, 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 and Congress early on cre-ated somewhat of a toothless tiger in the oversight of those medi-
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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. Solvency problems?
Mr. GUNTER. I don't know that yet: would call them solvency

problems per se. I certainly don't want tk create any kind of a run
on the bank. But we have HMOs in Florida, Mr. Chairman, to be
sure, that we are looking at very closely and monito:Ing very care-
fully.

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 isI
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 'Halms 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
of claims that creditors have outztanding. There are legal chal-
lenges.

Mr. MICA. What is the figure?
Mr. Gum' Ea. 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 finally
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-
tunately, there are other documents we also have not been able to
find.
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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 Lome 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 have 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 BY CHAIRMAN EDWARD R. ROYBAL

What can and should be done to increase HMO participation in
Medicare and beneficiary participation in Medicare HMOS?

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
beneficiaries. In sum, our goal is to offer Medic-ire
beneficiaries a wider range of health plan options among which to
choose, so that beneficiaries could select the health care plan
that bast meets their individual needs.

We have proposed legislation, the Medicare Expanded Choice Act,
that inziudes 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 b. 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 addition, we have proposed legislation that will repeal the
title XIII HMO Act requirements. HMOs would compete with other
providers and health insurers who provide prepaid health care
options. The HMO industry has fully developed since enactment of
the HMO Act in 1973 and no longer needs Federal interventions
such as "dual choice".

Consistent with our legislative program, we are proposing to
eliminate the regulatory requirement that employers make the same
contribution to HMOs as they maketo their indemnity health
benefit plans.

These legislative and regulatory changes will promote a
competitive 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 offeredby Mos. 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, we recognize the need to assure beneficiaries who chooseto enroll in HMOs that they will receive quality care. We areimplementing an independent.review of care provided in HMOs thatcontract with Medicare on a risk basis. We.have initiated a
complaint tracking systemi and are proposing legislative
eeendments to give us additional authority to penalize plans thatfail to meet requirements, for example to susperi enrollments forplans that overcharge on premiums or improperly enrollbeneficiaries.

(127)
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SUPPLEMENTAL TESTIMONY OF KATHRYN M. UNWELL. SENIOR ECONOMIST.

MATHEMATICA POLICY RESEARCH, WASHINGTON, DC

Participation in the Medicare H1 program, by H1430 and Medicare

benefit aaaaaa , has grown nor: veldly than was anticipated rhea the TEMA

regulations were issued in early 1980. Seemly one-third of HMOs and over

900,000 Medicare benefit llllll are participating in the program only two

years after its Unless lllll on. Further expansion of the program may

develop more slowly for a number of reasons and the actions of Congress and

the Department of Health and Rumen Services can substantially influence

this future growth. An important question to consider, in addition, is

whether rapid expansion is desirable or whether slower, more gradual

incresue in program participation will yield better long-run results.

Medicare least icier], Participation

Medicare beneficiaries joie HMOs when they are offered the Option,

if they know someone who is familiar with the IMO (or 11S)e, In general) and

if the benefit package is sufficiently attractive. The findings from the

'valuation of the Medicare Competition Deeonatratioca suggest that partici-

pation may be increased in severs' ways:

1. Increasing the number of Ms and other capitation
arrangements wettable to Medicare beneficiaries,
particularly in areas when none currently exist, would
increase participation.

2. Creator 'Muerte' ISO serkatiag efforts by the Medicare
program and by organisations rep og older

emerIcsoe would lacrosse Medicare beneficiaries
.wrest.. of HMOs as is optima and, is addition, would

increase ueelereteme 4 of the NW option as its calque
features.

3. Maintaining the payment rate to mu at sufficiently

high level to permit Wes to continue to offer
attractive benefits packages and reduced coat alumina
will encourage participation.

4. It Is important to recognise that Medicare
beneficiaries !stonier in dee program will be affected
by bed publicity and by perception of uncertainty
about the stability of the program and Ice financial
arrangements. Appropriate monitoring of Medicare 100)e

and Me will minielas bad publicity. Care may slew be
taken in codifying payment arrangement. and other
regulations that may cause disruptions in the proves
that underline beneficiaries' confidence.

Not all beneficiaries will want to join HMOs; less than 1 percent of

a:fluent Medicare beadle llllll join when IHK)s are offered. However, over

20 percent of poor, but Medicaid ineligible, benefit! lllll join, suggesting

that the program any be useful mechanism for increasing fine cis' access

to care. That, sore than cost containment considerations alone, may
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justify expanding toe program to wk. HI options available ro as many

Medicare beneficiaries as possible.

HMO Participation

Participation 4 HMOs in the Medlcsre program is al reedy quite high

otter only two years. While more HMOs may be drawn into the program over

time, it is unlikely that all HMOs will -- or should -- participate. *Os

in low AAPCC areas and those that are less efficient in controlling utili-

sation patterns should resist the temptation to participate In Medicare

since they have higher probability of financial losses under the

program. Although only 9 Ms have withdrawn frog participation In two

years, an increase in withdrrusle would undervalue beneficiary confidence In

the program.

Since 10$3 participation is already substantial, the important issue

is whether participation will continue at the current level or whether HMOs

may choose to withdraw from Medicare risk contracts over time. Continued

participation may be encoursged in several male:

1. The payment rate ca.. be set et a level that permit*
Me to generate surpluses that can be used to offer
benefit packages that are attractive to Medicare
benefi ciaries.

2. 'itinerants to the AAPCC methodology that more

appropriately reflect the financial risk of enrolling
Medicare benefit' sssss are under study. However, it
would be preferable that these refinement* be tested in
a demonstration program for a period oL time before
being implemented. Confidence of Me in the program
may be severely understood if changes in the
methodology and level of payment are introduced and
then altered several times over s few yeara.

