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HEALTH MAINTENANCE ORGANIZATION ACT 
AMENDMENTS OF 1978

FRID AY, MA RC H 3, 197 8

U .S . S enate ,
S ub co mmitte e on  H ea lt h  an d S c ie n t if ic  R es ea rc h,

of t h e  C om mit te e on  H um a n  R eso urces,
Washington, D.G.

The subcommittee met, pursuant to notice, at 8:38 a.m., in room 
4232, Dirksen Senate Office Building, Senator  Edward M. Kennedy 
(chairman of the subcommittee) presiding.

Present: Senators Kennedy and Schweiker.

O pe n in g  S ta te men t of S en ator  K en ne dy

S e n a to r  K en ned y . W e w il l co m e to  o rd e r .
Today the Subcommittee on Health and Scientific Research holds 

hearings on proposed amendments to Federa l statutes  supporting 
the development of health maintenance organizations. Senator 
Schweiker and I, together with other members of this subcommittee, 
recently introduced S. 2534, the Health Maintenance Organization 
Act Amendments of 1978. These amendments would extend and 
strengthen current author ities supporting HMO’s in this country. 
The adminis tration is proposing similar  provisions as well.

These proposed changes in Federa l HMO laws come at a time of 
growing national consensus on the importance of the IIMO concept. 
As the author of the first HMO bill ever to pass the Senate, I find 
this spreading  support for HMO’s truly  grat ifyin g. Just a few 
years Ago, proponents of health maintenance organizations faced 
bitte r opposition from organized medicine. And just a few years 
ago. congressional advocates of HMO’s faced an administration  
which Avas long on HMO rhetoric, but very short on action.

The current revival of the ITMO movement should come as no 
surprise. HMO’s have proven themselves again and again to be ef­
fective and efficient mechanisms for delivering health care of the 
highest quality. ITMO’s cut hospital utilization by an average of 20 
to 25 .percent compared to the fee-for-service sector. They cut the 
total cost of health care by anywhere from 10 to 30 percent. And 
they accomplish these savings Avithout compromising the quality of 
care they provide their  members.

Tn fact, many medical experts argue that the peer revieAv built 
into group practice in the HMO setting  promotes a quality of care 
superior to tha t found in the trad ition al health  care system.

(1)
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Since the passage of the IIMO law, we have made some progress 
toward  making these promising health care organizations more 
widely available to the American people. In 1970, there were 33 
HMO’s with a total membership of 3.5 million people. Now, there 
are 168 prepaid  health plans enrolling 6.5 million people.

Wha t is more, federally supported IIMO ’s seem to show all the 
virtues of the tradit ional IIMO concept. There are currently over 
50 qualified IIMO’s serving over 70,000 Americans. Patients  in 
qualified HM O’s, as history  would lead us to expect, get good medi­
cal care at appreciable savings. Members of federally certified health 
maintenance organizations use an average of 462 hospital days per 
thousand patients each year, compared with 1,022 in the fee-for- 
service sector.

In fact, IIMO’s have so many virtues, and have had so many 
demonstrated successes, that  it is easy for us to forget  the many 
problems which still confront the IIMO movement. I am disturbed 
to see th at IIMO’s have not developed as rapidly as many of us had 
hoped they would. One major reason for this is tha t the Federal 
Government has never fulfilled its promise to fully support the 
development of HMO’s; of the $210 million authorized for gran t 
support of HMO’s since 1974, only $76 million has been spent. The 
actual number of gran ts awarded has declined each year since 1975.

We agree with the administration that  the time has come to up­
grade and revitalize the Federa l Government’s commitment to the 
HMO movement. It  is our hope and conviction tha t S. 2534 will 
make a major contribution to this effort. Among the legislation’s 
major provisions are the following:

On e: S. 2534 extends for 5 years at increased author ization  levels 
Federal  programs for grant  and loan support of HMO’s.

Two: S. 2534 ends fhe demonstration  status of the HMO program, 
and makes it an ongoing program of Federal  support.

Three: The legislation exempts HMO’s from certain requirements 
of the planning act which have proven impediments to rapid and 
widespread HMO development.

Four:  S. 2534 provides for Federa l loans and loan guarantees to 
HMO’s for the purpose of construct ing ambulatory care facilities.

Five : S. 2534 provides specific authorization for a management 
training program for HMO administrators.

Six : S. 2534 contains disclosure requirements which, together with 
existing authorities, will go a long way toward guaran teeing the 
integ rity of federally qualified HMO’s.

Added to existing law, these provisions provide a firm statuto ry 
base for a sound and aggressive Federal program of support for 
health  maintenance organizations. However, no law can substitute 
for wise and confident adminis tration. Unfo rtuna tely, this adminis­
trative commitment has been missing in the past. The General Ac­
counting Office has repeatedly criticized the Department for failing 
to provide adequate personnel with the righ t talen ts and skills to 
administer the HMO program. In addition,  Department policies 
have repeatedly frust rated  congressional attempts to get the HMO 
program moving at an appropria tely rapid  pace.
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Fortunately, the current admin istrat ion seems genuinely com­
mitted to making the IIMO program a success. I applaud and wel­
come this refresh ing new attitude . I look forward to working with 
the new Administrator of the IIMO program, Mr. Howard Viet, 
and I look forward generally to cooperating in pursuit of our com­
mon goals.

In our enthusiasm to see HM O’s proli ferate  throughout this coun­
try, we should not lose sight of the need to guarantee the quality  
and integrity of the prepaid plans we create. As the California  pre ­
paid health plan scandal demonstrated, it takes only a few misman­
aged or fraudulent programs to discredit the entire HMO movement. 
We cannot allow a repetition of the abuses tha t occurred in the 
California situation. On the other hand, we cannot permit  excessive 
regulation of new HMO’s to stifle the growth of the IIMO movement.

Walking the fine line between promoting HMO growth and regu­
lating  the quality of new plans will provide a challenging task for 
all of us. Working together, I am confident we can do the job. And 
I can assure you that this subcommittee will do everything it can 
to make HMO’s a viable alternat ive to the fee-for-service health  care 
system.

[A copy of S. 2534 follows:]
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95th CONGRESS 
2d Session S. 2534

IN  TH E SENA TE  OF TH E UN ITED  STA TES
F ebruary 10 (legis lative day, F ebruary 6),  1978

Mr. Schweiker (for  himself, Mr. Kennedy, Mr. Williams, Mr. J avits, Mr. 
P ell, and Mr. Chafee) introduced  the following bill ; which was read 
twice and refer red to the Committee on Human Resources

A BILL
To revise and extend the provisions of title X II I of the Public 
Health Service Act relating to health maintenance organizations.

1 Be  it enacted by the Senate  and  House of  Representa-

2 tines o f the Uni ted Sta tes  o f Am erica in Congress assembled,

3 That (a) this Act may be cited as the “Health Maintenance

4 Organization Act Amendments of 1978” .

5 (b) Except as otherwise specifically provided, when-

6 ever in this Act an amendment or repeal is expressed in

7 terms of an amendment to, or repeal of, a section or other

8 provision, the reference shall be considered to be made to a

9 section or other provision of the Public Health Service Act.
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REQUIREMENTS FOR HEAL TH MAINTENANCE

ORGANIZATIONS

Sec . 2. (a) Section 1301 (b) (3) is amended to read as 

follows:

“ (3 ) The services of physicians which are provided as 

basic health  services shall be provided through physicians 

who are members of the staff of the health  maintenance or­

ganization, through a medical group (or gro ups ), through 

an individual practice  association (or associations) , through 

physicians who have contracted with the health  maintenance 

organization for the provision of such services, or through 

any combination of such staff, medical group (or gro ups), 

individual practice association (or associations) , or physi­

cians under contract with the organization, except that this 

paragraph shall not apply in the case of (A)  physician serv­

ices which the organization determines, in conformity with 

regulations of the Secretary, are unusual or infrequently used, 

or (B) any physician service provided a member of the 

health  maintenance organization other than by such a physi­

cian because of an  emergency which made it medically nec­

essary that  the service be provided to the member before 

he could have it provided by such a physician. A health 

maintenance organization may also, during the thirty-s ix- 

month period beginning  with the month following the month 

in which the organization becomes a qualified health  main-
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a

1 tenance organization (within the meaning of section 1310

2 (d) ),  provide physician services through an entity which

3 but for the requirement of section 1302(4)  (C) (i) would

4 be a medical group for the purposes of this title. After the
*

5 expiration  of such period, the organization may provide

6 physician services through such an entity only if authorized

7 by the Secretary’ in accordance with regulations which take

8 into consideration the unusual circumstances of such entity.

9 A health maintenance organization may not, in any of its

10 fiscal years after the end of its fourth fiscal ye ar of its oper-

11 ation, enter into contracts with physicians other than mem-

12 hers of medical groups or individual practice associations

13 of the amounts paid under such contracts for physician serv-

14 ices exceed 15 per centum of the total amount to be paid

15 in such fiscal year by tlie health maintenance organization 

IQ to physicians for the provision of physician services, or, if

17 the health maintenance organization principally serves a

18 rural area, 30 per  centum of such amount, except that this 1

ig  sentence does n ot apply to the entering into of contracts for

20 the purchase of physician services through an entity  which '

2 1  but for the requirements of section 1302(4)  (C) (i) would

2 2  be a medical group for the purposes of this title. Contracts

23 between a health maintenance organization and physicians

24 for the provision of physician services shall include such
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4

provisions as the Secretary may require (including provi­

sions requiring appropria te continuing educa tion).”.

(b) The second sentence of section 1301 (b)  (4) is 

amended to read as follows: “A member of a health mainte­

nance organization shall be reimbursed by the organization 

for his expenses in securing emergency health  services other  

than through the organization if it was medically necessary 

that  the services be provided before he could secure them 

through the organization.” .

developme nt grants and in it ia l opera ting loans 

Sec . 3. (a) Section 1304( f) (2) (A)  is amended to 

read as follows:

“ (A) $2,000,000, or” .

(b) Section 1305(b)  (1) is amended by—

(1) striking ”$2 ,500,000” and substitut ing 

“$5,000,000 ” ; and

(2) striking “$1 ,000,000” and substitut ing 

“$2,000,000 ”.

ambulatory care  fa ci lities  

Sec . 4 . (a) (1) Section 1305(a)  is amended by strik­

ing “ and” after paragraph  (2) ; striking the period a t the end 

of paragraph (3) and substitu ting a semicolon, and adding 

at the end thereof the following new par agraph :

“ (4) make loans to, and guarantee to non-Federal

23
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5
lenders payment of principal of and interes t on loans 

made to—

“ (A) entities which have submitted and had 

approved an application for assistance under  this 

subsection in accordance with regulations promul­

gated by the Secretary, or

“ (B) health maintenance organizations which 

have demonstrated to the Secretary the capability 

of maintaining continued fiscal soundness in accord­

ance with the requirements of section 1301 (c) (1 ),  

to assist them in meeting the costs of equipping, con­

structing, acquiring, or renovating ambulatory care 

facilities.” .

(2) Section 1305 (a)  is further amended by striking 

“operating costs” in paragraphs  (1 ), (2 ),  and (3) and 

substituting in each case “costs of operat ion” .

(b) Section 1305 (b) is amended by—

(1) striking “paragraph (2 ), ” and substituting

“pa ragraphs (2) and (3 )” ;

(2) inserting after “under this section” each time 

it appears “ (other  than paragraph (4) of subsection

(a) ) ” ;an d

(3) adding at the end thereof the following new 

parag rap h:
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“ (3) There is authorized to be appropriated for the 

purpose of the fund for loans made or guaranteed  under 

paragraph (4) of subsection (a) an amount not to ex­

ceed $40,000,000. In  any fiscal year the amoun t dis­

bursed to an entity  under para grap h (4) of subsection 

(a) shall not exceed $2 ,500,000.” .

(c) The section heading for section 1305 is amended to 

read as follows:

“loans and  loan  gua ran tee s for in it ia l costs of 

OPERATION AND AMBULATORY CARE FAC ILIT IES” .

(d) Section 1305(d)  is amended by striking “ 1980” 

and substituting  “ 1985” .

(e) (1) Section 1308 is amended by adding at the end 

thereof the following new subsec tion:

“ (f) (1) There  is established in the Treasury a loan 

and loan guarantee fund (here inafte r in this subsection re­

ferred to as the ‘fund’) which shall be available to the Secre­

tary  without fiscal year limitation, in such amounts as may 

be specified from time to time in appropriation Acts, to 

enable him to discharge his responsibilities under loans and 

loan guarantees issued by him under section 1305(a)  (4 ).  

There are authorized to be appropriated from time to time 

such amounts as may be necessary to provide the sums re­

quired for the fund. To the extent authorized in appropriation 

Acts, there shall also be deposited in the fund amounts re-

22
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7

1 ceivcd by the Secretary in connection with loans and loan

2 guaran tees under section 1305 (a)  (4) and other property

3 or assets derived by him from his operations respecting  such

4 loan guarantees, including any money derived from the sale

5 of assets.

G “ (2) If at any time the sums in the fund are insufficient

7 to enable the Secretary to discharge his responsibilities under

8 section 1305(a)  (4) he is authorized to issue to the Secre-

9 tary  of the Treasury notes or other  obligations in such forms

10 and denominations, bearing such maturitie s, and subject to

11 such terms and conditions, as may be prescribed by the Sec-

12 reta ry with the approval of the Secre tary of the Treasury.

13 Such notes or other obligations shall bear interest at a rate 

11 determined by the Secre tary of the Treasury, taking into

15 consideration the current average mark et yield on outstanding

16 marketable obligations of the United States of comparable

17 maturities during the month preceding the issuance of the

18 notes or other obligations. The Secretary of the Treasury

19 shall purchase any notes and other obligations issued under

20 this paragraph and for that purpose he may use a  public debt

21 transaction the proceeds from the sale of any  securities issued

22 under the Second Libe rty Bond Act, and the purposes for

23 which the securities may be issued under that Act are ex-

24 tended to include any purchase of such notes and obligations.

25 The Secretary of the Treasury may at any time sell any of
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the notes or other obligations acquired by him under this 

parag raph.  All redemptions, purchases, and sales by the Sec­

reta ry of the Treasury of such notes or other obligations shall 
be treated  as public debt transactions  of the United States. 

Sums borrowed under this para grap h shall be deposited in 

the fund and redempt ion of such notes and obligations shall 

be made by the Secretary from the fund.” .

(2) Section 1308(d) is amended by inserting after 

“under  this title” each time it appears “ (o ther than a loan 

or loan guarantee  under section 1305 (a) (4)

BENEFITS REQUIRED

Sec. 5. Section 1301 (b) is amended by inserting “and 

reasonable limitations and exclusions approved by the Secre­

tary,” after  “under this title” in the language preceding 
parag raph (1 ).

emplo yees’ deductions for he al th  be ne fit  plan s

Sec. 6. (a) Section 1310 is amended by adding at the 

end thereof the following new subsection:

“ (i) Each employer with a demonstrated capability 

to provide payroll deductions, which is required by sub­

section (a) to offer to his employees the option of member­

ship in a qualified health maintenance organization shall, 

with the consent of the employee who exercises such option, 

arrange for the employee contribution for such membership 

to be deducted from such employee’s wages and salaries
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1 and forwarded on bis behalf to the qualified health mainte-

2 nance organization.” .

3 (b) Section 1310(b) (1) is amended to read as

4 follows:

5 “ (1) one or more of such organizations provides physi-

6 cian services through physicians who are members of

7 the staff of the organization or a medical group (or

8 gro ups), and” .

9 (c) Section 1310(b)  (2) is amended to read as

10 follows:

11 “ (2) one or more of such organizations provides

12 physician services through (A) an individual practice

13 association (or as socia tions), (B) a combination of such 

l i  association (or associa tions), medical group or groups,

15 staff, or individual nonstaff physicians under contract

16 with the organization,” .

17 CONT INU ING DEVELOPMENT

18 Sec. 7. (a) Section 130 4(b ) (2) is amended by in-

19 serting “improvement of services, or” after “subsection in-

20 eludes”.

21 (b) Section 1304 is further  amended bv adding at the

22 end thereof the following new subsection:

23 “ (1) (1) A grant made under this section for the im-

24 provement of services may be made only to an entity which

25 demonstrates the capability of maintaining continued fiscal
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1 soundness in accordance with the requirements of section

2 1 3 0 1 (c )( 1 ).

3 “ (2 ) Grants made to a single entity  under this section

4 for the improvement of services may not in the aggre gate

5 exceed an amount equal to the maximum sums which the

6 applicant would have been eligible to receive under section

7 1303 and this section less any amounts actually received

8 under such sections. The provisions of paragraph (3) of

9 • subsection (b) shall not apply to a gran t made for the im- 

10 provement of services.” .

AUTHORIZATION OF APPROPRIATIONS 

Sec. 8. Section 1309 (a)  is amended by—

(1) striking “and” after “ 1977,” the first time it 

appears , and

(2) striking every thing after the semicolon and 

substituting the following: “$50,000,000 for the fiscal 

year  ending Septem ber 30, 1979, $70,000 ,000  for the 

fiscal year ending September 30, 1980, $90,000 ,000  

for the fiscal year ending September 30, 1981, $95,- 

000,000 for the fiscal year  ending September 30, 1982, 

and $95,000 ,000  for the fiscal yea r ending September 

30, 1983 ; and for tin* purpose of making payments 

under grants  and contracts under section 1304(b)  for 

the fiscal yea r ending September 30, 1984 there is au­

thorized to be appro priated $95 ,000,000.” .

27 -2 7 3  0  -  78  - 2



14

I

9

3

4

G

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

11

TRAINING FOR HEALTH MAINTENANCE ORGANIZATION

ADMINISTRATORS

Sec. 9. Title X II I is amended by adding at the end 

thereof the following new section:

“ MANAGERIAL TRAINING

“Sec . 1317.  (a) The Secretary shall establish a Na­

tional Health Maintenance Organization Intern  Program 

(hereinafter referred to as the ‘Program’) for the purpose of 

train ing qualified health  maintenance organization adminis­

trators and other managerial personnel.

“ (h)  Internships  under this section may be awarded by 

the Secretary either—

“ (1) directly to individuals whose application for 

such position has been approved by the Secretary, or

“ (2) directly to a health  maintenance organization, 

or to an entity  which has submitted and had approved 

an applicat ion for a g ran t unde r this section.

“ (c) Payments under this section may be made in 

advance or by way of reimbursement, and at such intervals 

and on such conditions, as the Secretary finds necessary. Such 

payments to health maintenance organizations or other enti­

ties may be used only for internships,  and payments under 

this section with respect  to any internship shall be limited to 

such amounts as the Secretary finds necessary to cover the24
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cost incurred by the health maintenance organization under 

this section.

“ (d) Payments to individuals receiving training  under 

this section shall not exceed the sum of $2,000 per month per 

individual, excluding relocation costs, nor shall the term of 

such payments exceed twelve months.

“ (e) There are authorized to he appropriated for the 

purposes of this section $2,000,000 for the fiscal yea r end­

ing September 30, 1979, $2,000,000 for the fiscal year  

ending September 30, 1980, $3,000,000 for the fiscal year 

ending September 30, 1981, $4,000,000 for the fiscal year  

ending September 30, 1982, and 84,000,000 for the fiscal 

year ending September 30, 1983.” .

FINANCIAL DISCLOSURE

Sec . 10. Title X II I as amended by this Act is further 

amended by adding at the end thereof the following new 

section:

“fina nc ial disclosure

“Sec . 1318. (a) Each  health maintenance organization 

shall file annually  with the Secretary financial information in 

such form as the Secretary may require (which in the case 

of an organization which is related  to the health maintenance 

organization by common ownership or control, shall be a 

consolidated financial s tat em en t), which shall include:

“ (1 ) such inform ati on  as the Se cr et ar y may  re-
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1 quire demonstra ting that the health maintenance orga-

2 nization has a fiscally sound operat ion;

3 “ (2) a description of transactions, as specified by

4 the Secretary,  between the health maintenance orga-

5 nization and a par ty in interes t which transactions may

G have an adverse effect on the fiscal soundness of and

7 reasonableness of charges to the health  maintenance

S organization. Such transactions shall include—

9 “ (A ) any sale or exchange, or leasing of any

10 property between the health maintenance orga-

11 nization and a party in interest; and

12 “ (B) any furnishing of goods, services (includ-

13 ing management services),  or facilities be tween the

14 health maintenance organization and a par ty in

15 inte res t;

16 which may have such adverse effect.

17 “ (b) For the purposes of this section the term ‘party in

18 interest’ means, as to the health maintenance organization,

19 any director, officer, or employee of the health maintenance

20 organization who—

21 “ (1) has directly or indirectly (as determined by

22 the Secretary in regulations) an ownership interest  of

23 5 per centum or more in the entity  which transacts busi-

24 ness with the health maintenance organization; or

25 “ (2) is the owner (in whole or in par t) of an in-
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1 tcrest of 5 per centum or more in an y mortgage, deed of

2 trust, note, or other  obligation secured (in whole or in

3 part ) by the entity  which transacts business with the

4 health maintenance organization, or any of the property

5 or assets thereof; or

G “ (3) is an officer or director of the entity  which

7 transacts business with the health maintenance orga-

8 nization, if such entity is organized as a corporat ion;

9 “ (4) is a partner in the entity  which transacts

10 business with the health maintenance organization, if

11 such entity  is organized as a partnership; or

12 “ (5) is an incorporator or a corpora te member of

13 a voluntary, not-for-profit health maintenance organi-

14 zation.

15 “ (c) Each health maintenance organization shall make

16 the contents of the  annual statement described in subsection

17 (a) available to its enrollees upon reasonable request.

18 “ (d) The Secretary shall, as he deems necessary, con-

19 duct an evaluation of transactions reported to the Secretary

20 under subsection (a) (2) for the purpose of determining

21 their  adverse impact, if any, on the fiscal soundness and

22 reasonableness of charges to the health maintenance orga-

23 nization with respect to which they transpired. The Secrc-
2 4  tary  shall evaluate the reported  transactions  of not  less than

25 five, or if there are more than  twenty health  maintenance
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organizations report ing sueli transactions, not less than one-

9 fourth of the health maintenance organizations repor ting any
oO such transactions under subsection (a) (2 ).

4 “ (e) The Secretary shall file an annual report with

5 the Congress on the operation of this section. Such report

6 shall include—

7 “ (1)  an enumeration of standards and norms

8 utilized by the Department of Heal th, Education, and

9 Welfare to make the evaluations required under sub-

10 section (d) ;

11 “ (2) an assessment of the degree of conformity or

12

13

nonconformity of each health maintenance organization 

evaluated by the Secretary under subsection (d) with

14 such standards and norms;

15 “ (3) what action, if any, the Secretary considers

16 necessary under section 1312 with respect  to health

17 maintenance organizations evaluated under subsection

18 (d ).

19 “ (f) Nothing in this section shall be construed to con-

20 fer upon the Department of Health,  Education, and Welfare

21 any authori ty to approve or disapprove the rates charged by

22 any hea lth maintenance organization.

23 “ (g) Any  health maintenance organization failing to

24 file with the Secre tary the annual financial statement re-

25 quired in subsection (a) shall he ineligible for any Federal
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assistance under title X II I of this Act until such time as such 

statement is received by the Secretary.” .

HEALTH PLANNING AMENDMENTS 

Sec . 11. Section 1531(5) is amended to read as fol­

lows :

“ (5) (A)  The term ‘institutional health services’ 

means (i) the health services provided through health  

care facilities as defined in regulations of the Secretary 

including, but not limited to, p rivate  and public hospitals 

and nursing homes; and (ii) diagnostic or therapeutic 

equipment, acquired through  purchase, rental,  lease, or 

gift, valued at the time of acquisition in excess of $150,-  

000, used in the delivery of health care services by any 

person, institution, or other entity , except such equip­

ment utilized exclusively, except in unusual circum­

stances, for patien ts of a health maintenance organiza­

tion.

“ (B) In  determining whether diagnostic or thera­

peutic equipment has a value in excess of $150,000  for 

purposes of subpa ragraph (A ), the value of studies, sur­

veys, designs, plans, working  drawings,  specifications, 

and other activities essential to the acquisition of such 

equipment  shall be included .” .

PROGRAM ADMINISTRATION 

Sec. 12. (a) Subsection (h) of section 1310 is repealed, 

(b) Subsection (c) of section 1312 is repealed.26
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Senator Kennedy. We have the primary sponsor of the legislation 
here, one member of our committee who has taken such a great in­
terest and leadership, my colleague and ranking Republican member, 
the Senator  from Pennsylvania.

Opening Statement of Senator Sciiweiker

Senator Schweiker. Thank you, Mr. Chairman.
As these hearings on health maintenance organizations open today, 

this subcommittee may be justifiably proud of its accomplishments, 
as well as sobered bv the task ahead.

Five years ago, under the leadership of our distinguished chai r­
man, this subcommittee committed itself to a relatively new idea— 
a prepa id health delivery reform of enormous potential. And now— 
at last—we can see the beginnings of real success.

Today our hearings will focus on legislation, introduced by Sen­
ator Kennedy and mvself with  the support of nine cosponsors, which 
will trans form the HMO program from a temporary demonstration 
project to a permanent health care reform. HMO’s have now had 
time to prove their  cost-saving abilities. We know tha t HMO’s can 
achieve overall cost savings of from 10 to 40 percent.

According to new HMO census, inpatient hospital utilization 
under health  maintenance organizations is only 488 days per 1,000 
per year—compared to a national average of over 900 days under 
the trad itional fee-for-service system. Physician visits under HMO’s 
are 3.8 per member per year, compared to 5.1 visits under fee-for- 
service. The more information we get on HMO performance, the 
more we know about thei r cost-saving potential.

Since the enactment of the original act, Federal  HMO policy has 
been confusing and often ineffective. Years of neglect by the execu­
tive branch, combined with overly restrictive provisions of the law 
and regulations, tested our dedication and demanded new energies. 
The Heal th Maintenance Organization Act of 1973 was designed 
to encourage the development of HMO’s through Federal grants 
and loans, and through a number of devices to help HMO’s com­
pete with more traditional health systems in the health insurance 
marketplace. However, it became apparent tha t the 1973 act con­
tained too many restrictions which kept HMO ’s from being finan­
cially viable. A long implementation process, regulations that made 
the original law unworkable and years of inattent ion by the Dep art­
ment of Health. Education, and Welfare, all kept the HMO move­
ment from getting off the ground as it should have. But thanks to 
the perserverance of all who are dedicated to this innovative prepay­
ment concept, a verv difficult beginning has become a constructive 
educational foundation.

I  was pleased to introduce and support the 1976 HMO amend­
ments, which went a long wav toward freeing health  maintenance 
organizations from excessive Federal requirements and putt ing them 
on an equal footing with the fee-for-service system. They also at­
tacked some troubling instances of HMO fraud and abuse by re­
quiring Federal nualification of any HMO receiving medicare or 
medicaid money. Now, 1 year afte r the signing of the 1976 HMO
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amendments, we have many reasons to be encouraged. However, it 
is also clear that  HMO’s will not be able to achieve thei r true po­
tential under existing law. Only about 6 million Americans now 
belong to HMO’s. There has only been a 5.2-percent increase in 
HMO enrollment over the past year.

A number of new steps are necessary to encourage HMO develop­
ment, assure their  financial independence, improve the administra­
tion of the program by HEW , and insure tha t HMO’s will not be 
abused by health care profiteers. Through this new legislation, we 
will seize the opportunity  for the meaningful health care reform 
offered by HMO’s and move fur ther to encourage the ir development.

I am particularly  pleased tha t the administration has committed 
itself to HMO development. HE W has taken some essential and 
encouraging steps to improve the Federal  program and respond to 
real needs. The Schweiker-Kennedy bill, as well as the administra ­
tion’s measure, have, to a great extent, been the product  of b ipartisan 
cooperation among HMO proponents, as well as HMO critics, in 
Congress, in the administration, and in the health care industry itself.

New legislation is v ital to correct past mistakes, overcome present 
difficulties, and create a climate for future HMO growth. Equally  
important is an administration willing to promote the HMO con­
cept and at the same time conduct adequate monitor ing to insure compliance with the Federa l law.

I look forward to the constructive comments of our witnesses 
today. I hope they will address themselves to how both the legislative 
and the administrative  framework of the program can be improved, 
so tha t this important program can reach its full potential.

Thank you very much.
Senator  Kennedy. Thank you very much, Senator Schweiker.
Our first witness is Gregory J.  Ahart, Director,  Human  Resources Division, General Accounting Office.

STA TEM ENT  OF GREGORY J. AHART, DIRECT OR,  HUMAN RE­
SOURCES DIV ISION, GENERAL ACCOUNTING OFF ICE, ACCOM­
PA NIED  BY ROBERT V. FAR ABAUGH, HUMAN RESOURCES
DIVISIO N, GEN ERA L ACCOUNTING OFFIC E; THOMAS J.  SCHULZ,
HUMAN RESOURCES DIVISIO N, GEN ERA L ACCOUNTING OFFIC E;
AND IR A A. SPEA RS, ATLAN TA REGIONA L OFF ICE, GEN ERA L
ACCOUNTING OFFICE

Mr. A iiart. We are pleased to be here to discuss our current  review 
of the program, and we also have a few comments to make on the 
HMO amendments which are before this committee embodied in S. 2534.

The HMO Act of 1973 provided  for a tria l Federal program to 
develop alternat ives to the trad ition al forms of health care delivery 
and financing bv assisting and encouraging the establishment and expansion of HMO’s.

The original  act spells out in considerable detail, the definition of 
and requirements for an HMO. Among other things, the act speci-
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fied basic and supplemental health services to be provided to the 
HMO members, the basis for fixing the rate of prepayment, the 
requirement tha t HMO’s have open enrollment periods for indi­
vidual members without restrictions—such as on preexisting  medical 
conditions—and the organizational structu re of an IIMO. The orig­
inal act authorized a 5-year demonstration  program designed to 
promote the development of new HMO’s and the expansion of exist­
ing HMO’s b y:

Provid ing financial assistance through grants, contracts, and loans;
Providing  a market for HMO’s by requiring certain employers to 

offer employees the option of join ing a qualified HMO—dual choice— 
and

Removing restrictive State laws and practices which could serve 
to hinder the development and operation of a qualified HMO.

The Heal th Maintenance Organiza tion amendments of 1976 (90 
Stat. 1945) increased the flexibility of HMO’s qualified under the 
act with regard  to basic and supplemental health services, options 
for staffing and organization, and waivers and delays of imposing 
open enrollment and community rating requirements. These amend­
ments also increased the funding limits for the grant program and 
extended the period for use of loan funds to cover operat ing cost 
deficits from 36 to 60 months.

The act also places specific evaluation requirements on GAO. Sec­
tion 1314 of the HMO Act directs GAO to:

Evalua te HMO’s in regard to thei r ability to provide prescribed 
health services; meet organizational and operational requirements;  
enroll as members the indigent, the high risk, and the medically 
underserved; and operate without continued Federal assistance;

Report on the effects of requiring certain employers to offer the 
option of enrolling in a qualified HMO; and

Evaluate and compare HMO’s with other forms of health  care 
delivery.

The act. as amended in 1976, stipulated that we evaluate at least 
10 or one-half—whichever is greate r—of the HMO’s federally quali­
fied bv December 31, 1976. At that time 27 HMO’s were so qualified 
bv H EW. and we are reviewing the activities of 14 of these HMO’s. 
A report on our review is to be issued to the Congress by June  30, 
1978.

PROGRESS IN  IM P L E M E N T IN G  T H E  AC T

Through December 31, 1977, HEW  had awarded $131.3 million in 
gran t and loan assistance under the act to 172 organizations—$61.7 
million in grants and $69.6 million in loans. Two additional organ i­
zations have received loan guarantees for $2.2 million. Twenty-four 
of these organizations also received a total of $7.5 million to develop 
TTMO’s under other sections of the Public Health Service Act prior  
to the passage of the HMO Act. HEW considers 94 of the 174 or­
ganizations to be active grantees or active loan recipients. None of 
the HMO’s have defaulted on Federal loans or loan guarantees. 
There were 80 inactive grantee organizations, which had obtained 
grants totaling $8.5 million. These latt er organizations were either 
defunct or had obtained non-Federal financial support.
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As of December 31, 1977, there were 51 federal ly qualified HM O’s. 
Thirty-nin e received more than $97 million under this act, and two 
received loan guarantees. We can submit for the record a listing  of 
the allocation of the grant funds for feasibility  studies and plann ing 
and initia l development activities, and loans for operational assist­ance.

[I  he following was supplied for the record :]
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Mr. Aiiart. Preliminary findings based on our review:
In compliance with the act as amended in 1976, we are reviewing 

the activities of 14 HMO’s which had obtained Federa l financial 
assistance under the HMO Act. Our preliminary findings indicate 
that  each is generally providing health services in the manner re­
quired by the act and tha t each generally has been organized and 
operated in the manner described by the act. However, important 
exceptions do exist. The 14 HMO ’s had not expended extensive 
effort to enroll elderly, indigent, or medically high-r isk people. The 
lack of enrollment of elderly and indigent persons is attributable 
mainly to problems which ITMO's have encountered in obtaining 
State and Federal  contracts to serve medicaid and medicare recip­
ients. The lack of enrollment of high-ri sk persons stems mainly from 
the HMO’s desire to avoid high utilizers of medical care which 
could impai r the HMOs’ financial soundness and thei r ability to 
operate eventually without continued Federal assistance.

In our evaluations of the HMO ’s financial soundness, we focused 
on their ability to generate enough revenue to cover operat ing costs— 
or break even—within their  first 5 years of operation as a qualified 
HMO. Although an HMO may break even, it must be recognized 
tha t breaking even does not automatica lly mean tha t an HMO can 
generate enough surplus revenue to repay its Federal loan and fi­
nance future growth. If  an HMO cannot repay its Federal loan on 
schedule, and the Government delays repayment or forgives the 
loan, the Government in effect is continuing to assist the HMO 
financially.

One of the HMO’s reached its break-even point during the, quar ter 
ended December 1977. Our preliminary conclusions about other 
HMO’s are that  six have a poor chance of breaking even within 
5 years and six have a fair  to good chance of breaking even. For the 
remaining HMO, we have not yet reached a preliminary conclusion. 
Our doubts about the soundness of some HMO’s center around the 
reasonableness of their  cost and revenue projections and their  man­
agerial capability.

Senator Kennedy. Would you develop that  point to some greater 
extent ?

I would be interested in both the broad sweep and a more precise 
sweep.

It  seems to me tha t if we were talking about getting new busi­
nesses started, you would have a certain amount of failure rate. We 
are dealing with new but tested concepts, but we are dealing with 
it in different locations, d ifferent circumstances.

What should we except as a failure  rate to know whether the 
program is still successful basically; and, second, what can you tell 
us more precisely as to the reasons for  it?

Is it poor adminis tration and poor planning?
Is it poor oversight ?
Can you give us both strokes?
Mr. Attart. On the first part  of your question. Senator, I do not 

know if we have anv part icular wisdom as to what would be a 
failure rate tha t would be acceptable in this program.
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Obviously, there are going to be some failures. My judgment would 
be based on the 14 we looked at. Six have a chance of failure,  and we should be able to do bette r than  that.

With  respect to what can be done about it, as pointed out, there are managerial problems. The ones that look like they have a poor chance of breaking even are a problem—even for some of them tha t look like they will reach the break-even point, there is some ques­tion as to whether they will ever get healthy enough to repay Fed­eral loan funds that might be there.
With  your permission I would ask Ira  Spears to give you in more detail what these cost figures look like, what the projection curves look like, and a better understanding of what we are looking a t here.He has some charts.
Senator  Kennedy. I think  you understand the question.
For  example, are the people they are dealing with sicker?
It  may be inefficient admin istration, the people may be sick, and what I am interested in is how we are able to try  and judge these factors?
Mr. Atiart. I do not think that  is the case.

Senator Kennedy. That  is what I am interested in, what is the case, to the extent that you can tell us?
Mr. Attart. With respect to people being sicker, many have been unsuccessful for one reason or another, reaching the population which is more high risk, elderly, medicare and medicaid programs, which is generally poor people and generally tend to utilize very high—I do not think that  is the problem.
They have problems in market ing their  plans. Most of them have been using dual choice provisions quite well. They have not been forcing employers to sign up. They have been using the merits of their  plan to convince employers, but marketing is a slow process in some cases, it is a difficult process.
My colleagues here might want to expand a little  more on the details of what they found were the specific problems of individua l ITMO’s.
Mr. Spears.
Mr. Spears. In talking about broad sweep first, let us talk  about the general picture of IIMO s tha t do not seem to have a good chance of breaking even.
[The chart follows:]



PATTERN OF COSTS AND REX'S HUES PE R MEM3ER 
FOR  HMOS WHICH ARE ABLE TO ACHIEXfE FI NANCI AL IND EPE NDENCE

YEARS IN  OPERATION
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Mr. Aiiart. The chart here, which is similar  to the one in your 
hands, depicts the general cost and revenue experience of  an HMO, 
which we would expect to see from one tha t is financial ly sound.

You can see here tha t the developing HMO cannot expect its 
revenues per member to equal its cost per member. If  it did this, it 
would probably be noncompetitive on a cost basis.

But as the HMO expands its operation and moves forw ard in 
years of operation and acquires members, its cost per member would 
gradua lly decline.

Assuming tha t the HMO’s established an adequate init ial price, 
it could increase its price to offset inflation, and eventually revenue 
per member would equal cost per member.

Tha t would be the break-even point. Pr ior  to tha t we have deficit 
and afte r tha t a surplus. Afte r it reaches the break even, the surplus 
has to be adequate for it to be able to pay the Federa l loans, plus it 
must be able to finance future  growth.

As we pointed out, there is one HMO tha t has reached its break­
even point. It  reached a break-even point of approximately $30 cost, 
$30 revenue.

We have noted in our reviews of all the other HMO’s tha t they 
follow the same general cost curve, their  costs are bottoming out at 
about $30 per member, and for some of them who have been in 
operation a little  bit longer, thei r cost curves are star ting  to rise, 
back up into the thir ties and higher.

The HMO which did break even projects tha t by the end of 1980 
its cost curve will be up here close to $40.

Now, the problem tha t we are finding with other HMO’s, tha t 
have comparable and greater memberships, and have comparable 
and greate r lengths of time in operation, is tha t they have a rev­
enue curve which is consistently fallin g below the cost curve. They 
have still got a gap between cost and revenue.

Therefore, we believe tha t they are going to have problems in the 
future .

Let me give you an example of one, and why we believe it has a 
poor chance of breaking even.

In 1977 its cost per  member per month was $36. It  projected tha t 
by the end of 1980, 3 years  hence, tha t its cost would have risen to 
$39 per member, and tha t would represent an 8-percent cost growth 
in 3 years.

Now in the 6-month period ending in December of 1977, and tha t 
6-month period alone, its cost had gone up on a permanent basis, 
7 percent, or about 14-percent annual rate, and if we project  a 5- 
percent cost increase over the next 3 years, its cost could go from 
$36 to $42 per member.

If  we go to 10 percent, which has been the average increase of 
national  health care costs during the last 4 or 5 years, the cost 
would go from $36 at the end of 1977 to $48 bv the end of 1980. 
Its  actual revenue per member durin g 1977 was $29. HMO projects 
tha t by the end of 1980 its revenues per member will be approxi­
mately $42 per member.

Tha t would require a 45-percent increase in the HMO’s revenues 
per member to reach tha t point.

27 -2 7 3  0  -  78  - 3
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If  its cost pattern equals th is patte rn, then it is going to have to 
go from $29 to $48 by the end of 1980, and tha t would require a 
65-percent increase in the revenues per member per month.

I would like to point out that what this would do would be to 
get the IIMO to its break-even point. It  does not address the issues 
of whether the HMO would be able to repay its Federal loan or to 
finance fu ture growth.

Senator Kennedy. It  seems to me to be poor management projec­
tion on that .

Mr. Spears. We did find managerial problems.
We did find problems with financial management and on financial 

projections.
Senator Kennedy. I think  that  argues for one of the aspects of 

the legislation—management training.
Mr. Schulz. Wc support that.
Mr. Ahart. A s I  mention la ter in the statement, we are supportive 

of the provisions of the bill which provide for better management 
training.

Senator  K ennedy. I think in view of your testimony, and we will 
continue on through,  but first of all we are on this point, and this 
is an important aspect, as I unders tand it, from what you are say­
ing, the management and administrative  skills in the organization 
and the adminis tration of this program, and tha t is an important 
element of a successful program.