3. Mot requiring Ms to offer specific supplemental
benefits. not included under Medicare, which may reduce
their ability to compete mite Medicare supplemental
insurance and to respond to mummer preferences in
local sorbets«

Results of the Evaluation of the Medicare Competition Essonstrations

suggest that a primal, concern of 11/10s In the Medicare market Is that the

Medicare program will alter the payment level and methodology erratically

and often, memo it difficult to plan and to offer a stable benefit

package to Medicare beneficiaries. Continued high participation of HMOs'

In the Medicare program may depend upon the HMO industry's perception. of

the stshl/ity of the program.
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June 25, 1987

Honorable Edward R. Roybal, Chairman
Select Committee on Aging
U. S. House of Representatives
Room 712, Annex One
Washington, D. C. 20515

Dear Representative Roybal:

I 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 actions should be undertaken to bring about changes in the health
maintenance organization industry, especially as it relates to the medicare
enrollees.

First, I would urge you to continue the health maintenance organization
medicare concept. It is a viable concept and one which should be nurtured
and continually improved. Specifically, however, I would urge you to consider
the following 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 enrollment or administrative penalties such as fines.
Florida has just changed its statute so that our penalties include
revocation, fines, or suspension.

2. Consider some alternatives for the enrollees where a health
maintenance organization cancels its medicare contract. I 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 transpired in South Florida are despicable
and should never be allowed to occur again. We have, in Florida,
rules now in force that should stop these practices. As I stated in
my testimony, we are currently considering licensing in Florida for
medicare salespeople; however, you may want to consider that on the
federal level.

An Ail it rnatmr Action/Ewa Oppod.ft E.0101".

1 1, ,

.



131

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. Consider 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 salespersons, has recently further strengthened its
quality assurance mechanisms, and will shortly be drafting legislation to
increase the financial requirements of health maintenance organizations.

Again, I am glad I had the opportunity to appear before your Committee. If I
can be of any further assistance, please don't hesitate to call me.

Sincerely,

,2"Lit.A.
Bill Gunter
State Treasurer and
Insurance Commissioner

BG/jIv

cc.: Honorable Daniel A. Mica

64
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KAISER PERMANENTE

July 15, 1987

The Honorpole 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.

Esher Foundation Health Plan, Inc
One User Plus Oakh.Thd, Cahktnia 94612 415 271 5910

s`45
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July 15, 1987
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3. There 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. Once 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 ongoino L.ziq. The methodology that
will be employed under PRO review has never been tested. It is
important that it be carefully e'aluated as It is implemented.
Because the state of the art of review of quality in HMOs is
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 does 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,

14,11 iA (,
Robert M. Crane
Vice President -
Government Relations
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STATOR CHARLES O. COOK, CHAIRMAN, NEW YORK STATE LEGISLATIVE

COMMISSION CM RURAL RESOURCES

loadsruate Trtemoortation Dervioe bowies the Delivery of Reath Ctrs to Older

lull Citieens

Wr. Oilman and ambers of the Select Committee:

I appreciate the opportunity to present the Wale of rural health care !ran Ey

perspective as Maims of tholes. Toh2 State Legislative Commissice on Rural

lescuross. The Oommdmaion is a Di-partisan legislative study group

established by Chapter 4711of therm,' of 1903. Cordon= Ia to promote

thcme policies and peugrame that will unbent, the quality of life for the

erAte's arse gallica aural residents and also preserve and develop the

indigenour onources food incur vest rural areas.

The Comdirice has conducted four stateside symposia on varicum aepects of

importance toter rural citizens and has held 20 public bearings around the

state. lb have published numerous reports and sponsored various legislative

measures. ben the vita' elements le hive farad that help sustain rural life

and WCWItiell is the rural health delivery system. As yr .re mum the rural

Is 1th delivery system is carnally eswiencire significant new crallsegas

that ,need seriously *tomato the acoessibility and affordability of health

services for all rural citizens in this nation, and especially cur growing

elderly population. This situation exists mral New tut as well.

Repeatedly, we, and °Ours rho are sodden on behalf of rural communities.

have rlso been mended of Use critical Jettue of tranaccrtatice services it

rural health delivery.

As trr 0400' and New Tort State's population ages, our society has &met

difficult test in ensuring an equitable quality of life with adeque.e service

deliver', 1.11071., health services, and housing for older parsons. This Joel

wows to helmet difficult to achieve in rural areaw of New Tort State

Maury of the overall lack of public transportatice and community support

do sot have any service at all. Ind for those counties that have some farm of

public toomportation 007/00, Irmo these have systems that are relatively

uoderdevelmei.

systems. Accorcting to a recent Comminsice study, of the 44 rural counties in

New Tort State, only 21 have some forego! public, transportation service and 23

-RM=MME]
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There is an increasing rate of growth in Wm' York's rural elderly population,

with current c-Wections estimating that this rate sill exceed the urban aging

population growth rate by a ratio of three to one by the year 2010. It is

also anticipated that this population segment will live longer and thus

require health and related services for a longer period of time than has been

experienced in the past.

The challenge of providing health services to the elderly in rural areas is

most pressing with regard to frail women. The average life expectancy of

teazles is projected to increase from 77 to 81 years over the Dent couple of

decades. Older women outlive men by six to seven years, and most often find

it difficult to maintain an independent lifestyle in a rural area when the

husband dies, especially if they never learned to operate an automobile or

have developmental disabilities which reduce personal nobility.

Compounding the probles is the fact that a relatively large proportion of

rural older women are at or near the poverty level. 21 percent of those

persces 65 or older had incrmes that qualified them as "near poor," calculated

as between the poverty level of about 55,000 and 125 percent of that level for

an individual. In rural areas the average income of an older couple is 20%

lees than that of a caqxtrable couple living in a metropolitan area.

Recent data also sty,/ that as the number of older men in the work force

declined, the ouster of older wow actually increased. Older women Sr.

experiencing ecoursdc pressures to work beyond the retirement as:, since

retirement or social security benefits reflect past locos* levels and amen as

group have earned less than their sale counterparts. Older women in rural

areas are hard hit by these 4CCOCMIC pre:sures. Not only do they sake less

than their sale counterparts toth.urten and rural, they also have limited job

opportunities in rural New York to supplement their inosoes.

Recent trend. toward the closing or consolidation of rural hospitals and other

health care resources threatens to further reduce access to affordable

services for the expanding elder population. Also, there exists a great

ataortage of sub acute are and long term care services In rural New York.

Travel time and costs and ti- possibility of increased isolation foie friends

and family will increase as distance to facilities increases. Older inflamed

pertoon in rural New York, the majority of 'ban are warm, are particulary

vulnerable since they are more invisible and inaccessible to those who try to

offer care. Moreover, state and federal delivery programs, designed to help

all older Demos, often fail set the needs of rural infinted older
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persons because they do not take into consideration sive rural delivery

problem. PS maple, in-bane health services, respite care and adult day

care programs for the elderly may prove ineffective or very costly in rural

areas because of the Sates of home and personal care aides and other

qualified perstmel. In rural areas Wee aides are especially difficult to

attract because of low Imes, additional transportation costs and tarelchureed

travel time between

Transportation sages have long been the biggest Impediment both to

effective rural health 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 perms to needed services or bring such

services to tbs. This pmbles is especially acute for older eons who

retired with their husbude to rural areas fna the cities and never Issued

to drive. Ms widowed and living alone they are, in most cases, without soy

fors of transportation. A study by the N.Y.S. Smite Standing Committee on

Aging shoes that only ItS of rural Ns York's SS -plus single, female-beded

households has an autambile available. This points out a glaring fact for

rural New York's older population: being a single, older female mess

additional hardships dee to the lack of both private and public

transportation.

Adequate Musing, medical, Weiss, and psycbmacial services are essential

ccasments of meeting the health needs of the rural elderly, but are useful

only to the eatemt that treamortaticm can make Ss accessible to those in

need. Par too often, bosom% existing federal and sue aoliCies and

',mimes that must trumeostatica services have been overly trisected and

limited to serving the sys'Atlised needs of narrow client - specific

population,. the dispersitm of rural populations over relatively large areas

sakes such an awash teoracvioal and complicates the design of cost-

effective, efficient transportation aeteorke for rural areas. Summer, the

task requires special attention to unique rural conditions and the coordinated

use of available resources.

It is ematial that disparate fueling streams and resuross that may support

rural transportation be integrated and that networks be designed so that they

are tailored to keel circumstances, rather then as clones of titan mass

Smelt systems. Recently, the Weems and as Legislative in Pew York State

have .recognissi the problems associated with the lack of public transportation

in tbs state's real areas and the need for a special approsch. A Rural

MAW Trensportatica Ccordination Assistanoe Program was introduced in the

laa
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1986 legislative session by the (television cm Rural Reenurcee and signed into

law by the Governor as Chapter 806 of the laws of 1986. This legislation

provides a comprehensive state policy for the coordinated development and

operation of public transportation services in the state's Aral areas.

Boomer, in order for this pro -m to effectively serve the large umber of

transportation disadvantaged rural residents in New York. cootinued and

sehanced federal support is required. Mevenver, disparate funding streams and

policies for rural public transportation must to integrated at-the federal as

well as the ennead local levels. Available resources are pet too fee in

rural areas for client specific tramporation program to survive, let alone

*mud service delivery for a growing transte.tatice disadvantaged mention.

Moat recently, hi-partisan le-cvlation has been introduced by the Couniesion

ce Rural temources in the 198T legislative 8esaion (.3575-A and A.556e-A)

reich would encourage Maio school districts Mr own school his system to

contract to provide transportatice related services for rural counties that

implement coordinated public tramportition Oyster under the chapter 883

local assistance meow. Currently, hundreds of millions of dollars are

spent on transportation for pupils attending rural public schools each year.

These facilities represent a sign:ficant untapped moor- that could to used

to transport other tranmpartatice-reedy people. It is hoped that such Wort,

will enable elder and other transportation disadvantaged rural recillmta to

have moms to the health and ommunity service's anr support groups Mich are

vital to securing and enhancing their Quality of life.

Thank you for this opportunity to present teatime/ about wasting the heal=

needs of older rural enigma.
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REPARED STATEMENT OF HENRY NINEUR. PRESIDENT. AMERICAN MEDICAL

CARE AND REVIEW ASSOCIATION (ANCRA). BETHESDA. MARYLAND

Pr. Chairman. my name is Henry Motor. 1 mm President of the American Medical

Care and Review Association. AMCRA. on whose behalf I appear before you today.

AMCRA is a national association of some 500 health maintenance organizations

(MOO. competitive medical plans (Ms). Individual practice associations

(110. preferred provider organizations (PPOO). foundations for medical care

IFMCsl, and other alternative health care delivery organizations emitted to

offering individuals and their families a choice of health care in their

communities AMCRA's diverse utgnizations and individuals support pluralistic

alternatives among health care plans that emphasize appropriate use of health

care facillees and Services. quality care. universal access and reasonable

cost. The organizations that make up ANCRA rer:esent a combined enrollment of

more than 6 million Americans and involve the participative of 110,000 practicing

physicians throughout the United States.

ANCRA welcomes this opportunity to join the Committee in its review of the Medi-

care Hild/CMP option. ANCRA members are keenly interested in this option under

which 32 ANCRA weber organizations currently serve over 300.000 "Wears enrollees.