Mr. Attart. Tha t is extremely impor tant.
We think  it is also important tha t HE W have skills in-house to 

be able to provide technical assistance to these people.
Senator Kennedy. We will get into tha t in a little while.
Mr. Ahart. Continuing, then, with the statement:
To determine the economic effect of the dual choice requirement 

we interviewed 247 employers whose business establishments were 
within the targeted membership area of the 14 HMO’s. Most were 
offering the HMO as a dual choice. The employers contacted re­
ported no significant economic effect from offering the HMO as a 
health plan option. The employers informed us tha t the HMO’s 
have not used the dual choice requirement to force them to offer 
their plans but instead relied on marketing the merits of their  plans. 
We also contacted officials of local labor unions to determine thei r 
views toward the HMO Act. The labor union reaction toward HMO’s 
was mixed but mainly favorable.

No commonly accepted standards of techniques exist to evaluate 
quality  of care provided by HMO’s. However, it should be noted 
that  HE W has been given the role of assuring the public tha t a 
nunlifi°d HMO delivers quality health care. HE W has not clearly 
stated its policy for determining the adequacv of an HMO’s quality 
assurance program. During our study we obtained descriptions of 
the quality assurance programs of each of the 14 HMO ’s and noted 
tha t the types of quality assurance programs varied. Fur ther , we 
found that  seven had not fully  implemented their  quality  assurance 
programs.

Senator  Kennedy. Did you draw any conclusion about the ade­
quacy of these quality  assurance programs?
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Mr. A hart. I do not think we reached any conclusion on our own. 
Without guidance from IIE W as to what should be included and 
what crite ria should be used, we really were not in a very good 
position to make a judgment on it.

In fulfilling  our report ing requirement to the Congress, we also 
plan to comment on H EW ’s management of the program, and I will 
make a few statements regarding this phase of our study.

In our November 1975 testimony before this subcommittee and in 
our September 1976 repor t to the Congress, we stated tha t there 
were serious concerns about the ability of IIE W to effectively im­
plement the HMO Act. We still have some of the same concerns— 
primarily regarding the ability of the Department to issue regula­
tions and guidelines tha t are needed to effectively and uniformly 
implement the act and also the ability of HEW to effectively orga­
nize the HMO program and to obtain the numbers and types of 
personnel needed.

STATUS o r  REGULATIONS AND PROGRAM GUIDELINES

Since our prio r testimony and our September 1976 report , HE W 
has made a concerted effort to issue regulations in a timely manner. 
In June  1977, HE W modified its regulation process by issuing in­
terim regulations. The issuance of interim regulations  allows imple­
mentation of the HMO Act as amended, prior  to resolving all the 
issues tha t would have to be covered in final regulations. As of 
February  1978, the final regulations have not been issued.

HE W’s policies and guidance concerning the issues that arise when 
implementing the act and regulations are to be contained in program 
guidelines.

Fina l guidelines concerning the organization and operation of an 
HMO have not been issued since the passage of the original act. 
As we reported in September 1976, H EW  internally noted the harm 
to developing HMO’s th at was caused by the absence of  these “ rules 
of the game.”

Two examples of issues tha t need to be addressed in guidelines 
are open enrollment and community rating . The open enrollment 
requirement was greatly  modified by the 1976 amendments by chang­
ing the time period during which the enrollment should occur and 
when the requirement was applicable.

Secreta rial waiver is still permitted. Although HEW informed 
us that about six HMO’s would be required to have open enrollment 
this year, the Department has not prepared criteria for determin ing 
whether to gran t an HMO a waiver from this requirement.

The HMO Act also required HMO’s to establish premiums based 
on a community rate rather than on an experience rate . HMO’s must 
establish one community rate to spread equally among all HMO 
members the costs for comparable coverage. As part of our review 
of the 14 selected HMO’s we obtained descriptions of the different 
means by which each HMO translates community rating into a rate 
structure . We were precluded from determin ing the HMO’s com­
pliance with the intent of the act because the Department has not 
issued its interp retation of how community rating should trans late 
into a rate structure.
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Confusion of what exactly constitutes community rating not only 
applies to those HMO’s qualified by HE W, but it also has posed 
problems for the Civil Service Commission in audit ing the rates 
under the Federa l health benefits program. As we noted in a report  
to the Civil Service Commission on Jan uary 23, 1978, we had con­
cerns that  the Civil Service Commission had not been able to deter­
mine the reasonableness and equity of the premium rates of the 
community-rated, comprehensive plans which provide services to 
Federa l employees, like the Kaiser  plans in California.

ORGANIZATION AND STAFFING

The 1976 amendments legislated a requirement for HE W to cen­
tralize all HMO program responsibilities, except for qualification 
and compliance, under one organizational unit. As stated in the 
House report  on the 1976 amendments the centralization of responsi­
bilities is to include the coordination of the activities of regional 
office HMO personnel. In December 1977, HE W centralized the 
headquarters program within the Office of the Assistan t Secretary 
for Health.  HEW appointed a director of this centralized program 
on March 1, 1978. The December 1977 reorganization did not in­
clude the regional offices.

HEW does not have the numbers and types of personnel needed 
to effectively implement the HMO program. As we reported in 1976, 
few regions employ personnel with needed expertise. Several re­
gional officials told us then tha t few people with the desired expertise 
in marketing, actuarial analysis, and financial management and with 
a broad knowledge of prepaid health plans would work for the 
Federal Government at the grade levels and salaries offered. This 
raises questions on the ability of regions, which are the initial  con­
tact points for HMO’s, to effectively monitor and provide technical 
assistance. We have been informed that  regional staff utilization 
will be addressed by the new HMO director.

The lack of an adequate number of staff with expertise is also a 
continuing  problem in the headquarters operations of the  HMO pro­
gram. The most publicized result of this problem has been the delavs 
experienced by HMO’s in the qualification review process. Not only 
has this delay had an adverse impact upon the development of 
HMO’s, but also there was an increase in the cost of the Federal 
program. The investigative staff of the House Appro priations Com­
mittee, noted in its recent review of the administration of the HMO 
program that almost $4 million in additional gran t funds were ex­
pended by the program for the purpose of sustain ing the HMO 
grant projects until thei r applications for qualification could be 
reviewed.

COMMENTS ON S. 2 53 4— INCREASED FINANC IAL ASSISTANCE

I will now address S. 2534. Sections 3, 4 and 7 provide for in­
creased fund authorizat ions for existing sections of the HMO Act 
and call for new autho ritv for new types of financial assistance. 
Under existing law, an HMO can obtain Federa l financial assistance 
tota ling  $4.65 million, of which $2.5 million is available in the form
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of loans or loan guarantees to cover operat ing deficits. Under S. 2534, 
the maximum amount of Federal financial assistance would be $10.96 
million of which $5 million would be available in the form of loans 
or loan guarantees  to cover opera ting costs, and $2.5 million would 
be available in the form of loans or loan guarantees to acquire 
ambulatory care facilities.

We do not dispute the possibility tha t the additional financial 
assistance proposed by S. 2534 could benefit HMO’s. However, we 
have reservations about expanding the loan assistance available to 
HMO’s, because HEW  has not demonstrated the ability to effectively 
administer and monitor the loan program already in effect. As pre­
viously mentioned, we believe that some HM O’s which have obtained 
Federal loans under existing authority are not financially sound.

In relation to our concern about HE W’s ability to manage the 
HMO loan program, we found that, as of February 1978, the loan 
office had no formal uniform loan policy and had only two staff 
members, a loan officer and a program analyst, to review loan app li­
cations and prepare loan award documents. We asked loan officials 
if they were responsible for monitor ing the HMO’s financial prog­
ress; they said tha t they relied on the Office of HMO Qualification 
and Compliance to monitor financial progress.

However, compliance officials told us they do not have enough 
staff to monitor all qualified HMO’s. They characterized the com­
pliance function as a “firefighting” process, allowing little  time for 
advance p lanning and preparation.

On February  27, 1978, the Senate Appropriations Committee ap­
proved a request for 37 new positions during fiscal years 1978-79, 
raising  the present level of authorized positions from 138 to 175. 
Thirty -six of these new positions were to be allocated to the qualifi­
cation and compliance functions and none to the loan branch.

Senator Schweiker. H ow many do you think should go to the 
loan branch?

Mr. Attart. We cannot give a specific number. With  the existing 
program we do not feel you can run tha t kind of a program with 
two people.

With  an expanded program authorized by this bill, certainly  you 
would need more than that.  I do not know if my colleagues might  
venture a guess or not.

Mr. Scitulz. I would not venture a guess.
Senator Schweiker. You think  it should be more than  none?
Mr. Attart. Certainly more than none.
With  respect to financial disclosure, we support section 10 of 

S. 2534 which deals with financial disclosure because as a result of 
several reviews by Federal grant programs and the California pre­
paid health plans we believe there is a need for a clearer picture 
of t he ‘true costs and results o f operation—including overall adminis­
trative costs and contractua l interrelationships—for  entities tha t 
contract  with or receive grants from Federal or Fed era l/S tate pro­
grams. Fur ther , because of HE W ’s qualification and continuing 
regulation responsibilities, such disclosure would also be needed for 
entities tha t receive loan and market ing assistance—dual choice— 
under the act.
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During our review, we found several instances of third-party  and/ 
or self-dealing relationships which we believe have had or may have 
an adverse effect on the financial viability  of certain HMO’s. We 
are aware tha t some of these issues have been surfaced for discussion 
within the Department, but we are not aware of any final policy 
statement resolving the issues. We believe tha t this section should 
clarify the Government’s policy toward third-party  and self-dealing 
relationships. Specifically, we believe that  the Department should 
have the authority to impose sanctions, such as dequalification, when 
it finds tha t third-pa rty or self-dealing relationships have adversely 
affected an HMO.

MANAGER IAL  TR AINING

Section 9 of S. 2534 provides for an HMO management train ing 
program. We believe tha t there is substantial evidence of the need 
for managerial train ing for health maintenance organizations—in­
cluding training  to develop knowledgeable managers in the Federal 
program.

Mr. Chairman, this concludes our statement. We shall be happy 
to answer any questions you or other members of the subcommittee 
may have.

Senator  Kennedy. Tt is very helpful to this committee as in the 
past.

We are going to continue to  draw on you in the future as well. I  
think  you have developed a lot of expertise in this program.

Let me direct your attention to the provisions which we had in 
the legislation with regard  to community ratin g and the experience 
of rating .

I  am just wondering, T think  the legislation itself as a result of 
working through the legislative process, has a rath er mix in tha t 
area.

I  do not believe tha t regulations  have been promulgated in those 
areas or in tha t area.

I  am jus t wondering whether you drew any conclusions from your 
review on what the policies were in these various HMO’s, any trends 
tha t you would notice, and what you might be able to tell us about it?

Mr. A iiart. Le t me ask Mr. Schulz to respond to tha t and perhaps 
Mr. Spears would have some comments as well.

Mr. Schulz. Wha t we found was a situation as we conducted our 
review of the individual 14 ITMOs. where we ended up having to 
describe each system individually . We found very l ittle  commonality.

Community rating is one of those things apparently  tha t is hard  
to describe, but only once you see it, will you know what it means.

Tn this situation there have been problems frying  to interpre t how 
you take the concept of community rating and trans late it into a 
premium that could be competitive, and to what extent there can 
be differences between how much per month you pay. On community 
rates, I  think  most folks think, how much comes out of my paycheck 
per month, and how much difference is there to the amount you pay 
on the experience rate. We have not found any departmental guides 
on that  kind of nitty-gritty  question.
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We have some concerns about how the rate structure is set up, 
whether it is just individua l or family or two-step structu re or in­
dividual, couple, and this variation.

We have some specific concerns about that.
I could go into tha t now if you wish, or you can read it in our 

report.
Senator Kennedy. Did you draw any conclusions at this  time 

about what is being done in various HMO’s to date? I gather from 
what you say there is no single policy, it is p retty  scattered in terms 
of how their  policies are developing on this.

There is no kind of uniform standard. Would it be desirable to 
have a standard given to different part s of programs; it seems to 
me it was clear we had established some policy guidelines, legisla­
tive guidelines on it.

I am just wondering what you can tell us, what conclusions you 
draw as to advisabi lity of these provisions, even though they are 
not being implemented by regulations?

Mr. Schulz. I do not think  we have to legislate much more. I 
thin k it is a situation  of the Department needing to have interna l 
guidance as to what the Department should be looking at and have 
tha t information available to HMOs when the Department proposes 
these kinds of things.

Senator Kennedy. But tha t is not happen ing at the present time?
Mr. Schulz. The answer is no. What they have had to do is re­

think the whole concept of community rating based on revenues 
rather than costs. Possibly the Department could expand on tha t 
some more because it  is right in the discussion stage. They have had 
difficulties implementing community rating and I think they con­
cluded they cannot go any furth er. They are trying a new tack. You 
might want to discuss th at with them.

Senator K ennedy. What about the area of open enrollment?
We passed some rath er comprehensive provisions on tha t tha t 

were again adjusted down in terms of the conference.
We do have some limited but important provisions for open en­

rollment to trv to balance some of the policv considerations.
Wha t can you tell us about how much open enrollment is taking 

place and whether those provisions are being implemented? Is it 
a par t of the reasons for the additional financial burden tha t some 
of these HMO’s are dealing with or what?

Mr. Schulz. I think  the objection has always been that  it is going 
to create an additional financial burden. Even when it was required 
under the 1973 amendments, without the kind of liberal waivers 
you have allowed in the 1976 amendments, the Depar tment  just did 
not do too much of anvthing . Several HMO’s we reviewed asked for 
waivers of open enrollment, and I guess the silence they received 
was confirmation. One HMO we reviewed attempted to offer open 
enrollment and they said it adversely’ affected them financially.

The 1976 amendments were defined so tha t HMOs that  have been 
around for awhile, tha t are stronger in numbers and all of that , 
will probablv be able to withs tand anv adverse impact of such open 
enrollment. When we talked to the Department officials a couple of
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weeks ago the question was, what are they going to do with the six 
coming down now?

They have yet to finalize policy as to what they are going to do. 
Words were said to the effect that  it is possible these HMO’s can 
now afford open enrollment. Up to now we have not found any tha t 
offer it or have had positive experiences.

Senator Kennedy. Under the legislation their  provisions on it, 
existence for 5 years, above $50,000, we establish criteria. T do not 
know* how7 many of those were forwarded in that criteria and 
should be offered-----

Mr. Sciiuez. I think they estimate around six this year.
Senator Kennedy. None of them are doing it ?
Mr. Sciiuez. The question raised is whether or not they should 

get waivers, T guess the Department should have a position on what 
it is the Department should have in place to give a waiver—I think 
the intent was that these were s trong enough that they do not need 
a waiver. They should offer open enrollment.

Senator Kennedy. Can you tell us what you think  of insurance 
companies star ting  HMO’s?

Should there be guarantees tha t HMO’s are going to be in­
dependently managed?

Mr. Schulz. Section 10 of this bill has to do with disclosure. Tt 
is a question regard ing to what extent do you want to have the 
entity tha t makes commitment to the public and Government to 
provide prepaid services, the entity that  may borrow’ money from 
the Federal Government, the entity that receives gran t money from 
the Federal  Government—responsible to the Federal  Government.

The ouestion with regard to thir d partv involvement or to what 
extent does someone who has not any of those commitments to the 
public or the Federal Government have an opportunity to influence 
the destiny of this ITMO, and create an adverse situation.

We have observed actual situations w’here there could be adverse 
effects.

For  example, we have situations where insurance or indemnity 
carriers  have their sales representatives go out using dual choice, 
but not only selling benefits of the plan, but at the same time selling 
essentially competitive plans.

To some extent that  can have adverse effects, and maybe it will 
not-----

Senator Kennedy. In the kind of example you mention, there 
are some inherent conflicts.

How can you expect the insurance company on the one hand to 
have one kind of policy, and then TTMO on the other hand, tha t 
thev are going to have another—well. T would expect there would 
be inherent conflicts, would there not?

Mr. Sohulz. T think  there would be. We reported in 1975—when 
we initia lly looked at the TTMO Act—we reported situations where 
it actually did have a detrimental effect on the TTMO. Tt could be a 
benefit, too. Tt could be an entre for an TTMO into markets which 
thev could not get before.

Tt is a kind of thing  that  possiblv. mavbe you cannot legislate 
very tightly , but if you have public disclosure and have notice of
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this situation  available, maybe they will try and resist the temp ta­
tion to have this adverse impact.

Senator Kennedy. What should be our attitude toward  the ta r­
geted population if these HMO’s fail, and say, we in the Federal 
Government encourage, develop, support, stamp OK—get people 
in and the thing goes down?

Do we have any responsibility to them?
I suppose tha t is a broader  question. But given your comments 

about some of the financial problems, I am just wondering.
Mr. Ahart. I am not sure what our responsibility would be, Mr. 

Chairman, in case of a defunct HMO. There are competing or­
ganizations out there that  could pick up some of the slack. Tf it is 
the medicaid population, certainly there are other mechanisms to 
meet their  needs. I do not think we have really given too much 
thought to that  part icular issue.

Senator Kennedy. As you understand, if they get into those 
HMO’s. they give up their  group plans, they get it at more favorable 
rates, and if this goes down, they may have a hell of a tough time 
getting back into their  group and scrambling around.

I do not think  you have to ask what other kinds of responsibilities 
which would be toward those vulnerable groups.

Mr. Sciiulz. The point clearly is tha t there is an aspect of managing 
the HMO program, not only just to promote them and develop them, 
but to be responsible to the kinds of public assurances we are making. 
So, a little more care about gettin g them into the pipeline, technical 
assistance, managerial capacity, monitoring capacity is needed.

Senator Kennedy. Concerning the self-dealing relationships in 
terms of the HMO concept, how evident did you find these, your 
own kind  of review?

What  are these relationships specifically and how extensive?
Mr. Sciiulz. We did find some.
Mr. Spears here was actually on location directing one of the 

reviews where we found a primary example of the circumstance.
T think T will have him give you an eye witness account.
Mr. Spf?rs. We had one example which from the time the HMO 

opened its doors, it has been leasing an outp atient health care facility 
with a capacity which far  exceeds resonable expectations of its 
membership growth during the foreseeable future.  In our opinion, 
this has occurred mainly because of inadequate planning by persons 
who had no prior  experience in HMO management and part ially 
because of self-dealing relationships involving officers of the HMO.

Three persons on the HMO’s board of directors are members of 
a partnership, which is se p ta te  from, but exists because of. the 
TWO. One partner is the HMO ’s president and medical director. 
Another partner is the HMO’s executive vice president and medical 
center admin istrato r, and the thi rd partner serves as secretary and 
treasurer  of the HMO and represents it as its general counsel.

Tn 1973. the partnership leased a trac t of land from the partner 
who is the president of the HMO. and the partnership borrowed 
about $1.1 million to build a health center large enough to serve 
about 40.000 members. However, the HMO estimates tha t its mem­
bership at the end of 1981 will be only 20,400.
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In mid-1974, the HMO leased the building from the partnership  
and agreed to pay all costs associated with maintaining the build­
ing, including taxes, insurance, maintenance, and principal and in­
terest on the building mortgage. The HMO estimates that  these 
costs will amount to over $200,000 for calendar year 1978.

As of June 30, 1976. the HMO’s balance sheet showed that  it had 
furn iture and office equipment which had been purchased with 
Federa l gran t funds at a cost of about $13,000. All medical equip­
ment and some office equipment used by the HMO had been leased 
from the partnership; however, neither the HMO nor the par tne r­
ship could provide to us an equipment inventory listing which 
segregated equipment purchased with grant  funds from the par tner­
ship’s equipment.

Example 2:
The HMO’s organization chart indicates that  it is an independent 

entity which obtains certain services through  a contract  with Blue 
Cross-Blue Shield; however the HMO interrela tes with BC-BS in 
several ways.

Board of Directors:
BC and BS elect the HMO’s Board of Directors. In addition, 5 

of the 25 members on the HMO ’s 1976 Board were also on either 
the BC or the BS boards of directors.

Executive Director:
For a period of about 3 weeks in February  1977, BC’s president 

also served as the HMO’s executive director. He told GAO tha t the 
HMO’s board of directors felt tha t a full -time executive director was 
no longer needed. Therefore, the board’s executive committee recom­
mended his appointment as the HMO’s executive direc tor contingent 
upon a legal determination tha t there would be no conflict of interest 
between these two positions.

At its Februarv 1977 meeting, the executive committee apparently 
recognized th at there would be a conflict and promoted the associate 
executive director of the  HMO to executive director. Before coming to 
the HMO in 1972, he had about 17 years of experience with another 
Blue Cross organization.

Mr. Schulz. These are qualified HMOs that have these relation­
ships. but T think you can see they are not fully in control of their 
owrn destinies.

Senator Kennedy. Well, those can be made a part of the record.
[The following was supplied for the record:]
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SELF-DEALING AND/OR THIRD 
PARTY RELATIONSHIPS

Section 10 o f the HMO Act Amendments of  1978 (S. 2534) proposes

th a t HMOs be requ ire d to  p u b lic ly  di sc lose  se lf -d ea lin g  re la tionship s

which have the  pote ntia l of  adversely  a ff ec tin g  HMOs' fi nanc ia l sound-

ness or  reasonableness o f payments to  re la te d or ga niza tio ns . |
Sijto'P

Athe  HMOs we eva lua ted  have se lf -d ea lin g  and/o r th ir d  pa rty  re la ti o n ­

sh ips.  Fiv e of the  HMOs were ti e d  to  insurance  companies and one 

to  a pa rtn ersh ip  composed of HMO o ff ic e rs . The ir re la tionship s in ­

volved  such areas as in te rl o ck in g  d irec to ra te s, fi nanc ia l assis tance,  

management and marke ting  se rv ices , and f a c il it ie s  and equipment lea ses.

We found no evidence o f fraud; however, some of the re la tionship s pre­

sent the  p o s s ib il it y  of  adverse e ff ec ts . Several examples of  the  re ­

la tionsh ip s fo llow .

Example 1

The HMO's orga niza tio n ch art  in di ca te s th a t the  HMO is  an independ­

en t e n ti ty  which ob ta ins cert a in  se rv ices  through a contract  w ith  Blue 

Cross -  Blue Sh ield {BC -  BS). The o f f ic ia l BC -  BS orga niza tio n ch art , 

however, in di ca te s th a t the  HMO is  a co-equal  component o f the combined 

HMO/BC -  BS or gan izat io n.  We found th a t the  HMO in te rr e la te s  w ith  BC -  BS 

in  sev era l ways.

Board o f d irec to rs

BC and BS e le c t the  HMO's board of  d irec to rs . In add it io n , 5 o f the 

25 members on the  HMO's 1976 board were als o on e it h e r the  BC or  the  BS

boards o f d irec to rs .
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Execut ive d irec to r

For a period of about 3 weeks in  February 1977, BC's pr esiden t,  

als o served as the  HMO's executive d ir e c to r.  He to ld  GAO th a t the HMO's 

board o f d irecto rs  f e l t  th a t a fu ll - ti m e  exe cut ive  d ir e c to r was no lon g­

er  needed. There fore, the  board's  execut ive  committee recommended hi s 

appointm ent as exe cutive d ir ec to r,  cont ing en t upon a lega l de term ina tion 

th a t there would be no c o n f li c t  o f in te re s t between these two pos it io ns.

At  i t s  February 1977 meeting, the executiv e committee ap pa rent ly 

recogn ized  there would be a c o n f li c t  and decided to  promote the  HMO's 

associa te d ir ec to r of fh e HMO'to execut ive  d irec to r.  Befo re coming to 

the  HMO in  1972, he had about 17 yea rs experience w ith anoth er Blue  Cross 

or ga ni za tio n.

Serv ices agreement

Most of  the  HMO's ad m in is trativ e services othe r than he al th  center  

ad m in is tratio n are provided under a co ntract  w ith BC -  BS. These se r­

vice s inclu de  personnel, purchasing,  accounts payable , general  accoun ting,  

data  pro ces sing, and service s re la te d to  ad min ist er ing su bs cr iber  con­

tr a c ts .

The HMO pays fo r these  service s based on an a lloca tion  o f BC -  BS's 

ac tual ad m in is trativ e expenses. Although the  HMO has the co nt ra ctua l 

r ig h t  to  au di t BC -  BS's reco rds, the presen t and pas t ex ec ut ive  d irecto rs  

to ld  us th a t i t  has never exerc ised th is  r ig h t.  The prev iou s execut ive  

d ir e c to r to ld  us th a t he had expressed d is sa tis fa c tion  w ith  the serv ice s 

pro vided and the  costs  a llo cate d to  the HMO under th is  con tract.



Markfcf jn^

The HMO’ s executive d ir ec to r to ld  us th a t,  curr ently  BC - BS per­

forms marketing  serv ice s fo r  the  HMO. The HMO's market ing manager coor ­

dina tes the  HMO's sales e f fo r t  w ith  BC -  BS, and he repo rts to  the HMO's 

executive  d ir e c to r.  However, he has no au th ori ty  ove r the  HMO's two 

fu ll - ti m e  marketing repr es en ta tiv es , who re por t to  the BC - BS

|fo r ma rke ting. According to  the  executive d ir e c to r,  the  marke ting  

repres en ta tiv es  market the  HMO to  new employer groups, wh ile  the  regu la r 
BC -  BS marketing  s ta ff  markets both the  HMO and BC -  BS to  cu rr en tly  

enro lle d groups. The HMO's form er executive d ir ec to r advocated an 

independent HMO marketing s ta f f  because he f e l t  the  HMO did no t have the  

element o f advocacy and compe tit ion was lim ited .

Example 2

In  1973, the  HMO signed a five-y ear management se rv ices  agreement 
w ith  Pruden tia l Insurance Company o f America. Pruden tia l manages the  HMO 

on a day-to-d ay basis  and also  provides co ns ul tant  assis tance.  The HMO's 

ex ec ut ive  d ir ec to r and c o n tr o ll e r  ara- ’Pru dent ial  employees. For these  

management se rv ices , the HMO pays Prud en tia l 150 percen t o f the sala rie s 
o f the  Pruden tia l employees and a monthly fee of $1,000 . The Pruden tia l 

has made various  co ns ul tant  service s av aila bl e to  the  HMO in clu d in g ac­

tu a r ia l,  accounting, lega l,m arke tin g and loan  se rv ices . Prud en tia l has 
loaned the  HMO a to ta l o f $1.5 m il li o n .

Example 3

Three persons on the HMO's board of  d irecto rs  are members of a 

pa rtners h ip , which is  separate from , bu t exis ts  because o f,  the  HMO. In 
add it io n  to  being on the board of d ir ec to rs , one pa rtn er  is  the  HMO's
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pres iden t and medical d ir ec to r.  Another pa rtn er  is  the  HMO's execu­

t iv e  vice  pres iden t and medical  ce nter  ad m in is trato r,  and the th ir d  

pa rtn er  serves as secretary and tre as ur er  of  the  HMO and represents i t  

as it s  general cou nse l.

In  1973 the pa rtn ersh ip leased a tr a c t o f land from the pa rtn er  

who is  the pres iden t o f the  HMO and borrowed about $1.1 m il li o n  to  bu ild  

a he al th center  la rg e enough to  serve about 40,000 members. In  mid-1974, 

the HMO leased the  bu ild in g from the  pa rtn ersh ip and agreed to  pay a ll  

costs associated w ith maintain ing the  bu ild in g, in clud in g p ri nc ip a l and 

in te re s t on the  bu ild in g  mortgage, taxes, insura nce, and maintenance.

The HMO estimates th a t these  cos ts w il l amount to  about $225,000 fo r 

ca len dar year 1978.

The HMO ap pl ied fo r  Federal q u a li fi ca ti o n  & (months a ft e r  i t  leased 

the he al th ce nt er . In  the app lica tion , the  HMO est ima ted  th a t i t  cou ld 

ach ieve  solency by mid-1978 w ith  a membership of 10,000—about 30,000 

members les s than the  ca pa ci ty  o f the  he al th ce nte r.  The HMO now e s t i­

mates th a t by December 1981 i t  w il l have about 20,400 members, o r almost 

20,000 members less  than the  capa ci ty o f the he al th  ce nte r.  Th is means 

th a t the  HMO has been paying fo r  excess capacity since i t  opened it s  

doors and li k e ly  w il l cont inu e to  pay fo r  excess ca pa ci ty  fo r  many years  

in to  the  fu tu re .

As of  June 1976, the HMO's balance sheet showed th a t i t  had fu rn it u re  

and o ff ic e  equipment which had been purchased w ith Federal gr an t funds 

a t a co st  o f about $12,600. A ll  medical equipment and some o ff ic e  equip ­

ment used by the HMO had been leased from the pa rtners h ip ; however, ne ither 

the HMO nor the  pa rtn ersh ip could  provide to  us an equipment inve nt or y l i s t ­

ing which segregated equipment purchased w ith  gran t funds from the partner­

sh ip 's  equipment.
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As a re su lt  o f th is  poor co nt ro l over  equipment, about $2,300 o f 

grant-p urchased equipment had been mista kenly  inc lud ed  in  the  eq uip-  

en t lease agreement between the'HMO and the pa rtn er sh ip . The HMO, 

th ere fo re , had been paying re nt on i t s  grant-purchased equipment. To 

corr ect the  e rr o r,  the pa rtn ersh ip agreed to  lease an addi tio na l 

$20,000 o f equipment to  the HMO a t no charge fo r  about 1 ye ar .
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Senator  Kennedy. H ow many HMO’s have lost their  certification 
and qualification?

Mr. Schulz. None.
They have considered kind of suspension type of activity, but 

none have been dequalified, T guess that is the jargon  as of now.
Senator Kennedy. Would it not present problems?
I would imagine it would.
But what is your conclusion about dequalifying unless you have 

some guidelines, or unless you have some specific requirements, I 
suppose there will be court challenges and the rest, but they are not 
there.

Can we agree that it would be a lot easier to dequalifv if you have 
criteria  and have s tandards that  have failed to be met?

Mr. Sciiulz. That  is correct.
They have had problems in even denying qualification. That  proc­

ess has been appealed in several instances, at least two. where the 
Department has had difficulty in mainta ining its case because of the 
lack of consistencv in its hand ling of it.

I t might ask HMO to do ABC to qualify and deny them for E, F, 
and G. and so there have been some problems with that.

Senator Kennedy. As one who is very strongly committed to the 
program and who has been afte r the administration  for years get­
ting the program moving, finally we have an administration  tha t has 
gone ahead and qualified hal f of the total HMO’s that have ever 
been qualified in the past year.

Do you have any impression whether the new group is going to 
run into some of the problems we had in the old? Have you drawn 
any conclusions about the types of personnel running those pro­
grams?

I want to know at least from my own point of view how much 
heat, pressure, influence we can have in getting more qualified?

Yet we do not want to see the program on shaky grounds because 
they are moving too fast. What can you tell us in terms of any im­
pressions tha t you have?

Mr. Aiiart. Mr. Schulz may have some general impressions.
The 14 we looked at were drawn from those qualified prior  to De­

cember 31. 1976. I do not know if Mr. Schulz would have any im­
pressions on the quality of those tha t have been qualified since tha t 
time or not.

Tom. would you?
Mr. Schulz. Not specifically on HMDs.
T think as in your opening statement, both yours and Senator 

Schweiker’s opening statement, there is much more obvious or  vocal 
commitment to the program and as for the Depar tment—there has 
been a lot of activity studying the problem, and T think  our test i­
mony indicates though there are still a lot of things t hat  need to be 
done, some of the basic issues raised in 1973 still have yet to be 
resolved.

But what we are detecting though are real sincere a ttempts  to get 
at those. There are a lot of  promises now. I  guess, the same time next 
year we will see how well they do.

Senator Kennedy. Senator Schweiker.
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Senator Schweiker. Thank  you, Mr. Chairman.
In your statement you say tha t one of the HMO’s reached break 

even point in December of 1977. Six have a poor chance of breaking 
even within 5 years, and six have a fai r to good chance of break­
ing even.

You cite facts centered around cost and revenue projections and 
managerial capability.

My question is: Were there any other distinguishing charac teris­
tics beyond those items that  might be a guide to us in the legislation 
or admin istration of the  act? Are there any o ther characteristics t ha t 
we ought to be looking at or HEW ought to be looking at to use as 
guidelines in the future ?

Mr. Aiiart. I do not think  any directly related to legislation, 
Senator Schweiker.

The managerial problems at the local level, a t the HMO level, arc 
severe in some cases, and if you would like we can discuss those, to 
give you a feel of what kind of problems we have.

I will ask Mr. Spears who has met with these people and been at 
local level ouite a bit to try  to inform you about that.

Senator Schweiker. How can we translate that information into a 
better compliance program ?

That is something that  HE W should be sensitive to. How do you 
translate your information into adminis tering the law in a way tha t 
we know what is happening in time to do something about it, rather 
than  wake up some day and find out it’s too late.

Mr. Sciiulz. T think T heard most of the question, but basically 
the activity should start  before compliance.

The Departmental program should be involved, when it is p rovid­
ing technical assistance and gran t assistance, and reviewing them 
before qualification.

There should be a situation where those that are assisted bv the 
program, which are the only ones we have looked at—should be 
solving some of the problems we have noted before becoming 
qualified.

The other point T think we have stressed continuously is t hat  the 
kind of people the Department has regarding  compliance and some 
of the other programs, should have the knowledge and capacitv to 
deal with these ra ther  knotty  issues that  come up. It  is not a situa­
tion where we want a lot of numbers.

We want the kind of people who really know what is going on in 
the program. It  is not something, I guess, vou can legislate.

It is something like the chairman said, that  you can ask and push 
for getting  the proper  kind of skills in the Department .

Senator  Schweiker. In your testimony you also sav tha t the em- 
plovers contacted reported no significant economic effect from offer­
ing HMO’s as health plan option.

What do you mean by that?
Mr. Aiiart. Basicallv tha t means thev are not paving  anymore 

for their  employee health-benefits bv using the HMO option.
Senator Schweiker. Are they paving anvthing else?
Mr. Aitart. Tn their own contracts with the union or the employ­

ees, generally they pay up to a certain amount-----

2 7 -2 7 3  0  -  78  - 4
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Senator Schweiker. Do you have any rough figures in areas where there is real choice, an effective alternative to  fee-for-service, as to what ratio they are taking  or not taking the HMO option ?Mr. Schulz. No.
The Department  has figures indicat ing comparisons of u tilization— hospital utilization  rates—to fee fo r service.
But we have not found any major penetrat ions in employer groups by the HMO’s.
Back to your earlier  question, as T heard it, none of the employers T talked to have detected any major significant increase in healthy people, no great reduction in sick leave, most of them say it is too soon to call.
They are not achieving any savings in the costs of. as I see it, sick leave, things like that.
Senator Sciiweiker. What effect, in your opinion, have the 1976 HMO amendments had in cleaning up PH P abuses in California?Mr. Schulz. I think it is primarily the State of Cali fornia’s ac­tivities rather than any Departmental  role.
California itself made a significant effort to do that.There were 43 PH P’s at one time, during the period of the scan­dals. T think  it is down to around 13 or 14 right now of which 3 or 4 are now qualified.
I think  it was scandals from California which adversely affected the Federal  program.
It  was a State responsibility. It was the State of Califo rnia with the authority in the 1976 amendments trying to clean up some of thei r own problems.
I guess the concern is that  the Federa l Government does not repli ­cate the problems encountered by the State. T think the 1976 amend­ments and these ones before you, are attempting especially through that  financial disclosure aspect to help the Federal Government from not repeating the problem that  California had.
Senator Schweiker. You do touch in your statement on the pro­visions of section 10 of my bill concerning fraud  and abuse protections.Do I  gather from your comments that you think section 10 is ade­quate to deal with fraud and abuse in the future?
Are there  any other suggestions you would make for our hill to deal with fraud and abuse?
Mr. Aitart. It  certainly is not a total cure to the problem. T do not think you can totally cure the problem through legislation.Section 10 is a good provision. It  should go a long way to make sure we know what is going on, what the financial relationships are, who has financial interests.
For  the purpose it is intended to serve, we think that  is adequate.Senator Schweiker. Based on the experience tha t GAO has had in investigating and appra ising a number of health maintenance organizations, do you feel that the Federal HMO program has suf­ficient promise to warrant continued Federal funding provided that  adequate fraud and abuse procedures are put into effect?Air. Aitart. That is a concept which should he furthe red in this country. T think we do need some basic changes in health care deliv­ery systems. I think  we need to he concerned a little  bit with how
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commitment we want to make to it. If  it is a good concept, eventu­
ally it should be able to stand on its own feet.

I do not know how long we want to pour Federal money into it. 
This bill that  is before us, would make additional funds available 
to IIMOs.

Unti l we are very good on the admin istrative side in evalua ting 
financial feasibility of the IIMO's at the front end and knowing we 
are going to be able to make it or have a good chance of making it— 
well. I think  we might have a danger of difficulties down the road, 
and I think  the administration must get people aboard in HEW 
who can take a good look at the chances at the front end before we 
put additional money in. This is going to be extremely important.

Senator Sciiweiker. Going back to the 14 HMO’s that you analyzed, 
the 6 that were not going to  break even in 5 years, what was your con­
clusion about when they would break even, or was that  hard to 
determine?

Mr. Aiiart. We looked at the 5-year period. Mr. Spears, do we 
have any of them that  would be very close a t that point?

Mr. Spears. In looking at the 5 years, we did not do that. We were 
looking at it in terms of what the law presently allowed. We con­
fined our examinations to that. It is possible tha t several of them 
would be approaching a break even point before 5 years, but tha t is 
not a cer tain conclusion.

Senator Sciiweiker. We thank you all very much for par tici ­
pating.

We will go on with our next witness.
Mr. Aiiart. Thank  you.
Senator Sciiweiker. Our next witness is the Honorable Hale 

Champion, Under Secretary, Department of Health , Education, and 
Welfare.

Senator Kennedy. I understand Dr. Richmond wants to join 
Mr. Champion.

I understand you both have time constraints.

STATEMENT OF HON. HALE CHAMPION, UNDER SECRETARY,
DEPARTMENT OF HEALTH,  EDUCATION, AND WELFARE, ACCOM­
PANIED BY DR. JULIUS B. RICHMOND, ASSISTANT SECRETARY
FOR HEALTH, DHEW

Mr. Champion. Dr. Richmond has another hearing  in 5 minutes.
Dr. Richmond. Mr. Chairman. I would like to emphasize in con­

cert with the Under Secretary,  Mr. Champion, the deep commitment 
of this administration  to the extension and improvement of the 
HMO program.

It is rathe r interes ting that the Under Secretary  and I have had 
a long-standing personal interest in this  problem going back to look­
ing at one of the first, probably the first, the Elk  City, Okla., pro­
gram that was developed back in the 1930’s, and in looking at the 
Kaiser Permanente development and Heal th Insurance Plan  of 
Greater New York and ma jor developments.

I think we are both convinced of the importance of health main­
tenance organizations as alternatives to fee for service health  care.
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We feel that  although these programs historically had a great deal 
of difficulty acquiring funding and facilities—indeed, encountered a 
good deal of hostility for many years by health providers, that time 
should he behind us. Congress is acting, hut unfortunately many 
aspects of the program, as you have already heard this morning, 
remain to be fully implemented and fully effective.

In just a very few moments available to me, I will concentrate on 
what I know best, that is the medical side of these programs, the 
professional organization within the health maintenance organiza­
tions. and indicate to you that we intend to lake a very critical look 
at the quality of services developed.

We are appreciative of the fact that you know that  the state of the 
art is not highly developed in this area, and, indeed, I think you 
have anticipated some of the solutions to the problem bv your pres­
sures on us to look at the issues of health technology trans fer and 
assessment.

Certainly, we need to identify better technologies for looking at 
the assessment quality in these programs.

T anticipate that some of the work tha t has been done in the past 
on quality assessment and some of the work that is ongoing, offers 
great promise in providing a more creative way of looking at quality 
than we have yet, had. I am particu larly interested in the work that 
my colleague at H arvard Medical School, Dr. Rustin, has been doing.

We will continue to pursue the efforts to improve the state of the 
art as well as to apply what we know about the assurance of quality 
so that we can have some notion that the people who enroll in these 
plans will be assured of the highest quality of health care.

I regret, Mr. Chairman, that I do have to go to another hearing 
and present some testimony.

T will be glad to supply for the record any answers to questions 
which you feel T may be in a position to answer.

Senator Kennedy. We know of your strong personal interest as 
well as the administration’s interest, both by the times you have 
appeared before the committee and from your own history.

As T understand it, you have had six hearings in 5 days.
Senator Sciiweiker. T would like to ask one quick question.
When you testified before the Labor-HEW  Appropriations Sub­

committee regarding the 37 positions we discussed here, you did give 
us a general break-down of those positions, and T am sure you heard 
this morning the testimony of GAO stating the need for  some of these, 
assignments in the loan division.

In view of GAO’s testimony that six IIMO ’s may not make it, I 
wonder whether we ought to look a little more closely at how those 37 
positions are assigned, in particular to see whether some should not 
be placed in tha t area.