MICAS and its members haves strong history of leadership in providing
high

quality HMO benefits for Medicare eligibles. AMCRA and 15 member HMOs sponsored

a Medicare demonstration project in 1982. Tit deeonstration project included

seven tll operational HMOs with 18.459 enrolled elderly when the project toms

deemed successful, terminated in 1985 and transferred to the Medicare TEFRA

Program.

In other words. ANCRA and 1.s members have been - and remain - pacesetters

in providing quality HMO benefits to Hedicare beneficiaries.

The Medicare HMO/CMP option was enacted by Cor,ress as a partial response to

the problems with the inappropriate incentives operating in the health system

generally and with Medicare payment approaches In particular. Historic reliance

on reasonable cost reimbursement in the hospital arena and reasonable charge

reimbursement for Physician services was extensively criticized for its infla-

tionary nature and its tendency to promote overutilizetion of services. The

IRO /CRP option was developed to allow Medicare to tate advattage of alternative

financing and practice arrangements that had evolved in the market and to

stimulate their further development. HMOs and CMPs were welcome because of

their managed-care approach to the individual patient, as well as their emphasis
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on Preventive health care and the provision of services in ambulatory instead

of institutional care settings.

The financing of alturnative health car* delivery systems Ms prompted ad-

ditional attention to gutlity.of narcissus*. The changed incentive.in 1110/CM

financing calls for 'attention to hum the system responds to these incentives just

as the incentives inherent in fee for service medicine merit review. PAM member

plans are acutely aware of the importance of quality in the provision of services,
if only to assure that they can attract and retain enrollees to stay in business.
All of our plans have developed internal review procedures and enrollee appeal

mechanisms to address quality of concerns. Thus, quality IS indeed a mutter which

deserves constant attention by every individual and organization-providingand

purchasing health care, and quality should become increasingly important in the

competitive, multiple-choice health care delivery system which ANCAA supports.

Furthermore, quality and cost-effectiveness are intimately related. Preventing

problems on an ambulatory basis, and offering specialized services only when

required by the patient's condition all have obvious quality and cost implications.

In recognition of the importance rf quality, APICRA member organizations have

taken many steps to assure that high quality care is provided to every patient.

One typical member conducts surveys of patient satisfaction, gives patient

complaints prompt attention and has consumer representatives over the age of 65 on

its grievance committee, with authority to decide the appropriate response to

patient caplaints---a sort of patient peer rev' '. As noted above, all ham

internal quality assurance procedures and enrollee appeal mechanisms.

AMCRA itseli has devoted a great deal of attention to quality issues. Since

1919, ?ACM and the Group Health Association of America have co-sponsored the

National Committee for Quality Assurance (MCQA). NCQA has taken the lead 1

developing standards for quality assurance programs and has provided a mechanism

for peer review of innividimal qua,it, assurance plans. ANCRA has sponsored

educational programs on quality asstrance, the most recent of which was aimed

at identif tog innovative quality assurance methods and approaches. Additional

educational programs are planned. APICRA has provided technical assistance to

State health and licensure agencies in the development of external MO review

Programs and standards. 'Quality is Key' Is ANCRA's motto for 1987.

In short, APICRA believes that every patient deserves care of good quality.

Unfortunately, under any payment approach - -- whether fee or cost based, or

capitated---there are a limited number who will abuse the system. He share this

Committee's belief that the bad actors on the health care scene, whether indivi-
dual practitioners, health care institutions or alternative delivery systems

should be rooted ou APICRA will continue to lend its support to private

and goverment efforts toward this end.
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During 1986, the Congress also saw fit to enact a number of provisions dealing

with the Medicare IMO/LM option. The Consolidated Omnibus Budget Reconciliation

Act provided for peer review of HMOs and CMPs and gave HCFA authority to review

1010/04 marketing materiels.

The Ptlibus4mdget Reconciliation Act of 1986 includes provisions requiring

Medicare 0105 and CMPs to provide each enrollee with an explanation of his or

her rights, including rights to benefits, restrictions on services provided

by outside providers or suppliers, out-of-area coverage, coverage of emergencies

and appeal rights; requiring access to financial records and disclosure of

internal loans; authorizing civil money penalties for failure to provide medically

necessary items and services; allowing Medicare beneficiaries to disenroll from

an HMO or CM at a local Social Security office; and requiring a report to the

Congress on physician incentive arrangements by Januar', 1, 1988.

The Health Care Quality Improvement Act of 1986 provides for a clearinghouse

of information dealing with disciplinary actions taken against physicians, including

those taken by an HMI or MP, requires HMOs and OAPs to report such actions to the

clearinghouse, and permits HMOs and CMPs to request information from the clear-

inghouse on practitioners with whom the organization has a current or prospective

affiliation.

Much of the above legislation awaits full implemenUt,on and will significantly

increase the Federal oversight of HMOs and CMPs with a Medicare contract.

As the Committee examines the Medicare HMO /Clip option. AMCRA offers the fol-

lowing observations and recommendations:

I. Despite problems involving individual organizations under contract with

the Federal government. the H10 /CM option must be preserved and strengthened

since it provides real alternatives for those Medicare beneficiaries who

freely choose to receive their health care in this ray.

Z. Feeral law should be *wended to encourage more participation by organizations

eligible for Medicare contracts under prepaid financial arrangements. It

may sem be appropriate to broaden the kinds of organizations that should

be allowed to qualify for Such part/ ;ipation. These changes would allow

Medicare to catch up with what is rapidly unfolding in she non-Medicare world.