Dr. Richmond. T think the Under Secretary and T will be confer­
ring on that. We are very pleased that the new director of the pro­
gram. Mr. Howard Viet, as of 2 days ago, came aboard, and T think 
when you and T talked about this at a previous hearing, T indicated 
that we wouhl await his approval before we made final allocations.

Me certainly will take those suggestions.
Senator Kennedy. Thank you very much. Doctor.
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Mr. Champion. Mr. Chairman, Senator  Schweiker, I appreciate  
this opportunity to testify  today in perhaps  a special way, as Dr. 
Richmond indicated.

Like his, my relationship to and interest in health maintenance 
organizations is not new.

As a matte r of fact, I wrote a series of articles on the merits of 
the Kaiser plan in Califo rnia for the old Progressive Magazine 
about 25 years ago.

Most of the things that  a journalist says 25 years ago arc at risk. 
I do not think  they have been in the Kaiser plan. There are a lot of 
articles I recall with less pride.

For  several years I was director of the Harvard Community 
Health  Plan  and helped star t an interna l prepaid health plan with 
the Univers ity itself. Like you, I know they are not some new­
fangled, experimental idea. They have served millions well. They 
should be serving tens of millions.

I am a satisfied customer and undeniable partisan, and regard the 
long history of opposition to and harassment of health maintenance 
organizations by much of organized medicine as either a failure of 
vision or an unwillingness to let the American people make the kind 
of choice organized medicine has always claimed it wanted for 
everyone.

Members of this subcommittee have led the way in Congress in 
trying to give ITMO’s the equal opportunity  they have so long been 
denied, and I am pleased more than  I can say to be permit ted to 
join with you in that effort today.

I am equally pleased to be able to report that  the Department of 
Health , Education, and Welfare, which in recent years has often 
offered ITMO’s more problems than solutions, is not only in general 
agreement with your legislative efforts, but has launched a vigorous 
administrative campaign of its own to improve the management of 
the Federal  program and to foster an effective HMO movement in 
the Nation.

Secretary Califano has called a conference of business and labor 
leaders which will meet here next week to discuss thei r partic ipation 
in the movement, and the response has been unprecedented. More 
than 300 of the Nation’s largest firms will be represented bv top 
executives and there has been a comparable response from union 
leadership.

There is a growing consensus tha t HMD’s offer great promise. The 
advantages of HMO’s were cited recently by the prestigious  Labor- 
Management Group which is chaired by George Meany and Regi­
nald .Tones and coordinated by former Labor  Secretary  John Dun­
lop. The Washington Business Group on Health urges employers to 
get involved with HMD’s. Even the National Commission on the 
Cost of Medical Care, sponsored by the American Medical Associa­
tion, has recommended equal treatm ent for HMD’s. Working with 
your guidance and assistance, this admin istration can take advan­
tage of this growing consensus. The 6.5 million now served is only 
3 percent of the population. Tt is only the beginning.

After years of delay and frus trat ion,  I think  HMD ’s are on their  
way to playing a major role in this country, and the pioneering work 
of this subcommittee has been essential to making tha t possible.
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As we take the next steps, the fact that  our proposed HMO legis­
lative amendments are so close to  those of your bill, S. 2534, gives us 
real satisfaction. Clearly, with so much in common, we should have 
good TTMO legislation this year,

I want to pledge to make an equal effort on the part of HE W to 
provide good administra tion. We are conscious of the concerns ex­
pressed by the General Accounting Office, especially in the area of 
compliance activity. We have moved to improve our capacity for 
monitoring and quality assurance. As you have noted, the Congress 
has just  consented to reprograming of $2 million in grant  funds, 
some of which will underwrite 37 new positions for the program.

Almost all of them will he used for either qualification or compli­
ance work, and T might note that, whether it is in the loan office or 
in the field, those two things ought to work together.

To demonstrate the impact over all. however, our compliance 
staff is likely to increase from 4 to 24. T have not vet had an oppor­
tunity to  review in detail the General Accounting Office’s assessment 
of the soundness and prospect of the 14 HMD’s tha t they looked at, 
hut T would like to offer three general observations.

Fi rs t: T think  the cost trends they displayed should be looked at 
with closer reference to what is happen ing in the competitive or­
ganizations in terms of what capacity thev have to raise prices as 
compared to what is going on in comparable insurance benefit plans.

My experience would indicate those curves are much more devas­
tatin g in those other plans than  they are at least in the kind of 
stable growing HMO that  the Harvard Communitv Heal th Plan  
was, and tha t the gap in cost between the two was still widening.

Both have sharp upward cost curves, but revenue requirements 
of the HMO’s have been rising less rapidly.

Second: I  would like to note tha t earlv experiences of most HMO’s 
have never been very encouraging. Their review is difficult for ac­
countants, for people who are looking at the early stages of what 
has to be in par t an entrepreneurial  effort.

Again. the one I know best from history is the Harvard Com­
munity Health  Plan.

Tt took a lot more risks and a lot more monev, about $7 million, 
as I recall, before it became one of the most successful in the 
country.

I know of times and can show the books, when GAO standards 
would have required them to express deep doubt about its survival.

Fina lly, the fact is, we should expect occasional failure. We should 
do everything we reasonably can to avoid it. but a program of this 
kind has to be designed to take some financial risks in the interest 
not only of great gains in the quality of health care, bu t in contain­
ing the Nation’s health costs.

I think it is remarkable we do not have any HMO failures to 
date despite the nature  of the conversation this morning. Tf we do 
not have a single failure  in the next couple of years, we prohahlv 
will not be doing the job that  Congress has given us to make HMO’s 
a major deliverer of health care in the Nation.
W p will have had our real failure if we do not make good quality 

HMO’s available to millions more Americans in the next few years.
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We should not stand by and watch a fee for service system have 
this cost skyrocket out of control at the rate of billions of dollars a 
year when Federal venture capital of $18 million a year can bring 
some competition in proven elements of cost control into the health 
marketplace.

We should try  to avoid a $2 million loss in an HMO, no question, 
but we should t ry a lot harder to avoid having the old fee for serv­
ice system waste $2 billion in needless hospitaliza tion costs, that 
ITMO’s could have avoided.

Something is wrong with our ability to do more than add or sub­
trac t if we do not do that.

Fortunately, this subcommittee has always seen it.
The whole Federa l investment in ITMO’s to date would not begin 

to cover what we project as a loss of $250 million each month tha t 
we do not have hospital cost containment.

I think the total IIMO investment of the Federal Government is 
somewhere between $100 and $150 million in what is now the thir d 
largest industry  in this Nation.

Senator Kennedy. Before we leave tha t point, I agree with every­
thing that  you have said. I quite frank ly would be remiss if T re­
mained silent, in not suggesting that  the administration  be a little  
more aggressive in requesting additional moneys to reflect the 
rhetoric on this. I am convinced of your own commitment, and I am 
delighted you are having  the conference next year on it.

I think many of us remember the former admin istrat ion’s big  con­
ference that they had on HMO’s, too, they have done a lot of state ­
ments and all of that , and the job was not really done.

I know that you have been fight ing for the increase, but when we 
talk about all of this and the savings tha t can be done, and if you 
are also familiar with it in terms of the Harvard Community Health  
Plan , what we have been able to do with medicaid, particu larly,  and 
other savings, increasing this $6.5 million is not being overly gen­
erous in terms of getting  the program going.

T just think we have to establish some benchmarks, quite frankly, 
and we will measure it. As pointed out earlier, you have approved 
as many as have been approved, over the whole length of the program.

We are encouraged by this. That  dollar figure is still there. We 
cannot escape it, not tha t that in and of itself is the answer.

T just mention t ha t in passing.
Mr. Champion. This was in the GAO testimony. We have had 

an administ rative mess in this program and we need to shape capac­
ity to do more things with more dollars.

T think there will be substantial overtime, if things proceed as 
they should, that  there will be the kind of request that you have in 
mind.

Senator Kennedy. T thought T would raise tha t before Senator 
Schweiker raised that.

Mr. Champion. T want to add at this point that  I do not want to 
indicate any lack of concern tha t we make every effort to see tha t 
every dollar that we spend in this program is well spent. It  should 
be, and we will t ry to do that  job.
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Before T turn  to some of the provisions, T want to touch very 
briefly on some of the things we have a lready done administrat ively, 
some of which T am sure you know about.

We did inherit  a program that  had been systematically undercut, 
was poorly organized, and under and inappropriately  staffed, and I 
think inappropria tely should be stressed, and chronically slow in 
issuing regulations and processing qualification applications.

There is no doubt that this incompetence did dampen significant 
enthusiasm for TIMO concept.

Secretary Cal if ano and T hope we have succeeded in the rekin­
dling of enthusiasm and although our reform efforts are not as far 
along as we would like. T think we have made a solid start.

Perhaps our progress in promoting HMO’s outside the Federal 
program has been our greatest area of success today. We have 
changed the Depar tment’s philosophy and started progressively to 
promote the concept.

In the program, through  the reprograming  which Congress as­
sented to, we have significantly increased our capacity to do promo­
tion and to offer technical assistance to those who are not coming 
into the Federa l program.

Our major activity to date, of course, is the conference of which 
you spoke.

There  will be about a thousand labor and business leaders on 
hand to learn more about HMO’s. One of the things about that con­
ference, T think, is tha t there are going to be people there with suc­
cessful models of what they have been able to do, something that  I 
think  will prove influential among the listeners.

We are honored. Mr. Chairman, and Senator Schweiker, t hat  both 
of vou have agreed to address that  group.

We have just brought in new and aggressive leadership. Howard 
Viet has managed an HMO and most recently was assistant com­
missioner of Public, Health in Massichusetts. ITe will be given all 
the support the Secretary and I can provide to make the program 
a success.

"While we are awaiting  his arrival, we put a special task force to 
work to make some preliminary efforts to restore administra tive vigor.

Here are some of the specifics.
We reorganized and brought both parts  of the operation into one 

office for his leadership. We reached preliminary decisions on a 
number of policy issues, some of which were being discussed earlier 
this morning, and some of which have indeed remained unanswered for more than 4 years.

Several sets of long-delayed regulations will now begin to move 
as a result, including those on dual choice, what an HMO entity 
should be, and compliance.

Yesterday we approved a proposed regulation which should im­
prove immeasurably HMO’s troubled relationship with the certifi- cate-of-need process.

Our proposal is that HMO application for certificate of need 
should be based principally on the basis of need of present and 
anticipated membership of HMO.
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Applications to expand service areas are being addressed for the 
first time. Three have been approved, and we will reach decisions on 
six more by the end of March.

Expansion of exist ing capacity, we think, is a very important  area.
Senator Sciiweiker. When you reach a decision on six more, will 

that pretty well clear up the backlog?
Mr. Champion. Yes, there were nine; we have done three, and 

we have six more.
We also took steps, as I indicated, to build an effective qualifica­

tion and compliance program. We have 37 new positions which are 
targeted in this area.

We have in the meantime detailed 11 HMO professionals from 
other parts  of HEW to the program. The result was that February  
was our most productive month, ever.

While we have been averaging two determina tions per month, in 
February we qualified four  plans, denied one, and issued two no­
tices of intent to deny.

The backlog, while it is still high, has shrunk from a high last 
summer from 31 to 29 at present. Our goal is to reach a decision on 
all those pending by May.

I pledge to you we will continue to give this program the highest 
adminis trative prior ity. As we continue to improve HE W’s use of 
existing law, we welcome the chance to work with you to refine the 
legislation further.

We want to commend you as authors of the sound aggressive poli­
cies reflected in Senate bill 2534. We believe tha t a variety o'f its 
provisions help to promote a more favorable environment for HMO 
expansion.

In our view the key feature of this legislation is the enhanced 
flexibility it provides. Unnecessary constraints  on HMO development 
are removed through increases in limits on initial  development and 
operat ing loans, creation of a fund for loans, loan guarantees, con­
struction, acquisition, and renovation of ambulatory  facilities, and 
changes in several other provisions.

Dual choice is strengthened by requiring employers with demon­
strated capability to make payroll deductions for HMO benefits.

We are also in substantia l agreement regarding financial disclo­
sure to determine ill effects of self-dealing relationships and with 
provisions which prevent discrimination against  HMO’s in the cer- 
tificate-of-need process.

We intend to issue some regulations  with respect to making sure 
that these entities do, in fact, control their  own destinies.

Major points of difference in our approaches to achieving these 
goals are outlined in my statement for the record before you, but 
the goals are in clear agreement.

We appreciate your introduction of the administration’s proposal, 
Mr. Chairman and Senator Schweiker.

We would ask the subcommittee to consider the merits of addi­
tional provisions contained in this bill which would complement the 
provisions in S. 2534.

Our ability to targe t funds effectively and increase health care 
capacity in underserved areas would be helped immeasurably by 
deletion of the provisions in the current law.
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We seek to repeal prohibition agains t the use of other public 
health service funds to promote prepaid health services to enrolled 
populations, and we want to delete the mandatory  allocation of a 
percentage of 11 MO funds in certain areas.

In combination these provisions would help us put  together fund ­
ing from several different sources, to develop prepaid  plans appro­
priate to local conditions, and to avoid investment in certain free 
standing HMO’s which might be less likely to succeed.

An example of how this enhanced flexibility would be helpful is 
tha t in rura l underserved areas we would work with local insti tu­
tions, using community health center funds, National Health Serv­
ice Corps personnel and o ther P HS  funds in combination with HMO 
development moneys. Such combinations would offer the best hope 
of increasing health care capacity in underserved areas.

In addition , Mr. Chairman, I would like to review briefly amend­
ments to the Social Security Act tha t are included in our HMO 
proposal.

We hope that  you will urge favorable consideration of these 
proposals.

Most important are provisions tha t would amend the methods of 
medicare and medicaid reimbursement for services provided by 
HMO’s in order to promote enrollment of these beneficiaries 
through a prepaid capitation plan that  is consistent with the HMO 
concept.

In addition, we are proposing a requirement tha t States offer 
HMO enrollment to medicaid beneficiaries in areas served by fed­
erally qualified HMO’s. This dual-choice requirement will comple­
ment our other efforts to improve the environment for HMO devel­
opment.

Fina lly, our proposal contains an amendment to the titles XVIII 
and XIX  requirements th at the enrollment of qualified HMO’s seek­
ing medicare or medicaid reimbursement must include at least 50 
percent non-Federal beneficiaries. We are asking tha t the 50-percent 
requirement be retained, but tha t an exemption be gran ted to IIMO ’s 
sponsored by general-purpose governments, such as county hos­
pitals, or supported by community health center grants. This exemp­
tion and general authority to waive the 50-percent requirement, 
where appropriate, will remove an impediment to HMO develop­
ment in service areas with part icula rly large populations of medi­
care and medicaid beneficiaries. Our strengthened quality control 
efforts will be more than adequate to insure that the deficiencies in 
the “medicaid mills” of the past will not recur.

In conclusion, Mr. Chairman, I would like to thank  you and Sen­
ator Schweiker and other members of the  subcommittee. We want to 
work closely with you in this area, and I think  support of this con­
cept deserves all of our best efforts.

You will have ours.
[The prepared statement of Mr. Champion follows:]
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Th ank you , Mr. C hai rm an , mem bers o f  th e  S ubcom m it te e .

I  a p p r e c ia te  t h i s  o p p o r tu n i ty  to  t e s t i f y  to d a y  p e rh ap s  

more th a n  yo u know.

As in  y o u r c a s e , my r e l a t i o n s h i p  to  an d i n t e r e s t  in  

h e a l t h  m a in te n a n ce  o r g a n iz a t io n s  i s  n o t  new.

I  w ro te  a s e r i e s  o f  a r t i c l e s  on th e  m e r i t s  o f  th e  K a is e r  

p la n  in  C a l i f o r n i a  f o r  th e  o ld  P r o g r e s s iv e  m ag az in e a b o u t 25 

y e a rs  ag o . I  was f o r  s e v e r a l  y e a r s  a d i r e c t o r  o f  th e  H arv ard  

Comm uni ty H e a lt h  P la n  an d I  h e lp e d  s t a r t  an  i n t e r n a l  p r e p a id  

h e a l t h  p la n  w it h  th e  U n iv e r s i ty  i t s e l f .  L ik e  you, I  know 

th e y  a re  n o t  some  n e w -fa n g le d , e x p e r im e n ta l  id e a .  Th ey  have  

s e rv e d  m i l l io n s  w e l l .  Th ey  sh o u ld  be  s e r v in g  t e n s  o f  m i l l i o n s .

I  am a s a t i s f i e d  cu st o m er an d u n d e n ia b le  p a r t i s a n ,  an d 

I  r e g a r d  th e  lo n g  h i s t o r y  o f  o p p o s i t io n  to  an d h a r ra s s m e n t  

o f  h e a l t h  m ain te n an ce  o r g a n iz a t io n s  by  much o f  o rg a n iz e d  

m ed ic in e  as  e i t h e r  a f a i l u r e  o f  v i s i o n  o r  an  u n w i l li n g n e s s  

to  l e t  th e  A m er ic an  p e o p le  make  th e  k in d  o f  c h o ic e  o rg a n iz e d  

m ed ic in e  h a s  al w ay s c la im e d  i t  w an te d  f o r  ev e ry o n e .

Members o f  t h i s  Subco m m it te e hav e le d  th e  way in  C ongre ss  

in  t r y in g  to  g iv e  HMOs th e  e q u a l o p p o r tu n i ty  th e y  h ave  so  

lo n g  b een  d e n ie d , an d I  am p le a s e d  mo re th a n  I  can  sa y  to  be  

p e r m i t te d  to  j o in  w it h  yo u in  t h a t  e f f o r t  to d a y .

I  am e q u a l ly  p le a s e d  to  be  a b le  to  r e p o r t  t h a t  th e  

D epart m en t o f  H e a lt h , E d u c a ti o n , an d W elf are , w hic h  in  r e c e n t  

y e a rs  h a s  o f te n  o f f e r e d  HMOs more pro b le m s th a n  s o l u t i o n s ,
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is not only in general agreement with your legislative 
efforts, but has launched a vigorous administrative campaign 
of its own to improve the management of the Federal program and 
to foster an effective HMO movement in the nation.

Secretary Califano has called a conference of business 
and labor leaders which will meet here next week to discuss 
their participation in the movement, and the response has been 
unprecedented. More than 300 of the nation's largest firms 
will be represented by top executives and there has been a 
comparable response from union leadership.

There is a growing consensus that HMOs offer great promise. 
The advantages of HMOs were cited recently by the prestigious 
Labor-Management Group which is chaired by George Meany and 
Reginald Jones and coordinated by former Labor Secretary 
John Dunlop. The Washington Business Group on Health urges 
employers to get involved with HMOs. Even the National 
Commission on the Cost of Medical Care, sponsored by the 
American Medical Association, has recommended equal treatment 
for HMOs. Working with your guidance and assistance, this 
Administration can take advantage of this growing consensus.
The 6.5 million now served is only 3% of the population. It 
is only the beginning.

After years of delay and frustration, I think HMOs are 
on their way to playing a major role in this country, and 
the pioneering work of this subcommittee has been essential 
to making that possible.
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As we take the next steDS. the fact that our proposed 

HMO legislative amendments are so close to those of your 
bill, S. 2535, gives us real sitisfaction. Clearly, with 
so much in common, we should have good HMO legislation this

year.
Let me begin this discussion with an explanation of why 

we feel that HMOs are so important. Then I will describe for 
you what we have done and plan to do to improve the administra­

tion of the Federal HMO program. Finally, in light of these 
objectives and administrative improvements, X will turn to 

the specific issues in the legislation.

THE ROLE OF HMOs IN OUR HEALTH STRATEGY
Mr. Chairman, as I travelled around this country ast

Chairman of HEW*s Advisory Committee on National Health 

Insurance Issues, I watched almost all the members of that 
committee become firm believers in HMOs. In my opinion, any 
national health program which this Administration proposes 

will encourage the development of HMOs and other organized 
systems of care. And, Secretary Califano and I look forward 

to working with you, Mr. Chairman, and the members of your 
Subcommittee, in the very near future on the design and 

enactment of such a national health plan.
But, we must not stand still while we develop and debate 

a national health plan. We must do all we can in the interim.
The ruinous 14 percent annual increase in health costs, a rate
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almost two and a half times that of the rest of the 
economy, plus the significant proportion of Americans 
who lack access to high quality, comprehensive health 
services are problems too serious to await development of 
an optimal solution.

For this reason, we appreciate the efforts of your 
Committee in approving our Hospital Cost Containment 
legislation. We also believe that aggressive promotion of 
the HMO concept represents yet another critical step in our 
efforts to design an affordable, high quality health care 
system. HMOs offer advantages over fee-for-service care 
because of the economic incentives at work, and the organized 
arrangement of the delivery system. And the quality of care 
provided does not suffer. Let me amplify.

HMOs save money. Much of the excessive cost in the 
American health care system stems from over-utilization of 
hospitals. Hospital costs comprise 40 percent of total 
expenditures. HMOs, as demonstrated by the prototypes such 
as Harvard Community Health Plan, HIP of New York, Kaiser 
Foundation Health Plan, and others, are capable of meeting 
this problem. Prepaid group practices based on these models 
have been shown to reduce hospitalization from 30 to 60 per­
cent. With hospital expenditures of over $45 billion last 
year, the economic impact of expanded HMO coverage is not 
difficult to assess. It has been estimated that even a
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10 percent reduction in hospitalization last year would 
have produced an immediate $2 billion savings for American 
taxpayers and consumers.

The cost containment potential of HMOs has been shown 
by studies of HMOs serving Medicaid eligibles. For example: 

During 1973, the State of Washington
Department of Social and Health Services 
compared the costs for Medicaid eligibles 
enrolled in Group Health Cooperative of 
Puget Sound with those receiving services 
on a fee-for-service basis. This study 
showed that enrollment of an average of 
4,438 persons per month in GHC saved the 
State $22,975 per month— a savings of 29.8 
percent compared to comparable coverage under 
fee-for-service.

Another study of Medicaid eligibles enrolled in the 
Group Health Association in Washington, D. C. showed that: 

—  Ambulatory physician encounter rates decreased 
15 percent, drug utilization dropped 18 percent, 
hospital admissions decreased 30 percent, and 
hospital days declined 32 percent.

—  For the same benefit package annual prepaid per 
capita costs for 1,000 Medicaid enrollees for 
1972, 1973, and 1976 were $282, $232, and $282, 
respectively, compared to Medicaid fee-for-service
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per capita costs of §373, $435, and $465 
over the same period.

Similar costs savings have been demonstrated by HMOs serving 
Medicare beneficiaries:

A study by the Office of Research Statistics 
of the Social Security Administration compared 
the experience of persons enrolled in seven 
group practice, prepayment plans (HMO prototypes) 
with control groups in the same geographic area, 
standardized for age and sex differences. This 
analysis, as reported in Table I, showed that 
i n  5 of the 7 comparisons HMOs saved up to 
34 percent over fee-for-service care provided 
to the control groups.

An impressive 17-year record of cost containment has also 
been recorded by HMOs serving Federal employees. As reflected 
in Table II, HMO charges over those 17 years increased at a 
much lower rate than the Service Benefit or the Indemnity Plan.

Cost savings produced by early prototypes are being repli­
cated in newer, federally qualified HMOs. Utilization data 
continue to show reductions in the rate of inpatient care 
which approach the 50 percent level. The average yearly in­
patient hospitalization rate for all federally certified HMOs 
(as of September 30, 1977) was 529 days per 1,000 members 
(Table III). This compares with a national yearly average of 
1,022 days per 1,000 persons.

27 -2 7 3  0  -  78  - 5
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HMOs also effect cost savings by introducing competition 
into the marketplace. A recently published staff report of 

the Federal Trade Commission shows that where HMOs are present, 
competing plans increase benefits and the community's 

hospital utilization decreases.
Many have observed that without health cost inflation, the 

government would be content to permit business-as-usual in the 
health market place. Cost containment is clearly a central goal 
to both public and private sector leaders. However, it would be 
shortsighted, indeed, if cost control were the only goal of our 

efforts to redesign the health industry. Moreover, merely 

focusing on the economic benefits of HMOs fails to recognize 
the other important contributions they can make to meeting our 

health objectives.
HMOs provide an invaluable alternative to the pattern of 

acute, episodic care produced by our fragmented fee-for-service 
delivery system. Because prepaid practice offers an organized 

setting with comprehensive services available and appropriate 

incentives at work, several strengths emerge.
HMOs provide easier access to the appropriate level of care. 

When the average consumer approaches the current health care 
system, that person is faced with a bewildering array of pro­

viders and a complex set of decisions regarding treatment.
That person needs assistance. In the fee-for-service sector, the
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consumer turns himself over to his family doctor or else 
he walks into a clinic, or physician's office, or hospital 
outpatient department without any real guidance. Sometimes 
he gets a good result, sometimes he gets what can most 
charitably be called inappropriate care.

HMOs provide an attractive alternative for dealing with 
this shortcoming of the present health care system. The HMO 
enrollee knows precisely where to go to receive the kind of 
care he needs. Moreover, the HMO provider has few financial 
incentives to promote unnecessary treatment. Entry into the 
system is not confusing, and the services are provided with an 
eye to appropriate utilization.

HMOs also can be helpful as we try to place greater 
emphasis in this country on preventive medicine. One of the 
most shocking situations this Administration inherited was the 
low level of immunization. Nineteen million children under 
14 years of age— 36 percent—  were inadequately immunized 
against polio and other childhood diseases. Yet, I fear that 
these low levels are indicative of a much greater problem, the 
lack of adequate health services for our children.

HMOs certainly have the organizational capacity to insure 
that this problem does not exist among their membership. With 
an enrolled population, HMOs can aggressively pursue an active 
campaign to provide adequate immunization and health services
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coverage for children. Their defined membership base also 
puts HMOs in a unique position to educate their enrollees 
about the relationship of lifestyle and health, to detect 
problem patients at an early stage, to observe emotional 
problems, and to provide counseling and treatment programs.

In addition to appropriate access and strong preventive 
services, I believe that HMOs have the organizational capa­
bility to provide high quality care. I subscribe to the belief 
that physicians who practice medicine in the company of other 
physicians generally do a better job. Interaction among peers 
is a fundamental strength of HMOs. Thus, physicians can keep 
abreast of the latest medical procedures and frequently consult 
with one another on difficult cases.

It is no surprise to me then, that with the single 
exception of the abortive cut-rate California prepaid health 
plans (sometimes called PHPs), HMOs have been consistently 
observed to deliver a standard of care as good or superior to 
the fee-for-service sectors. The American Medical Association, 
never a vocal proponent of prepaid group practice, noted in its 
1959 Report of the Commission on Medical Cre Plans that its 
study committee had "uniformly observed care of good quality" 
in the plans surveyed. Federal HMO qualification now requires 
the use of quality control mechanisms. Yet, even in advance 
of this stimulus, a survey published by a Johns Hopkins study
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team in 1976 found widespread use of utilization review and 
medical audits by HMOs and important experiments underway on 
the development of outcome measures, and quality of care and 
audit systems for ambulatory care. The collegial support, 
administrative organization, and economic incentives of the 
HMO setting have made HMOs a leader in the movement toward 
increased quality control measures.

Despite this overall evidence that prepaid health plans 
can and do provide quality care, I think it is clear that 
the scandal in California with certain prepaid health plans 
which enrolled only Medicaid patients on a cut-rate basis 
offers clear evidence of what we need to be alert to avoid.
The GAO deserves credit for its reports on these California 
plans which documented deficiencies in quality controls, rate 
structures, and procedures for enrollment, disenrollment and 
grievances; GAO also highlighted abuses in corporate relation­
ships between the prepaid plans and their for-profit affiliates.

It should be remembered, however, that this is a single 
unhappy episode in the history of HMOs. There have been many 
more unhappier and even more disreputable episodes in the history 
of fee-for-service.

All HMO proponents must help insure however that the PHP 
abuses do not recur. I think that the initial steps in this 
direction have been taken. Because of strong action by the
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Congress and the State of California, the number of such plans 
serving California's Medicaid eligibles has decreased from 
43 to 13. Furthermore, it should be noted that intensive 

GAO surveillance of Federally qualified HMOs has been helpful 

in calling attention to HMOs requiring assistance, but no case 
of financial abuse or underservice comparable to the previous 

California situation has been discovered. While this evidence 
that the problem is under control is certainly good news for 

the HMO movement, the Federal government must be vigilant in 
its efforts to make sure that quality care is being delivered.

HEW's past performance in this area and in nost other 
aspects of its management of the HMO program has left something 

to be desired. Let me describe for you the steps which 
Secretary Califano and I have taken to improve this situation.

ADMINISTRATIVE ACTIONS
As we surveyed opportunities and problems in the early 

months of this Administration, Secretary Califano and I 

identified the HMO program as ranking near the top on both 
scales. No other program held such promise or was in such 

disarray. We clearly were hurting HMOs as much as we were 
helping them. Despite the promise of President Nixon in the 

early 1970's that by 1976 there would be 1,800 prepaid health 
plans with 40 million enrollees, when we arrived, there were 

only 6.5 million people in 165 HMOs. We found a program that
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had been systematically undercut by previous HEW leadership, 
was poorly organized, under and inappropriately staffed, and 
chronically slow in issuing regulations and processing 
qualification applications. This incompetence had dampened 
significantly enthusiasm for the HMO concept.

Secretary Califano and I have been successful, we hope, 
in rekindling that enthusiasm. Through our statements, and 
an extensive series of consultations, the Department's 
commitment was communicated. In this period, we also learned 
more about HEW's problems and decided on the directions in 
which we should be moving.

At the same time, we launched an extensive search for 
a knowledgeable and aggressive leader to head our program.
We grew impatient with the time we lost in this careful pro­
cess, but clearly we found the right person in Howard Veit.
He has been a manager in an HMO, he has consulted widely 
and knows the Federal program, and he is an experienced public 
administrator, having been most recently the Assistant 
Commissioner of Public Health for the State of Massachusetts.
Mr. Veit, I can assure you, will be given all the support he 
needs to make this program a success.

But, of course, new leadership is only the first step.
Much more needs to be done. In advance of Mr. Veit's arrival,
we convened a special task force to begin to address some
of the worst problems. We have begun to move and move vigorously
to bring this program to life.
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REORGANIZATION
Perhaps the most obvious problem which we inherited was the 

organizational split between the Grant and Loan division and the 
Qualification and Compliance group. This split had helped fragment 
HEW's HMO program, and had led to internal conflict, confusion, 
inconsistencies, burdensome paperwork, and excessive delays.

As a first step toward a more coherent and efficient 
organization, we created the Office of Health Maintenance 
Organizations in the Office of the Assistant Secretary for Health. 
This restructuring brings to one locus all the HMO functions.
But creating this office is only the beginning. We have already 
begun to think about other organizational changes, changes which 
will insure that developing and operational HMOs are measured 
by the same standards, face similar reporting requirements, and 
are insured speedy decision making.

RESOLVING UNANSWERED POLICY QUESTIONS
Another demonstration of HEW's fumbling has been its inability 

to resolve several policy issues critical to creation of a better 
investment climate. Some of these questions stood unanswered for 
over four years. As we began to get this program moving, virtually 
all these unresolved issues have been addressed. Several sets 
of long delayed regulations will now be written as a result. In a 
few cases, some additional legislative authority may be necessary 
to carry out these policies. As you will see, some are already
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r e f l e c t e d  i n  y o u r b i l l  an d th e  A d m in is t r a t io n 's  p ro p o s a l .  O th e r 

e x te n s io n s  o f  a u th o r i t y  may a ls o  be r e q u e s te d .  We a re  a n a ly z in g  

th o s e  n e ed s  r i g h t  now an d we w i l l  r e p o r t  to  th e  Com mitt ee  s h o r t l y  

on  th e  n e c e s s i t y  f o r  t e c h n i c a l  ch anges i n  o u r  a u t h o r i t i e s .  L e t 

me d is c u s s  th e  p r e l im in a r y  d e c i s io n s  w hic h  we hav e mad e.

Im p le m en ta ti o n  o f  th e  p o w e rf u l d u a l c h o ic e  p r o v i s io n  h as 

s u f f e r e d  fr om  th e  la c k  o f  a d e q u a te  HEW g u id a n c e . A r e v is e d  

r e g u la t i o n  w i l l  so on be  p ro p o se d  t h a t  w i l l  l e a d  to  more e q u a l 

t r e a tm e n t  o f  HMOs. Th e r e g u la t i o n  w ould  r e q u i r e  t h a t  em plo yers  

have p a y r o l l  d e d u c ti o n s  f o r  th e  HMO w her e th e y  hav e th e  c a p a b i l i t y ,  

and  t h a t  em p lo y ers  u n b u n d le  b e n e f i t  p ack ag es  so  t h a t  HMOs can  

co m pet e on  an  e q u a l f o o t in g  an d n o t  be  o f f e r e d  u n f a i r l y  as an  

a l t e r n a t i v e  to  a f u l l  a r r a y  o f  h e a l t h ,  l i f e ,  an d o th e r  em pl oy ee  
b e n e f i t s .

The F e d e ra l  govern m ent h as n e v e r  made a c l e a r  s ta te m e n t  o f  

p o l ic y  on th e  r e s p o n s i b i l i t i e s  o f  th e  em plo yer u n d e r ERISA (E mpl oy ee  

R e ti re m e n t Inco me S e c u r i ty  A ct)  in  r e l a t i o n  to  an  HMO. T h is  la c k  

o f  c l a r i t y  h a s  le d  some em p lo y ers  to  r e f u s e  to  o f f e r  HMOs. We 

a re  on  th e  v e rg e  o f  an  a c c o rd  w it h  th e  D epart m en t o f  L ab or on  t h i s  

m a t t e r .  Ou r ag re em en t w i l l  re d u ce  e m p lo y e rs ' r e p o r t i n g  b u rd e n s , 

an d w i l l  e l im in a te  u n fo unded  em plo yer f e a r s  c o n c e rn in g  p o t e n t i a l  

f i d u c i a r y  r e s p o n s i b i l i t i e s  a r i s i n g  o u t o f  th e  o f f e r i n g  o f  a 

f e d e r a l l y  q u a l i f i e d  HMO.
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Y e s te rd a y  we appro ved  a p ro p o se d  r e g u la t i o n  w h ic h  sh o u ld  

im pro ve im m easu ra b ly  HMOs' t r o u b le d  r e l a t i o n s h i p s  w i th  th e  

c e r t i f i c a t e  o f  need  p r o c e s s . Our p ro p o s a l  i s  t h a t  an  HMO's 

a p p l i c a t i o n  f o r  a c e r t i f i c a t e  o f  n e ed  sh o u ld  be  ju d g e d  p r i n c i p a l l y  

i n  te rm s o f  th e  n eeds o f  th e  p r e s e n t  an d a n t i c i p a t e d  m em be rs hi p 

o f  th e  HMO. G iv en  th e  f r e q u e n t  d i f f i c u l t i e s  o f  HMOs i n  r e c e iv in g  

a c e r t i f i c a t e  o f  n e ed , an d th e  r e s u l t a n t  s lo w in g  o f  g ro w th , we 

f e e l  t h a t  t h i s  k in d  o f  p r o t e c t i o n  i s  w a r ra n te d , an d lo n g  o v e rd u e . 

W hi le  we a re  a tt e m p t in g  to  a c c o m p li sh  t h i s  th ro u g h  r e g u la t i o n ,  

we a r e  in c lu d in g  a s p e c ia l  c r i t e r i a  p r o v i s io n  in  o u r p ro p o se d  

l e g i s l a t i o n  w hic h w i l l  s t r e n g th e n  th e  S e c r e t a r y 's  a b i l i t y  to  

p ro v id e  s p e c ia l  c o n s id e r a t io n  to  HMOs. Ou r p r o p o s a l  a l s o  s e t s  

f o r t h  a s e t  o f  f a i r  c o n d i t io n s  u n d e r  w hic h  an  HMO w i l l  be  e x p e c te d  

to  u se  e x i s t i n g  f a c i l i t i e s ,  r a t h e r  th a n  b u i ld in g  i t s  own .

Y et  a n o th e r  ex am pl e o f  HEW's p re v io u s  i n a b i l i t y  to  be  

f l e x i b l e  an d t im e ly  in v o lv e s  n in e  a p p l i c a t io n s  f o r  f e d e r a l l y  

q u a l i f i e d  HMOs to  expan d th e  a r e a s  w hic h  th e y  can  s e rv e  u n d e r 

th e  d u a l c h o ic e  p r o v i s io n .  B eca use  th e r e  w er e no  g u id e l in e s  

on  w hic h  to  base a d e c i s i o n , no  d e c i s io n s  w er e mad e.  PRUCARE, 

th e  P r u d e n t i a l 's  HMO in  H o u sto n , T ex as , open ed  a s a t e l l i t e  

h e a l t h  c e n te r  an d y e t  c o u ld  n o t  g e t  i t s  b o u n d a r ie s  re d ra w n .

Some o f  th e  a p p l i c a t io n s  s a t  f o r  a b o u t a y e a r .  T h is  i n a c t io n  

wa s a d i r e c t  c o n t r a d ic t io n  o f  o u r  p o l ic y  to  en co u ra g e  HMO ex p an ­

s io n  an d gro w th . But  r e c e n t l y ,  w i th  o u r  s p e c ia l  t a s k  fo rc e  

i n  o p e r a t io n ,  p r e li m in a r y  g u id e l in e s  w er e d e v e lo p ed  and  a c t i o n  

ta k e n  on  a l l  n in e  e x p an s io n  r e q u e s t s .  T hre e  w er e a p p ro v ed ,
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an d s i x  a r e  p r o v id in g  us  more s p e c i f i c  in fo rm a t io n . Ou r g o a l 

i s  to  d e c id e  a l l  o f  th em  by th e  en d o f  M ar ch . A p p l ic a t io n s  f o r  

s e r v ic e  a r e a  e x p a n s io n s  w i l l  n e v e r  e x p e r ie n c e  su ch  d e la y s  a g a in .

One o f  th e  mo re da m ag in g HEW f a i l u r e s  h a s  been  i t s  i n a b i l i t y  

to  d e f in e  th e  c o n d i t io n s  w hic h  an  HMO m ust  m ee t to  become  f e d e r a l l y  

q u a l i f i e d .  We b e l i e v e  th e  r e s u l t a n t  u n c e r t a i n t y  h as been  a m a jo r 

im ped im en t to  HMO g ro w th . Com m er ci al  i n s u r e r s ,  th e  B lu e s , em p lo y ers  

an d o th e r  p o t e n t i a l  HMO sp o n so rs  hav e n e v e r  b een  su re  w h e th e r HEW 

r e a l l y  wel co m ed  t h e i r  s p o n s o r s h ip . We w an t to  make i t  c l e a r  

a t  t h i s  ti m e  t h a t  we do we lcom e t h e i r  p a r t i c i p a t i o n  an d t h a t  

we c o n s id e r  su ch  p a r t i c i p a t i o n  e s s e n t i a l  f o r  HMO g ro w th . We 

in te n d  to  remov e th e  u n c e r t a i n t y  an d to  e s t a b l i s h  an d c l a r i f y  

p o l i c i e s  w hic h we th in k  w i l l  en co u ra g e  in v e s tm e n t in  HMOs. W hile 

we a r e  i n t e r e s t e d  in  in c r e a s in g  p r i v a t e  in v e s tm e n t in  HMOs, I  

w an t to  a s s u r e  th e  Subco m m it te e t h a t  th e  A d m in is tr a t io n  do es  

in te n d  to  c o n s t r u c t  s a fe g u a rd s  n e c e s s a r y  to  p re v e n t  f r a u d  an d 

a b u se . We a re  now e s t a b l i s h i n g  HMO p o l i c i e s  w hic h  we th in k  w i l l  

s t r i k e  a  p ro p e r  b a la n c e  b e tw een  gro w th  on  th e  on e hand  an d 

p r e v e n t in g  f r a u d  an d ab u se  on  th e  o th e r .  We have  mad e a nu mbe r 

o f  p r e l im in a r y  d e c i s io n s  an d w i l l  so cn  be  p ro p o s in g  r e g u la t i o n s  

to  r e f l e c t  th e s e  d e c i s io n s .

P r i v a te l y  f in a n c e d  HMOs se e k in g  F e d e ra l q u a l i f i c a t i o n  w i l l  

be  r e q u i r e d  to  be  o rg a n iz e d  an d o p e ra te d  in  a m an ner  t h a t  w i l l  

a ll o w  us  to  d e te rm in e  t h e i r  f i n a n c i a l  so lv e n c y  an d to  a v o id  f ra u d  

an d a b u se . For exam ple , we p la n  to  r e q u i r e  p u b l ic
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d i s c lo s u r e  by  HMO b o a rd  memb ers  o f  t h e i r  f i n a n c i a l  i n t e r e s t s  in  

th e  HMO an d a l l  th e  HMO's a f f i l i a t e s .  Wh ere  th e r e  a re  a f f i l i a t e d  

o r g a n iz a t io n s  c o n t r a c t i n g  w i th  HMOs, we w i l l  hav e th e  a u th o r i t y  

to  r e q u i r e  c o n s o l id a te d  f i n a n c i a l  s t a te m e n ts .  B oth  HEW an d GAO 

w i l l  have th e  r i g h t  to  a u d i t  HMOs. An d, we w i l l  wor k c lo s e ly  w it h  

th e  A n t i - T r u s t  D iv is io n  o f  th e  J u s t i c e  D epar tm en t an d th e  F e d e r a l  

T ra de Com mission  in  i n s ta n c e s  w her e a n t i - c o m p e t i t iv e  b e h a v io r  

i s  a f f e c t i n g  an  HMO's a b i l i t y  to  m ark e t in  an  a r e a .

Wh ere  HMOs r e c e iv e  F e d e ra l  g r a n ts  an d l o a n s , we p la n  to  

ta k e  a d d i t i o n a l  s te p s  to  a s s u re  th e  F e d e ra l  in v e s tm e n t i s  a d e q u a te ly  

p r o t e c te d .  We a re  c o n s id e r in g  l im i t i n g  to  l e s s  th a n  a m a jo r i ty  

th e  nu m be r o f  b o a rd  memb ers  w i th  a f i n a n c i a l  i n t e r e s t  i n  an  

a f f i l i a t e ,  su ch  a s  an  in s u ra n c e  co mpa ny , w hic h  i s  c o n t r a c t i n g  

w it h  th e  HMO. We a ls o  p la n  to  r e q u i r e  t h a t  b u s in e s s  t r a n s a c t i o n s  

betw ee n  HMOs an d a f f i l i a t e d  o r g a n iz a t io n s  r e f l e c t  th e  f a i r  m ark e t 

v a lu e  o f  th e  go od s an d s e r v i c e s  w hic h  a re  exch an g ed .

We th in k  t h a t  th e s e  p o l i c i e s  on  t h i r d  p a r ty  r e l a t i o n s h i p s  

an d s e l f - d e a l i n g  w i l l  p ro v id e  th e  s a fe g u a rd s  t h a t  we n eed  to  

manag e th e  HMO pro gra m  r e s p o n s ib ly .  At th e  same ti m e , we th in k  

t h a t  once th e y  a re  c l e a r l y  u n d e rs to o d , p o t e n t i a l  HMO sp o n s o rs  

w i l l  f i n d  them  re a s o n a b le  an d w i l l  p a r t i c i p a t e  in  an  a c c e l e r a t e d  

n a t i o n a l  HMO dev el opm en t p ro gra m . Ou r d e c is io n s  w i l l  be  r e f l e c t e d  

in  p ro p o se d  r e v is io n s  to  th e  S u b p a rt A r e g u la t i o n s ,  w h ic h  we 

e x p e c t to  i s s u e  n e x t m on th .
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QUALIFICATION AND COMPLIANCE
HMOs applying for qualification for the dual choice provision 

have found themselves the victims of inconsistent standards, 
enormous paperwork requirements, and unconscionable delays. Then, 
in a complete turnabout, those plans which do clear this indefensible 
process have been subject to virtually no measurement of their 
continuing compliance with the law.

We have recently begun to build a vigilant, effective and 
yet reasonable qualification and compliance program. As we have 
started this process, our assumption has been that we can protect 
the Federal interest and the HMO enrollee without constructing 
requirements that would burden HMOs and hinder growth. Let me 
discuss the steps that we have recently taken.

We have just been granted permission by the Congress to 
reprogram $2 million in grant funds. A portion of this money 
will underwrite 37 new positions for the HMO program. Virtually 
all of these people will work in the qualification and compliance 
area, and special preparations are being made to hire the right 
people quickly.

In the meantime, we have not waited to attack the backlog 
of qualification applications. Several HMO experts have been 
brought in from the regions to help, and five people have been 
detailed from the grant and loan program. The result of these 
changes has been that February was our most productive month ever, 
as we qualified four HMOs, denied one, and issued two notices of
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i n t e n t  to  den y. Ov er th e  p a s t  y e a r ,  an  a v e ra g e  o f  two  d e t e r ­

m in a ti o n s  w er e made  p e r  m onth . Fro m a  h ig h  o f  51 p en d in g  

a p p l i c a t io n s  l a s t  summ er,  th e  b a c k lo g —w hic h i s  fe d  by an  a v e ra g e  

o f  fo u r  new  a p p l i c a n t s  a m o n th --h a s  been  re d u ce d  to  29 . Our 

g o a l i s  to  d e a l w it h  each  o f  th e s e  p la n s  by  th e  en d o f  May, 

e i t h e r  q u a l i f y in g ,  d en y in g  o r  r e a c h in g  a m u tu a l d e c i s io n  to  

d e la y  th e  d e c is io n  p e n d in g  th e  develo pm en t o f  f u r t h e r  in fo rm a t io n .

Our g o a l i s  to  p u t  an  en d to  th e s e  d e la y s , an d to  b u i ld  

a r e c o r d  o f  pr om pt  d e c is io n -m a k in g . We w an t to  re d u c e  th e  av e ra g e  

w a i t in g  p e r io d  from  180  to  90 d a y s , an d s to p  f o r e v e r  th e  ph enom enon  

o f  s e v e r a l  p la n s  a w a i t in g  a d e c i s io n  f o r  mo re th a n  a y e a r .  Our 

su c c e s s  i s  p r e d ic a te d  on  a lo w e r in g  o f  th e  a v e ra g e  p r o c e s s in g  

ti m e o f  a q u a l i f i c a t i o n  a p p l i c a t i o n  by  a t  l e a s t  25 p e r c e n t .  We 

a ls o  p la n  to  r e ly  n o t  on  e x te n s iv e  a p p l i c a t io n  re q u ir e m e n ts , 

b u t  r a t h e r  on th e  m ea su re m en t o f  s e v e r a l  k ey  v a r i a b l e s ,  an d a 

mo re p ro d u c ti v e  u se  o f  s i t e  v i s i t s .

We f e e l  s t r o n g ly  t h a t  t h i s  ty p e  o f  c o n c e n tr a te d  a p p ro a c h , 

o p e r a t in g  in  c o n c e r t  w i th  an  e f f e c t i v e  co m p li an ce  e f f o r t ,  i s  

th e  r i g h t  s t r a t e g y .  We a r e  m ak in g p ro g re s s  in  m ea su ri n g  th e  ke y 

v a r i a b l e s  t h a t  c o n t r i b u t e  t o  an  HMO's su c c e ss  o r  f a i l u r e .  Now 

in  u se  i s  a p r e l im in a r y  s e t  o f  s t a n d a r d s ,  an d a s tu d y  i s  in  

p ro c e s s  to  r e f i n e  f u r t h e r  o u r a b i l i t y  to  e v a lu a te  HMOs. The  

r e s u l t s  o f  t h i s  s tu d y  a re  du e n e x t  F a l l .  In  a d d i t i o n ,  we hav e 

beg un to  u se  more p h y s ic ia n s  an d s i t e  v i s i t s  i n  o u r  p ro c e s s e s
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an d t h i s  h a s  enh an ced  o u r a b i l i t y  t o  mak e ju d g m en ts  a b o u t th e  

q u a l i t y  o f  c a re  to  be  p ro v id e d .

The  u n d e r ly in g  p h il o s o p h y  o f  o u r  co m p li an ce  e f f o r t  w i l l  

be  th e  sam e a s  in  th e  q u a l i f i c a t i o n  p r o c e s s .  We w i l l  be  v i g i l a n t  

an d e f f e c t i v e  in  o u r  en fo rc e m e n t o f  q u a l i t y  s ta n d a r d s  w i th o u t 

c r e a t i n g  u n n e c e s sa ry  b u rd e n s  f o r  th e  HMOs. The c ru x  o f  o u r 

e f f o r t  w i l l  be  c o n c e n tr a t io n  on key  v a r i a b l e s ,  s i t e  v i s i t s  to  

HMOs w it h  p o t e n t i a l  p ro b le m s, an d e n fo rc e m e n t o f  th e  d u a l c h o ic e  

p r o v i s io n .  W ith th e  re pro gra m m in g  ap p ro v ed , 24 p e o p le  w i l l  so on 

be  a t  wor k in  t h i s  a r e a ,  w her e th e r e  now a re  o n ly  f o u r .

STIMULATING GROWTH OF HMOs

The  a r e a  w her e S e c r e ta r y  C a li fa n o  an d I  have made th e  m ost  

p ro g re s s  to  d a te  i s  in  th e  r e v iv a l  o f  i n t e r e s t  in  HMOs. We have 

moved  HEW fr om  a p a s s iv e  p o s tu r e  o f  w a i t in g  f o r  a p p l i c a n t s  f o r  

g r a n ts  an d lo a n s , to  a g r e s s iv e  p ro m o ti o n  o f  th e  HMO c o n c e p t.  

C le a r ly ,  in c r e a s in g  HMO c a p a c i ty  i s  th e  h e a r t  o f  o u r p ro gra m .

The g r a n t  an d lo a n  p ro g ra m  i s  o u r  s t a r t i n g  p o i n t .  We se e  

t h i s  mon ey as a c a t a l y s t ,  as  v e n tu re  c a p i t a l  to  be  u sed  in  a r e a s  

w i th o u t HMOs, o r  f o r  g ro u p s u n a b le  to  g e n e r a te  o th e r  so u rc e s  

o f  f in a n c in g .  Th us  f a r ,  th e  su c c e s s  r a t e  o f  HEW p r o j e c t s  h as 

b een  good , an d we w i l l  s t r i v e  to  m a in ta in  t h a t  r e c o r d .  How ev er , 

i t  i s  im p o r ta n t f o r  a l l  o f  us to  r e a l i z e  t h a t  v e n tu re  c a p i t a l  

i s  r i s k  c a p i t a l ,  an d t h a t  n o t e v e ry  HEW f in a n c e d  an d q u a l i f i e d
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HMO i s  g o in g  to  be  s u c c e s s f u l .  The su c c e s s  p e rc e n ta g e  sh o u ld  

be v e ry  h ig h , b u t we have to  e x p e c t some  f a i l u r e s .  I f  th e  

F e d e ra l  gover nm en t i s  n o t  g o in g  to  a c c e p t some  r i s k  in  t h i s  

HMO devel opm en t b u s in e s s ,  th e n  t h e r e  was no  l o g ic  to  a f e d e r a l  

g r a n t  an d lo a n  p ro gra m  in  th e  f i r s t  p l a c e .

Und er  an y c ir c u m s ta n c e s , how ever,  f e d e r a l  money  w i l l  com p ri se  

b u t  a  f r a c t i o n  o f  w h a t 's  n eed ed  to  p ro m ote  s i g n i f i c a n t  HMO gro w th . 

Ev en  more im p o r ta n t th a n  t h i s  f in a n c in g  r o l e  i s  th e  F e d e ra l  

g o v e rn m e n t' s  c a p a c i ty  to  o f f e r  t e c h n ic a l  a s s i s t a n c e  an d a g g r e s s iv e ly  

p ro m ote  th e  HMO c o n c e p t.  We have  s t a r t e d  to  a c t  a c c o r d in g ly .

The r e c e n t ly  ap p ro v ed  re -p ro g ra m m in g  r e q u e s t  gav e us $9 00,0 00 

f o r  p ro m o ti o n  an d $850,0 00 f o r  t e c h n i c a l  a s s i s t a n c e .  T h is  money 

p ro v id e s  us th e  c a p a c i ty  to  o f f e r  t e c h n i c a l  a s s i s t a n c e  on  mo re 

th a n  an  e p is o d ic  b a s i s  as we do p r e s e n t l y .  We w an t t o  be  as  

h e lp f u l  as p o s s ib le  to  d e v e lo p in g  p la n s  an d HMOs in  t r o u b le .

The money f o r  p ro m o ti o n a l a c t i v i t i e s  w i l l  h e lp  u s to  move 

a g g r e s s iv e ly  to  s t im u la te  d e l i v e r y  sy s te m  re fo rm . We know t h a t  

th e  en v ir o n m en t i s  r i p e  f o r  t h i s  k in d  o f  e f f o r t .  Th e re sp o n se  

to  S e c r e ta r y  C a l i f a n o 's  HMO C o n fe re n c e , w hic h  I  m en ti o n ed  e a r l i e r ,  

i s  i n s t r u c t i v e .  T h is  c o n fe re n c e  i s  b e in g  h e ld  t o  a c q u a in t  b u s in e s s  

an d la b o r  l e a d e r s  w it h  th e  p o t e n t i a l  an d th e  p ro b le m s o f  HMOs, 

to  l e t  th em  h e a r  th e  id e a s  o f  le a d in g  A d m in is tr a t io n  an d 

C o n g re ss io n a l o f f i c i a l s ,  an d to  g iv e  HEW o f f i c i a l s  th e  o p p o r tu n it y  

to  l e a r n  wha t th e s e  le a d e r s  th in k  n eed s to  be  done . We a re  p le a s e d  

t h a t  you, Mr. Chai rm an , an d S e n a to r  S chw eik er have a g re e d  to
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p a r t i c i p a t e .  We have  b een  d e lu g e d  w ith  r e q u e s t s  to  a t t e n d .

Geo rg e Meany an d C h a r le s  P i l l i o d ,  C ha irm an  o f  th e  G oo dy ea r T ir e  

Company , a r e  k e y n o ti n g  th e  m ee ti n g ; an d more th a n  300  o f  th e  

l a r g e s t  c o r p o ra t io n s  in  th e  c o u n tr y  w i l l  be  r e p r e s e n te d .  We 

e x p e c t in  e x c e s s  o f  1 ,0 0 0  p e o p le  t o  a t t e n d .  T h is  c o n fe re n c e  i s  

i n d i c a t i v e  o f  th e  k in d  o f  p ro gra m  we h ave  beg un to  b u i ld .

In  a l l , we hav e beg un to  tu r n  th e  c o r n e r  in  th e  a d m in i s t r a t i o n  

o f  th e  F e d e ra l  HMO p ro gra m . We have a lo n g  way to  go . But  we 

w i l l  f u l f i l l  th e  m an dat e w hic h  C o ngre ss  h a s  g iv e n  u s .

THE LEGISLATIVE AGENDA

Mr.  C hai rm an , I  h av e  ta k e n  th e  ti m e  to  su m m ar iz e th e s e

a d m in i s t r a t i v e  i n i t i a t i v e s  in  o r d e r  to  make i t  c l e a r  to  th e  

Subco m m it te e t h a t  we a re  com m it te d  to  d o in g  o u r p a r t - - t o  a s s u r in g  

more pro m pt an d a g g r e s s iv e  im p le m e n ta ti o n  o f  o u r  c u r r e n t  a u th o ­

r i t i e s .  W ith t h i s  g ro w in g  r e c o r d  o f  a cc o m p li sh m en t,  we now lo o k  

fo rw a rd  to  w o rk in g  w ith  th e  C ongre ss  to  im pro ve an d e x te n d  th e s e  

a u t h o r i t i e s  in  o r d e r  to  c r e a te  a more f a v o ra b le  en v ir o n m en t f o r  

HMO develo pm en t an d to  in s u r e  g r e a t e r  f i s c a l  an d q u a l i t y  c o n t r o l .

We b e l i e v e  t h a t  th e  r e a u t h o r i z a t i o n  o f  th e  p ro g ra m  p r e s e n t s  a 

w o n d e rf u l o p p o r tu n i ty  to  la y  to  r e s t  an y n o t io n s  t h a t  we a re  in  

a " d e m o n s tr a ti o n "  p h ase  o f  th e  HMO p ro gra m . The w o rt h  o f  th e  

c o n c e p t i s  u n q u e s t i o n a b l e - - i t  h a s  o n ly  la c k e d  th e  s t r o n g ,  lo n g ­

te rm  comm itm en t t h a t  ca n  le a d  to  a ch ie v em en t o f  t h i s  p ro m is e .

I t  i s  in  t h a t  s p i r i t  t h a t  we commend yo u , Mr . C hair m an, an d 

S e n a to rs  S ch w eik er,  W il li am s, - P e l l ,  C h afe e , and  J a v i t s  f o r  th e

2 7 -2 7 3  0  -  78  - 6
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introduction of S. 2534. Almost without exception, the Depart­
ment supports the policies reflected in this bill. We strongly 
endorse provisions which promote a flexible and favorable 
environment for HMO development, including:

-- Section 2, which provides valuable flexibility 
in the amount of time new HMOs are allowed to 
meet the 15 percent limitation on direct contracting;

-- Section 3, which provides for necessary increases
in the limits on initial development grants and initial 
operating loans which take account of the inflation 
that has occurred since the limits were set in 1973;

-- Section 4, which authorizes loans and loan guarantees 
for construction which can contribute to HMOs' cost­
saving potential;

-- Section 5, which eases strict benefit requirements 
for disaster coverage that have unnecessarily delayed 
HMO development;

-- Section 6, which requires employers, with a demonstrated 
capability, to make payroll deductions for HMO health 
benefits;

-- Section 7, which amends current law to provide important 
flexibility to the grant program so that federally 
qualified and operational HMOs can receive development 
grants for improvement of services; and
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-- Section 12, which deletes the requirement that
qualification and continuing regulation be administered 
by the Office of the Assistant Secretary for Health, 
thus permitting uniform administration of our HMO 
activities.

Today, Mr. Chairman, you and Senator Schweiker and Senator 
Ribicoff are introduing the Administration's proposal. We 
appreciate this introduction and would urge your consideration 
of three provisions of this bill that differ slightly from those 
contained in S. 2534, as well as additional provisions which we 
believe make other needed changes in HMO authorities.

APPROPRIATION AUTHORIZATION
Like S. 2534, the Administration's proposal extends the

appropriation authorization for feasibility, planning, andt
initial development grants. However, our bill calls for an 
appropriation of $23,910,000 for the fiscal year ending 
September 30, 1979, and the authorization of such sums as 
may be necessary for fiscal years ending in 1980 and 1981.

CERTIFICATE OF NEED
Both the Administration's bill and S. 2534 include provisions 

that amend the certificate of need program in order to promote 
fair treatment of HMOs. However, there are subtle, but important 
differences in some of the specifics. Both proposals exempt
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HMOs from  th e  c e r t i f i c a t e  o f  need  p ro c e s s  a s  a c o n d i t io n  f o r  

e s ta b l i s h m e n t .  T h is  p r o v i s io n  p u ts  HMOs on  th e  sam e fo o t in g  

as f e e - f o r - s e r v i c e  c l i n i c s ,  w hic h  a re  n o t  r e q u i r e d  to  hav e a 

c e r t i f i c a t e  o f  n eed  a s  a c o n d it io n  o f  o p e r a t io n .

Bot h S e n a te  an d A d m in is tr a t io n  h e a l t h  p la n n in g  p r o p o s a ls  

r e q u i r e  a c e r t i f i c a t e  o f  n eed  f o r  th e  p u rc h a se  o f  m ajo r m e d ic a l 

equ ip m ent v a lu e d  a t  $150 ,0 00  o r  m ore . The S e n a te  b i l l ,  how ever , 

p ro v id e s  HMOs an  ex em p ti o n  fr om  t h i s  e x p e n s iv e  equ ip m ent p r o v i s io n  

The A d m in is tr a t io n  b i l l ,  on  th e  o th e r  h an d , does n o t  ex em pt  HMOs 

from  t h i s  new  p r o v i s io n  by  la w . R a th e r , we ad d s t a t u t o r i l y  to  

th e  c r i t e r i a  s e c t i o n  o f  th e  p la n n in g  la w  a r e q u ir e m e n t t h a t  

p la n n in g  a g e n c ie s  may c o n s id e r  o n ly  th o s e  c r i t e r i a  s p e c i f i e d  

by  th e  S e c r e ta r y  in  t h e i r  re v ie w  o f  HMO f a c i l i t i e s ,  eq u ip m en t,  

an d s e r v i c e s .  Und er  t h i s  a u th o r i t y ,  th e  S e c r e ta r y  w ou ld , by  

r e g u la t i o n ,  p ro v id e  an  exem pti on  f o r  HMOs fr om  th e  e x p e n s iv e  

eq u ip m ent c e r t i f i c a t e  o f  n eed  re v ie w .

We b e l i e v e  t h i s  ap p ro ach  p ro v id e s  th e  f l e x i b i l i t y  to  

e s t a b l i s h  v a ry in g  c r i t e r i a ,  p a r t i c u l a r l y  f o r  HMOs t h a t  have a 

m ajo r f e e - f o r - s e r v i c e  co m ponen t.  In  a d d i t i o n ,  a u th o r i t y  

wou ld  be  a v a i l a b l e  to  r e q u i r e  re v ie w  sh o u ld  a p a t t e r n  o f  

u n n e c e ssa ry  equ ip m ent p u rc h a se s  d e v e lo p . F i n a l l y ,  t h i s  s p e c ia l  

c r i t e r i a  p r o v is io n  w i l l  a ll o w  us to  f i r m ly  e s t a b l i s h  c r i t e r i a  

w hic h  w i l l  a s s i s t  in  th e  devel opm en t o f  H M O -a ff il ia te d  h o s p i t a l s .
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FINANCIAL DISCLOSURE
We are in substantial agreement with the provisions of Section 

10 regarding financial disclosure of transactions between HMOs 
and related organizations. Relationships between such organizations 
are often essential for delivery of comprehensive health services 
under tight management, but these corporate arrangements can 
provide opportunities for abuse. We share your view that the 
best way to reduce undesirable self-dealing without discouraging 
appropriate corporate relationships is to require open disclosure 
of all such transactions and to monitor them for abuse. We would 
prefer, however, to delete from your bill the specific definitions 
and additional details regarding the annual report to Congress 
so that the Department will have sufficient flexibility to 
administer the program in the most effective way.

ADDITIONAL PROVISIONS

Now, Mr. Chairman, I would like to turn to provisions 
contained in the Administration's bill that are not included 
in S. 2534. These provisions, like the majority of legislative 
changes in which we concur, seek to provide additional flexibility 
in our ability to promote HMO development.

Our bill deletes provisions in the Act which mandate priority 
investment in HMOs that will take the longest to succeed and will 
have the highest failure rate. The Act now requires that a 
specified proportion of funds be directed to rural and medically
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underserved areas. To date, 38 or 22.6 percent of the organizations 
receiving HMO development funds were intended to serve non- 
metropolitan populations. Three of these have become qualified 
and 13 projects are still active. Forty-two (257.) of the 168 
organizations funded were intended to serve medically underserved 
populations. Two of these have become qualified and 16 are still 
active.

While we will continue to encourage HMO development in 
non-metropolitan areas and the inclusion of medically underserved 
populations, we believe other programs, such as the National 
Health Service Corps, Rural Clinics, and the Community Health 
Center programs are often better suited to these needs or can 
provide an initial capacity-building in advance of HMO activity. 
Capacity development in these areas is a major Departmental 
priority. The Congress may be assured of our commitment to focus 
HMO efforts on these areas where and when there is a strong 
basis for successful development and continued operation.

Our ability to target funds effectively and to increase 
health care capacity in underserved areas would be helped 
immeasurably by our provision to repeal a prohibition in the 
Act against the use of other Public Health Service funds to 
promote prepaid health services to an enrolled population. This 
provision would permit other federal funds to support the develop­
ment of HMOs or other prepaid capitation plans where conditions 
and local preferences warrant.
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Finally, Mr. Chairman, I would like to review for you 
amendments to the Social Security Act that are included in our 
HMO proposal. We hope that you will urge favorable consideration 
of these proposals.

Most important are provisions that would amend the methods 
of Medicare and Medicaid reimbursement for services provided by 
HMOs in order to promote enrollment of these beneficiaries through 
a prepaid capitation plan that is consistent with the HMO concept.

In addition, we are proposing a requirement that States offer 
HMO enrollment to Medicaid beneficiaries in areas served by 
federally qualified HMOs. This dual choice requirement will 
complement our other efforts to improve the environment for 
HMO development.

Finally, our proposal contains an amendment to the Titles 
XVIII and XIX requirements that the enrollment of qualified HMOs 
seeking Medicare or Medicaid reimbursement must include at least 
50 percent non-federal beneficiaries. We are asking that the 
50 percent requirement be retained, but that an exemption be 
granted to HMOs sponsored by general purpose governments, such 
as county hospitals, or supported by Community Health Center 
grants. This exemption and general authority to waive the 50 
percent requirement where appropriate wi.ll remove an impediment 
to HMO development in service areas with particularly large 
populations of Medicare and Medicaid beneficiaries. Our 
strengthened quality control efforts will be more than adequate
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to  in s u r e  t h a t  th e  d e f i c ie n c ie s  in  th e  "M ed ic a id  M i l l s "  o f  

th e  p a s t  w i l l  n o t r e c u r .

CONCLUSION

In  c o n c lu s io n , Mr.  C hai rm an , I  w ou ld  l i k e  t o  th an k  you an d 

th e  me mb ers  o f  y o u r Subco m m it te e f o r  th e  o p p o r tu n it y  to  re v ie w  

o u r p ro g re s s  in  b u i ld in g  a p ro gra m  t h a t  i s  c a p a b le  o f  m ee ti n g  

th e  C o n g re ss io n a l d e s i r e  to  in t r o d u c e  c o s t - e f f e c t i v e ,  q u a l i t y ­

e n h an c in g  re fo rm  to  o u r  h e a l t h  c a re  d e l i v e r y  sy s te m . The 

im p o rt a n ce  o f  HMO d evelo pm en t i s  r e f l e c t e d  in  th e  u n a n im it y  o f  

p u rp o se  t h a t  i s  e x p re s s e d  in  b o th  S e n a te  an d A d m in is t r a t iv e  

l e g i s l a t i v e  p r o p o s a ls . I t  i s  c l e a r  we c o n cu r t h a t  th e  HMO 

co n ce p t h a s  come o f  a g e - - t h a t  i t s  c o n t r i b u t io n  to  r a t i o n a l i z i n g  

th e  d e l i v e r y  o f  s e r v ic e s  in  an  eco n o m ic a l m an ner  m e r i t s  th e  

lo n g - te rm  co mm itm en t o f  th e  F e d e ra l  govern m en t.

We in  th e  A d m in is tr a t io n  lo o k  fo rw ard  to  w o rk in g  w ith  th e  

C ongre ss  to  p e r f e c t  th e s e  new a u t h o r i t i e s , an d p le d g e  to  

a d m in is te r  t h i s  p ro gra m  a g g r e s s iv e ly  b u t  a l s o  r e s p o n s ib ly  an d 

in  so  d o in g , s t im u la te  HMOs to  re a c h  t h e i r  f u l l  p o t e n t i a l .

#  # # #  #
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TABLE I

Average Reimbursement Per Medicare Enrollee:

1969 1970
Plan 1
Control group $444.92

426.69
$507.26
489.20

Plan 2
Control group $422.83

391.32
$431.05
423.20

Plan 3
Control group $355.67

395.39
$388.11
414.49

Plan 4
Control group $309.72

357.19
$331.10
405.72

Plan 5
Control group $265.28

394.17 $311.61
398.18

Plan 6
Control group $214.11

298.08
$225.88
330.65

Plan 7
Control group $211.30 

312.60
$196.33
295.52
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Senator Kennedy. Thank yon very much, Mr. Champion, for a 
first-rate statement, one with a strong commitment toward HMO’s 
concept.

I think  what we would like to be able to try  and establish is some 
benchmarks and some criteria so we know when you are back in 
another year or two, whether the goals are being achieved or sur­
passed.

I think this is important . I do not think we have needed them so 
much in the past, I think we have reached the general conclusion, 
as you point out, that  the program was not administered effectively 
and did not get the kind of support, so I am hopeful  that both your 
testimony this morning and response to some of these questions— 
that  we can establish some baselines in which we can measure the 
progress in the program over the future years.

Let me perhaps star t off with new personnel.
This was a feature of GAO’s comments.
I would like to have some idea as to the nature  of the capabilities 

of these new people that you are bring ing on, the extent that they 
have had experience in financial management, adminis tration, ac­
counting, marketing.

Who are these people? Are they just being transferred from one 
departm ent to another? Are they bringing to this particular  pro­
gram the kind of special skills which are necessary to address the 
kinds of problems that have been outlined in the GAO report?

Mr. Champion. On an interim basis we are using consultants with 
those kinds of skills in order to get at some of the problems imme­
diately.

We also intend to determine which are the best kinds of people, 
how they should be trained , and what is most significant in terms 
of technical-assistance capacity.

The President’s proposal for civil service reform has our heartf elt 
agreement, and there are some limitations , but we are trying to de­
sign specifications that  will bring in those people, not to transfer  
people in with inappropriate skills and inappropr iate backgorund 
for this kind of work.

As in all kinds of relatively new industries, there is a problem, 
that  HMO’s have and we will have it, in developing people and 
training  them. Train ing provisions are clearly very importnat.

Senator Kennedy. Can you give us some kind of flow char t in 
terms of who these new people are; you have indicated you are 
doing it by contract now for skills that are necessary. I think it 
would generally be valuable to know who these new people are, their  
skills, and how they relate to the parti cular problems you are facing 
in terms of overviewing the HMO program.

Mr. Champion. Senator, I will provide that.
At the moment T can give you only some anecdotal kinds of things . 

We have consultants from business schools, and from existing 
HMO’s, who give us 1 day a week. They have the right kind of 
background and experience.

Those are the people we are trying to use.
Senator Kennedy. If  you can provide who the people are, the 

skills tha t they b ring to this program, I think  that  would be helpful 
to us.
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Let me ask, some of the points tha t have been brought out here 
this morning have dealt with the quality  of the IIMO's tha t have 
already been approved.

As one who has urged more attention and more rapid  considera­
tion of various applications in noting what has been an impressive 
record in the approval  of these HM O’s over the period of these last 
12 months, are you satisfied that  you can screen these applications 
for basic kinds of integr ity and quality at the rate tha t you have 
been doing it over any immediate period in the future?

Mr. Champion. Yes, we can.
We are relying heavily on site visits with selected consultant ex­

perts to review the data.
We think the previous method of compiling enormous amounts of 

printed material , which was basically the delay problem, is not the 
important par t of tha t process.

It  is evaluation by real experts on site, and that is what we have 
been deploying. We have been turn ing down people instead of leav­
ing them hanging for 1 year or 15 months, when we did not think 
we had the situation in hand.

Senator Kennedy. Mr. Champion, we have Congressman Peppe r 
here. li e is going to be with us for about 10 minutes.

I know you have got a time problem.
Could we hear him and then we will come back and take maybe 

20 minutes with you afterwards?
Mr. Champion. Fine.
Senator Kennedy. We welcome Congressman Pepper.
I remember our visit with you down in Dade County not long ago 

with some of your friends  and elderly people of this country.
We know what a tireless champion you have been for them and 

also for good health.
We know you have only 8 or 10 minutes to be with us, and we are 

glad to hear from you.
Senator Sciiweiker. We are very glad to have you here. We remem­

ber vour years of service on this committee.

STATEMENT OF HON. CLAUDE PEP PER , A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF FLORIDA, AND CHAIRMAN,
SELECT COMMITTEE ON AGING AND SUBCOMMITTEE ON HEALTH
AND LONG-TERM CARE, U.S. HOUSE OF REPRESEN TATIVES

Mr. P epper. Thank  you very much. Senator, for your kind words.
I was just over at Miami Beach the other day and some people 

were remembering the vivid testimony that  you had from some of 
the people who were so very poor and the problems they had in 
meeting the drug costs they had. That  was a great hearing.

It  is a great honor and privilege to be here with this distinguished 
committee, because no one in the Congress has provided greate r 
leadership than the members of this committee in the whole field 
of health.

As Senator Schweiker was kind enough to recall. I was on this 
committee for 14 vears when T was in the Senate and when I first 
went on the committee, then Senator  Hugo Black was the chairman
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of it. He went to the Court along about April or May of that year, 
but beginning in January 1937, be was chairman of the committee 
and I was a member of the committee.

I was Chairman of the Subcommittee on Wartime Health  and 
Education of this committee from 1943 to 1946. We were the first 
committee of the Congress to recommend national health security— 
we called it national health insurance—along about the same time 
that President Truman recommended it.

Senator  K ennedy. We are building on those st rong shoulders th at 
were raised many years ago.

Mr. Pepper. I was delighted to find out there in the other room 
Mrs. Whittaker, who is still a member of this staff, and was a mem­
ber of the staff when I was a member of the committee.

Senator Kennedy. She is an excellent one, too.
Mr. P epper. Mr. Chairman, I thank you and the members of this 

distinguished committee very much for the privilege of being here 
with you today.

Those were trying days back there when all of us were trying to 
do what we are still trying to do in this country—provide adequate 
and proper medical care for the people of this country.

We have made great strides since those early days, but we all 
know so much remains to be done.

That  is why I am pleased to be here to discuss with you a matter 
of great mutual interest.

T believe, as you do, tha t we must make available to all our people 
a high quality of health care that is economically efficient. And T 
believe we can achieve this goal, in part, through responsible devel­
opment of health maintenance organizations.

I commend the distinguished chairman and ranking minority 
member of this subcommittee and other members of the Human Re­
sources Committee for your farsightedness in proposing S. 2534, the 
Health  Maintenance Organization Act amendments of 1978.

ft is a sound bill, and it should receive favorable consideration at 
the earliest possible time.

On October 27 of last year, T introduced in the House TT.R. 9788. 
legislation to promote the systematic development of ITMO’s and 
to enable them to better serve the poor and the elderly people of 
this country.

T was especially pleased to note that you saw fit to include in 
your hill a provision similar  to my own for establishment of a loan 
program to help support the construction of ambulatory care fa­
cilities. My own hill would also establish a gran t program to cover 
part  of the construction costs for facilities for ambulatory services 
fo r TWO enrollees who live in medically underserved areas.

T applaud many other provisions of your hill. By extending the 
authorization periods for feasibility, planning and development 
grants, and increasing the authorized amounts for grants  and loans 
under the program, we will create a financial climate which makes 
it possible fo r developing HMOs to gain sound footing in the medi­
cal marketplace.

The provisions you have included in order  to avoid any potential 
for fraud or abuse are commendable. I support these reporting and
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disclosure requirements and believe tha t they will complement our 
ongoing efforts to discourage anv who would take unfa ir advantage 
of Federal programs designed to expedite IIMO growth.

Strengthened administration  of the IIMO program within the 
Department of Health , Education, and Welfare , can only enhance 
our ability to promote responsible expansion of health maintenance 
organizations while, at  the same time, making it possible for neces­
sary regulatory actions to be carried out in an efficient manner.

Exempting IIMOs from the certificate of need process under the 
Health  Planning  Act as you propose will fur ther  reduce the bureau­
cratic impediments which hinder development. It  is my hope, how­
ever, and my belief, that  this aspect of the program will be moni­
tored closely to prevent any unintended consequences, and I know 
the members of this committee are in full agreement tha t we must 
take all steps possible to avoid the proliferation and duplication of 
health resources.

Fina lly, I was most pleased to note the inclusion in your bill of 
authoriza tion for a 5-year program to train  management personnel 
who will be involved in IIMO adminis tration. Efficient management 
of prepaid  health plans is not an uncomplicated proposition. I 
strongly endorse this provision, but I urge that  the subcommittee 
make this program available not only to trad itional adminis trative 
personnel, but also to young physicians who are likely to become 
involved in IIMO management.

I have been pleased to note the similarities between my own bill 
and S. 2534. It  is my unders tanding that the bill which has been 
submitted by the administration is very similar  to the legislation 
we have proposed, and I believe the Congress will be receptive to 
these initiatives.

In addition to the proposals included in your bill, I have pro­
posed two additional steps which I believe would fur ther streamline 
and enhance IIMO qualification and operation. My bill includes a 
provision for gran ting  non-profit IIMO ’s tax-exempt status to make 
them eligible for tax-exempt donations and to enable them to attract 
physicians through the deferred  compensation arrangements which 
are permitted under the Code.

Moreover. I have sought to expand the concept embodied in the 
current IIMO law’ by provid ing tha t Federal  law’ supersede State 
laws, with the exception af applicable criminal laws, general law’s 
of incorporat ion, and building codes. I hope that  the subcommittee 
will consider including these provisions in the bill you report.

Final ly. Mr. Chairman, I know’ you share my concern tha t IIMO 
enrollment be widely available to all Americans. The most tragic 
victims of our health care crisis are those who have no health in­
surance or only very little coverage. As is so often the case, this 
means the poor and the elderly. IIMOs offer comprehensive and 
cost-effective medical benefits. AVe can and must assure the elderly 
and the poor of unfettered access to  them.

Provisions included in my bill, H.R. 9788, would address this 
issue. First, current law’ requires tha t at least one-half of HMO 
membership be nonmedicare or medicaid. This denies HMO mem­
bership to many medicare eligibles and may well impede HMO
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growth in areas which are heavily populated by the poor or the 
elderly. My bill would permit the Secretary of IIE W to waive this 
requirement where an llMO  proposes to serve an area where there 
is a high concentration of elderly or poor citizens and where the 
TIMO could not adequately serve the population of that area under 
the current requirements.

I would commend that point to your consideration.
Senator Kennedy. Maybe if you could elaborate on tha t point 

very briefly.
I think you have had a lot of experience in this area. It is a very 

impor tant one. It is one we are going to have to address.
If  there is inclusion of elderly people in these programs, the 

amount tha t can be retained within the IIMO has been very limited 
bv regulation or by legislation and therefore  there is little appeal 
for ITMOs to really pursue the elderly because of the range of regu­
lations and paperwork which on the one hand is evident, and then 
the incentive for them to save on the other hand.

Is that  substantia lly the situation?
Mr. Pepper. That is basically correct.
Senator Kennedy. So you want to address that  issue.
Of course, the balance is how are we going to use Federal funds 

as an incentive on this as an alterna tive delivery system, and how 
much of an incentive are you going to provide and what we know 
to date is that  we have not provided enough to bring meaningful 
alternat ive delivery systems to the elderly. Your recommendation 
and the one the adminis tration has addresses that  part icular issue.

Mr. Pepper. Tha t is right.
Senator, in developing the comprehensive medical care plan for 

the people of this country, we may approach the matter by steps.
I share the opinion tha t you have eloquently presented for a long 

time, of having a comprehensive bill to provide adequate medical 
care to the people of this country, like national health insurance.

If  the administration’s timid ity about going the whole distance 
at one time appears with obstacles in the enactment of that kind of 
legislation, then we have to take more or less of a piecemeal ap­
proach, in which it seems to me we can effectively use ITMOs. It  
would seem to me possible tha t we might allow the Federal Gov­
ernment to pay a reasonable prepaid  amount to the HMO—in other 
words, instead of paying the cost of medical services actually ren­
dered to the elderly and the poor, why, we might simply pay the few 
dollars a month into the IIMO and let them take the responsibility 
of rendering the service. I think  tha t may possibly develop as a 
usable part  of some sort of comprehensive plan.

Senator Kennedy. The obvious intention would be the savings you 
would have as a result of this would be increased benefits to elderly 
people.

Mr. P epper. Right.
Senator Kennedy. It makes so much sense. But, you know, tha t 

is not a good criteria around here. We will ask your continued help 
on that.

Mr. Pepper. Second, right to partic ipation in ITMOs should be 
guaranteed for medicaid recipients. At this time, only 13 States con-
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trac t with IIMOs. My legislation would remedy this unfair exclu­
sion of medicaid eligibles by requiring States to offer the option of 
membership in qualified IIMOs with a negotiated prepaid risk 
contract.

Finally, Mr. Chairman, my bill seeks to bring medicare reim­
bursement of IIMOs into line with prevailing practices by allowing 
the Secretary to negotiate a prospective per capita reimbursement 
rate for medicare beneficiaries.

Under my proposal, an 11 MO would be paid on a prospective 
basis 95 percent of the cost of render ing the par t A and B services 
in the community. In addition  to the obvious 5 percent saving to the 
Government, the IIMO would be required to use its savings to re­
duce premium rates charged to medicare enrollees or to provide ad­
ditional benefits, such as expanded home health care, day care, and 
other services which can help to prevent the institu tionalization of 
older citizens.

This proposal would reward IIMOs for their  efficiency and, at the 
same time, allow them to provide a wider range of services to medi­
care enrollees. I t can reduce, to a great extent, the out-of-pocket costs 
to the medicare member and encourage the enrollment of more medi­
care beneficiaries.

Both my subcommittee and the full Select Committee on Aging 
have as the highest prior ity the expansion of noninsti tutional  serv­
ices for care of the elderly.