3. Federal law should be amended to allow a variety of peer review approaches in

the 1110,00 arena. Current law essentially limits the quality review approach

to that of the peer review organizations (PROs1. While Congress has allowed

for the competitive bidding of Medicare 1140/CSP review activities between

PROs and non-PRO entities called quality review organizations (CIROs). the

Administration's view is that the statute requires Cabs to be structurally

identical to PROs, that reviewing physicians must reside in the state where

J43
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the services being reviewed were provided (even when this approach may

exacerbate the potential for conf.ict-of-Interest), and that 'owlet( activities

mutt be almost exclusively atdiCil records-based and PRO-like, rather than

allowing for other quality assurance approaches. In MCRA's view. a greater

diversity in review approaches should be allowed.

4. In general, the Congress should assure that the Federal government acts

like a dependable business Krtner, willing to pay its reasonable share and

promptly discipline or cease doing business with organizations unable or

unwilling to meet high standards of quality care and service.

S. AMCRA members are especially concerned about the AAPCC formula.

As you are aware, reimbursement is based upon the AAPCC calculation by the

federal government. This varies fret county to county, although contiguous counties

do not oaten show dramatic differences in actual medical costs. For example. in

South Florida the Medicare reimbursement for Dade County is $292 per member; the

Medicare reiabursement for neighboring Browa70 County is $245 per member; and

Medicare reimbursement for Broward's northern neighbor. Palm Beach County. is

$210 per member.

AMCRA is concerned that within thirty-five miles (Dade County line to Pale

Beach County line) there is a difference of $82 in the ge cost of health care.

This amounts to a 28 percent decrease in reimbursement for care from Dade County

to Palm Beach County. Ow studies have shown that the reimbursement in Pala

Beach county would be lower than the actual cost of providing care.

Mr. Chairman. as you can tee, OKRA is committed to atturitg high nuatity 5ealth

care alternatives for Medicare beneficiaries. We look forward to continuing to

work with the Congress and the Administration and welcome this opportunity to

Present our views.

Thank you.

1
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PREPARED :TATEMENT OF THE AMER/CAN PSYCHIATRIC ASSOCIATION

The Americas /Psychiatric hireociatico, medial specialty Society

representing more than 77,000 yeychietsists natioeside, is pleased to have

this opportunity to e5bmit testimony on 'Medicare MO's. Problems.

Protections, Prospects.' A continuing major problem of Medicare She's is

access of Medicare beneficiaries to the appropriate range of mental health

services. Our comments focus on Medicare's inherently discriminatory policies

again.t those with mental illness, the provision of limited mental health

services by ma's and inadequate marketing activity guidelines.

Medicare, Mental Illness and the elderly

in: heath problems of the growing elderly population are often more

complex than those of other age groups. Many elderly people have more than

one health problem and may need more than on type of health are provider.

Estimates indicate that sow, IS to 20 percent -- between 3 and S million -- of

our nation's more than 25 Billion older persons have significant mental health

problems, yet they are denied adequate treatment because of the discrisinatory

cage imposed on psychiatric treatment under Medicare. Onder the current

Medicare systee, outpatient benefits are effectively restricted to $250 per

year after coinsurance and deductibles, and this amount has not been increased

since the Medicare program's iveeption in 1065. In S.W. 2470 the Mays and

Means Committee has isproved Iris benefit to $1,000. As you may know, twenty

to ttirti percent of older Americans who have been labeled 'aeon.' actually

have reversible, treatable conditions. In the recent markup of catastrophic

be/1th insurance in the Souse Energy and Commerce Wealth Subcommittee the

mental health benefit was changed to exclude 'medical sanageeent from any

caps and allow 25 psychotherapy visits. If adequate mental health coverage

was provided, ties* beneficiaries could become productive, active ambers of

society, and avoid unnecessary and costly hospitalisation. Coverage of the

mental health needs of these elderly people under Medicare could provide the

mentally ill elderly the dignity, productivity, and independent. living which

are the keystones of the Older Americana Act of 1965. In fact, Chairman

Roybal's recent floor amendment to the Older Americans Act Reauthotlratlon

helps to further emphasize the mental health needs of elder Americans.

Clearly there are IPSUMCII where the compelling limitation on outpatient

psychiatric car, forces the use of more expensive inpatient cars, Ind adds

avoidable expenditures to an already strapped Medicare program. In fact, the
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literature has documented an offset effect, namely reduction in health care

utilisation when *anal health services are provided.

Despite their easy *anal health reeds, the elderly population

receives only d percent of community rental health services and 2 percent of
privets psychiatric service*. Medicare mental health coverage policy has

discouraged our Medicare patients tram sootier psychiatric care. Most

Wars agree that the rental health needs of the Medicare population ere

uederserved, and disagree only on the eztest of underservice. the recent

Rarvard Medicare report reCOMilendS that COMA** of mental health services be
expanded. As the report noted, the cantat' of adequate cavecegs -- for
swath Natal health cote places older Amer trans at tisk for significant

eareaditerth.

Pins lly, studies have also Lanceted that in the population as

whole only between One-third and one-fifth of individuals identified as having

a mental disorder during six-month period used any mental health service

from either maul health specialists or general medical physicians. the lack
of utilisation of mental health services is due to both sox coverage policy

and the stigma associated with mental disorders. therefore, the Am sopporta
improved coverr* of mental health cervices by Medicare an that Mediate

beneficiaries can receive necessary treatment in 4nIctopz WO setting,.

!Ms

Given the inhara.mt7 dircrthinstory cove-age in Medicare, it is
somewhat stag:Khan that nap and Oas offer to Medicare enrollees anything
above the atatutoty benefit. According to recent data caviled by MCPA's

Office of Prepaid Sea lth fare, of the 135 6110a/CMPs (with risk contracts) with
slightly over 900.000 Medicate =onset, el cc 40t offer *entail health

benefits over and obey* Medicate covered eeriness in either a basic or high
option package. Unfortunately, the data does not delineate the additional
services off red. While we have developed extensive IMO mental health benefit

data, it is not specific to the Medicare program. APA has requested

information from PM on the type of mental health benefits offered to
Medicare enrollees in these MOs/ Os. We suspect that none offer the same
coverage for mental illness on for physical illness. Our view it supported by
our evaerimace with other federal prrqthae, including, for example, the

Federal employees realth Senorita Program (MOP) and the participation by
federally qualified Me.

Me are aware -4 the variability of existing ahem* of all MD plans
that participate in MR, MIN that are representative of federally qualified
MOs. Of the 155 awe participating in PIBSP in 105, el o fffff 2 the /MP

lt4 6
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evolved 'staadsze IMO mental illaess omen. of 20 oetpstient visits per

year and 30 inpatient days. Twelve offered less than 20 attrition visits or

less than )0 inpatient days. Moth*: 44 offered MVO than inpatient days

bat may 20 onpatieet visits, and wily 17 offered as iscreased (over the

20/30 "standare, Outpatient/impatient benefit.

A sajot deficiency with the federally qualified IMO program has been

the Zeno, of the Department of Sealth and Inman Services (VlS) to -require

non-Onerisinatory inpatient psychiatric honit,lisatice coverage as part of

the basic health services benefit moteltbstam ng, to our view, a clear

legislative mandate to do so.

On October 31, 1000, then OS Secretary Sorts approved final

regulations which elbeinated inpatient psychiatric Cu. from the basic heal",

services regalement for fps. Secretary Sorts disregarded the general

provision in Section 1302(1),_, of the Public Ilealth Service Act ettich states,

'The term 'Male health services seas inpatient and outralent hospital

services. She rend sprat the provision deflates the term 'supplemental

health service' under paragraph (1) (D). Sowever, peregispb (l) $D) islets to

short-term (sot to exceed twenty Halts) outpatient evalustioa and crisis

intervention metal health services, and not to inpatient hospital services,

which are required ender paragraph (1) Cl).

SCYA, which sow administers the federal IMO program, should !Waists

a review of the statute. Is believe a correct laterpretatioa will support our

pos;tion, and provide ap,ropriate inpatient psychiatric services to all pp

earollne.

Melly, we raise the mantles whether the Halted metal health

services prodded is. theme Lunged cave systems are even readily accessible to

patients. It appears that la WOO cases, intividwals In and of Westmont for

mental disorder are cbaaaeled witimet regard to the medical necessity or

appropriations -- foe example the individeal ;attest has coaccaltark or

complicating naiad ondition that might non or encultste the

domonetzsted metal disorder symptoms -- to sonylsyslcians Sather them In

psychlatzists, the medical specialist of note*. Thin, we renamed that Mk

moult= the delivery of mental health services so that access to needed care

and the appropriate provider is assused.

Marketing Activities

ISH/Cen regulation pertaining to marketing activities is an Important

foundation for Felicia, the enrollment activities of these swage* care

system. The oddities of the mw subsection requiring the seedesion or all

marketing mantels to 'CPA 43 days before planed distribution including the
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specific authority to dirapprom such astraials if they are found to be

inaccurate, misleading or eisrepresiltative of the organisation, its 'wasting

represestative or VC7A, is a commendable attempt to closely
scrutinise

marketing activities on behalf of the patient/subscriber., flowerer, we believe

this section shoelf more adequately protect potential amo/or enrollees and

provide a mechanism for tigress for those interested parties who with to

sebalt complaints Trawling inappropriate marketing activities.

The APA is particularly concerned that E advectiairg of plan

benefits soy m some instances neglect to tutors the public sod the

prospective Medicate beneficiary of the limitatices on coverage of vestal

disorders. Ste example, as aereertimment that sends the meesers that the IMO

provides full cr walialted bandits may wrongly
induce .srollsest where is

actuality a limited benefit rot ooverege of .estal Mame exists. Such

advertisenesta say also eafairly !educe essollaset Marrs Uwe public thinks it

ham unlimited access to care bet acmes to envies, are severely limited

throw* a variety of gatekeeper meclusimes. She inability to see one's

personal PhYsiciam, or unexpectedly have care provided by mon-physician

prectitioners may not be appereat in advertisements but it may be the policy

Of particular IMO. Because of our ooncern for the public, and in order to

provide adequate madams, the Ana has recommended that .CPA develop within it

marketing sCC,vities regulations the following guidelines.

1. Define the terms used in the statute, 'Materially
inaccurate, misleading

and material alsrepresentatloW and bow Inch would apply to NC7A

authority sad review of marketing materiels.

2. Include in the scope of prohibited rands the use of deceptive words,

plusses or illestratioil. Identity by examples a lint of these

prohibited methods. Note such words of ;biases like "all," "full,'

'complete, 'ilmprebeesive," untlaited." 'up to,' 'as high so, are used

is meaner stick exaggerates any benefits beyond the tarsi of the oxtail

benefit plan.

3. Prohibit the use of photographs, video presestationm
of illsesils or

fictioaalisa; ....email of illness that exaggerate the exceptional,

catastrophic risks or °et-of-pocket exposes that would induce enrollment

out of emotional reasons.

4.
aeqe:re that aa:keting materials disclose in writing with any plan

offering or edvertisemmt its excepticas, excluaiors, redactions and

limitations of coverers, Melodies any 1Ln.cation for pre-existing

1 8



146

conditions cc any policy provisions relating to renewability,

cancellability, revirSo Or termination of any item or services covered.

S. insere that testimonials used in advertising are accurate and documented.

S. Use statistics in only a fair manner reflecting accurately all of the

relevant facts.

7. Prohibit disparaging comparisons or statements.

8. Use the name of the actual plan offerer.

8. Prohibit marketing methods utilizing introductory, initial or special

offers unlets in fact such statesenta are true.