I do not know about the limits of jurisdict ion of this committee, 
hut I know tha t this committee with its keen and long-proven in­
terest in health care for the elderly is interested in what we are fo­
cusing on now in our Aging Committee—that is, home care for the 
elderly as an alternat ive to institut ionaliza tion. AYe certainly want 
to work with this committee as we have been privileged to do in the 
past in addressing that  very critical subject.

Our current  medical programs, medicare and medicaid, promote 
an institut ional bias which is both callous and costly. The care a 
patient receives under medicare is determined less on the basis of 
need than on the basis of what will be reimbursed. And those serv­
ices which are reimbursed deny the most pressing need of the vast 
majority of older citizens—care for chronic illness and health main­
tenance.

The current medicare program denies coverage for preventive 
health care. It is in the area of prevention and maintenance tha t 
IIMOs can provide such enormous assistance to the elderly.

We are all aware of the advantages of I IMO enrollment. Through 
an emphasis on outpat ient services, they are able to significantly 
reduce hospital utilization and channel the savings into broader 
services. The poor and the elderly of this Nation should be invited 
to partic ipate  fully in the development of an alterna tive health care 
delivery system which can reap such great benefits for all our citi­
zens. I  hope this subcommittee will strongly urge that they are guar­
anteed a place in IIMO growth and development.

Thank you, again, Mr. Chairman, for allowing me to participate 
in this hearing. I stand ready to assist you in any way possible in 
meeting the goals we share.
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Senator Kennedy. I have no fur ther questions, Congressman. I 
think you have really addressed tha t issue with regard to our senior 
citizens.

I know you can talk about a variety of others, but having your 
judgment on that particular issue and your experience on it I think 
really helps our record.

I want to thank you very much for taking the time to come.
Mr. Pepper. Hur ry back to Florida.
Senator Kennedy. Thank you very much.
Mr. Pepper. Thank you.
Senator Kennedy. Mr. Champion, if you would return to the wit­

ness table, I have just a few questions, and then I would like to 
submit other questions to you.

Can you tell us what is the attitude of the adminis tration on this 
for profit HMO?

Do you plan to encourage the creation of such HMOs?
If  you do, what are your concerns?
Mr. Champion. Yes, Mr. Chairman.
We think there is a real role here. My conversations with various 

people in the private sector confirm a real oppor tunity here. We ob­
viously do not think we should do the same things  for profit making 
plans to the extent that we do them for those plans which are non­
profit.

However, the basic problem is establishing reasonable margins or 
return as against other investments and giving investors some sense 
of security coming into this area.

Therefore we believe that they should have loan guarantees, and 
in some cases where it is necessary, where it clearly is impor tant to 
get the investment. A similar situation exists with respect to the 
building of ambulatory facilities. Loans would be provided again 
where they are necessary.

We are very concerned about not having for profit plans come in 
with a conflict.

One of the regulations that we will be proposing will make it clear 
that  if anybody we deal with in terms of qualification, has anv com­
petitive relationships, they must not be in a controlling position on 
the board or in the management of the HMO enterprise.

From my own experience, while it was in a nonprofit institut ion 
such as Harvard, the opportunities to use staff plans and to perform 
real services both for employees and for other people in the commu­
nity even though they are not members—or employees, is substantial.

We think there are a whole mix of profit and nonprofit wavs to 
go about this. We want to encourage it. We certainly want to do as 
much as possible to have them go forward  on the ir own funds, but 
we do think on occasion loan guarantees, or some help on a match­
ing basis with free standing  ambulatory facilities, would be wise.

Senator Kennedy. I am just wondering, arc we going to be in a 
situation where there would be loan guarantees for, sav. either Pr u­
dential to get HMO started or General Motors, Exxon? I think  there 
are some situations in which thev should do it.

Mr. Champion. Depending on the population they would pronose 
to serve, and what obligations thev make to the community, and to 
us in terms of serving more than their  own interests.
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The fact is, an insurance company going with an HMO proposal 
to the board of directors which is used to looking a t projected terms 
on initial risky investment of 15 percent, looking at a 5 to 7-year 
development history, probably could stand some assurance in some 
cases tha t the Federal guarantee is available to them.

But we never proposed to let them make tha t kind of money.
Senator Kennedy. You are going to make some recommendations?
Mr. Champion. Yes.
Senator Kennedy. Just when?
When can we expect those?
Mr. Champion. I think  tha t follows logically on the development 

of regulations on thir d party  and self-dealing, those kinds of con­
trols, so that it is c lear what we are prohibiting  in this area before 
we have transactions  with the for profits.

Senator Kennedy. You recommend deletion of priorit ies and set 
asides in underserved and rura l areas.

I suppose the real question is how are we going to get HMO ’s 
started if the Federal Government does not place p riori ty on them?

You indicated an elimination of the restrictions in terms of other 
health services or health resource money. We have seen in the past 
where tha t can be extremely dangerous in terms of moneys which 
are allocated to the neediest and poorest groups being really kind of 
siphoned off into resources which had been available to other inter­
est groups. That has been true in education, it has been true in the 
Indian education bill, and others, but nonetheless you do have the 
deletioA of the set asides.

I think,  given the issue of the importance of HMO’s and the qual­
ity of health care, we see from the kind of cross-fertilization idea, 
communication with an HMO setting, and the savings, the cost sav­
ings advantages which HMO have with the expansion of the range 
of services to the people, given the need for the poorest people, I 
am just wondering whether we ought to be denying these kinds of 
opportuni ties to people who live in inner cities or rura l commu­
nities?

Mr. Champion. Mr. Chairman, we do not think we should.
I do think what we are trying to say in these proposals is that 

we want to do t hat  wherever we can, wherever it is feasible, and tha t 
we think by relaxing the l imitations on the use of other PH S funds, 
we can develop the kinds of capacities in that area.

Senator Kennedy. When are these poor going to have to choose 
between lead pain t poisoning, immunization, and HMO? Funds, as 
you well know, and even under this last budget request, are not 
ample or generous to the neediest or poorest people in the country, 
and they are making tough decisions in any event.

I am just wondering whether we are robbing Peter to pay Paul 
in terms of the switching around of various funds in these areas?

Mr. Champion. Senator, I want to assure you, and this is some­
thing I hope the subcommittee will observe very carefully, there is 
no attempt at diversion at all.

The question is being able to make funds work together in a use­
ful way, that there are times when combining National Health Serv­
ice Corps people, combining community health  centers with HMO 
development, can bring about an overall better system.

2 7 -2 7 3  0  -  78  - 7
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I would be opposed to diver ting any money in any health funds 
now, in the sense of diverting it. Adding them, putt ing them in a 
package which provides more services throu gh the use of HMO de­
vices and bringing prepaid groups into the same setting is what we 
are talkin g about—not diversion.

I quite agree with you.
Senator Kennedy. In recommendations t ha t you have for the li ft ­

ing of those kinds of restrictions, that  I  think  would have to be very, 
very carefully spelled out, and I think you understand the concerns 
and I think the real potential danger in this area, at least in some 
initial reluctance in resistance, maybe it can be worked out in a way 
to have a centeristic type of effect.

Given the basic kinds of track record on program afte r program, 
when you have either a geographical area or populated area tha t is 
eligible for certain programs, you permit  them to be melted into 
broader kinds of political subdivisions—I do not find many in­
stances where the poorest or the lowest income people have had 
salutary  effects tha t you outlined, that would be purpose of your 
program.

Maybe we can do something different in terms o f this.
Mr. Champion. Mr. Chairman, we would like to work with your 

staff.
T have in mind the Contra Co=ta situation where tbev have a 

county delivery system and where bv combining several kinds of 
funds we can create a very good system.

Senator Sciiweiker. Mr. Tender-Secretary, I  must say that  I am a 
little disturbed by some things tha t were said in the last line of 
questioning.

In the HE W bill earmarking for rural areas would be required. 
The. National Health  Service Corps would emphasize hea lth centers 
primarily in urban and urban areas which I would have no quarrel 
with.

What  about rural areas in Pennsylvania, a State that has the larg­
est rural population of any State in the country, as well as large 
urban areas ?

I am concerned about the Department policy in this regard  and its 
probable impact on those undeserved areas.

Mr. Champion. Senator, there is not any intention to do anything  
less than what we can in rural areas. We do have a feeling at this 
point tha t more money can effectively be used in capacity building 
in those areas, rural health centers, things this new clinic bill pro­
vides, and other programs of th is kind. At tha t point HMO develop­
ment becomes much more possible, and tends to be much more suc­
cessful.

There is the intent, however, to spend more than 20 percent in the 
rural  areas if we can see the opportunity  to do so.

The removal of set asides is simply to provide flexibility of judg­
ment, not to in any wav decrease the emphasis on the need to im­
prove rural health, which is our greatest  problem.

Senator Sciiweiker. I do not question the Departments motivation. 
I have heard that argument used often in connection with set-asiding 
and I  appreciate your response.
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Mr. Under-Secretary , Senator  Kennedy earlie r asked some ques­
tions about the  Department’s commitment to the IIMO program.

In the  pas t of course, I have very severely criticized Administrations 
of my own par ty for the way they were running a number of programs, 
part icula rly health programs.

To some extent , Senator Kennedy anticipa ted my own concern with 
respect to  the HMO program, but not too much because I do expect 
tha t you have done very well in these areas.

I th ink the fac t that you have moved to improve the programs’ orga­
nizational  structure, the fact tha t you are moving ahead on policy 
questions, the fact tha t you are committ ing yourselves to deadlines 
on the issuance of regulations, and Mr. Viet’s appointment, shows 
good faith  motivation on your part.

I commend you for that.
Initi ally , of course, we had a similar good faith  motivation in the 

Nixon Administration’s original HMO proposal; and suddenly it 
reversed course, evaporated, and died. That is why we may be a li ttle 
skeptical here this morning.

My point  is, first, tha t we do appreciate  the commitment, motiva­
tion, and h igh prio rity  tha t H EW  has given the HMO program.

But we have two concerns: One is tha t the HE W commitment 
retains  its streng th and vitality . The second is that , the signals from 
GAO as to what can go wrong with this program be responded to 
through manpower commitments in the areas of compliance, quality 
assurance, and fraud , and abuse. From what  you said, I gather this is 
one of your concerns, as well.

Mr. Champion. Yes, that  is right.
Senator Schweiker. T have one or two additional questions. First, 

do you anticipate tha t HE W’s new compliance program will be ade­
quate to prevent the kind of abuses, self-dealing, diversion of funds 
from non-profit HMOs to their  for -profit suppliers, marketing abuses, 
and poor quali tv of care ?

I  know your intent is that it will hu rt. I would like your practical  
assessment of the implementation problems.

I jus t am questioning the practica l way of implementing that.
Mr. Champion. Yes. Senator.
I think you are right . It  does take more than  just hirin g more 

personnel. As a matte r of fact. T think I  would put somewhat more 
reliance on the kinds of regulations  and the kinds of qualification 
and monitoring process that  we are going to put  in place to deal 
with those problems.

We should not put them into this business in a situation where 
self-dealing is easily accomnliched. I t is a process that  I would hope 
from the beginning to avoid tha t problem.

But more people are rermired. We do need stronger and more ex­
plicit standards and we will provide them.

Senator Schwetker. Under your proposed reorganizat ion, will 
screening for HMO qualification be loosened as compliance over­
sight is tightened?
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Mr. Champion . S ena tor , I  do not know whether the word loosened 
is correct. We cer tainly  want to look, give  en trepre neurs  a chance to 
do thi ngs in thei r own way. We do not wa nt  to impose a simple 
framework th at  is the  only  way you  can  do anyth ing , or  to  require  
only  one model .

I f  the  question means, do we inten d to look at  these in a flexible 
way, we do, but I do not  reg ard th at  as loosening. We wi ll have  
sta ndard s in plac e and will enforce them .

Sena tor  Sciiw eiker. I  me ant  “loosening in” terms  of  quicker deci­
sionm aking ra th er  than  go ing  str ic tly  by  the book.

Mr. Cham pion. Ou r pre sen t goa l, Senator,  rem ains to reduce in 
ha lf  the  ave rage time  for con sidera tion . I see no reason why we 
cannot  achieve that.

We will  depend  more  on site vis its  and person al inv est iga tion and 
less on tons of pap er.

Se na tor  Sciiw eiker. Th e only othe r qu estio n I  had  is, i n the  Ad min­
is tra tio n’s HM O bill , which Se na tor  Ken ned y and I  int rod uced,  by 
request, you would au tho rize no t specific amoun ts fo r the pro gra m,  
bu t such sums as may be necessary.

Why would you no t s pec ify au tho riz ati on  a mou nts?
Why can we not  be more specific on o ur object ives,  goa ls, and  pr oje ct 

costs so th at  we c an deal  a lit tle  more  rea lis tically, legisla tive ly, and  
adminis tra tively , wi th where we are  goin g?

Mr. Cham pion . We will be gla d to discuss th at  wi th you. The 
pre sen t Office o f Management  and Budget policy is fo r “such sums” 
but sub jec t to working with committees where the y wish to discuss 
specific au tho rization  levels.

Se na tor  S ciiw eiker. That  is intere sting.
Our  new Cong ressiona l budget process t akes t he  op pos ite app roach.  

We do  not allow b ills to come to  th e f loor anym ore  that authorize such 
sums as may be necessary. T hat  used to be ou r cop ou t aro und here . 
Now, the  new Office of  Manag ement  a nd  Bu dget is using  it .

I ju st wanted to raise th e point . I appre cia te your  response.
Th an k you very  much.
We pa rti cu larly  appre cia te the  cour tesy  to Con gressman Pe pper.
Mr. Champion . Th ank you very much, Se na tor  Schweiker.
Se na tor  Schweiker . We  now call a pan el con sis ting of Jef fre y 

Cohe lan, executive dir ector , Group Hea lth  Ass ociatio n of Am erica, 
Wa shington , D.C .; James  A. Lan e, counsel, Kaise r Fo un da tio n 
Hea lth  Pla ns,  Oakla nd, Cal if. ; Roger  Graham , assis tan t vice pres i­
de nt  for health care services, Blue Cr oss/B lue  Shield Associa tion , 
Chicago, Il l. ; Steven  Ep ste in , counsel, Am erican  Associa tion  of 
Founda tio ns  of Medical Ca re ; Lar ry  Hof fheime r, counsel , Am erican  
Group Pract ice  Associatio n; and Jame s Ander son , counsel, Conne cti­
cu t General  Li fe  Ins urance  Company.

Senator  K ennedy . B efo re Mr. Cha mpion  leaves the  room, wil l you 
give  us a rep or t on the reo rga niz ation  of the  HM O office in a ye ar ; 
will  you give us exactly , whate ver  stud ies  exi st or plans fo r docu­
menting the effectiveness of  fed era lly  fun ded HM Os  in a year?

Mr. Cham pion . Yes.
Senator K ennedy. Th an k you very much.
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STATEMENTS OF JEFFERY COHELAN, EXECUTIVE DIRECTOR,
GROUP H EALTH ASSOCIATION OF AMERICA, WASHINGTON, D C .;
JAMES A. LANE, COUNSEL, K AISE R FOUNDATION HEALTH PLANS,
OAKLAND, CALIF.; ROGER GRAHAM, ASSISTANT VICE PR ES I­
DENT FOR HEAL TH CARE SERVICES, BLUE CROSS/BLUE SHIELD
ASSOCIATION, CHICAGO, ILL .; STEVEN EPST EIN, COUNSEL,
AMERICAN ASSOCIATION OF FOUNDATIONS OF MEDICAL CARE;
LARRY HOFFHEIMER, COUNSEL, AMERICAN GROUP PRACTICE
ASSOCIATION; AND CALVIN JOHNSON, COUNSEL, HEAL TH INSUR­
ANCE ASSOCIATION OF AMERICA, A PANEL

Mr. Coi ie la n. I  am  Je ff er y Co he lan .
I am  cu rr en tly  execut ive di re ct or  of  th e G ro up  H eal th  As so ciat ion 

of  Am erica . I  am  gra te fu l fo r the opport unit y  to  ap pea r be fo re  th e 
committee  th is  m or ning .

Aly stat em en t wi ll be sh ort  bec aus e th e spe cif ic pr ov is ions  of  th e 
legi slat ion will be covered  in de ta il by  th e ot he r wi tnesses he re  th is  
morning .

W e in G II A A  en th us ia st ic al ly  su pport  th e am en dm en ts  to  th e 
H ea lth  M aint en an ce  O rg an iz at io n Ac t as co nt ai ne d in  S. 2534. AVc 
do ha ve  some  specific comments as to  th e am en dm en ts  of  th e N a­
tion al  H ea lth  P la nn in g  an d Re sourc es Dev elop men t Act  co nt aine d 
in S. 2534. an d the se  wil l be covered  in th e st at em en t by  Mr. Lan e 
from  the K ai se r Foundat io n H eal th  P la n .

In  De cemb er 1976, th e II M O  am en dm en ts of  1976 we re sign ed  
in to  law . Th ose am en dm en ts  were th e re su lt of  a lo ng  an d some tim es  
ar du ou s de lib er at io n be fo re  th is  co mmittee  an d we re p ri m ar il y  de ­
sig ne d to  ma ke th e 1973 ac t wo rkab le.  I t  had  become clea r to  al l 
of  us, ea rly on,  th at the or ig in al  law  was sim pl y too  re st ri ct iv e to  
enab le H M O ’s to  op er at e effec tively  in th e m ar ke tp la ce . W e ar e 
pleased th at ov er 50 II M O ’s ha ve  now  bee n qu al ifi ed  an d we are 
conf ide nt of  th eir  success.

Thi s con fidence is a d irec t re su lt  of  th e 1976 am en dm en ts  an d,  
with  th e ad m in is tr at io n’s ren ew ed  II M O  ef fort,  we can loo k fo rw ar d 
to a he ig ht en ed  in te re st  in II M O ’s in th e co ming mon ths.

R ut th er e are gr ow th  an d de ve lopm en t prob lems which  S. 2534 is 
de sig ne d to al levi at e by  re m ov in g man y of  th e ob sta cle s to  a ra p id  
an d or de rly II M O  gr ow th . Most of  us are fa m il ia r w ith  th e u n fo r­
tu nat e course of  th e pr og ra m  from  its  ince pt ion.  Lac k of  Fed er al  
su ppo rt , in ad eq ua te  fu ndin g, un re al is tic re gu la tion , an d ge ne ra l 
confus ion ha d a da m pe ni ng  effe ct on wha t sh ou ld  ha ve  bee n an  ex ­
it in g  new  en de av or  in he al th  ca re  de liv ery.  T han kfu ll y , th e ad m in ­
is tr at io n is m ov ing to w ar d a st ro ng , wel l-ad m in is te re d pr og ra m .

Acc or di ng  to  a 1977 na tion al  II M O  cen sus  su rv ey , a li tt le  ov er  6 
mill ion peop le receive he al th  ca re  fro m II M O ’s. How ev er , if  th e 
m at ur e pre pa id  gr ou p pr ac tic e pr og ra m s wh ich  on ly  in th e la st  ye ar  
co nc er ted to quali fie d st at us are ex clud ed , then  we can sa fe ly  say  
th at less  th an  2 pe rcen t of  th e Amer ican  po pu la tion  rec eiv es he al th  
ca re from  H M O ’s. Ye t in tho se ar ea s wh ere H M O ’s ha ve  fo rm ed , 
th ey  ai e successfu lly  en ro ll in g me mbers an d are on ta rg e t w ith th ei r
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marketing objectives. With continued Federal support. HMO’s will 
be able to expand their  memberships, which is essential if IIMO ’s 
are to achieve a significant impact nationally  on health care cost 
inflation.

S. 2534 is designed to insure growth. It  increases funding levels 
for development. It assures a source of financing for facilities and 
equipment which will permit sensible planning for future  growth. 
It relieves the problems caused hv the shortage of trained personnel 
through the internship  program. It  also extends the authorizations 
for HMO organization and development—putt ing to rest the con­
cept of a demonstration program—and makes Federal  financing 
a v ia b le  in future years as HMO interest grows.

We are also pleased that  the legislation contains provisions which 
will help insure against fraudulent practices on the par t of officials 
of any HMO that  receives Federal funds.

We are grateful  to you and Senator Schweiker for initia ting this 
legislation which will give the adminis tration the necessary tools to 
realize the high hopes we all have for a solid HMO base in this 
country.

I will be happy to respond to any questions you might have.
Otherwise, we can proceed with Mr. Lane’s testimony.
Mr. Lane. My name is Jim  Lane.
I am vice president and counsel of Kaiser Foundation Health  

Plans.
I want to speak on the planning act as it affects HMO develop­

ment in this country which we think  is a very critical issue.
Basically, there is a conflict between two Federal policies, one 

having to do with HMO promotion and development, and the second 
having  to do with the restriction of capital development in this 
country in conventional fee-for-service svstems.

To this date that  conflict has resulted in what we consider serious 
discrimination toward HMO’s. That discrimination takes two phases.

The first is that  HMO’s are covered under  the planning act for 
their star tup and their  ambulatory facilities. No fee-for-service pro ­
vider is so covered for ambulatory or startup .

The second is that  as new entrants into the health  care arena, 
there is a definite bias against HMO’s as far as thei r hospital bill 
is concerned.

Anv certificate of need program establishes a right for status quo. 
Tt is incumbent upon new entrants to overcome tha t right regard­
less of quality of hospitals or facilities.

It  is often extremelv difficult to overcome. In this  regard, both 
this bill and S. 2410. the bill on planning, make a good s tart  in the 
direction of overcoming this bias, and we think they do not go far  
enough.

Fir st, they remove HMO’s from the definition of new inst itu­
tional health service which we think is appropriate .

Second, vour bill. S. 2410, reouires planners to have HMO’s in 
this plan. In addition, we would like to propose three additional 
changes.

These are outlined in mv formal presentation and amendments 
you propose. The first is the planning act should be amended to re-
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quire State programs and certificate of need laws required under 
them to cover HMO’s to the extent and only to the extent required 
by Federal law.

What has happened since 1974 is because of Federa l requirements 
over 30 States have enacted certificate of need laws covering HMO's. 
In your proposal you will remove that requirement, but there will 
be no requirements for States to remove tha t coverage.

We feel tha t in many States where HMO’s are relatively weak 
politically, they will have an extremely difficult time convincing 
their  legislature to remove tha t requirement.

Should you decide not to do so, and still remove the Federa l re­
quirement, then we think  you should establish criter ia for States  to 
use when they review HMO’s, if they continue to do so, because 
otherwise it will be a free ballgame and States will be able to use 
any criteria  they want.

To date, we have not seen very good or satisfac tory review of 
ambulatory care or startup of new HMO’s.

Second, it relates to HMO hospital, and it is our view as a hos­
pital-based program, this is the most effective way to provide HMO 
services.

There are not many such programs in th is country. There are only 
a few such as the Harvard plan and group health here in Washing­
ton that look like they might be able to support hospitals in the 
near future.

We think they should be able to do so when they get to the size, 
that it is economically feasible.

There are two ways of solving this problem. One, of course, is to 
exclude ITMO hospitals from the provision of the planning act, and 
the second is to provide specific criteria to review HMO hospital 
requests.

We have provided examples for that  criter ia which is on page 7 
of my statement.

The third major area of change which is necessary is to bring 
section 1122 of the Social Security Act, which covers medicare and 
medicaid payments, and review for capital expenditures into con­
formity with whatever you do in the plann ing act.

At the present time, 1122 covers HMO’s and recommends it be 
changed so it not do so.

I will be happy to respond to your questions.
TThe prepared statement of Mr. Lane and additional material 

follows:]
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St at em en t Bef or e the Su bc om mitt ee  on  Hea lth  and  Sc ient if ic  R ese arc h  
of the Com mitt ee  on Hu ma n R es ou rc es  

Un ite d St at es  Se na te

Su bm itt ed  by K ais er Fo un da tio n He al th  Pla n,  Inc.

M ar ch  3, 1978

Su m m ary of P re se n ta ti on

T his  p re se nta tion  em phas iz es  th e fol low ing  po in ts :

1) HMOs sho uld  be  exclud ed  fr om  re quir ed  cert if ic a te  of need

pro gra m s and  st a te s sho uld  not  be  perm it te d  to  includ e them  un de r

such  p ro gra m s.

2) HMOs sho uld  not  be  su bje ct  to  g re a te r  cert if ic a te  of ne ed

re qu ir em en ts  than  non-HM O p ro v id ers .

3) If hosp ital s pr ov id ing 75 perc en t o r m ore  of th e ir  se rv ic es

to  HMO m em ber s a re  co ve re d under  th e cert if ic a te  of need pro gra m ,

the co nst ru ct io n of su ch  hosp it al s sh ou ld  be  all ow ed  un le ss  it is

de te rm in ed  th at  ho sp ital  se rv ic es a re  av ai la bl e to  HMO m em bers  in

a co st -e ff ect iv e  m an ne r co nsi st en t wi th th e HM O's  basi c  m etho d of

op er at io n.

4) Any HMO pro je c ts  th at  a re  su bj ec t to  cert if ic a te  of need

re quir em ents  sho uld  be jud ged on th e ne ed s of ex is tin g and re as onab ly

an tic ip at ed  new m em ber s of the HMO.

5) He alth sy st em s ag en ci es  shou ld  be  lim ited  to  re vi ew in g and  

co mmen tin g on gra nts , lo an s and  loan  guar an te es  un de r th e HMO Ac t.



St at em en t Bef or e the Su bc om mitt ee  on He al th  and  Sc ient if ic  R es ea rc h  
of the Com m itt ee  on Huma n R es ourc es  

Un ited St at es  Sena te

Su bm itt ed  by K ais er Fo un da tio n Hea lth  Pl an , Inc.

M ar ch  3, 1978

M r.  C ha irm an  and  M em be rs  of th e Com m itt ee , I am  Ja m es A. La ne ,

Vice P re si den t and  Co un se l of K ais er Fo un da tio n Hea lth  Pl an .

Th e K ais e r- P erm an en te  Med ical  C are  P ro gra m  

Th e K a is er- P erm anen te  M ed ical  C ar e P ro gra m  is  co m pri se d of 

K ais er Fo un da tio n He al th  Pl an , a no np ro fi t corp ora tion , K ais er Fo un da tio n 

H osp ital s,  a char it ab le  and no np ro fi t co rp ora tion , and  six indepe nd en t 

Per m an en te  Med ical  Gro up s.  It  is  an ec on om ical ly  se lf -s ust a in in g  he al th  

care  sy st em  th at  pro vid es  pre pai d  he al th  care  se rv ic e s to m ore  th an  3. 3 

m il lion m em ber s in  C al if orn ia , Orego n,  Washin gto n, Ha wa ii,  Ohio  and  

Col or ad o.  It is  a sy st em at ic all y  pla nn ed  and  or ga ni ze d ap pr oa ch  to  the 

pro vis io n of he al th  care  th at  a rr a n g e s  d ir ec t he al th  care  se rv ic es fo r it s 

m em bers  in 26 ac ut e gener al hosp it al s and  72 ou tp at ient  fa c il it ie s.  Th e 

P ro g ra m  em pl oy ee s m ore  th an  28, 000 no n- ph ys ic ia n per so nnel . P ro fe ss io nal 

se rv ic es a re  pr ov ided  by m or e th an  3, 300 ph ys ic ia ns  as so cia te d  with the 

inde pe nd en t Per m an en te  Med ical  Gro up s.

Th e K a is er- P erm anen te  P ro gra m  is  the la rg e s t grou p p ra cti ce  

pr ep ay m en t p ro gra m  in  the Un ited S ta te s.  It has  su cc ee de d and grow n 

in  the fa ce  of he al th y co m pe tit io n fr om  co m m erc ia l he al th  in su ra nce .

Blu e C ro ss , Blue  Sh ie ld , se lf -i n su re d  pro gra m s,  and  o th er  HMOs,
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des pite the op po sit ion of so m e se gm en ts  of or ga ni ze d m ed ic in e.  Th e 

P ro g ra m  ha s pi on ee re d ma ny  fe a tu re s , such  as  co m pre hen si ve pr ep aid 

se rv ic e s , inc lud ing  pr ev en tio n and  earl y  de tect io n of d is ease , qu al ity  

ass u ra n ce  ba se d on p eer re vi ew , and  ef fect iv e co st  co ntrol,  part ic u la rl y  

wi th re gard  to ex pe ns ive hosp ital  se rv ic e s,  th at  C ongre ss  has  sought 

to  en co ur ag e and  expan d.

Congre ss  in ten de d to  en co ur ag e de ve lopm en t and  ex pa ns ion of 

gr ou p pra cti ce  pr ep ay m en t p ro gra m s when it  en ac ted th e Hea lth  Mainten ance  

Act of 1973 and  the HMO Am en dm en ts  of 1976. T his  o ccurr ed  be ca us e 

such  or ga ni ze d he al th  ca re  sy st em s ha ve  dem onst ra te d th e ir  ab ili ty  

to  pr ov id e a co m pr eh en sive  ra nge of pr ep ai d he al th  se rv ic e s to  th e ir  

m em bers  at a re as onab le  cost . Th ey  a re  at  the fo re fr on t of inn ov ation  

in  he al th  care  del iv er y and  ha ve  led in  prov id ing pr ev en tive  he al th  

se rv ic e s  and  us ing he al th  care  re so u rc e s  ef fic ie nt ly . F u rt h e rm o re , the  

su ccess  of grou p p ra cti ce  pr ep ay m en t p ro gra m s has  re su lt ed  in  inno ­

va tiv e re sp onse s fr om  tr ad it io na l hea lth  care  p ro v id ers , su ch  as  the 

de ve lopm en t of Fo un da tio ns  fo r M ed ical  Car e and  ex pa ns ion of the p re ­

pa id  be ne fi ts  of fe re d by co mpe tin g hea lth  be nef it s c a r r ie r s .

HMOs and  P.  L. 93-641

T her efo re , it  is  iron ic  th at  as  fa r as  he al th  m ai nt en an ce  org an iz a­

tions a re  co nc er ne d,  P.  L. 93-64 1 cou ld be  ca lled  the An ti-HM O Act 

of 1974. Thi s is  be ca us e the A ct' s re quir ed  cert if ic a te  of need  pr ogra m  

d is cri m in at es  ag ai ns t and  c re a te s  se ri ous pro ble m s fo r HMOs in  two

way s.

-2 -
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F ir s t,  HMOs a re  re qu ir ed  to  ob ta in  ce rt if ic a te s of need fo r th e ir  

am bu la to ry  and  adm in is tr at iv e  fa c il it ie s and  eq uipm en t wh ile  fe e -f o r-  

se rv ic e  p ro v id er s a re  no t.

Second, HMO hosp it al s (h os pi ta ls  th at  pr ov id e 75 per ce nt or m ore  

of th e ir  se rv ic es to  HMO m em ber s)  a re  co ve re d in the sa m e m an ne r 

as  fe e -f o r- se rv ic e  hosp it al s.  Al though  th is  may  ap pea r to be  a neu tr a l 

post ure  to war d HMO s, it  is , in  fa ct , d is cri m in ato ry . C ert if ic a te  of 

need  laws per pet uat e th e st at us quo . The y pro te ct ex is tin g fa cil it ie s 

from  co m pe tit io n wi tho ut re g ard  to  the ne ed  fo r such  fa c il it ie s,  th e ir  

qu al ity  o r th e ir  co st  ef fe ct iv en es s.  D is cr im in at io n  a ls o  occ urs  due  to  

th e b ia s ag ai ns t HMOs of so me pro v id er s who se rv e  on He al th  Sy stem s 

Agenc y (HSA) boar ds.

C ongre ss  wa s co nc er ne d about  th is  b ia s and  the Ac t re qu ir es 

State  Age nc ies and  HSAs to  co nsi der  the sp ecia l ne ed s and  c ir cum st an ces  

of HMOs fo r which  a ss is ta n ce  m ay  be  pr ov id ed  under  ti tl e  XIII of the 

Pu bl ic  He alt h Ser vi ce  Act (§ 153 2(c )(8) ). How ev er , the Dep ar tm en t of 

Hea lth , Edu ca tio n and W el fa re  ha s fa iled  to  adop t ad eq ua te  re gu la tion s 

to  im pl em en t th is  pr ov is io n des pite c le a r in st ru ct io ns to  do so  in the  

Con fe renc e Rep or t on the HMO Amen dm en ts  of 1976 (pp. 36 -37 ).

T her efo re , we ha ve  co nc lude d th at  the m ost  ap pro pri a te  ac tio n to 

in su re  th at  c ert if ic a te  of need  p ro gra m s do not im pe de  de ve lopm en t 

and  expans ion  of HMOs is  to  ex clud e HMOs and th e ir  fa c il it ie s,  includ ing 

th e ir  hosp it al s,  fr om  re quir ed  cert if ic a te  of need  pro gra m s.

Th e ex clus io n al so  shou ld  pr ov id e th at  a st a te  hea lth  fa ci li ti es

-3 -
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p l a n n in g  pro gra m  may  not  be  ap pr ov ed  by HEW if it  re q u ir es ce rt if ic a te s  

of ne ed  fo r HMOs or th e ir  fa c il it ie s.  T his  is  n ecess a ry  bec au se  so me 

st a te s ha ve  al re ad y includ ed  HMOs in th e ir  cert if ic a te  of ne ed  p ro gra m s 

purs uan t to  the re qu ir em ents  of P.  L. 93 -641 , and  it  may  be di ff icul t 

to  exclud e HMOs fr om  cert if ic a te  of need laws in so me st a te s due  to 

th e op po si tio n of th os e sp ec ia l in te re s ts  wh ich  want to  control o r sto p

HMO de ve lopm en t.

HMOs and  th e ir  fa c il it ie s shou ld  be  exclud ed  be ca us e:

1) T her e  is  no re as on  to  im po se  ex te rn al  const ra in ts  upon the 

de ve lopm en t of HMO re so u rc e s . Un lik e the fe e -f o r- se rv ic e  sy st em  which  

c e rt if ic a te  of need  p ro gra m s a re  de sign ed  to  re gula te , HMOs ha ve  in ­

h e re n t in ce nt iv es  which  re su lt  in  appro pri a te  de ve lopm en t of re so u rc e s

to  m ee t th e ne ed s of ex is ting  m em bers  and re as onab ly  an tici pat ed  new 

m em bers . HMOs ha ve  no in ce ntives  to  ha ve  unnecess ary  fa c il it ie s or

to  pr ov id e unnece ss ary  se rv ic e s .

2) Mature HMOs have  dem onst ra te d  th e ir  ca pab il ity  to  plan  

ap pro pri a te ly  and  new HMOs ha ve  shown th at  th is  ca pab il ity  can be 

re pli ca te d .

3) H osp ital -b as ed  HMOs have  gro wn  at  a ra pid  ra te  and sho uld  

be  en co ur ag ed  to  co nt inue  th at  gr ow th  wi tho ut ch angin g th e ir  ess en ti a l 

metho d of op er at io n.  Th ey  shou ld  not be  re qu ir ed  to  a tt em pt to  us e 

un ac ce pt ab le , in ef fi ci en t or o th er w is e undes ir ab le  exce ss  re so u rc e s

in th e a re a . Al though  co nc ep tual ly  a tt ra c ti v e , the us e of su ch  re so u rc es 

ca n fr ag m en t and  d is to rt  an  HM O's del iv er y  sy st em  and  ca n im pair
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th e qu al ity  and av ai la bil ity  of se rv ic e s  to  th e m em bers  of HMOs.

HMOs ha ve  not be en  re sp onsi b le  fo r deve loping  ex ce ss  re so u rc e s .

Th ey  shou ld  not  be  re qu ir ed  to  use  in ap pro pri at e  fa cil it ie s and  in ­

c re a se  the cost s fo r th e ir  m em bers .

4) Th e ce rt if ic a te  of need  p ro cess  ca n ca use  unre as onab le  de­

la ys and ex ha us t va lu ab le  m an ager ia l re so u rc e s . Ev en  tho ugh a 

cert if ic a te  of ne ed  is  gra nte d, it  may  be  a ft e r a su bst an ti al  st ru ggle  

and  consi der ab le  de lay.  Thi s is  esp eci al ly  tr u e  whe re  th e re  is  st ro ng 

an ti-HM O bia s.

5) H osp it al -b as ed  HMOs co mbi ne  appro pri a te  hosp ital  u ti li za tion  

wi th in cre ased  ph ys ic ia n ef fic ienc y and  th us  ha ve  lo w er  to ta l cost s th an  

no n-h osp ital  ba se d HMOs. Be ing  hosp it al  ba se d en ab le s an  HMO to 

de ve lop ne eded  re so u rc e s  in  m ore  appro pri a te  wa ys . T his  m od el  

shou ld  be  en co ur ag ed , not a rt if ic a ll y  const ra in ed  by cert if ic a te  of nee d

laws.

6) If an  HMO is  re qu ir ed  to  us e exce ss  re so u rc e s in an  a re a , 

th ere  is  no guar an te e th at  they  w ill  be  av ai la ble  to  HMO m em bers  as  

long as th ey  ne ed  th em . A m aj o r conce rn  is  th at  hosp ital  bas ed  HMOs 

will  be  de nied  pe rm is s io n  to bu ild  bas ed  upo n a sh o rt -t e rm  bed su rp lu s 

wh ich  will  d is appea r bec au se  of po pu la tio n gr ow th  o r an ag ing  po pu ­

la tion . Th e re su lt in g  sh ort ag e of be ds  will  m ea n th at  th e bed ne ed s

of th e HM O's m em bers  can no lo nger  be  m et  and  it w ill  ha ve  no a lt e rn a ­

tiv e re so u rc e s  av ai la ble  and wi ll no t be ab le  to  const ru ct  necess a ry  

be ds  with in  a ti m e fr am e th at  wi ll m ee t th e ne ed s of it s  m em bers .

-5 -
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7) If a hosp it al -b ase d  HMO is  al lowed  to  deve lop it s  own hosp it al

in an a re a  whe re  th ere  a re  exce ss  hosp ital  be ds , th e co st  to the to ta l

co mmun ity  w ill  be  lo wer  in the lon g n m  th an  if  th e HMO is  not al lowe d 

to  expan d. (See Ex hibi t I . )

We st ro ngly  su pp or t th e ex cl us io n of HMO hosp it al s fr om  c e r ­

ti fi ca te  of ne ed  re qu ir em en ts , bu t the Com m it te e ma y fe el  di ff er en tly; <

if  so , we su gges t the fol low ing  gu id el in es  in  mak ing dec is io ns co nc er ni ng

HMOs and cert if ic a te  of need  pro gra m s:
i

1) HMO fa c il it ie s and  eq uipm en t shou ld  not be  co ve re d unle ss

fe e -f o r-se rv ic e  fa ci li ti es and eq uipm en t a re  co ve re d.  To  do oth er w is e

is  d is cri m in ato ry .

2) S ta te s shou ld no t be perm it te d  to  includ e any  HMO fa c il it ie s  and  

eq uipm en t wh ich  a re  exclud ed  fr om  F ed e ra l c ert if ic a te  of need  re q u ir e ­

m en ts . O th er w is e,  be ca us e many s ta te s  ha ve  a lr ea dy includ ed  HM Os,

el im in at io n of th e fe der al re qu ir em ent may  ha ve  no ef fect .

3) Th e pu bli c in te re s t in  fo st eri ng  de ve lopm en t of ef fect iv e

or ga ni ze d he al th  care  del iv er y  sy st em s re q u ir e s  th at  p ro je c ts  fo r HMO

fa ci li ti es and  eq uip ment shou ld  be  judg ed  on th e ne ed s of ex is tin g and  

re as onab ly  an tic ip at ed  new m em bers  of th e HMO, not on the ne ed s of 

the co mmun ity  in gener al.  T his  is  esp eci al ly  im port an t fo r th e m oder ni­

za tio n and re pla ce m en t of ex is ting  HMO hosp it al s and  o th er  fa c il it ie s.

An HMO shou ld not be  de nied  ap pro val  to  m ai nta in  o r m oder niz e it s

hosp it al s and  ot he r fa c il it ie s sim pl y bec au se  th e re  a re  exce ss  hosp it al

fa cil it ie s in  the a re a . To  do so , would  re su lt  in  d is ru ption  of ex is tin g
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se rv ic e s to  HMO m em bers  and fr ag m en ta tion  of ef fe ct iv e he al th

del iv er y sy st em s.

4) If HMO hosp it al s a re  co ve re d,  an  HMO shou ld be  all ow ed

to  bu ild  it s  own hosp it al  unle ss  th e State Agency  dete rm in es th at

hosp ital  se rv ic e s  a re  av ai la ble  to  HMO m em bers  in  a co st -e ff ec ti ve

m an ner  which  is  consi st en t wi th the bas ic  m etho d of op er at io n of 

th e HMO. In ma king  su ch  a det er m in at io n , th e St at e Agency sho uld  

be  re qu ir ed  to  fin d that :

(a) The  se rv ic es a re  av ai la bl e in one  ho sp ital ;

(b) The  se rv ic es a re  av ai la bl e on a lo ng-t e rm  co ntr ac tu al  basi s

co m m en su ra te  wi th oth er  lo ng-t e rm  co m m it tm en ts  of th e HMO or

fiv e y e a rs , whi ch ev er  is  lo ng er ;

(c) Qua lif ied ph ys ic ia ns  ass ocia te d  wi th th e HMO will  be  gra nte d 

fu ll st af f p ri v il eges at  the hosp ital ; and

(d) Th e se rv ic es a re  av ai la bl e in a m an ner  which  is  ec on om ical ly  

and  cl in ic al ly  fe as ib le  fo r th e HMO.

An yth ing  le s s  th an  th is  in  the Ac t will  le av e HMOs at  th e m er cy 

of re gula tion w ri te rs  and  th e in te rp re ta ti ons and  b ia ses of HSAs and 

State  Age nc ie s and  w ill  co nt inue  the d is cri m in ato ry  asp ects  of P.  L.

93-64 1.

We su pp or t the pro vis io n of S. 2410 (in  §141) wh ich  el im in at es  

HMOs fr om  th e de fin iti on  of  in st it u tional  he al th  se rv ic e s and the 

pr ovis io ns (in §§11 7 and  118) which  re qu ir e  HSAs and  State Age nc ies 

to  p re pare  sp ec if ic  pl an s fo r HMO de ve lopm en t and  ex pa ns ion.  Ea ch
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he al th  sy st em  plan  and st a te  he al th  pl an  shou ld co ntain an HMO 

el em en t which  desc ri bes ex is tin g HM Os,  th e ir  m em ber sh ip , 

fa c il it ie s and se rv ic es and th e ir  pl an s fo r ex pa ns ion.  It sho uld  

be th e go al  and  hig h p ri o ri ty  of ea ch  HSA and  State  Agency to  

deve lop  eno ugh  HMO ca pa ci ty  so th at  a ll  pers ons in  th e a re a  will  

have  th e op tio n to  vol un ta ri ly  jo in  an  HMO. O th er wise th e o b je c ­

tives of the HMO Act of 1973 ca n be  su bver te d.

We re co m men d fo ur ad di tion al  ch an ge s.  F ir s t,  § 1513(e)

sho uld  be  am en de d so th at  HSAs a re  lim it ed  to review  and co mmen t

au th or ity over  g ra n ts , co n tr acts , lo an s and  loan  guar an te es  under  

the HMO Act , ra th e r th an  review  and ap pr ov al  au th or ity.  Th e

im pl em en ta tio n of the  HMO Act ha s a hig h na tio na l p ri o ri ty . HSAs 

sho uld  not be  per m it te d to  th w ar t th is  p ri o ri ty  by di sa pp ro vi ng  

HMO de ve lopm en t or ex pa ns ion p ro je c ts  wh ich  HEW dete rm in es a re

in the na tio na l in te re s t.

Secon d, the  am en dm en t to § 1523(a) (4)(B) in § 118(b) would 

re q u ir e  th at  a pro je ct  be  consi st en t with th e State he al th  pl an  bef or e 

it may  be  ap prov ed . How ever , th e State  he al th  plan  ma y not co ver  

th e su bje ct  of the ap pl ic at io n fo r a c ert if ic a te  of need . We have  

ex pe ri en ce d th is  si tu at io n a nu m be r of ti m es.  T here fo re , th is  p ro ­

vi si on  shou ld be  changed so  th at  p ro je c ts  may  be ap pr ov ed  if they

a re  not  in co nsi st en t with the plan .

T hir d , th e p re se n t Act do es  not  pr ov id e fo r an  ap pe al  to

the Secre ta ry  of HEW by an  HMO as do es  §1122 of the So cial  

Se cu ri ty  Ac t. We be liev e such  an  ap pe al  pr ov is io n sho uld  be  inc lude d 

in th e Plan ning  Ac t. It is  an  ex ce llen t m ea ns  of ass u ri ng  th at  st a te

-8 -



109

cert if ic a te  of ne ed  laws do not  f ru s tr a te  th e na tio na l po lic y to  deve lop

and  expan d hea lth  m ai nt en an ce  org an iz at io ns.

Fourt h , $112 2 of th e So cial  Se cu ri ty  Ac t shou ld be  am en de d

so  it is  co nsi st en t wi th th e cert if ic a te  of ne ed  re qu ir em en ts  of the

Pl an ning  Ac t.

Atta ch ed  a re  am en dm en ts  to  S. 2410 wh ich  mak e th e ch an ge s

we ha ve  re co m m en de d.  Th ey  includ e a lt e rn a ti ve  ap pro ac hes  fo r

HMO hosp it al s.  A lt er nat iv e A wou ld ex clud e HMO hosp it al s from

th e cert if ic a te  of need  pro gra m . A lt er nat iv e B would  includ e such

hosp it al s and  wou ld pr ov id e c r it e r ia  to  be  us ed  when th ey  a re

re vi ew ed .

T hes e ch an ge s to  P . L.  93-641  a re  e ss en ti a l to  th e de ve lopm en t 

of new HMOs and  ra pi d ex pa ns io n of ex is ting  HMOs. T his  is  a st at ed  

go al  of Congre ss  and the A dm in is tr at io n. It  shou ld not be  fr u st ra te d  

by a plannin g ac t wh ich  is  de sign ed  to  im po se  ra tional ity  upon the

fe e -f o r- se rv ic e  del iv er y  sy st em . HMOs alr ead y  pl an  ra tional ly  be­

ca use  they  ha ve  in te rn al  in ce ntives  to do so .

Sound pu bl ic  po lic y re q u ir e s  th at  re gu la to ry  sy st em s be  c a re ­

fu lly  de sign ed  to  addre ss  sp ec if ic  pro ble m s.  The y shou ld not  be 

ap pl ied to  org an iz at io ns wh ich  a re  not c re ati ng  th e pr ob le m  o r in  a

m an ner  which  in hi bi ts  org an iz at io ns which  ha ve  g re a t po te nt ia l to  

a s s is t in  so lv ing th e pr ob le m . T h ere fo re , we co nc lude  th at  the

so un de st  ap pr oa ch  is  to ex clud e HMOs and  th e ir  fa c il it ie s  and  eq uip­

m en t from  cert if ic a te  of ne ed  p ro gra m s and  not  perm it  st a te s to

co ver  th em .
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T h is  i s  e s p e c i a l l y  th e  ca se  w her e c o m p e ti ti o n  from  HMOs an d o th e r  

h e a l th  p la n s  e n s u re s  t h a t  in d iv id u a l  HMOs m a in ta in  c lo s e  c o n t r o l  over

t h e i r  e x p e n d i tu r e s . The  p o s s ib le  e x c e p ti o n s  wou ld  be  whe re  HMO com­

p e t i t i o n  does  n o t e x i s t  o r  whe re  e x te r n a l  s u b s id ie s  o f f s e t  th e  e f f e c t  

o f  su ch  e x p e n d it u re s  on  pr em iu m s.  Ho we ve r, in  g e n e r a l , th e r e  i s  l i t t l e

e v id en ce  t h a t  th e r e  i s  a n y th in g  to  be sa v ed  by  im ple m en ti ng  c o n t r o ls

o v e r  HMO o u tp a t i e n t  f a c i l i t y  c o n s t ru c t io n  an d eq u ip m en t p u rc h a s e s , e s ­

p e c i a l l y  in  l i g h t  o f  th e  c o s t  o f  im p le m en ti ng  th e s e  c o n t r o ls  an d th e  

r i s k  o f  l im i t i n g  th e  lo n g -t e rm  u s e fu l  e f f e c t s  o f  HMO c o m p e ti to n .

c . HMO H o s p it a l C o n s tru c ti o n . We fo un d t h a t  s e v e ra l  l a r g e

HMOs hav e so u g h t to  b u i ld  o r  p u rc h a se  t h e i r  own h o s p i t a l s  when  t h e i r

e n ro ll m e n ts  re ach ed  h ig h  l e v e l s .  H o s p it a l  o w ners h ip  a p p e a rs  to  p ro ­

duce  s i g n i f i c a n t  sa v in g s  o v e r  th e  c o n ti n u e d  u se  o f  non-HMO f a c i l i t i e s  

an d a ll o w s HMOs t o  im pro ve  th e  q u a l i t y  o f  i n p a t i e n t  c a re  to  t h e i r

mem bers.  In  a d d i t io n , h o s p i t a l  o w ners h ip  e n s u re s  t h a t  bed s a re  a v a i l ­

a b le  when need ed , t h a t  HM O-phy sician s ca n o b ta in  s t a f f  p r i v i l e g e s  and

t h a t  HMOs do  n o t i n d i r e c t l y  s u b s id iz e  o th e r  h e a l th  p la n s . In  o rd e r

to  e v a lu a te  th e  d e s i r a b i l i t y  o f  HMO c o n s t ru c t io n  o f  h o s p i t a l s ,  we

e s t im a te  th e  im pact o f  HMO h o s p i t a l  c o n s t ru c t io n  on  commun ity  c o s t s .

We as su med  t h a t  an  HMO's a c q u i s i t i o n  o f  i t s  own h o s p i t a l  p ro duced  n e t

sa v in g s  from  a l l  so u rc e s  o f  10 p e rc e n t  i n  a v e ra g e  HMO c o s t s .  A ltho ug h

th e r e  i s  l i t t l e  e v id en ce  on  th e  a c tu a l  sa v in g s  a v a i l a b le  from  HMO hos­

p i t a l  o w ners h ip  a lo n e , HMO a d m in is t r a to r s  in d i c a t e  t h a t  a te n  p e r c e n t

sa v in g s  se em s a t t a i n a b l e .  T h is  sa v in g s  i s  c o n s i s t e n t  w it h  th e  HMO

c o s t  co m pari so ns c i t e d  in  C h a p te r I I I .  U si ng t h i s  a ssu m p ti o n  an d ou r

HMO c o s t  m odel , we ex am in ed  th e  an n u a l commun ity  c o s ts  (s a v in g s )  p e r
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member un d er two c a s e s :  th e  f i r s t ,  whe re  commun ity  b ed s  a r e  n o t need ed ? 

th e  se co n d , w he re  th e y  a r e  nee ded . In  a d d i t io n , we ex am in ed  th e  im pac t 

o f  a l t e r n a t i v e  HMO e n ro ll m e n ts  o v e r  th e  l i k e l y  ra n g e  o f  v a lu e s  w he re  h o s­

p i t a l  c o n s t ru c t io n  m ig h t be  e f f e c t i v e .  T ab le  I I - 9  su m m ar iz es  th e s e  r e ­

s u l t s .

T ab le  I I - 9

Ann ua l Comm uni ty C o s ts  (S av in g s)  P e r Member ( In  D o ll a rs )
Un de r A l te r n a t iv e  E n ro ll m en ts  (I n  Tho us an ds)

A l te r n a t iv e  Bed R equir em en ts 60 80 100 120

No Com munity  Beds Neede d

Gr oup P r a c t i c e  HMO (B as e
Ca se ) (§ 21.1 7) ($ 24.2 5) C$26. 10) ($ 27 ,331

Gr oup P r a c t i c e w it h  New
H o s p it a l (§ .1 71 ($ 3 .2 5) C$ 5 .1 0) ($ 6 ,3 31

Com mun ity Be ds  Ne eded

Group P r a c t i c e  HMO (B as e
Cas e) ($ 53.2 7) C$56 ,351 ($ 58 .2 0) ($ 59 .4 3)

Group P r a c t i c e  w it h  New
H o s p it a l C$59.77) ($ 62.8 5) ($ 64. 70) ($ 65 .9 3)

We fo und t h a t  w he re  comm un ity  b ed s a r e  need ed , HMO dev el opm en t and  

HMO h o s p i t a l  c o n s t ru c t io n  b o th  p ro duce  s u b s t a n t i a l  s a v in g s . HMO h o s p i t a l  

ow ner sh ip  c l e a r l y  en hances th e  sa v in g s  made p o s s ib le  by  en co u ra g in g  HMO 

dev el opm en t.  Where bed s a re  no t need ed , HMO h o s p i t a l  ow ner sh ip  s t i l l  p ro ­

duce s com mu nit y s a v in g s , b u t  i s  l e s s  a t t r a c t i v e  th a n  th e  c o n ti n u e d  use  o f  

e x i s t in g  h o s p i t a l s .  The b e s t  a l t e r n a t i v e  in  t h i s  s i t u a t i o n  i s  th e  p u rc h ase  

o f  an  e x i s t i n g  h o s p i t a l  by  th e  HMO. S p e c i f i c a l l y ,  ou r a n a ly s is  su g g e s ts  

th a t :
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• where additional community beds are needed, community costs 
can be reduced the most by permitting an HMO to purchase or 
build its own hospital facilities; HMOs can reduce community 
costs as long as hospital ownership permits HMOs to reduce 
their hospitalization costs;

• where additional community beds are not needed, community 
costs can be reduced the most by requiring an HMO to acquire 
an existing community hospital in lieu of building a new one, 
if an appropriate existing hospital is available at a rea­
sonable price;

• when existing community hospitals are not suited to HMO needs 
or unwilling to sell at a reasonable price, community costs 
are reduced the most by delaying all new construction until 
additional beds are needed in the area and by giving the HMO 
first priority on construction when need appears. However, 
if the HMO, as a result of such delay, is likely to lose en­
rollment or otherwise not expand its enrollment, then com­
munity costs are reduced the most by permitting the HMO to 
build. In addition, reducing the need for fee-for-service 
beds by appropriate amounts enhances the savings still fur­
ther; and,

• where new beds are needed within the next 3-5 years (the lead 
time for construction of a new hospital), where the HMO has 
an enrollment in excess of 80 thousand members, and where the 
HMO has demonstrated an inability to purchase an existing 
facility under reasonable terms, community costs are reduced 
the most in the long run by permitting the HMO to build new 
beds. Community savings in the short run are sufficient to 
justify the construction of the hospital prior to an explicit 
need for more community beds.

We did not examine these factors for networks and IPAs because their en­

rollments typically have not been high enough to justify hospital construc­

tion. However, this characteristic may change in the future and may war­

rant closer examination.

d. Recommendations. Based upon our findings above, we developed 

recommendations affecting health planners’ major activities, including 

health plan development, project review and health plan implementation.

Our findings strongly indicate that HMO development is consistent with the 

long run health planning priority of cost control even though there may be
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a slight increase in costs in the short run. In addition, , we could find 
no basis for concluding that HMOs achieve these reduction at the expense 
of quality. HSAs concerned about the possibility of lower quality can 
better address this concern by ensuring that consumers are informed about
publicly available measures of quality rather than preventing HMO develop­
ment. Generally, we recommend that health systems agencies:

• promote HMO development by allowing unrestricted entry of HMOs,
encouraging potential sponsors, and eliminating local condi­
tions that inhibit HMO entry; financially viable HMOs will 
generally reduce long run community costs, and past experience 
shows that HMOs that are not viable close without adverse impact 
upon HMO enrollees. Active competition among HMOs appears also to decrease community costs. Hence, HSAs should give a high 
priority to competitive HMO development in areas where signifi­
cant community cost savings can be achieved. Such areas can 
be identified by using local cost and utilization character­
istics and expected HMO enrollment projections with the com­
munity cost-estimating methodology presented here. The most 
important point here is for HSAs to understand that HMOs, 
unlike hospitals, can reduce community costs in the long run 
even though there is some duplication of investment in the short run.

• address the potential problem of poor quality or accessibility
which could result from unrestricted entry by emphasizing the
public disclosure of information on HMO utilization rates,
accessibility, and patient satisfaction; establishing and en­
forcing quality standards for HMOs is the primary responsi­
bility of state licensing authorities, PSROs, state Medicaid 
agencies, and DHEW, in the case of federally assisted or 
qualified HMOs. More importantly, HMOs competing in the 
private group market are continually subject to scrutiny by 
prospective consumers. Hence, HSAs should adopt a quality 
assurance role that supplements rather than duplicates the 
activities of these bodies. HSAs can do so by cooperating 
with these organizations and consumer groups to make information 
that is collected on HMOs more readily avaialble to the public in an understandable form. Because HMO quality is difficult 
to predict prior to operation and difficult to observe and in­
terpret subsequent to operation, this communications role for 
HSAs effectively complements existing quality controls.
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In developing local area health plans, HSAs should include explicit

provisions regarding HMO growth and development. Specifically, HSAs should:

• establish an explicit need for HMOs in all areas where HMOs
are likely to reduce community health care costs, using the
methodology developed here. Even where community costs may 
not fall, a need for HMO development should be established 
where less than 80 percent of the local population has an 
option to join an HMO. This definition ensures that, in areas 
where HMO development can reduce community costs, HSAs estab­
lish a clear need for HMOs even if over 80 percent of the pop­
ulation already has the option to join them. This approach 
encourages competitive HMO entries so that community savings are 
generated beyond the savings a single HMO could produce. In 
addition, in areas where community costs might not fall, the 
importance of making the choice of greater accessibility to 
primary care available is the primary concern. Although HMO 
operations may not be feasible in these areas, this defini­
tion ensures that sponsor interest or federal support is not 
discouraged or precluded on the grounds that community costs 
are not likely to fall.

• establish an explicit need for both community and HMO beds 
which reflect expected HMO growth and development. HSAs should 
establish explicit measures of community and HMO bed need so 
that bed need projections reflect the impact of lower hospital 
utilization rates of HMO members, and so that future require­
ments for hospital facilities by large HMOs are anticipated.
By forecasting bed need in this way, HSAs can avoid the con­
struction of too many community hospital beds and ensure that 
HMOs growing toward 80-100 thousand members cam anticipate HSA 
reactions when they want to acquire their own hospital. This 
in turn enhances the community cost impact of HMO development 
by reducing the costs of supporting underutilized hospitals.

In project reviews of HMO requests for approval of new institutional health

services (NIHS) and certificates-of-need, HSA criteria should reflect our

findings about the ability of HMOs to reduce community cost. Specifically,

HSAs should:

• permit all HMOs to enter the local market or add new services,
because financially viable HMOs will generally reduce community 
costs in the long run. HMOs unable to control costs or enroll 
enough members to break-even will typically not reduce community 
costs. However, they are likely to go out of business and con­
sequently pose little risk of raising long run costs due to a 
duplication of resources. Even if HSAs wish to restrict HMO 
entry, they should approve HMOs that are likely to reduce com-
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munity health care costs in areas where the local health 
plan Identifies a need for HMOs. HSA should also permit 
new HMOs to enter and compete with existing HMOs because 
active competition among HMOs generally increases community 
cost savings.

• approve all construction of outpatient facilities or pur­
chase of new equipment by existing HMOs; HMOs, unlike hos­
pitals, have no incentive to invest in facilities or equip­
ment unless these purchases reduce long run costs of opera­
tion, or maintain or increase enrollment by improving the 
quality or accessibility of care. In some cases, outpatient 
or equipment expenditures might diminish the overall community 
cost savings available from HMO operation. However, in such 
cases, the community cost impact of these expenditures is 
relatively small. Finally, HSAs may be able to strengthen 
incentives for reducing community costs in the long run by 
giving HMO investments in outpatient facilities and equip­
ment higher priority than traditional provider investments. 
Traditional providers facing such review criteria might con­
sider HMO development opportunities more carefully under these 
incentives.

• approve all HMO requests to purchase, lease or otherwise
acquire existing community hospitals regardless of the
number of beds available or needed by the community; in all 
cases, HMO use of existing hospital facilities produces the 
greatest community cost savings. HSAs and SHPDAs can give 
large HMOs an added incentive to pursue this alternative by 
adopting policies to approve all such acquisitions. Some 
caution should be exercised where HMOs with fewer than 80- 
100 thousand members seek to acquire hospitals; however, HMO 
administrators advise us that this is most improbable.

• approve all HMO requests to construct hospitals where there
is or will be shortly (3-5 years) a need for additional or
modernized hospital beds; our analysis shows that community 
costs are reduced the most where HMOs can operate their own 
hospitals. Although HMO purchase or lease of existing hos­
pitals is always desirable, it is possible that existing com­
munity hospitals are not well-suited to HMO operations because 
they are not located near HMO members, would require excessively 
expensive modernization, or are not available at a reasonable 
price. Thus, although HMOs have an incentive to purchase or 
lease rather than build if it is less expensive, they may not 
be successful in securing reasonable terms. In such circum­
stances, community costs are reduced the most where HMOs are 
permitted to build hospitals. In fact, HMO construction of 
needed beds reduces community costs more significantly than 
traditional provider construction of new beds.
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• approve HMO requests to build a hospital in areas without any
need for additional beds, when:

—  an HMO's ability to reduce community costs is severely 
hampered by use of existing community hospitals; and,

—  the KMO can show that existing hospitals are not suit­
able or not available at reasonable terms for sale or 
lease.

Our analysis of the community cost impact of hospital construc­
tion by an HMO showed that community cost savings are still ob­
tained, even if an HMO builds its own hospital in an area with 
too many community hospital beds. Hence, HSAs should permit 
HMOs to build their own hospitals where the continued use of 
existing community hospitals threatens the HMO's financial via­
bility or the maintenance of its current enrollment. This pro­
duces more significant community savings than letting the HMO 
fail, especially over the expected life of the hospital.

These recommendations are based upon a careful analysis of the community 

cost effects of KMO growth and development. Because the results vary from

region to region and because BHPRD may want to extend the use of the metho­

dology developed here, we recommend that BHPRD review and refine the models

developed here to confirm their soundness and suitability. Particular

attention should focus on:

• the verification and refinement of the community cost-estimating 
methodology presented here;

• the differential effect of federally qualified HMOs on community 
costs;

• the effects of HMO competition on premiums, community costs, and 
quality; and,

• the problems that face members of HMOs that close due to financial 
failure.

A careful review of these factors could greatly expand the applicability of 

the basic analysis presented here.
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Exh ib it II

M ar ch  1, 1978

A m en dm en ts  To 
S. 2410

1. Amen d § 118(b) to  re ad  as  fo llo ws:

(b) Th e seco nd  se nte nce  of se ct io n 152 3(a )(4 )(B) is  

am en de d by in se rt in g  "and tha t a re  not in co nsi st en t wi th th e 

Sta te  he al th  pla n re q u ir ed  by se ct io n  1524(c) " a ft e r "found

to  be nee de d" .

2. Amen d §119(b)  by re desi gnati ng  it a s  §11 9(c ) and ad d § 119(b)

to  re ad  as  fo llo ws:

(b) Se ct ion 1513(b)(3) is  am en de d by in se rt in g  bef ore  

th e pe riod  at  the end  of the se co nd  se nt en ce  th e fo llo wi ng :

", an d to  the de ve lopm en t an d ex pa ns io n of he al th  m ai nt en an ce  

org an iz ati ons,  and th e ir  fa c il it ie s an d eq ui pm en t" .

3. Amen d §141 to  re ad  as  fo llo ws:

SE C.  141 . Se ct io n 153 1(5)  is am en de d to re ad  as

fo llo ws:

"(5)(A) Th e te rm  'in s ti tu ti ona l hea lth se rv ic e s ' m ea ns  

(i ) th e he al th  se rv ic es  pr ov id ed  th ro ug h hea lth c a re  fa c il it ie s 

as  de fin ed  in re gula tions of th e S ecre ta ry  in cl ud in g,  bu t not  

lim ited  to , p ri vate  and pu bl ic  hosp ital s an d nurs in g  hom es ; 

and (ii)  dia gn os tic or th era peuti c  eq uipm en t, ac quir ed  th ro ug h 

pu rc hase , re n ta l,  le ase  o r gi ft,  va lued  at  the ti m e of 

ac qu is it io n in  excess  of $150,  0 00, us ed  in the de li very  of

he al th  care  se rv ic e s  by an y pers on , in st it u ti on  o r ot he r
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en ti ty , ex ce pt  su ch  eq uipm en t u ti li zed  to  pr ov id e su bst an ti a l

se rv ic e s  to  m em bers  of hea lth m ai nte nan ce  org an iz ati ons.

"(B)  In dete rm in in g  w he th er  dia gn os tic or  th era peu ti c

eq uipm en t ha s a va lue in excess  of $1 50 ,000  fo r purp ose s 

of su bpara gra ph  (A), th e va lue of st ud ie s,  su rv eys,  des ig ns , 

pl an s,  working  dra w in gs , sp ecif ic ations,  an d o th er ac ti v it ie s

essen ti a l to  th e acquis it io n  of  su ch  eq ui pm en t sh all  be

in c lu ded ."

4. Add  §152 to  re ad  a s  fo llo ws:

SE C.  152. Se ct io n 1532 is  am en de d by adding  at  the 

end  the fo llo wing:

"(d) If a p ro je c t fo r fa c il it ie s or eq uipm en t to  be 

us ed  to  pr ov id e su bst an ti a l se rv ic es  to m em bers  of

he al th  m ai nt en an ce  org an iz ati ons is  de nied  a ce rt if ic a te  

of ne ed  by a St at e Age nc y,  a he al th  m ai nte nan ce  o rg an iz a­

tio n may  im m ed ia te ly  ap pe al  the deci si on  d ir ec tl y  to  the

S ecre ta ry , or  m ay  ap pea l th e dec is io n to  th e S ec re ta ry  

aft e r a ll  Sta te  le gal  re m ed ie s ha ve  be en  ex ha us te d.  Th e

ap pea l m ust  be mad e with in  60 da ys  of th e Sta te  Ag en cy  

dec is io n or th e da te  upon  wh ich  a ll  Sta te  le gal re m ed ie s 

a re  ex ha us te d.  Th e S e c re ta ry  m us t de cide  th e ap pea l

with in  60 da ys  an d sh all  re v e rse  the deci si on  if  it  is

det er m in ed  th at it wo uld  d is co ura ge th e oper at io n  or

ex pa ns io n of a he al th  m ai nt en an ce  org an iz at io n  wh ich  ha s

-2 -
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dem onst ra te d  to  the  S e c re ta ry 's  sa ti sf ac ti on  pro of of it s 

ca pa bi lit y to  pr ov id e co m pre hen si ve he al th  c a re  se rv ic e s  

(in clu ding  in st itutiona l se rv ic e s) ef fi ci en tly , ef fe ct iv el y 

an d ec ono m ic al ly , or  it  is  in co nsi st en t with  th e St at e 

P la n or  appro pri a te  HSP or fe dera l law  or re gu la ti ons.  "

A lt ern ati ve A

A-5 . Add §153  to  re ad  as  fo llo ws:

SEC. 153. (a) Se ct io n l513 (e )( l) (A )( i)  is  am en de d by 

in se rt in g  "e xce pt  fo r ti tl e  XIII"  a ft e r "t h is  A ct ".

(b) The  se co nd  se nt en ce  of Se ct ion 1523(a)(4) is

am en de d to  re ad  as  fo llo ws:

"Such p ro gra m  sh all  pro vi de  fo r re vi ew  and dete rm in at io n  of 

ne ed  p ri o r to  the ti m e  su ch  se rv ic es  a re  off er ed  o r de ve lope d 

o r su bst an ti a l ex pen diture s a re  under ta ken  in  p re para ti on  fo r 

su ch  of fe ring  or de ve lo pm en t, and pr ov id e th a t only th os e

se rv ic es  found to  be  ne ed ed  sh all  be  of fe re d o r deve lope d

in  th e Sta te , bu t sh a ll  no t pr ov id e fo r re vi ew  of o r de te rm in a­

tion  of ne ed  fo r hea lt h  m ai nt en an ce  org an iz ati ons o r en ti ti es 

wh ich  pr ov id e su bst an ti a l se rv ic e s  to  m em bers  of hea lth 

m ai nt en an ce  o rg an iz a ti o n s ."

(c)  Se cti on  1531 is  am en de d by ad ding  at  th e end  th e re ­

of the fo llo wing para g ra phs:

"(6 ) Th e te rm  'h ea lt h  c a re  fa c il it y ' do es  not  includ e

a he al th  c a re  fa c il it y  use d to  pr ov id e su bst an ti a l se rv ic es to

-3 -
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m em bers  of a hea lth  m ai nt en an ce  org an iz at io ns.

"(7 ) Th e te rm  'p ro vid e su bst an ti a l se rv ic e s  to  

m em bers  of he al th  m ai nt en an ce  org an iz at io ns'  m ea ns to  

pr ov id e at  le a s t se ven ty -f iv e perc en t of al l se rv ic e s  to  

pers ons who a re  m em bers  of hea lth  m ai nt en an ce  o rg an iz a­

ti ons.  " .

A -6 . Add §154  to  re ad  as  fo llo ws:

SEC. 154. (a) Se ct io n 1122(a) of th e So ci al  Sec uri ty

Act  is  am en de d by st ri k in g  "o r healt h  m ai nt en an ce  o rg an iz a­

ti ons" .

(b) Se ct ion 1122(b) (1) of the So ci al  Sec uri ty  Ac t is  

am en de d by st ri k in g  "o r hea lth  m ai nt en an ce  org an iz at io n".

(c) Se ct io n 1122(b) (2) of th e So ci al  Sec uri ty  Act is  

am en de d by st ri k in g  "o r hea lth  m ai nt en an ce  org an iz a ti ons" .

(d) Se ct io n 112 2(d )(l )(B )(i i)(L) of the So cial  Sec uri ty  

Act is  am en de d by st ri k in g  "o r he al th  m ai nte na nce  o rg an iz a­

ti on".

(e) Se ct io n 1122(d) (2) of th e So ci al  Sec uri ty  Ac t is  

am en de d to  re ad  a s  fo llo ws:

"(2 ) If th e S ec re ta ry , a ft e r su bm it ting  th e m a tt e rs  

invo lv ed  to  th e ad vis ory  co un ci l est ab li sh ed  o r des ig na te d 

under su bse ct io n  (i) , de te rm in es th at  an  ex cl us io n of

ex pen se s re la te d  to  any ca pit a l ex pen di tu re  of any hea lth 

c a re  fa c il it y  wo uld  d is coura ge th e opera ti on  or ex pa ns io n
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of su ch  fa ci li ty  o r a hea lth  m ai nt en an ce  org an iz at io n  which  

ha s dem onst ra te d  to  his  sa ti sf ac ti on  pr oo f of ca pa bil ity  to  

pr ov id e co m pr eh en si ve healt h  c a re  se rv ic e s  (in clu ding  

in st it u ti onal se rv ic es) ef fi ci en tly,  ef fe ct iv el y,  and 

ec on om ic al ly , o r would o th erw is e be  in consi st en t wi th 

th e ef fe ct iv e org an iz at io n  and deli very  of hea lth  se rv ic e s  

o r the ef fe ct iv e adm in is tr a ti on  of ti tl e  V, XVIII, o r XEX, 

he  sh all  not in clud e su ch  ex pe ns es  purs uan t to  para gra ph

(1).

(f) Se ct io n 1122(h)  of th e So cial  Sec ur ity  Ac t is  

am en de d by in sert in g  befo re  th e per io d th e fo llo wing :

"o r to  he al th  c a re  fa c il it ie s  wh ich  pr ov id e at le a s t 

se ve nty -f iv e perc en t of th e ir  se rv ic e s  to  m em bers  of 

he al th  m ai nte nan ce  org an iz at io ns"

A ltern ati ve B

Add §153 to  re ad  as  fo llo ws:

SEC. 153. (a) Se ct io n 15 l3 (e )( l) (A )( i)  is  am en de d 

by in se rt in g  "e xc ep t fo r ti tl e  XIII"  a ft e r "t h is  Ac t' .

(b) The  se co nd  se nte nce  of Se ct io n 152 3(a)(4) is

am en de d to  re ad  a s  fo llo ws:

"Such  p ro gra m  sh all  pr ov id e fo r re vi ew  and det er m in at io n  

of need p ri o r to  th e ti m e su ch  se rv ic e s  a re  off er ed  or 

de ve lope d o r su bst an ti a l ex pe nditure s a re  und er ta ken  in 

p re para ti on  fo r su ch  of fe ring  or de ve lo pm en t, and  pr ov id e
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th a t only th ose  se rv ic e s  fou nd to  be  ne ed ed  sh all  be  of fe re d

o r de ve lope d in th e St at e,  bu t sh all  not pr ov id e fo r re vi ew  

of o r det erm in ati on  of ne ed  fo r hea lth  m ai nte nan ce  o rg an iz a­

ti ons or en ti tl es us ed  to  pro vi de  su bst an ti a l se rv ic e s  to 

m em bers  of hea lth m ai nt en an ce  org an iz a ti ons,  ex ce pt  hea lth

c a re  fa c il it ie s .

(c) Se ct io n 1531 is  am en de d by ad ding  at  the end 

th e re o f th e fo llo wing para gra ph:

"(6 ) T he  te rm  'p ro vid e su bst an ti a l se rv ic e s  to  

m em bers  of hea lth  m ai nte na nce  org an iz ati ons'  m ea ns  to

pr ov id e at  le a s t se ven ty -f iv e perc en t of a ll  se rv ic es  to

p ers o n s who a re  m em bers  of hea lth  m ai nt en an ce  

o rg an iz ati ons.  " .

(d) Se ct io n 153 2(c)(8) is  am en de d by addin g at  th e 

end th ere o f th e fo llo wing :

"H ea lth c a re  fa c il it ie s  p ro je c ts  wh ich  will  be  us ed  to 

pr ovi de  su bst an ti a l se rv ic e s  to m em bers  of he al th

m ai nte na nce  org an iz ati ons sh all  be  ap pr ov ed  if  they

invo lve re m odel in g , m oder niz at io n  o r re p la cem ent of

ex is ting  fa c il it ie s  o r se rv ic e s  to  m ee t th e ne ed s of su ch

m em bers ; o r if th ey  invo lve new fa c il it ie s  o r se rv ic e s ,

un le ss  th e app ro p ri a te  hea lth  sy st em s ag en cy  and th e

St ate Ag en cy  dete rm in e  th at th e se rv ic e s  to  be  pr ov id ed

by  su ch  a p ro je c t a re  av ai la ble  fr om  an  ex is ting he al th

-6 -
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c a r e  f a cil it y o n a l o n g -t e r m  c o ntr a ct u al b a sis  u n d e r 

cir c u m st a n c e s i n w h i c h  a n a d e q u a t e n u m b e r of p h y si ci a n s 

i n a p p r o p ri at e  s p e c i a lt i e s w h o a r e  a ss o ci a t e d wi t h t h e 

h e al t h  m ai nt e n a n c e  o r g a n i z at i o n h a v e  f u ll a n d e q u a l st af f 

p ri v il e g e s a n d i n a m a n n er  w h i c h is  e c o n o m i c al l y  a n d 

cl i n i c al l y  f e as i b l e  f o r t h e h e a lt h m ai nt e n a n c e  o r g a n i z a ­

ti o n. " .

B - 6 .  A d d § 1 5 4 t o r e a d as  f oll o ws :

S E C. 1 5 4.  ( a) S e cti o n 1 1 2 2( a) of t h e S o ci al S e c ur it y

A c t is a m e n d e d b y st ri k i n g " o r h e a lt h m ai nt e n a n c e  or g a n i z a

ti o n s " .
✓

( b)  S e cti o n 1 1 2 2( b) ( 1) of t h e S o ci al S e c u ri t y  A ct 

is  a m e n d e d b y str i k i n g " o r h e a lt h m ai nt e n a n c e  o r g a n i z a ­

ti o n " .

( c)  S e ct i o n 1 1 2 2 ( b)( 2) of t h e S o ci al S e c ur it y A c t is  

a m e n d e d b y st ri k i n g " o r h e a lt h m ai nt e n a n c e  o r g a ni z ati o n s " .

( d)  S e cti o n 1 1 2 2( d )( l) ( B )(ii) (I ) of t h e S o ci al S e c u ri t y  

A ct is a m e n d e d b y st ri ki n g " o r h e a lt h m ai nt e n a n c e  

or g a n i z at i o n ".

( e)  S e ct i o n 1 1 2 2 ( d)( 2) of t h e S o ci al S e c u ri t y  A c t is

a m e n d e d t o  r e a d a s f o ll o w s:

"( 2 )  If t h e S e c r e t a r y , a ft e r s u b m itti n g  t h e m a tt e r s 

i n v ol v e d t o t h e a d vis o r y  c o u n ci l e st a b li s h e d o r d es i g n a t e d 

u n d er  s u b s e ct i o n (i). d et e r m i n e s t h at a n  e x cl us i o n of

- 7 -
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ex pen se s re la te d  to  any cap it a l ex pen diture  of any he al th  

c a re  fa cil it y  would  d is coura ge th e oper at io n  o r ex pa ns io n 

of  su ch  fa c il it y  o r a hea lth  m ai nte na nce  org an iz at io n  wh ich  

has dem onst ra te d  to  h is  sa ti sf ac ti on  pro of  of ca pab il ity  to  

pr ov id e com pre hen si ve healt h  c a re  se rv ic e s  (in clu ding  

in st it u ti onal se rv ic es) ef fi ci en tly , ef fe ct iv el y,  and eco ­

no m ic al ly , o r would o th erw is e be  in consi st en t wi th th e 

ef fe ct iv e org an iz at io n  and deli very  of hea lth  se rv ic es  o r 

th e ef fe ct iv e adm in is tr a ti on  of ti tl e  V, XVII, o r XIX,  

he  sh all  no t incl ud e su ch  ex pe ns es  purs uan t to  para g ra ph

(1) ."

-8 -
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Ex hibi t III

EXECUTIVE OFF1CU, OROWAV BUILOINE

K A IS E R  C E N T E R  • O A K LA N D , Cj

M ar ch  1, 1978
O N I  413137

Th e Ho no rable Ed ward M. Ke nnedy , Cha irm an
Su bc om mitt ee  on Hea lth  and Sci en tif ic  R ese ar ch
Com m itt ee  on Huma n R es ourc es
431 RSOB
Washin gto n, D. C. 20510

D ea r Se na to r Kennedy:

Fo llo wi ng  a re  th e co m m en ts  of K ais er Fo un da tio n Hea lth  Pl an  on 
th e am en dm en ts  to  Pu bl ic  Law 93- 641 pr op os ed  by DHEW. Th ey  a re  
lim it ed  to  the pr op os ed  am en dm en ts  wh ich  wi ll ha ve  an  im pac t upon 
hea lt h  m aint en an ce  org an iz at io ns (HMO s).

Th e pr op os ed  am en dm en ts  re p re se n t an  at te m pt to  dea l m ore  
eq ui tably wi th th e pr ob le m s wh ich  P. L. 93- 641 c rea te s  fo r deve lop ing  
and es ta bl is he d HM Os.  Ho wev er , we be lie ve  th at  th e am en dm en ts  we 
ha ve  su bm itt ed  to  you ac hi ev e th is  ob ject iv e in  a m ore  appro pri a te  
m an ner . Sp ec ifi ca lly :

1) §213  wou ld el im in at e HMOs fr om  th e de fin iti on  of new 
in st it u tional  he al th  se rv ic es and  wou ld includ e m aj or m ed ic al  eq uip­
men t un de r th e cert if ic a te  of need  re qu ir em ent.  Ho wev er , the p ro ­
vi si on  ig no re s the fa ct  th at  a su bst an tial  nu m be r of st a te s co ve r HMOs 
under  th e ir  ex is tin g cert if ic a te  of ne ed  laws as a d ir ec t re su lt  of the  
re quir em en t th at  is  co ntaine d in  P.  L. 93 -641 . T hes e st a te s sho uld  
co nf or m  th e ir  c ert if ic a te  of ne ed  laws to  th e fe dera l re qu ir em en ts  as  
pr op os ed  in ou r am en dm en ts  A -l  and B - i.  In  ad di tio n,  we be lie ve  
m aj or m ed ic al  eq uipm en t use d su bst an tial ly  by  HMO m em bers  shd uld  
be  ex em pt  fr om  th e cert if ic a te  of need re qu ir em ent as  in  S. 2410 as  
mod ifi ed  by our am en dm en t 3.