10. Require that mods and CMPs Maintain records and copies of all marketing

materials available for inspection by BCTA:

11. State in writing any restrictions on access to specialist are and the

use of nm-physicians in providing medical care services.

While this list is not all inclusive, we suggest it embodies number of

important safeleards on the type of variety of promotional materials.

In addition, APA has recommended that SOYA establish and publicise a

sechanism for filing complaints against Ille0/(NP Marketing mtivitim. This

ccnplaint process should he available to all interested parties including, of

course, 8W0 enrollees. For example, physicians ce other health care

providers, health related associations, patient advocacy groups, and other

health plans should have the opportunity to report misleading advertising to

NM. One approach to publicise this would be to require that all marketing

Materiels include a statement regarding the submission of complaints toWM

and provide an address or telephone number. Finally, 8Cr. must establish an

adsinistrative process for review of those complaints and be able to respond

to then as well as take appropriate action against a plan that has violated

the marketing regulations.

The AlA believes the development and implementation of such marketing

regulations is necessary to assure fair competition and to protect the public

and the Medicare beneficiary from choosing a health plan that in reality does

not serve their medical needs.

Ask has elan received complaints from mashers with documentation of

specific problems patients bate had in obtaining access to services is NM's)

(specifically, mtients who need longer-term care are often denied access to

appropriate ono).

ATA would be pleased to vomit with your 031Mitt041 to Laptev* guidelines

for IMO advertia'eg and to ("acme *mews to mental health services in

ISO's. As Managed care becomes sote prevalent ve east develop appropriate

methods to delivery of all patients.



PREPARED STATEMENT OF THE MEDICAL GROUP POKAGEMENT ASSOCIATION.

DENVER. COLORADO

MaIrtOLOW1

The Medical Group Managamnt Assoclatioa (NOMA)
appreciates this

apportustty to submit its views on the role of health maintenance
organizations (lees) and competitive medical plans (GNPs) In the Medicare
Program. ION Is the oldest and largest professional

association of Its
Jos. 0spressettng over 3.300 medical groves In which over 70.000 physicians
practice their professite.

MONA member groups represent a broad spectra of health care service
providers. Inability; large seltimiecialty clisitm that drew patients is need
of sophisticated tertiary care from throughout the world, to smell single
specialty group pratfall sorting a single calamity. Same groups Operate
solely a pees-for-serilcee tests. others are completely prepaid. and seem
mobile elements of both fee-for-artice and prepaid erectile'. May are
free-stemdtsg physic's practices. but proving amber are affiliated with
hospitals. medical schools, or HMOs. and In some cases, they combine allthree.

MOM member groups have considerate experience
with prepaid health care Inthe Medicare program. Several were among the first health care preammmt

plans to contract with Medicare one oast basis. OM others mare among the
first to demonstilts the viability of a cagitated, rile-boa approach. A
significant number have now qualified as fees or Pas under the TUNA risk
contract provision, while may others provide services under contract to
HMOs that in tern contrict with HCFA.

Morelaill grail practices world like the opportunity to participate in the
TEFMA program but are ireligibl because they do not eat the requirdemas
for being either a :.- 'rally qualified HMO

under Title XIII of the Public
Health Service Act. 0- s cup as determined by the Public Health Service.

Other MONA ember groups any already offer an HMO option as part of their
practice. but are often sailded from the program because of the 130/50
rule which does not allow a Medicare HMO to have a total patient population
ado a of more thee SO percent Medicare bweeficteries.

Still other grape cannot afford to take the Mattel risk of being paid at
only 9S percent of the average adjusted per capita

cost (AAFCC). whi.e Is
the rate set forth by HPFA is the contract provisions.

MONA supports the continued availability of both cost-tad risk-contracting
opportunities which. aloft with fee-for-service practice. insure both
patients and physicians flexibility and choice. While the highly publicized
contract problems Involving the now terminated INC contract In Florida
provide appropriate cause for heightened Congressional oversight and
tightened HCFA simegenent of the program. they should not deter the federal
government from further developing the capitation optfoe.

The experience of the TURA program to date. plus the problems associated
with IMP. do suggest certain refinements to the existing rules and
regulations which might enhance the success of the program In its next stage
of development.

The future of the Medicare risk contract
program depends upon the medical

groups( and the beneficiaries@ willingness to
participate In the program.

May medical groups that are not Federally
- qualified Iic..r GPs have only

limited. tf any. experience with prispahl or capiteted avant systems. A
program s-zh as this one, if expanded. would provide

good opportunity for
those medical groups to gain some experience

In prepaid care and thee. based
on that experience, they could decide whether

or not to parses efforts to
become Federally qualified.

Without such opportunities. there Is little
doubt that the lellicare risk contract program could

never egad beyond the
saber of groups -Weedy qualified to participate.

The TURA risk contract program has attracted a *mixed bags of contracting
parties Including well established comercial health sent/maim
organizations using either the group or staff model. and a proving number of
independent practice asocletion (IPA) arrangements. May of these
organizations have established track records with Medicare now, as well as
with the commercial markets, and have

proven their abilities es trim health
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care dolly, eystems. In some Instances, however. the TEFRA program h..,

attracted eat Cr) essentially *pass -through" entities -- organizations that

specialize in market,-g and enrollment, but then contract out all of the

health care services. In some cases, these organizations are serving the
insurance or "risk taking" function, but in others even this is passed on to

hospitals and medical groups. ROMA is aware of some situations in which the

contracting organization bears essentially no risk, and simply takes a

significant percentage of the Medicare and commercial premium dollars "off

the top' to perform marketing and administrative functions. With

appropriate oversight, those arrangimants can work very efficiently. How-

ever, it is critical that both the imernmelt and the beneficiary understand

that under such arrangements. they are not dealing with wgenizetlons whose

whose first mission is the provision of health care services.