2) §214 wou ld re q u ir e  th at  p ro je c ts  m ust  be  co nsi st en t with 
th e State  he al th  plan  and  th e State m ed ic al  fac il it ie s  pl an s un de r ti tl e  
XVI bef or e th ey  ca n be ap pr ov ed . Ho we ve r, th e pl an s may  not co ve r 
th e su bj ec t of the ap pl ic at io n fo r a cert if ic a te  of ne ed . We hav e 
ex pe rien ce d th is  si tu at io n a nu m be r of ti m es.  T h ere fo re , th is  
pr ov is io n sho uld  be  change d so  th at  p ro je c ts  may  be  ap pr ov ed  if  th ey  
a re  not in co nsi st en t with th e pl an s as  pr op os ed  in ou r am en dm en t 1.
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Th e Hon or ab le  Edw ard M. Kennedy 
M arch  1, 1978 
Pa ge  Two

3) §219 wou ld re pea l th e re qu ir em ent th at  HSAs and  Sta te 
Age nc ie s consi der  th e sp ec ia l ne ed s and  c ir cum st ances of HMOs 
and  re p la ce  it with a re qu ir em ent th at  th ey  apply  c r it e r ia  to  HMOs 
which  will  be  de ve loped by the S ecre ta ry . T his  ap pr oa ch  has  m eri t,  
but  we p re fe r ou r pr op os ed  am en dm en t B-5 . How ever , if the 
A dm in is tr a ti on 's  ap pr oa ch  is  us ed , we be liev e the c r it e r ia  sho uld
be se t fo rt h  in th e Act . We pr op os e the fo llo wing  su bst it u te  fo r 
§2 19(d) if  HMO hea lth  fa cil it ie s and  eq uipm en t a re  co ve re d by the 
cert if ic a te  of need  re quir em en t:

"(d ) P ro je c ts  wh ich  will  pr ov id e su bst anti a l se rv ic es 
to  m em bers  of he al th  m ai nt en an ce  org an iz at io ns sh al l be 
ap pr ov ed  if  they  invo lve re m od el in g,  m oder niz at io n or 
re pla ce m en t of ex is tin g fa c il it ie s,  eq uipm en t o r se rv ic es 
to  m ee t the ne ed s of su ch  m em ber s;  o r if th ey  inv olv e 
new fa c il it ie s,  eq uipm en t or se rv ic e s , unle ss  the appro pri a te  
he al th  sy st em s ag en cy  and the St ate Agency det er m in e th at  
the se rv ic e s to  be  pr ov id ed  by su ch  a p ro je c t a re  av ai la bl e 
fr om  an  ex is tin g he al th  care  fa ci li ty  on a lo ng-t e rm  co n­
tr ac tu a l basi s under  c ir cum st ances in which  an  ad eq ua te  
nu m be r of ph ysi ci an s in  appro pri a te  sp ec ia lt ie s who a re  
ass oc ia te d  wi th th e hea lth  m ai nt en an ce  or gan iz at io n ha ve  
fu ll and eq ua l st af f p ri v il eges  and  in  a m an ner  which  is  
ec on om ical ly  and cl in ic al ly  fe as ib le  fo r th e he al th  m ai nte ­
nance org an iz at io n.  "

Thi s pr ovis io n is  consi st en t wi th th e co m m en ts  in  th e Con fe renc e 
Rep or t on th e HMO Amen dm en ts  of 1976 (A tta ch men t A).

4) The  pr op os ed  am en dm en ts  do not  re q u ir e  th e HSP  and  the 
State  he al th  pl an  to  co nt ai n HMO el em en ts . Such re qu ir em ents
a re  pr ov id ed  fo r in  §§11 7 and 118 of S. 2410 and our am en dm en t 2.

5) Th e pr op os ed  am en dm en ts  do not pr ov id e th at  an  HMO can 
ap pe al  an advers e  de ci si on to  th e S ec re ta ry  as  se t fo rt h  in  ou r 
am en dm en t 4.

6) Th e pr op os ed  am en dm en ts  do not  lim it  HSAs to  review  and 
co mmen t wi th re g ard  to g ra n ts , lo an s and  loan  guara n te es under  the 
HMO Ac t as  do our am en dm en ts  A- 5 and  B-5 .



The  Hon or ab le  Ed wa rd M. Kennedy 
M ar ch  1, 1978 
Pa ge  T hre e

7) Th e pr op os ed  am en dm en ts  do not  co nf or m  §1122 of the 
So cial  Se cu ri ty  Act  to the pr op os ed  am en dm en ts  to  P . L.  93 -641 .
Ou r am en dm en ts  A- 6 and B-6  do so .

We appre cia te  the op po rtu ni ty  to  co mm en t on th e pr op os ed  
am en dm en ts .

Sin ce re ly  yours ,

KAISER FOUNDATION HEALTH PLAN , INC.

’ A  -X .By: . ■ / . - ?  ' -___________
Ja m es A. Lane 
Vic e P re si den t and  Cou ns el

JA L /r sb
A ttac hm en ts

cc : Hale Ch am pio n
Hen ry  Fo le y,  Ph.D . 
F ra n k  Newm an,  M. D. 
Jam es Do he rty
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A TTA CH M EN T A

94th Congress ) HOUSE OF REPRESENTATIVES ( Retort 
2d Session  J 1 No. 94-1513

HEA LT H MA INT EN AN CE  O RG ANIZA TIO N AMEND MENTS  
OF  1970

Slttkmiikk 13, 1970.—Ordered to be printed

Mr. Stagcers, from the committee of conference, 
submitted  the following

CON FERENCE RE PO RT
[To accompany H.It. 9010]

Tho committee of conference on the disag reein g votes of tho two 
Houses on tho amendment of the  Semite to the bill (H.R, 9019) to 
amend title  X II I of the  Public Health Service Act to revise and 
extend tho prog ram for  tho estab lishment and expansion of heal th 
maintenance organiza tions , having met, af te r fu ll and free conference, 
havo agreed to recommend and do recommend to the ir respective 
Houses as follows:

Th at tho House recede from its disagreement  to  (he amendment o f 
tho Senate and agree to the same with an amendment as follows:

In  lieu of the matter  proposed to bo inserted by the Senate  amend­
ment insert the f ollowing: . .

SH OU T TITLE", RE VE RE NC E TO AC T

S ection 1. (a) 7'his Ac t may  be c ited as the “Health  hlaintcnancc 
Organisation Amendme nts of  197G".

(b ) lK/urncre/’ in  title /  an amendment or repeal is expressed in terms 
of an amendment to, or repeal of, a section or other provision,, the 
reference shall be considered to be made to a sec tion or other provision 
of  the Publ ic Hea lth  Service A ct.

T itle  I —A urn w e sts  to T itle  X IU  ov the Public Health 
S ervice A ct

BU IT LEU ENTAL UR AL T 11 SE RV IC ES

S ec. 101. (a)  Sect ion l S01(b ) (7) is amended by adding at the end 
the following: “A health maintenance organization may include a 
health service, defined as a supplemental  health service by section 
1302(2), in the basic hea lth services provided its members for a basic 
health  services p ayment described in the first sentence.".

(b) 7'hc first sentence o f section 1301 (b) (2) is amended by st riking 
out "the  organisation shall prov ide"  arul all tha t follows in that  sen­
tence and subs titu ting  "the  organization may provide to each of  its 

♦ * « » * * *
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3G

RELA TIO NSHIP BETW EEN llM O ’s  AND HE AL TH  PL AN NI NG  PROGRAMS

A p placabili ty o f Certificate o f Nee d
Ex ist ing La w:  Speci fically includes IIM Os in the  definition  of “i n­

sti tut ion al hea lth  services” in section 1531(5)  of  the  PH S Act. Th is 
subjects HM Os by law to the  certi fica te of need process require d by 
tit le XV in every St ate.

House B il l: No change.
Sen ate  A men dm en t: Deletes reference to IIM Os  from the definition 

of ins titu tional  hea lth services. Th is  has the effect of  subjec ting  those 
specific services of HMOs which are  ins tituti onal hea lth services as 
defined in regu lations  of the Secre tary to cert ificate of need hut not  
the specific services of  HMO s which  are not ins tituti onal hea lth serv­
ices nor  I he. establishm ent of the. I lM O itsel f. Section l(»(a) of S. 1920.

Conference  Su bs ti ta te : Con forms to the  House, bill. The. Conferees 
noted that  tin* en tire  subject of certi fica te of need for  o utp atient and 
ambulatory  services in both  prepaid  and fee-fo r-service set tings will 
be cons idered nex t year when P.L.  93-041 is revie wed for extens ion. 
Thus it was felt that  it would lie more ap prop ria te  to deal with  inc lu­
sion of IIM Os  under th e require ments o f the  p lan nin g act at  th at  time. 
Consistency in. Braced arcs and Criteria

Ex ist ing  /.a w:  Section 1300(c) of the PU S Act requ ires the Sec­
reta ry to estab lish sta nd ards  and procedures for areawide  ami Sta te 
heal th planning  agencies to follow in reviewing IlM O app lica tions 
for assistance  und er tit le  X II I.  Section 1532 requ ires  areawide  and 
Slate  health planning  agencies to follow procedures a nd c rit er ia , devel­
oped and published in accordance  with  regula tion s, which cr ite ria  a re 
to include cr ite ria  resp ecting flu* specia l needs and circumstances of 
I IMOs for which assistance i sav ail ab le under tit le X l l l.

House. B il l: No change.
Sen ate  A me nd me nt: Requires the  cri ter ia esta blished  by areawide  

and State  health planning  agencies und er section 1532(c) to be con­
sistent with sta ndard s and  procedures established by the  Sec retary  
und er sect ion 130G(c). Section 10(b ) of S. 1920.

C oa f ere  nee. Substitu te. : C onform s to the Senate a mendment, because 
alth oug h the proce dures and cri ter ia required of hea lth pla nning  pro ­
grams  by l’.L. 'J3 til I were required to include special conside ration of 
t he needs and circu mstances  of I IMOs, t his  provis ion was not, enla rged
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upon  or  specified in any way in reg ula tion s pub lished by l lk w .  'i'h» 
Senate ame ndm ent would assis t in correcting  thi s situ ation because 
the  sta nd ards  a nd procedures estab lished by the Sec reta ry under sec­
tion 1300(c) would be the resp ons ibil ity of the  H MO  pro gram ra ther  
than  the  health planning  pro gram.

Spec ification of  c rit er ia  f or  H MO s is of  c rit ica l importance  because 
pro jec ts fo r the  developmen t and expansion of  I IM Os  and thei r s erv­
ices should be ju dged on the  basis of the  need fo r I IM Os and the  need 
fo r thei r services for th ei r enro lled  members and  reasonably  an tic i­
pa ted  new members and  no t on the  need fo r the  services  in  g eneral if  
prop osed  by non -IIM O provide rs.

Thus,  in con sidering requests  fo r new HM Os or  the  expansion of 
exist ing  ones, the Stute  agency and the healt h system agency shou ld co ns ide r:

1. The num ber  o f HMOs of the  same type  in the  area ,
2. Th e num ber  of  persons in the  are a enrolled in quali fied

. HMOs of the same type , and
3. Th e perc enta ge of majo r emp loyers  and  all employe rs of 

ove r 25 employees in the  are a which offer or  will offer qualif ied 
HM Os as benefits fo r thei r employees.

In  con siderin g requests  by HM Os to provide or  arr ange  fo r new 
ins tituti onal health services , the  ugcncies shou ld conside r whethor the 
proposed  service is ava ilab le from  non -HM O provide rs in a reason­
able  and  cost-effective manner which is consist ent  with the  basic  
method of opera tio n of  the  HMO. In  ma kin g such a det erm ina tion, 
the  agenc ies should co ns ider :

1. Wh eth er the  alt ern ati ve  service would be more costly to the 
members of  the. I IMO.

2. Wh ether the alt ern ati ve  service would be ava ilab le to the 
membe-i-sof the II MO on  a long-term basis , and

3. Whethe r the  alt ern ati ve  service would  be ava ilab le and  con­
veniently accessible throu gh  physicians  and  othe r hea lth  pro fes ­
sionals associated with the  IIM O. (F or exam ple,  whe ther physi­
cian s associated  with the HM O are  gran ted  ful l staff priv ileges 
at  the hospi tal  which is proposed to provide the alt ern ati ve  
services. )

Propos als  to provide  new ins tituti onal hea lth services, af te r feas i­
bil ity  of an IIM O has  been d emonstrated, shou ld not be subject  to re- 
de len nin at ion, subsequent reviews, publ ic hea rings,  etc., at lat er s tages 
of act ivi ty,  if the  proposals  are  consist ent with the  basic object ives, 
schedule  and  plan of the  ea rli er  appli cat ion  app roved by the US A.  
Simi lar ly,  cert ifica te of  need de terminations  shou ld be. made du rin g 
the pla nning  stage of  the  IIM Os  deve lopment. 'Phis  is to pre ven t up 
to $1 million o f ini tia l develop men t fun ds being awar ded  only to have 
a cer tific ate of need denied,  or  the  need fo r an HM O quest ioned  by 
antag onist ic gro ups lute in the  I lM O ’s developm enta l sequence.

* * * * * *
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G ro u p  H e a lt h  A s s o c ia ti o n , In c . 
2121 P e n n s y lv a n ia  A v en u e , N.  W.  
W a sh in g to n , D.  C. 20 03 7 
L o u is  S e g a d e ll i
E x e c u ti v e  D ir e c to r

G ro u p  H e a lt h  A s s o c ia ti o n , In c .( G H A ) is  a f e d e r a l ly - q u a l i f ie d  p re p a id  
g ro u p  p r a c t i c e  HM O w h ic h  p ro v id e s  h e a lt h  c a r e  s e r v ic e s  to  103 , 50 0 e n r o l le e s  
in  th e  W ash in g to n  m e tro p o li ta n  a r e a .  T he e n ro l le e  p o p u la ti o n  is  d is t r ib u te d  a s  
fo ll o w s: a p p ro x im a te ly  5 0 ,0 0 0  e n r o l l e e s  li v e  in  th e  D is t r i c t  of  C o lu m b ia ; 
a p p ro x im a te ly  3 7 ,0 0 0  r e s id e  in  M a ry la n d  e q u a l n u m b e rs  lo c a te d  in  P r in c e  
G e o rg e s  and  M o n tg o m ery  C o u n ti e s ; and  th e  r e m a in d e r , 16, 50 0 e n r o l l e e s , 
li v e  in  n o r th e rn  V ir g in ia  (m o s t of  th e m  in  F a i r f a x  C ou n ty ).  H o s p it a l c a r e  is  
p ro v id e d  in  a n u m b e r  of  m e tro p o li ta n  a r e a  h o s p i ta l s .

In  r e c e n t  y e a r s , GHA h a s  h ad  tw o m a jo r  p ro b le m s  w it h  lo c a l p la n n in g  
a g e n c ie s .  T he f i r s t  p ro b le m  c o n c e rn e d  t h e i r  a p p li c a ti o n  to  th e  D is t r ic t  of  
C o lu m b ia  P la n n in g  A g en cy  f o r  a c e r t i f i c a te  of  n e e d  to  b u il d  a  h o s p i ta l  an d 
p r i m a r y  s e c o n d a ry  c a r e  c e n te r  f o r  th e  u se  of  it s  e n r o l l e e s .  B e c a u se  th e  
s u c c e s s  of th is  a p p li c a ti o n  w ould  e l im in a te  G H A 's  e x is ti n g  D. C . a m b u la to ry  
f a c i l i ty  an d  b e c a u s e  of  th e  g ro w in g  n u m b e r  of  GHA  e n r o l le e s  li v in g  in  P r in c e  
G e o rg e s  C ounty , GHA a ls o  s u b m it te d  a p ro p o s a l  to  e s ta b l is h  an  a m b u la to ry  
m e d ic a l  f a c il it y  in  th e  c o u n ty . T h is  l a t t e r  p ro p o s a l  w il l b e  d is c u s s e d  h e r e .

P ro p o s a l  to  e s ta b l is h  an  a m b u la to ry  m e d ic a l f a c i l i ty

In  J a n u a ry , 19 77 , GHA A s u b m it te d  an  a p p li c a ti o n  to  th e  S o u th e rn
M a ry la n d  H e a lt h  S y s te m s  A g en cy  (SMHS A)  in  o r d e r  to  o b ta in  a
S e c ti o n  1122 c e r t i f i c a t io n  re v ie w . The  a p p li c a ti o h  p ro p o s e d  th e  
d e v e lo p m e n t of  a s a te l l i t e  c l in ic  in  P r in c e  G e o rg e s  C oun ty  b e c a u s e  
GHA h ad  d e te rm in e d  th a t  im p ro v e d  a c c e s s  to  a GHA  f a c i l i ty  w as 
n e c e s s a r y  fo r  GH A e n r o l le e s  li v in g  in  th e  co u n ty .

On F e b r u a r y  2,  19 77 , a s ta ff  o f f ic e r  s u b m it te d  a r e p o r t  to  th e
SM HS A P r o j e c t  R ev ie w  C o m m it te e  re c o m m e n d in g  a p p ro v a l of  a 
one y e a r  S e c ti o n  1122 c e r t i f i c a t io n . T h is  r e p o r t  m a d e , am ong  
o th e r s ,  th e  fo ll o w in g  o b s e rv a t io n s :

The  p a r t i c u l a r  c l ie n te l l  s e rv e d  by  th e  p ro p o s e d  c e n te r  is  
no t s e rv e d  by  n e a rb y  f a c i l i t i e s  bu t m u s t t r a v e l  in to  th e  D is t r ic t  
of  C o lu m b ia  o r  H y a t ts v il le  f o r  s e r v ic e s .  If  th e  GHA p la n s  fo r  
c lo s in g  th e i r  D.  C.  f a c i l i ty  e n t i r e ly  an d m o v in g  t e r t i a r y  fu n c ti o n s  
in to  a h o s p i ta l  is  r e a l i z e d , s u b s c r ib e r s  w il l hav e  no  r e a d y  a c c e s s  
to  m e d ic a l s e r v ic e s .

T he S o u th e rn  M a ry la n d  HS A is  b e li e v e d  to  be a  p h y s ic ia n -  
d e f ic ie n t a r e a  le a d in g  to  g ap s in  th e  m e d ic a l s e r v i c e s  d e li v e ry  
s y s te m . GH A m a k e s  u se  of  p h y s ic ia n  (p ic k  up  on  p ag e  2)
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e x te n d e r s  . . .  to  re d u c e  c o s t s  and  ex p an d  s e rv ic e  o f fe r in g s .
In  th is  r e g a r d  it  fu n c ti o n s  a s  a m o d e l f o r  p ro v id in g  a m b u la to ry  
c a r e .  By n a tu r e  of  i t s  o r g a n iz a t io n , i t  p ro v id e s  c o m p e ti ti o n  to  
o th e r  p r o v id e r s  of  h e a lt h  s e r v i c e s  in  S o u th e rn  M a ry la n d  bu t 
b e c a u s e  of  th e  s h o r ta g e s  of  p r o v id e r s  th e  im p a c t of  th is  o r g a n i ­
z a ti o n  on  th e  o th e r  p r o v id e r s  w ould  b e  n e g li g ib le .

A t th e  F e b r u a r y  9 th  m e e ti n g  of  th e  SM HS A,  th e  P r o j e c t  R ev ie w  
C o m m it te e  ad v a n c e d  th e  a p p ro v a l re c o m m e n d a ti o n  to  th e  fu ll  b o a rd . T h e re  
w as  c o n s id e ra b le  p u b li c  c o m m e n t in  o p p o s it io n  to  th e  p ro p o s e d  p r o je c t , a l l  
su c h  o p p o s it io n  c o m in g  f ro m  p r o v id e r s  lo c a te d  in  P r in c e  G e o rg e s  C oun ty .

T he n e g a ti v e  c o m m e n ts  in c lu d ed  th e  fo ll o w in g : th e  p r e s id e n t  of  th e  
S o u th e rn  M a ry la n d  H o s p it a l C e n te r  d id  no t u n d e r s ta n d  th e  " su d d e n  d e s i r e "  
fo r  add in g  h e a lt h  s e r v i c e s  in  p r e d o m in a te ly  r u r a l  a r e a ,  c it in g  an  in a d e q u a te  
p o p u la ti o n  b a s e d  f o r  a d d it io n a l m e d ic a l s e r v i c e s ;  it  w as s ta te d  th a t  th e  
GHA fa c i l i ty  w ould  be a " d r a m a t ic  e n c ro a c h m e n t"  in to  th e m a r k e t  of  th e  
S o u th e rn  M a ry la n d  H o s p it a l C e n te r  A m b u la to ry  F a c i l i ty ;  an d it w as  s ta te d  
th a t th e r e  w e re  80  p h y s ic ia n s  in  th e  C oun ty  who  w ould  r a th e r  e s ta b l is h  th e i r  
ow n IP A -ty p e  HM O " a n d  o ffe r  c h o ic e  of  p h y s ic ia n s  an d c o n ti n u e  th e  f r e e -  
e n te r p r i s e  s y s t e m ."  A f te r  le n g th y  d is c u s s io n , th e  b o a rd  v o te d  to  r e s u b m it  
th e  a p p li c a ti o n  to  th e  C o m m it te e .

T he P r o j e c t  R e v ie w  C o m m it te e  s c h e d u le d  a s p e c ia l  m e e ti n g  on  
F e b r u a r y  23 , 19 77 . T h is  m e e ti n g  w as  a tt e n d e d , by , in  a d d it io n  to  th e  
C o m m it te e  m e m b e r s , a p p ro x im a te ly  100 p e r s o n s .  H o w e v e r,  th e  m in u te s  
of  th e  m e e ti n g  no te  th a t th e  p r o v id e r s  w ho  v o ic ed  o p p o s it io n  a t th e  SM HS A 
m e e ti n g  on  F e b r u a r y  9t h w e re  " n o ti c e a b ly  a b s e n t" . T he  C o m m it te e , a f t e r  
h e a r in g  s e v e ra l  s p e a k e r s  te s ti f y in g  in  f a v o r  of  th e  p r o je c t , v o te d  7 -2  to  
r e c o m m e n d  a p p ro v a l of  th e  GH A a p p li c a ti o n .

T he g o v e rn in g  bo dy of  th e  SM HS A m e t a g a in  on  M a rc h  9,  19 77 . T he 
P r o j e c t  R e v ie w  C o m m it te e  m o v ed  th e  a p p ro v a l of  .a on e y e a r  f e d e r a l  S e c ti o n  1122 
c e r t i f i c a t io n .  A f te r  d is c u s s io n , th e  m o ti o n  w as a m e n d e d  to  re a d -  " th e  
re c o m m e n d a ti o n  th a t  G ro u p  H e a lt h  A s s o c ia t io n  b e  is s u e d  a on e y e a r  F e d e r a l  
S e c ti o n  1122 C e r t i f ic a te  and  th a t  a d e ta i le d  l i s t  of  s e r v ic e s  p ro p o s e d  to  b e  
o f fe re d  a t th e  s i te  b e  a p p e n d e d ."  So  a m e n d e d , th e  m o ti o n  w as c a r r i e d  b y  a 
n a r ro w  m a rg in  w it h  13 m e m b e r s  a f f ir m in g , 10 o p p o sin g , an d 2 m e m b e r s  
a b s ta in in g .
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R u tg e rs  C o m m u n it y  H e a lt h  P la n  
57 U. S . H ig hw ay  #1 
N ew  B ru n s w ic k , New  J e r s e y  08 901 
R o g e r  W . B ir n b a u m  
E x e c u ti v e  D ir e c to r

T he R u tg e r s  C o m m u n it y  H e a lt h  P la n  (R C H P ) is  an  in d e p e n d e n t,  
n o n -p ro f i t  o rg a n iz a ti o n  w it h  a B o a rd  of  T r u s te e s  c o m p o s e d  of  r e p r e s e n ­
t a t iv e s  f ro m  a r e a  in d u s try , o rg a n iz e d  la b o r , co m m u n it y  o r g a n iz a t io n s , 
th e  m e d ic a l  c o m m u n it y , and  c o n s u m e rs  e n r o l le d  in  th e  P la n .

R C H P  is  a S ta te  C e r t i f ie d  H e a lt h  M a in te n a n c e  O rg a n iz a t io n . T h is  
m e a n s  th a t  th e  P la n  w as  s u b je c t to  a re v ie w  p r o c e s s  by , an d  c o n ti n u e s  to  
b e  m o n i to re d  b y , th e  S ta te  D e p a r tm e n ts  of  H e a lt h  and  I n s u r a n c e .  U n d er 
th e  p r o v is io n s  of  N.  J .  HM O L aw  (P . L . 1973 , C h a p te r  33 7,  C . 2 6 :2 J-1 ),  
th e s e  D e p a r tm e n ts  m u s t  r e c e iv e  a s s u r a n c e s  r e g a rd in g  th e  a v a i la b i l i ty  an d 
a c c e s s ib i l i ty  of  r e q u i r e d  r e s o u r c e s ;  q u a li ty  a s s u r a n c e  p r o g r a m s ;  a c c o u n ti n g , 
r e p o r t in g  an d au d it in g  s y s te m s ;  f in a n c ia l  s o u n d n e ss ; p r o te c t io n  of  m e m b e r s  
in  th e  e v e n t of c e s s a t io n  of  o p e ra t io n s ;  e n r o l l e e s ' p a r t i c ip a t io n  in  p o li c y  
d e te rm in a t io n ;  and  th e  m a in te n a n c e  of  a c o m p la in t p r o c e d u r e .

R C H P is  a F e d e r a l ly  Q u a li f ie d  H e a lt h  M a in te n a n c e  O rg a n iz a ti o n .
T h is  m e a n s  th a t th e  P la n  w as s u b je c t  to  an  e x te n s iv e  s e r i e s  of  r e q u i r e ­
m e n ts  in c lu d in g  an d  goin g b ey o n d  th o se  of  th e  S ta te  of  N ew  J e r s e y  n o te d  
a b o v e . R C H P  in i t ia l ly  p la n n e d  i t s  p r o g r a m  u n d e r  C e r t i f ic a te  of  N eed  
# 0 0 4 4 3 -1 2 -1 3 , a w a rd e d  N o v e m b e r  15, 197 2. C e r t i f ic a te  of N eed  #0 15 80 -1 2-11  
w as  a w a rd e d  A u g u s t 15, 1975 , f o r  th e  c o n s tru c t io n  of  th e  in i t ia l  10, 00 0 s q u a re  
f e e t  of th e  p ro p o s e d  3 5 ,0 0 0  s q u a re  fo o t a m b u la to ry  f a c i l i ty .

In  p ro v id in g  c a p a c it y  fo r  i t s  u l t im a te  m e m b e r s h ip  o b je c ti v e  of 
3 5 ,0 0 0  e n r o l le e s  o v e r  a t h r e e - y e a r  p e r io d , R C H P  d e v e lo p e d  a tw o -s ta g e  
f a c i l i ty  p la n  to  m in im iz e  fi x ed  c o s ts  d u r in g  e a r ly  m o n th s  of  r e la t iv e ly  lo w  
m e m b e r s h ip . C o n s tr u c ti o n  on  th e  se c o n d  s ta te  w a s  to  c o m m e n c e  w hen  
m e m b e r s h ip  re a c h e d  a le v e l  of abou t 8,  000 an d b e c o m e  a v a il a b le  a t a 
m e m b e r s h ip  le v e l of  ab o u t 14, 000. T h is  f a c i l i ty  p r o g r a m  h a s  b e e n  c o n ­
s is te n t ly  o u tl in e d  in  a l l  C e r t i f ic a te  of  N eed  A p p li c a ti o n s  an d F e d e r a l  HM O 
d e v e lo p m e n t g r a n t  a p p li c a ti o n s  a p p ro v e d  to  d a te .

T he e x p e r ie n c e  of  th e  R u tg e r s  C o m m u n it y  H e a lt h  P la n  in  m ak in g  it6 
w ay  th ro u g h  th e  v a r io u s  s ta g e s  of th e  r e v ie w  p r o c e s s  r a i s e s  a n u m b e r  of  
q u e s t io n s  r e la t iv e  to  w h e th e r  th e  p r o c e s s  a s  c u r r e n t ly  o p e ra ti n g  s e r v e s  th e  
in te n d e d  o b je c ti v e s  of  th e  le g is la t io n .
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In  th e  i n t e r e s t s  of  p ro v id in g  fe e d b a c k  th a t  m ig h t be u s e fu l a s  th e 
h e a lt h  p la n n in g  p r o c e s s  f u r th e r  e v o lv e s , th e  s te p -b y - 6 te p  p r o c e s s  
e x p e r ie n c e d  by  R C H P 's  a t te m p t  to  s e c u re  C e r t i f ic a te  of  N eed  a p p ro v a l 
is  b r i e f ly  s u m m a r iz e d  bel ow :

1. S o m e r s e t  C oun ty  A d v is o ry  C o m m it te e  - In  m id -N o v e m b e r  
19 76 , th e  S o m e r s e t  CA C m e t to  r e v ie w  th e  R C H P C e r t i f ic a te  
o f N eed  A p p li c a ti o n . T he a p p li c a n t w as  no t n o ti fi e d  o f o r  
in v it e d  to  a tt e n d  th e  m e e ti n g . T he  S o m e r s e t  CA C r e c o m ­
m e n d e d  d e f e r r a l  of  th e  C e r t i f ic a te  in  p a r t  b e c a u s e  " i t  is  
p r e m a tu r e ,  th e  n eed  f o r  e x p a n s io n  h a s  no t b e e n  d e m o n ­
s t r a t e d "  an d , " a c c o rd in g  to  f ig u re s  s u p p li e d  e n ro l lm e n t
h a s  no t m e t  p r o j e c t i o n ."  S in ce  R C H P  h ad  in  fa c t m e t and  f a r  
e x c e e d e d  p r o je c t io n , and  h a s  d e m o n s tr a te d  a s ig n if ic a n t 
v o lu m e of  p o te n ti a l m e m b e r s h ip  it  d o e s  n o t have  th e  c a p a c it y  
to  s e r v e ,  th e  C ounty  C o m m it te e 's  a c ti o n  is  p u z z li n g . R C H P 
h a s  no  in fo rm a ti o n  r e g a rd in g  th e  d a ta  m ad e  a v a il a b le  b y  
HS A s ta f f , th e  c o m p o s it io n  of  th e  C o m m it te e  in a tt e n d a n c e  on  
th e  day  of  th e  m e e ti n g  o r  w h a t th e  n a tu r e  of  th e  d is c u s s io n  
and  v o te  w a s ; s p e c if ic a l ly , w as  th e r e  a m a jo r it y  of  c o n s u m e rs  
b o a rd  m e m b e r s  in  a tt e n d a n c e , w e re  p r o v id e r s  in v it e d  an d 
p e r m i t t e d  to  sp e a k , e tc .

2.  M id d le s e x  C ou n ty  A d v is o ry  C o m m it te e  - On N o v e m b e r  30 , 
19 76 , th e  M id d le s e x  CA C re v ie w e d  th e  R C H P C e r t i f ic a te  of 
N eed  A p p li c a ti o n . T he a p p li c a n t w as in v it ed  to  a p p e a r  an d  
d id  a tt e n d . A r e a  p r o v id e r s  w e re  a ll  s e ^ t  n o ti c e s  by  th e  
C h a ir p e r s o n  e n c o u ra g in g  th e m  to  a p p e a r  b e c a u s e  of  th e i r  
v i ta l in t e r e s t s  in v o lv ed . T h e y  a tt e n d e d  in  f o r c e . O nly  
e le v e n  B o a rd  m e m b e r s  w e re  p r e s e n t ,  a s u b s ta n t ia l  m a jo r i ty  
of  th e m  p r o v id e r s ,  r a i s in g  q u e s t io n s  r e g a rd in g  w h e th e r  
r e q u i r e m e n ts  of  b o th  q u o ru m  and  c o n s u m e r  r e p r e s e n ta t io n  
w e re  s a t is f ie d . T he  ad  h oc  f o rm a t  an n o u n ced  by  th e  c h a i r ­
p e r s o n  p ro v id e d  fo r  th e  a p p li c a n t to  p r e s e n t  i t s  c a s e  in  te n  
m in u te s  w it h  " o p p o n e n ts "  h av in g  te n  m in u te s  to  re s p o n d .
T h e re  w as no  o p p o rtu n it y  fo r  th e  a p p li c a n t to  re b u t  th e  
c h a r g e s  m a d e  b y  i ts  o p p o n e n ts . T he a d v e r s a r y  f o rm a t , 
to g e th e r  w it h  th e  o p p o r tu n it y  g iv en  to  p r o v id e r  o p p o n en ts
to  m a k e  v a r io u s  u n if o rm e d , u n fo u n d ed , an d o f te r  i r r e s p o n ­
s ib le  c o m m e n ts , s e rv e d  to  p u t th e  a p p li c a n t on  th e  d e fe n s iv e  
w it h  i ts  c r e d ib i l i ty  u n d e r  q u e s ti o n , r a t h e r  th a n  to  e l i c i t  
in fo rm a t io n  fo r  th e  C o m m it te e 's  c o n s id e ra t io n . It  v e r y  m u c h  
a p p e a re d  to  be  a f o ru m  w h e re  c o m m u n it y  p r o v id e r s  w e re  
te l l in g  C o m m it te e  p r o v id e r s  w h a t th e y  w a n te d  to  h e a r . T he  
M id d le s e x  CAC re c o m m e n d e d  d e n ia l of  th e  C e r t i f ic a te .
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3.  R e g io n a l R e v ie w  C o m m it te e  of  th e  C e n tr a l  J e r s e y  H e a lt h
P la n n in g  C o u n c il  - On  D e c e m b e r  1, th e  ev e n in g  fo ll o w in g  
th e  M id d le s e x  CA C m e e ti n g , th e  R e g io n a l R e v ie w  C o m m it te e  
o f th e  C e n tr a l  J e r s e y  H e a lt h  P la n n in g  C o u n c il  re v ie w e d  th e  
R C H P C e r t i f ic a te  of  N eed  A p p li c a ti o n . T he  a p p li c a n t an d 
s e v e ra l  a r e a  p ro v id e r  i n t e r e s t s  a tt e n d e d . O nce  a g a in , th e  
a p p li c a n t an d o p p o si n g  in t e r e s t s  p r e s e n te d  th e i r  a rg u m e n ts , 
b u t w it h  m o re  of an  o p p o r tu n it y  fo r  a d d it io n a l d is c u s s io n  
b e tw een  c o m m it te e  m e m b e r s , a p p li c a n t an d o p p o n e n ts . 
C o n s u m e r  m e m b e r s  w e re  c o n s id e ra b ly  m o re  e v id e n t th an  
a t th e  p r i o r  e v e n in g 's  m e e ti n g . T he R e g io n a l R e v ie w  
C o m m it te e  r e c o m m e n d e d  e n d o r s e m e n t  of  th e  C e r t i f ic a te  
(t he  v o te  w a s  8 -3  w it h  1 a b s te n ti o n  du e to  c o n f li c t of  in te r e s t ) , 
c it in g  th e  fo ll o w in g  a s  n e e d  f a c to r s :

P r e s e n t  e n ro l lm e n t  an d p ro je c te d  g ro w th  
d e m o n s tr a te  n eed  fo r  a d d it io n a l s q u a re  
fo o ta g e . A s of  J a n u a ry  1, 19 77 , th e  e n ­
ro l lm e n t  w il l be 8 ,7 0 0  in d iv id u a ls ; by  
J u ly  1977  th e  p r o je c te d  e n ro l lm e n t  w il l 
be n e a r ly  13, 00 0 an d by  J u ly  197 9, th e  
p ro je c t io n  is  fo r  35 , 00 0 in d iv id u a ls .

4 . C e n tr a l  J e r s e y  H e a lt h  P la n n in g  C o u n c il  - On D e c e m b e r  8, 
th e  C e n tr a l  J e r s e y  H e a lt h  P la n n in g  C o u n c il  re v ie w e d  th e  
R C H P  C e r t i f ic a te  o f N eed  A p p li c a ti o n . T he m e e ti n g  a t t r a c te d  
a w id e  a u d ie n c e  of  p ro v id e r  i n te r e s t s  an d so m e  c o n s u m e rs .
In  o r d e r  to  k eep  th e  d is c u s s io n  w it h in  a r e a s o n a b le  ti m e  
f r a m e , th e  C o u n c il  ad o p te d  a fo rm a t  it  u t i l iz e d  a t th e  p r io r  
m o n th 's  h e a r in g  of  a c o n t r o v e r s ia l  a b o r ti o n  c li n ic : fi v e  
m in u te s  fo r  th e  a p p li c a n t to  p r e s e n t , an d 15 m in u te s  each  
fo r  " o p p o n e n ts "  an d  " p ro p o n e n ts " , w it h  a l te r n a t in g  2 - 2 j  
m in u te  p r e s e n ta t io n s  b y  e a c h  s id e . "O p p o s in g "  v ie w s 
w e re  p r e s e n te d  b y  r e p r e s e n ta t iv e s  of  th e  C oun ty  M e d ic a l 
S o c ie ty , th e  O s te o p a th ic  A s s o c ia t io n , lo c a l p h y s ic ia n s , 
and  tw o a r e a  h o s p i ta ls  w h ic h  a r e  n o t c u r r e n t ly  R C H P 
p a r t ic ip a t in g  h o s p i ta l s .  S e v e ra l  c o n s u m e rs  and  a r e p r e ­
s e n ta ti v e  of th e  S ta te  H e a lt h  D e p a r tm e n t,  a s  w e ll  a s  th e  
a p p li c a n t,  sp o k e  a s  " p ro p o n e n ts " . T h e re  a r e  a n u m b e r  of  
p r o b le m s  w it h  th is  fo rm a t :  O nc e a g a in , th e  a d v e r s a r y  
n a tu re  of  th e  p ro c e e d in g s  is  c o u n te rp ro d u c ti v e  to  th e  need  
to  e l i c i t  in fo rm a ti o n . In  f a c t , th e  r e q u i r e m e n t  fo r  s p e a k e r s  
to  d e c la r e  th e m s e lv e s  a s  e i th e r  " p ro p o n e n ts "  o r  "o p p o n e n ts "  
p ro v id e s  no  a p p r o p r ia te  p la t f o rm  fo r  o b je c t iv e , f a c tu a l  
m a te r i a l s  to  b e  m ad e  a v a il a b le  ( e .g .  , b y  th e  S ta te  H ea lt h  
D e p a r tm e n t) . T he  a p p li c a n t is  p ro v id e d  an  in a d e q u a te



am o u n t of  ti m e  to  p r e s e n t  h is  c a s e  and  is  th e n  pu t on  
th e  c o n ti n u a l d e fe n s iv e  in  an  in a p p ro p r ia te  d eb a ti n g  
a r e n a .  T o re s p o n d  to  in a c c u r a te , u n fo u n d ed , and  o ft en  
i r r e l e v a n t  an d  i r r e s p o n s ib le  c h a r g e s  m a d e  by  " o p p o n e n ts "  
s e r v e s  to  le g i t im a t iz e  su c h  c h a r g e s ;  on  th e  o th e r  han d , 
n o t to  r e s p o n d  to  th e m  is  to  le a v e  s e e d s  of  doubt in  th e  
m in d s  of  C o u n c il  m e m b e r s , p r e s e n t in g  th e  a p p li c a n t 
w it h  s ig n if ic a n t c r e d ib i l i ty  p r o b le m s . A t no  t im e  w e re  
i s s u e s  i r r e l e v a n t  to  th e  d e m o n s tr a t io n  of  n e e d  ru le d  ou t 
o f o r d e r .  S p e c if ic  c r i t e r i a  to  b e  u s e d  a s  g u id e li n e s  by  
H SA s in  re v ie w in g  HM O C e r t i f ic a te s ,  a lt h o u g h  p r e s e n te d  
by  th e  H S A 's  e x e c u ti v e  d i r e c to r ,  w e re  to ta l ly  ig n o re d .

T h e  o b je c ti v e  of  e l ic i t in g  in fo rm a ti o n  w ould  be f a r  b e t t e r  
s e rv e d  th ro u g h  a q u e s ti o n  an d a n s w e r  f o rm a t  w h e re  th e  
c h a i r p e r s o n  g iv e s  th e  a p p li c a n t ( a n d /o r  C o u n c il  s ta ff )  an  
o p p o r tu n it y  to  r e s p o n d  to  r e s p o n s ib le , r e le v a n t  q u e s t io n s . 
P e r m i t t in g  u n s u p p o r ta b le  c h a rg e s  p r e s e n te d  b y  "o p p o n e n ts "  
in c o n f li c t of  i n t e r e s t  w it h  th e  a p p li c a n t to  s ta n d  on  th e  r e c o r d  
r e p r e s e n t s  a to ta l  s u b v e rs io n  of  th e  in te n t of  th e  c e r t i f i c a te  
of n eed  p r o c e s s .

T he C o u n c il  f a i le d  to  e n d o r s e  th e  r e c o m m e n d a ti o n  of  it s  
R e g io n a l R e v ie w  C o m m it te e  an d  re c o m m e n d e d  d e f e r r a l .
T he vo te  f o r  d e f e r r a l  w as  12-10 w it h  on e abst en ti on  an d tw o 
m e m b e r s  no t v o ti n g  b e c a u s e  of  p o s s ib le  c o n f li c t of  in t e r e s t .  
O th e r  a r e a  p r o v id e r s  on  th e  C o u n c il  d id  n o t se e  f it  to  d is q u a li fy  
th e m s e lv e s  b e c a u s e  of  p o s s ib le  c o n f li c t of  in t e r e s t .  Som e 
c o n s u m e r  m e m b e r s  of  th e  C o u n c il , c o n c e rn e d  w it h  th e  o u tc o m e  
s p e c if ic a l ly  a s k e d  th a t  th e  e n d o r s e m e n t  of  th e  R e g io n a l R e v ie w  
C o m m it te e  be  in c lu d e d  a s  a m in o r i ty  r e p o r t .