At the same time, ma think the government should look r ^^ opportunities to

contact Arectly with organizations whose true missfor a le health care

delivery, and who are now the true risk takers* undlr some pass-through

arrangements. Permitting well-established medical groups to contract

directly with Medicare would be bersficial for several reasons. First. it

permits the beneficiary to change his parent arrangement without disrupting

the patient/physician relationship over time. Multispecialty group

practices emphasize continuity of case and comprehensive cars management

under one roof, whereas in some of the pass-through a -rangements neither the

enrolling entity nor the contracting providers have permanent patient

relationships.

Second. most large multisgecialty group p-actices already have sophisticated

quality assurance programs in place within Stir internal structure of the

practice. These should facilitate the got cent's job o' duality assurance

in the prepaid setting. and provide an eddis.,nel level of assurance to the

patient.

Third, established medical group have a long history .f providlrg health

care .0 large numbers of indt. ,a1., within their communities, Including

large nutters of Medicare patiahts. They have proven their financial and

market viability gradually through patient
satisfaction and the provision of

high quality care They have management and administrative structures in

place to handle t extra challenges associated with Prepaid contractino.

IHE 50/50e Fier

The 50/50 rule was written into the TEFRA risk
contract program in o.Jor to

assure that the participating HMOs and CMPs had a good mix of medicare and

non-Medicare patients.
According to the rule, no sore than 50 percent of

patients enrolled in the prepaid plan could be *Micas beneficiarier.

Unfortunately, this rule prohibits eany groups from beirg *INV for CAP

status and therefore ineligible to enter into a TEFRA risk cohcract.

IMC has fucrsed much attention on the SO/50 requirement in Medicare, and

unlike many other observers. MMA submits that this uttention is largely

misplaced. The 50/50 rule was new intended to be more than a proxy for

either financial viability of acceptable quality as measured by the

ccomerclal market; it is an Imperfect proxy at best. Whirr IMC never met

the percentage requirement, it had a significant number of non-Medicare

enrollees. probably more so than many smaller contractors who were in

compliance with the 50/50 requirement. Had it been willing to slow the

growth of Medicare enrollment. IMC could have complied with the rule without

otherwise changing its diode of operation, and there is no reason to believe

the outcome would have been any different.

The current application of the rule pernduces some anomalous results. For

example, a pass-through model HMI has successfully enrolled 10.000

commercial patients, then contr,cted with a group practice for all their

health care, would be elioit,re to nn. 1 up to 10.000 Medicare patients.

including those currently served by the group practice on a fee-for-service

basis. The medical group on the other hand, which serves the 10.000

commercial patients, may take the full risk with respect to their cars, and

already has a well established Medicare p .,lotion on a fee-for-service

basis would not be qualified to Co. :riot if their total patient population

is more than SO percent Medicare.
Ironically, the HMO marketing

organization may have the ability to enroll both commercial and Medicare

patients only CAuSO it can guarantee to prospective enrollees that their

medical care 11 be fully provided by the sstablished group practice.

In other situations, one or owe teOs have largely cornered the group

employer market with commercial patients, and yet are not interested in

offering a Medicare plan.
Other medical groups in such an area would be

prohibited from offering a propel! option to Medicare beneficiaries unless
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they are willing at the sum time to attempt to penetrate the commercial
market which Msentaily would have been already carved up by the large HMOs.

NOMA has encouraged HCFA and would urge the Congress to rethink both the
purpose and application of the 50/50 requirement. and to focusmore on the
mix achieved by the entity ultimately providing the careend tuing the -
risk. as well as os the factors --financial viability

and qualfty--for whichthe rule was intended.

6620G

Paying groups 95 percent of the AAPCC is certainly not the best method of
determining rates paid to tees. For some groups. the rate is equitable. the
group makes a profit. and the Medicare patient benefits since the law
requires the groups to turn maw of the profit into improvements or
additional benefits to the enrollee.. For others. being paid only 95
percent of the AAPCC would put them at a financial loss and therefore. they
are not Interested in participating.

In many camas the AAPCC does not accurutely reflect what the actual charges
and costs are for a gsven geographic area. In some areas the AAPCC is so
low ''at medical groups would not be interosted in capitation arrangements
because their losses would be too great.

The concern of most groups is :hat HCFA and/or Congress will lower the
percentage of the AAPCC paid to Medicare HMOs in order to achieve short-term
budget savings at some point in the future. Such a move would unfairly
penalize groups that entered into a risk contact in good faith that the
rate of payment world be adequate to cover the costs of the program.

Congress should require HCFA to estab:Ish /API: through rulcaking, and
to rationalize the calculations so that large variations from one side of an
artificial geographic boundary to another are evened out. Cmgre., should
further consider authorizing HCFA to make multi-year contracts with
appropriate updates to the rate from year to year so that cony. zctors have
stability and predictability with respect to the rate. Above all. Congress
should exempt the *AMC from arbitrary short-term budget cuts. which even if
symbolic in 411104Rit do such to destroy confidence in the rate. From a group
practice perspective. one of the great advantages of capitation is stability
and predictability of cash floe. If that element of the program is
undercut. fewer groups will wish to participate.

whey

In summary. MGM urges continuation of a viable prepaid contract program in
which medical groups have an opportunity to contract directly with I4OFA for
the provision of capitated cart to Medicare beneficiaries. The existing
TEFRA program is a good first step, and can be built upon to enhance
ciportunities for both patents and providers while at the same time procure
for Medicare the budget restraint inherent in a more competitive medical
marketplace. The Medical Croup Management Association would be pleased to
work with members of the committee and staff to elaborate further on the
above sugpastiens.
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