M e rc e r  C oun ty  A d v is o ry  C o m m it te e  - On  J a n u a ry  4,  19 77 , 
th e  M e rc e r  CA C re v ie w e d  th e  R C H P C e r t i f ic a te  of  N eed  
A p p li c a ti o n . T he  C o m m it te e  r e c o m m e n d e d  e n d o r s e m e n t  
b y  a vo te  of  6 -4  (w it h  1 a b s te n ti o n ) , sp e c if y in g  a n u m b e r  
of  q u a l i f ic a t io n s .

S ta te  R e v ie w  C o m m it te e  - On J a n u a ry  18, 19 77 , th e  S ta te  
R e v ie w  C o m m it te e  u n a n im o u s ly  s u p p o r te d  R C H P 's  C e r t i f ic a te  
of  N eed  r e q u e s t .

S ta te  H e a lt h  C o o rd in a ti n g  C o u n c il  - L a te  in  J a n u a ry , th e  SH CC  
re c o m m e n d e d  th a t  a C e r t i f ic a te  of  N eed  be  g ra n te d  to  R C H P  to  
ex p an d  i ts  f a c i l i t i e s .
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C o m m u n it y  H e a lt h  C a re , In c . 
615 A n d e rso n  B u il d in g  
12th and  O S t re e ts  
L in c o ln , N e b ra s k a  68 50 8 
S te p h en  R . T iw ald  
E x e c u ti v e  D ir e c to r

In  A u g u s t,  19 75 , C o m m u n it y  H e a lt h  C a re ,  In c . (C H CI)  s e n t  it s  
HM O P la n n in g  G ra n t A p p li c a ti o n  to  DH EW  an d to  th e  S o u th e a s t N e b ra s k a  
H e a lt h  P la n n in g  C o u n c il  (S eN H P C ).  F o ll o w in g  it s  u s u a l  p r o c e d u r e s ,
SeN H PC  e s ta b l is h e d  a m u l t i - d i s c ip l in a r y  P r o j e c t  R e v ie w  T a sk  F o r c e  to  
co n d u c t a d e ta il e d  e x a m in a ti o n  of  th e  p r o p o s a l . T a sk  F o rc e  m e m b e r s  
w e re : J .H .  H o p k in s,  B a n k e rs  L if e  N e b ra s k a ;  H a ro ld  N o rb y , T a b it h a  
H om e; Jo h n  I. W is e , D o rs e y  L a b o ra to r ie s ;  R ic h a rd  M a r s h a l l , D. D. S. ;
Do n P e n n e y , a c tu a ry  f ro m  S te n n e s  and  A s s o c ia te s ;  L e o n a rd  J e n n in g s ,
L in c o ln  C o m m u n it y  S e r v ic e s ;  an d Sue S c o tt , h o m e m a k e r . O v e r  a p e r io d  
of s e v e r a l  w e e k s , th e  T a sk  F o rc e  m e t fi v e  t im e s  an d c o n d u c te d  a p u b li c  
h e a r in g . It  co n c lu d e d  it s  re v ie w  by  v o ti n g  s ix  to  on e to  r e c o m m e n d  
a p p ro v a l of  th e  a p p li c a ti o n ; th e  lo ne  d i s s e n te r  w as D r . M a r s h a l l . The  
SeN H PC  s ta ff  re c o m m e n d a ti o n  w as a ls o  p o s i t iv e .

In  S e p te m b e r , 19 75 , th e  SeN H PC  B o a rd  of  D i r e c to r s  d e l ib e r a te d  
an d v o te d  a g a in s t a c c e p ti n g  it s  P r o j e c t  R ev ie w  T a sk  F o r c e 's  p o s it iv e  
re c o m m e n d a ti o n . V oti ng  in  fa v o r  w e re  th r e e  c o n s u m e r  m e m b e r s ;  vo ting  
a g a in s t w e re  th e  se v en  p r o v id e r s  an d  fo u r  of  th e  c o n s u m e r  m e m b e r s ;  
a b s ta in in g  w e re  fo u r c o n s u m e r s , th r e e  of  w hom  w e re  CH C I B o a rd  m e m b e rs  
w ho d id  no t vo te  b e c a u s e  of  th e  c o n f li c t of  in t e r e s t  p r in c ip le ,  and  th e  ac ti n g  
c h a irm a n ;  tw e n ty - th re e  m e m b e r s  w e re  a b s e n t.  S h o r tl y  t h e r e a f t e r ,  th e  
CHCI B o a rd  of  D i r e c to r s  d e c id e d  to  r e c o n s id e r  and  th e r e f o r e  i t  w it h d re w  it s  
p ro p o s a l  a t  le a s t  te m p o r a r i ly  f ro m  c o n s id e ra t io n  by  DHEW .

O v e r  th e  w in te r  an d  sp r in g  of 197 6, CHCI d id  f u r th e r  s tu d y . D uri ng  
th is  t im e ,  r e s u l t s  b e c a m e  a v a il a b le  f ro m  a L a n c a s te r  C ou n ty  co m m u n it y  
a tt it u d e  s u rv e y  co n d u c te d  by  th e  U n iv e r s i ty  of N e b r a s k a -L in c o ln  B u re a u  of 
S o c io lo g ic a l R e s e a rc h  w h ic h  sh ow ed  c o n s id e ra b le  d is s a t i s f a c t io n  w it h  th e  
p r e s e n t  h e a lt h  c a r e  s y s te m  an d s ig n if ic a n t s u p p o r t f o r  th e  d e v e lo p m e n t of 
a h e a lt h  m a in te n a n c e  o rg a n iz a t io n .

T he CH CI B o a rd  f e l t  th a t th e  s u rv e y  f in d in g s  w e re  an  a d d it io n a l 
r e a s o n  to  co n ti n u e  i ts  e f fo r t to  e s ta b l is h  an  HM O in  L in c o ln . A f te r  u p d a ti n g  
and  im p ro v in g  th e  p ro p o s a l , CH C I a g a in  su b m it te d  an  HM O P la n n in g  G ra n t 
A p p li c a ti o n  to  DH EW  an d to  SeN H PC  in  M ay , 19 76 . A g a in , th e  SeN H PC  
e s ta b l is h e d  a P r o j e c t  R ev ie w  T a sk  F o r c e , th is  ti m e  c o m p o s e d  of  J .  H.  
H o p k in s , B a n k e rs  L if e  N e b ra s k a ; H a ro ld  N o rb y , T a b it h a  H o m e; R ic h a rd  
M a r s h a l l , D. D. S. ; D al e K a rn o p p , A d m in is t r a to r , Y o rk  G e n e ra l  H o s p it a l;  
G e o rg e  R e jd a , P r o f e s s o r  of  E c o n o m ic s , U N -L ; C a ro ly n  M a s s e y , h o m e m a k e r ;
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and  M a rg e  B u sh , h o m e m a k e r . T h is  T a s k  F o rc e  m e t fo u r  t im e s  an d 
c o n d u c te d  a p u b li c  h e a r in g . It  c o n c lu d e d  i t s  r e v ie w  b y  vo ti ng  f iv e  to  
on e to  re c o m m e n d  a p p ro v a l of  th e  a p p li c a ti o n ; D al e K a rn o p p  v o te d  
n e g a ti v e ly . O nce  a g a in , th e  SeN H PC  s ta ff  re c o m m e n d a ti o n  w as p o s i t iv e .

In  la te  Ju n e  of  19 76 , th e  SeN H PC  B o a rd  of  D i r e c to r s  v o te d  e le v e n  
to  te n  a g a in s t  a c c e p ti n g  i ts  P r o j e c t  R ev ie w  T a sk  F o r c e 's  p o s it iv e  r e c o m ­
m e n d a ti o n . V o ti ng  in  fa v o r  of  th e p o s i t iv e  re c o m m e n d a ti o n  w e re  fo u r  
p r o v id e r s  an d s ix  c o n s u m e r s ;  vo ti ng  a g a in s t  w e re  e ig h t p r o v id e r s  and  
th r e e  c o n s u m e rs ;  th e r e  w e re  tw o a b s te n t io n s ;  n in e te e n  SeN H PC  m e m b e r s  
w e re  a b s e n t.

T h is  w as th e  l a s t  m e e ti n g  of  S eN H P C . I ts  s u c c e s s o r  o rg a n iz a t io n , 
th e  S o u th e a s t N e b ra s k a  H e a lt h  S y s te m s  A gen cy  (S eN H SA ), w h ic h  w as 
c o m p o s e d  of  m an y  of  th e  sa m e  in d iv id u a ls , h e ld  it s  f i r s t  m e e ti n g  
im m e d ia te ly  fo ll o w in g  th e  SeN H PC  m e e ti n g . T he SeNH SA  d e c id e d  to  a ls o  
v o te  on  th e  p r o je c t , a lt h o u g h  i ts  a c ti o n  w ould  no t be th e  o f fi c ia l lo c a l 
h e a lt h  p la n n in g  a g e n c y  c o m m e n t.  By  a v o te  of  te n  to  se v e n  th e  Se NH SA  
v o te d  to  no t a c c e p t th e  P r o j e c t  R ev ie w  T a s k  F o r c e 's  p o s it iv e  r e c o m m e n ­
d a ti o n . V o ti ng  in  fa v o r  of  th e  p o s it iv e  r e c o m m e n d a t io n  w e re  th r e e  p r o v id e r s  
an d  fo u r  c o n s u m e rs ;  v o ti n g  a g a in s t  th e  p o s it iv e  re c o m m e n d a ti o n  w e re  se v e n  
p r o v id e r s  an d th r e e  c o n s u m e rs ;  th e r e  w e re  tw o  a b s te n t io n s .

T he CH C I B o a rd  of  D i r e c to r s  f e l t  th a t th e  SeN H PC  an d Se NH SA  
v o te s  w e re  so  c lo s e  th a t  th e i r  r e s u l t s  w e re  not  c o n c lu s iv e  s t a te m e n ts  of 
lo c a l op in io n  on  th e  to p ic  of  HM O d e v e lo p m e n t in  L in c o ln . K now in g th a t 
th e  lo c a l h e a lt h  p la n n in g  a g e n c ie s ' c o m m e n ts  d id  not  c o n s ti tu te  a p p ro v a l 
o r  d is a p p ro v a l , th e  CHCI B o a rd  of  D i r e c to r s  d e c id e d  to  no t w it h d ra w  th e  
HM O P la n n in g  G ra n t A p p li c a ti o n  f ro m  c o n s id e ra t io n  by  DHEW . A f te r  i ts  
r e v ie w , DH EW  d e c id e d  in  A u g u s t,  1976 , to  m ake th e  g r a n t  a w a rd .

In  la te  N o v e m b e r , 19 76 , th e  Se NH SA  v o te d  to  r e q u e s t  an  e x p la n a ti o n  
f ro m  DH EW  of w hy  i t  had  p ro c e e d e d  to  a w a rd  th e  g r a n t . In  a th r e e -p a g e  
l e t t e r  f ro m  D r . H o lm an  R . W h e r r e t t,  R e g io n a l H e a lt h  A d m in is t r a to r , DH EW  
re s p o n d e d  w it h  it s  r e a s o n s  w h ic h  in c lu d e d  th e  fo ll o w in g :

1) T he SeN H PC  s ta f f  r e p o r t  an d  th e  T a sk  F o r c e  r e p o r t  r e c o m ­
m en d in g  f a v o ra b le  re v ie w  an d c o m m e n t u se d  th e  e s ta b l is h e d  
c r i t e r i a  f o r  r e v ie w . P o s i t iv e  c o m m e n ts  in d ic a te d  by  th e  
r e c o r d  w e re  a ls o  re c e iv e d  by  r e p r e s e n t a t i v e s  of B lu e C r o s s ,  
B a n k e rs  L if e , e m p lo y e r s , c o n s u m e r s , la b o r  an d e le c te d  
o f f ic ia ls  of  L a n c a s te r  and  L a n c a s te r  C oun ty . An  a b s e n c e  of 
th e s e  c r i t e r i a  w a s  a p p a re n t  in  th e  f in a l re v ie w  an d c o m m e n t 
of  th e  S eN H PC  B o a rd .
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2. T w e n ty - th re e  m e m b e r s  a tt e n d e d  th e  B o a rd  m e e ti n g . T he  
a c c e p ta n c e  of  th e  m a jo r it y  T a sk  F o rc e  r e p o r t  f a i le d  on  a 
v o te  of  10 to  11; w it h  p ro p o n e n ts  of  th e  r e p o r t  a b s ta in in g  du e 
to  c o n f li c t of  in t e r e s t .  T h e re  w as  vo ti ng  b y  m e m b e r s  w ho  
co u ld  be c o n s id e re d  a s  b e in g  in  c o m p e ti ti o n . In  a d d it io n , 
l e t t e r s  of  su p p o r t f ro m  a b s e n t  b o a rd  m e m b e r s  w e re  l a t e r  
re c e  iv ed .

3.  T he  o f fi c ia l re v ie w  of tw o  o th e r  N e b ra s k a  a g e n c ie s  w as 
p o s it iv e  (T he S ta te  of N e b ra s k a  O ff ic e  of  C o m p re h e n s iv e  
H e a lt h  P la n n in g  an d th e  O ff ic e of  P la n n in g  an d P ro g ra m m in g ) .

4. T he p ro v is io n s  of  th e  HM O A ct of  1973  and  th e  c o n c e rn  of  
C o n g re s s  fo r  re v ie w  and  c o m m e n t an d th e  p o s s ib i l i ty  of  lo c a l 
p ro v id e r  i n t e r e s t s  th w a r ti n g  th e  d e v e lo p m e n t of  a l te r n a t iv e  
d e l iv e ry  s y s te m s .

5.  A m is u n d e rs ta n d in g  b y  lo c a l p ro v id e r  r e p r e s e n t a t i v e s  th a t 
th e  HM O A c t w as  in te n d e d  to  p ro v id e  fo r  th e  m e d ic a ll y  
u n d e r s e r v e d ;  an d th e  s ta te m e n t  b y  th e s e  r e p r e s e n ta t iv e s  
th a t if  th e  HM O did  not  u s e  f e d e r a l  s u p p o r t th e r e  w ou ld  be  
no  o b je c ti o n s .

6. An  a c c e p ta b le  a p p li c a ti o n  f ro m  a c o n s u m e r  b a s e d , n o n -p ro f it  
c o rp o ra ti o n  w it h  e n d o r s e m e n t  f ro m  la b o r , e m p lo y e r s , th i rd  p a r ty  
p a y o r s , an d c it y  and  c o u n ty  e le c te d  o f f ic ia l s , and  w it h  a c c e p ta b le  
p h y s ic ia n  in pu t w as co n v in c in g  th a t th e  o b je c ti v e s  of a p la n n in g  
g ra n t  co u ld  be  re a c h e d .

7.  SeN H S A 's  re v ie w  a c t iv it y  d id  no t in c lu d e  a p p r o v a l /d is a p p r o v a l  
a u th o r it y , b u t on ly  re v ie w  an d c o m m e n t a u th o r i ty .

C H C I' s In i ti a l  D ev e lo p m e n t G ra n t A p p li c a ti o n  w a s  re c e iv e d  by  th e  
Se NH SA  on  Ju ly  25 , 19 77 . On S e p te m b e r  21, 19 77 , th e  P r o j e c t  R ev ie w  T a sk  
F o r c e  re c o m m e n d e d  d is a p p ro v a l  of th e  a p p li c a ti o n . T h e  B o a rd  of  D i r e c to r s  
a c c e p te d  th e  m a jo r it y  r e p o r t  of  th e  P r o j e c t  R ev ie w  T a s k  F o rc e  by  a 16 -8  
v o te  on S e p te m b e r  28 , 19 77 . C H C I' s  In i ti a l  D e v e lo p m e n t G ra n t A p p li c a ti o n  
h ad  b e e n  a c c e p te d  by  DH EW  on  A u g u s t 23 , 19 77 . H o w e v e r ,

On  O c to b e r  27 , 19 77 , th e  S ta te  of  N e b ra sk a 's  D e s ig n a te d  P la n n in g  
A gency  (D PA ) se n t a l e t t e r  to  Se NH SA  in  re s p o n s e  to  th e  l a t t e r 's  r e c o m ­
m e n d a ti o n  of d is a p p ro v a l . T h is  l e t t e r  r e fu te d  th e  m a jo r  o b je c ti o n s  
p r e s e n te d  b y  th e  SeN H S A 's  P r o j e c t  R ev ie w  T a sk  F o r c e  an d  upon  w h ic h  it  
b a s e d  it s  n e g a ti v e  re c o m m e n d a t io n . T he T a s k  F o rc e  h ad  a to ta l  of  10 
o b je c ti o n s  to  th e  C H C I a p p li c a ti o n . T he fo ll o w in g  d is c u s s io n  o u tl in e s
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se v e n  of  th o s e  an d  in c lu d e s  th e  T a s k  F o r c e 's  c o m m e n ts  an d  th e  D P A 's  
r e s p o n s e s :

1. T h e  T a sk  F o rc e  a l le g e d  th a t  th e  p r o je c t  w as  in c o n s is te n t  
w it h  th e p r i o r i t i e s  e s ta b l is h e d  in  P u b li c  L aw  93-6 41 , 
c o n c e rn in g  th e  d e v e lo p m e n t o f m u l t i - in s t i tu t io n a l  s y s te m s  
w h ic h  p ro m o te  th e  c o o rd in a ti o n  an d  c o n s o li d a ti o n  of 
in s t i tu t io n a l  h e a lt h  s e r v i c e s  and  th e  s h a r in g  of  s u p p o r t 
s e r v i c e s  n e c e s s a r y  to  a l l  h e a l th  in s t i tu t io n s . DPA  
a d v is e d  th e  T a sk  F o rc e  th a t , w h il e  th e  HM O m ig h t be  
in c o n s is te n t  w it h  th o s e  s ta te d  o b je c t iv e s , it  w as  c o n s is te n t  
w it h  o th e r s  in c lu d in g  th e  p r io r i t y  to  d ev e lo p  m e d ic a l g ro u p  
p r a c t i c e s  an d H M O '6.

2 . T h e  T a s k  F o rc e  b e li e v e d  th a t  th e  HM O w ould  no t s e rv e  th o se  
w it h  th e  g r e a t e s t  h e a l th  c a r e  n e e d s  in  th e  c o m m u n it y . DP A 
n o te d  th a t  th ro u g h  o pen  e n r o l lm e n t , so m e  in d iv id u a ls  w it h  
th e  g r e a t e s t  h e a lt h  n e e d s  w ould  be e n ro l le d  in th e  H M O.

3.  T he  T a sk  F o rc e  s ta te d  th a t  th e  HM O w ould  d u p li c a te  e x is ti n g  
h e a lt h  r e s o u r c e s .  D PA  d is a g re e d , h o w e v e r , s ta ti n g  th a t 
u n n e c e s s a ry  d u p li c a ti o n  w o u ld  n o t r e s u l t .

4 . T h e  T a sk  F o rc e  c la im e d  th a t  th e  a p p li c a ti o n  f a i le d  to  id e n ti fy  
p h y s ic ia n s  w ho  w ould  s e r v e  th e  HM O a s  p r im a r y  c a r e  
p h y s ic ia n s  and  th o s e  w il li n g  to  o f fe r  s p e c ia l ty  s e r v i c e s .  In  
a d d it io n , it  q u e s ti o n e d  th e  a p p l ic a n t 's  a b il it y  to  a t t r a c t  ne w  
r e s o u r c e s  in to  th e  a r e a .  DPA  re s p o n d e d  th a t  th e  HM O h ad  
s u b m it te d  a l i s t  to  DH EW  of  p h y s ic ia n s  w il li n g  to  o f fe r  
s p e c ia l ty  s e r v i c e s .  (T h e  a p p li c a ti o n  c o n ta in e d  th r e e  s ig n e d  
l e t t e r s  f r o m  p h y s ic ia n s  f o r  th e  p r im a r y  c a r e  s ta ff , m e e ti n g  
th e  r e q u i r e m e n ts  of  HM O P la n n in g  P h a s e  re g u la t io n s ) . S in ce  
th e  HM O s ta te d  i ts  in te n ti o n  to  r e c r u i t  p h y s ic ia n s  on  a n a t io n ­
w id e b a s i s ,  new  r e s o u r c e s  w ou ld , in  f a c t , be a t t r a c te d  to  th e  
a r e a .

5.  T he  T a sk  F o rc e  w as c o n c e rn e d  w it h  th e  H M O 's  p o te n t ia l  to  
a t t r a c t  p h y s ic ia n s  aw ay  f ro m  n o n -m e tro p o l i ta n  a r e a s .  T he  
D PA  p o in te d  o u t,  h o w e v e r , th a t  H M O 's  co u ld  not  be h e ld  
s o le ly  r e s p o n s ib le  fo r  th e  m a ld is t r ib u t io n  of  p h y s ic ia n s .
It  n o te d  th a t  H M O 's  w e re  no t th e  o n ly  p o te n ti a l c o m p e t i to r s  
w it h  n o n - m e tro p o l i ta n  a r e a s  - -  h o s p i ta l s  a ls o  s h a re  th a t 
c h a r a c t e r i s t i c .

6 . T h e  T a s k  F o r c e  f e l t  th a t th e  HM O h ad  no t d e m o n s tr a te d  
th a t  it  w ould  a c h ie v e  c o s t  c o n ta in m e n t g o a ls . DPA  r e p l ie d  
th a t  th e  in f la ti o n a ry  t r e n d  of  m e d ic a l  c o s ts  w as a m o ti v a ti n g  
f a c to r  in  th e  p ro m o ti o n  of  H M O 's . S u b s ta n ti a ti o n  of  th e  H M O 's  
a b i l i ty  to  c o n ta in  c o s ts  w as  b a s e d  on  o p e ra ti n g  d a ta  of  H M O 's  
n a ti o n w id e .

27 -2 7 3  O -  78  -  in
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7 . T he T a sk  F o rc e  c i t e d  th e  la c k  of  m a jo r  c o n s u m e r  c o m m u n it y  
s u p p o r t a s  a n o th e r  r e a s o n  to  d is a p p ro v e  th e  a p p l ic a t io n . The  
D PA  s ta ff  c o n c lu d e d , h o w ev er,  t h a t  a d e q u a te  su p p o r t w as 
d e m o n s tr a te d  in  th e  a p p li c a ti o n  b y  th e  in c lu s io n  of  26  l e t t e r s  f ro m  
e m p lo y e r s , la b o r  l e a d e r s ,  and  g o v e rn m e n t o f f ic ia ls  e x p re s s in g  
a p p ro v a l and  in t e r e s t  in  C H C I,  T h e se  g ro u p s  r e p r e s e n t e d  
6 8 ,0 0 0  e m p lo y e e s  an d t h e i r  d e p e n d e n ts .

C o n s is te n t  o p p o s it io n  f ro m  th e  lo c a l m e d ic a l s o c ie ty  to  HM O d e v e lo p ­
m e n t is  e v id e n c e d  by  th e  a tt a c h e d  l e t t e r s  to  th e  HM O P r o j e c t  R ev ie w  T a sk  
F  or c e .
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TIL IPHONE *74 1,0!

June 16, 1976
TOs HMO Planning Grant Review Task Force
FROM: Board of Trustees, Lancaster County Medical Society
On September 18, 1975 the Southeast Nebraska Health Planning Council voted to not approve a federally financed planning grant for an HMO in Lincoln, Nebraska. The main reason for this rejection was the fact that the federal monies earmarked for HMO's and HMO planning was to be funneled to the high priority of medically underserved populations. Evidence then and evidence now indicates that it is indeed questionable whether Lincoln, Nebraska and Lancaster County Nebraska is medically underserved. We would like for you to consider the following:

Medical facilities, medical care and medical planning in Lincoln are excellent.
Evolution of medical care in Lincoln is steadily progressive and respon­sive to community needs indicated by the fact that since May of 1975 eightee new physicians have started practicing medicine in Lincoln, Nebraska.
The use of tax money to support ventures into competition with groups which have been exposed to the risks of the market place is questionable.We must realize that government money can not do all things for all people. The cost of running local, state and federal governments has increased from $63.3 billion in 1950 to $579.5 billion in 1975 - an increase of over 900%. Ironically, with the 200th birthday of our country close at hand it is evident that government has overly involved itself in the lives of its citizens.

Proponents of an HMO organization indicate that an HMO can stabilize and/or reduce the cost of health care. Between fiscal year 1950 and 1974 th cost of personal health care went from $10.4 billion to $90.3 billion-of thi increase
--- about 46% or $36.8 billion can be attributed to inflation.~~— another 15% or $12.3 billion is the result of population growth.--- the remaining 39% or $30.8 billion is due to the publics increaseduse of medical services and to a wide variety of lifesaving, but often costly medical techniques.
How an HMO, or any other health delivery agency for that matter, would be immune from these cost increases is difficult to understand.

Therefore, in view of the above information, the Board of Trustees of the Lancaster County Medical Society would like to respectfully ask that the HMO Planning Grant Project Review Task Force recommend to the Board of Directors of the Southeast Nebraska Health Planning Council and the Southeast Nebraska Health System Agency that the request by the Community Health Care Association for a $125,000.00 HMO Planning Grant Application be denied. The need for and the utilization of an HMO in Lincoln, Nebraska has not been established and it is extremely doubtful that such can be established in the future.
Thank you for your time and consideration.
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LANCASTER COUNTY MEDICAL SOCIETY 
2«66 " O "  STREET 

LINC OLN. NEBRASKA 68510 
TtlEFHO XC «T< !«.->

August 11, 1977

Dear Community Health Care, Inc.
HMO Development Grant 
Project Review Task Force:

The Board of Trustees of the Lancaster County Medical 
Society would like to respectfully comment on the appli­
cation of Community Health Care, Inc. (CHCI) for a one 
million dollar development grant from the federal 
government.
The position of the Lancaster County Medical Society is 
a matter of record. We continue to support community 
efforts directed towards unnecessary and costly dupli­
cation of facilities and services while protecting the 
freedom of choice for every patient. The CHCI proposal 
would defeat these objectives.
The current CHCI proposal contains the same flaws pre­
viously identified by the local health planning agency.
For example, the proposal contends that its "two-tier rate 
structure (is) comparable to premiums paid for conventional 
employee benefit insurance plans." Even if we acknowledge 
this debatable point, the rate structure will still be 
underwritten by an expense of SI million in a federal 
grant and over $2 million in loans. It seems appropriate 
to ask where the savings are and what revenue will be 
available when the loan funds are exhausted? Also, what 
is the proposed source of the loan funds?
On June 23, 1976 the Southeast Nebraska Health Planning 
Council Board of Directors and the Southeast Nebraska 
health Systems Agency Board of Directors wisely and 
appropriately voted to not approve a CHCA K.‘‘J Planninq 
Grant for 5125,000.00 from, the federal government. It is 
indeed unfortunate that these actions are rendered moot 
by a federal law (P.L. 93-641) which allows federal officials 
to overrule decisions cf local anc state agencies. This 
law is presently being challenged locally by the states 
of Nebraska and North Carolina and the American Medical 
Association in Ralcinh, North Carolina. •.

Respectfully,

R. F.  M u e ll e r , M. D ., P r e s id e n t  
L a n c a s te r  C ounty  M ed ic a l S o c ie ty
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H e a lt h  M a in te n a n c e  O rg a n iz a t io n  of  B a to n  R o u g e , In c .
57 90  F lo r id a  B o u le v a rd , S u it e  20 6 
P . O.  Box  64 96 7
B a to n  R ouge , L o u is ia n a  70 80 6 
D ir e c to r :  J o s e p h  H . C a ra b e l lo

H e a lt h  M a in te n a n c e  O rg a n iz a ti o n  of  B a to n  R o u g e , In c . (H M O B R , 

in i t ia l ly  su b m it te d  a p la n n in g  g r a n t  a p p li c a ti o n  f o r  re v ie w  b y  th e  lo c a l 

314(b ) ag en cy  u n d e r  th e  HM O A ct of 1973 . On  J u ly  9,  19 75 , HM OBR  fo rw a rd e d  

a se c o n d  a p p li c a ti o n  fo r  a p la n n in g  g r a n t  to  th e  lo c a l h e a lt h  p la n n in g  c o u n c il  

f o r  it s  re v ie w . In  bo th  in s ta n c e s , th e  lo c a l a g e n c y  re c o m m e n d e d  d is a p p ro v a l . 

HEW  o v e r ro d e  b o th  r e c o m m e n d a t io n s , h o w e v e r , fi n d in g  th a t an  HM O w as  

f e a s ib le  an d th a t th e  p la n n in g  sh o u ld  co n ti n u e .

T h e r e a f te r ,  H M OBR su b m it te d  an  a p p li c a ti o n  fo r  i t s  In iti al  D e v e lo p ­

m e n t P h a s e  to  th e  new ly  fo rm e d  HSA . P r i o r  to  th e  r e o rg a n iz a t io n , th e  

a p p li c a ti o n  had  b e e n  re v ie w e d  by  th e  f o r m e r  314(b)  a g e n c y , w h ic h  had  

fo rw a rd e d  it s  re c o m m e n d a ti o n  f o r  a p p ro v a l to  th e  b o a rd  of  th e  HSA , as 

w e ll  a s  to  th e S ta te  H e a lt h  P la n n in g  C o u n c il . On th e  58 th  day  of  th e  re v ie w  

c y c le , HM OBR  re c e iv e d  a c e r t i f i c a t e  of  n e e d  f ro m  th e  S ta te  H e a lt h  P la n n in g  

C o u n c il . On  th e  62 nd  d ay  of  th e  re v ie w  c y c le , th e  HSA b o a rd  v o te d  to  

r e c o m m e n d  d is a p p ro v a l . T he  a c ti o n  w as e s s e n t i a l ly  in i t ia te d , h o w e v e r , 

by  th e  la p s e  of th e  a ll o w a b le  r e v ie w  p e r io d  an d by th e  i s s u a n c e  of a

c e r t i f i c a te  of n eed .

T he p r o c e s s  of  e v a lu a ti o n  r e f l e c ts  th e  m an y  in a d e q u a c ie s  d e m o n ­

s t r a t e d  b y  H S A 's  in d e a li n g  w it h  H M O s.  E m p h a s is  on  c r i t e r i a  o u ts id e  of  

th e  a g e n c y 's  sc o p e  of re v ie w  an d th e  g e n e r a l  r e fu s a l  to  a p p ro v e  th e  p r o je c t  

b a s e d  on  a d is li k e  of  th e  HM O p h il o so p h y  a r e  e v id e n t in  th e  m in u te s  of  th e  

H S A 's  m e e t in g s . E x a m p le s  of  th is  a r e  d o c u m e n te d  b e lo w
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(I ) R e q u ir e m e n ts  of  c o n s u m e r  r e p re s e n ta t io n  w e re  no t a d h e re d

to  d u r in g  th e  re v ie w  p r o c e s s .  T he C o m p re h e n s iv e  P la n n in g  A c t,  8 7 -7 4 9 , 

an d  th e  H e a lt h  P la n n in g  and  R e s o u rc e s  D ev e lo p m en t A ct,  93-6 41 , r e q u i r e  

lo c a l h e a lt h  p la n n in g  b o d ie s  to  be  c o n s u m e r  d o m in a te d  an d to  fu n c ti o n  w it h

c o n s u m e r  r e p re s e n ta t io n  a t  a ll  l e v e ls .  D is r e g a rd in g  th e s e  r e q u i r e m e n ts ,  

th e  H e a lt h  S e rv ic e s  C o m m it te e  r e v ie w e d  th e  p r o je c t  w it h  tw o m e m b e r s

p r e s e n t  - -  bo th  p h y s ic ia n s . The  m e e ti n g , w hic h  la s te d  fo r  tw o h o u r s ,

c o n s is te d  of  q u e s ti o n s  d i r e c te d  to  th e  d i r e c to r  an d  p r e s id e n t  of  th e  H M O BR. 

A lt h o u g h  th e  tw o p r o je c ts  w e re  a p p ro v e d , th e c o m m it te e  f e l t  th a t th e y  cou ld  

no t v o te  on  HM OBR  s in c e  th e r e  w e re  no t enough  m e m b e r s  p r e s e n t .

(I I)  R e a c ti o n s  of  th e  m e m b e r s  of  th e  HSA to  th e  HM O c o n c e p t ca n  

b e  g le a n e d  f ro m  th e  g ro unds s ta te d  by  th e  P la n n in g  C o u n c il  fo r  r e c o m ­

m e n d in g  d is a p p ro v a l of th e  H M OBR a p p li c a ti o n :

(1) T he  s tu d y  d id  no t a d e q u a te ly  ju s t i f y  th e  need  fo r  an

HM O;

(2) T he a p p li c a ti o n  w as p o o r ly  p r e p a r e d  w it h  in a d e q u a te

in fo rm a ti o n  in  so m e  a s p e c ts  an d m is in fo rm a t io n  in

o th e r  p o r t io n s  o f th e  g ra n t;

(3 ) The  p ro p o s e d  HM O r e p r e s e n te d  p ro b a b le  d u p li c a ti o n

of  s e r v ic e s  s in c e  a n o th e r  HM O w as b e in g  d e v e lo p e d  by

B lu e C r o s s  an d S ta n o c o la .
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T o  s u b s ta n t ia te  H M O B R 's  f a i lu r e  to  d e m o n s tr a te  a n eed  fo r  an  

HM O, th e  HSA a rg u e d  th a t HM OBR w as m e r e ly  p ro p o s in g  an  a l te r n a t iv e  

s e rv ic e  d e l iv e ry  s y s te m  w h ic h  a s s u m e d  th e  in a d e q u a c y  of  th e  p r e s e n t  

s y s te m . H o w e v e r , it  w as  no t f e l t  th a t th is  in a d e q u a c y  w as  d e m o n s tr a te d  

in  th e  a p p li c a ti o n . T he  s it u a t io n  w as c o n s t ra in e d  w it h  th e  K a i s e r - P e r m a n e n te  

P la n  in  C a li fo rn ia , w h ic h  w a s  d e v e lo p e d  b e c a u s e  m e d ic a l s e r v ic e s  w e re  

u n a v a i la b le . S in ce  th is  w as  no t th e  c a s e  in  B a to n  R ouge , th e  n eed  fo r  an  

HM O w as d o u b te d .

T he se c o n d  c r i t i c i s m  fa u lt e d  th e  a p p li c a ti o n  fo r  d a ta  d e f ic ie n c ie s . 

H o w e v e r , th e  HSA w a s  u n c o o p e ra t iv e  in p ro v id in g  h e a lt h  r e la te d  d e m o g ra p h ic  

d a ta . The  C o u n c il  w as  s u b s e q u e n tl y  f u rn is h e d  w it h  a d d it io n a l a n s w e rs  

r e la t in g  to  th e  a r e a s  in  q u e s ti o n , so m e  of  w h ic h  h ad  b e e n  in c lu d e d  in  th e  

d o c u m e n t b e fo re  th e  C o u n c il . T he  a ll e g e d  in a d e q u a c ie s  in c lu d e d  th e  

a b s e n c e  of  a d e f in it io n  of  p r im a r y  c a r e  p h y s ic ia n s , in fo rm a ti o n  on  ho w  th e  

HM O w ould  s e rv e  m e d ic a ll y  in d ig e n t p o p u la ti o n , ho w  th e  HM O w ould  

r e l i e v e  th e  s h o r ta g e  of  p r im a r y  c a r e  p h y s ic ia n s , th e  a b s e n c e  of  a l i s t  of  

c o m m u n it y  n e e d s  and  ho w  th e  HM O w ould  a d d r e s s  th e m , an d a d e m o n s t r a ­

t io n  of  th e  in a d e q u a c y  of  th e  e x is ti n g  s y s te m .

T he th i r d  b a s i s  of  d is a p p ro v a l  c o n c e rn e d  th e  d u p li c a ti o n  of  s e r v ic e s  

p o se d  by  th e  HM OBR  an d S ta n o c o la -B lu e  C r o s s  H M P . T he a s s e s s m e n t  

ig n o re d  th e  s ig n if ic a n t  d i f f e r e n c e s  b e tw e e n  th e  p la n s , th e  m o s t  im p o r ta n t  

d is t in c t io n  b e in g  th a t HM OBR is  se e k in g  f e d e r a l  q u a l i f ic a t io n . In  a d d it io n .
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not in g th e m ere  e x is te n c e  of  a s im il a r  s y s te m  did not a d d ress  th e q u est io n  

of  w het her  th e co m m unit y  co uld  su ppor t th e tw o o p era ti o n s , HE W, in 

ap pro vin g th e ap p li ca ti on , st a te d  it s op in io n  th at  HM OB R w as fe a s ib le , 

and re fu te d  th e ass u m p ti on  th at m ore th an  on e HMO in  a co m m unit y

im p li e s  d up licati on  of  s e r v ic e s .
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G ro up  H e a lt h  of E l P a s o , In c .
E a s tw o o d  M e d ic a l C e n te r  
10301 G ate w ay  W est 
E l P a s o , T e x a s  79 92 5 
(91 5) 592 -0 20 1
B a r r y  C . S tr  it tm a tt e  r ,  P r e s id e n t

G ro up  H e a lt h  of  E l P a s o  (G H E P) su b m it te d  an  In i ti a l  D e v e lo p m e n t 

A p p li c a ti o n  to  th e  lo c a l HSA . T he a p p li c a ti o n  h ad  a l r e a d y  r e c e iv e d  a p p ro v a l 

by  th e  R e g io n a l O ff ic e of  H EW . On  Ju ly  13, 19 76 , th e  a p p li c a ti o n  w as

p r e s e n te d  to  th e  P r o j e c t  R ev ie w  C o m m it te e . T h is  C o m m it te e  su b m it te d

'N e g a ti v e  C o m m e n ts ' to  th e  HSA on  Ju ly  15, 19 76 , a t w h ic h  p o in t th e  HSA 

v o te d  to  ta b le  th e  p r o je c t  f o r  30  d ay s  in  o r d e r  to  st u d y  th e  p ro b le m . O n 

A u g u s t 18, 19 76 , th e  HSA to o k  an  in fo rm a l p o ll  w h ic h  sh ow ed  n in e  (9 ) m e m b e r s

a g a in s t , on e (1) f o r , an d tw e lv e  (12) a b s te n t io n s . W he n th is  in fo rm a ti o n  w as

m a d e  a v a il a b le  to  th e  W est T e x a s  C o u n c il  of G o v e rn m e n ts , th e  C o u n c il

d i r e c te d  th e  HSA to  su b m it  a d e f in it e  d e c is io n . T he HS A th e n  v o te d  "n o

c o m m e n t" . T he C o u n c il  s u b s e q u e n tl y  v o te d  u n a n im o u s ly  to  a p p ro v e  th e  

p r o je c t .

T he f a c to r s  w h ic h  c o n tr ib u te d  to  th e  in d e c is iv e n e s s  and  n e g a ti v e  

c o m m e n ts  on  th e  p a r t  of  th e  HS A c a n  b e  c a te g o r iz e d  a s  fo llow s*

(a ) C o m p le x it y  of  H M O s p re c lu d e  an  e f fe c ti v e  e v a lu a ti o n  by  p la n n in g

a g e n c ie s  w it h o u t d e f in it e  g u id e li n e s .

A ll  f a c e ts  of  H M O s a r e  no t u n d e r s to o d  by  HS A m e m b e r s .

O ft en  c o m m e n ts  a r e  b a s e d  on  f a c to r s  w h ic h  do  no t a c c o u n t fo r



HM O le g a l  r e q u i r e m e n ts ,  an d o p in io n s  a r e  f o rm u la te d  in

r e a c t io n  to  HM O p h il o so p h y  r a th e r  th a n  th e sp e c if ic  n e e d s

of th e  p r o je c t  u n d e r  e v a lu a ti o n .

T h is  e x p e r ie n c e  is  e x e m p li f ie d  by  th e  R ev ie w  C o m m it te e 's  r e c o m ­

m e n d a ti o n  of  'N e g a ti v e  C o m m e n ts ',  w h ic h  w e re  b a s e d  on  th e  fo ll o w in g

re a s o n s :

1. T h e  p ro g ra m  w as to o  r e s t r ic t iv e  b e c a u s e  it  d id  no t in c lu d e

a l l  p h y s ic ia n s  an d h o s p i ta ls  in  E l P a s o .

2 . T h e  p la n  h ad  a s k e d  fo r  to o  m u ch  m o n ey  in  th e  b u d g e t.

[T h e  C o m m it te e  h ad  n o t re v ie w e d  th e  b u d g e t,  b u t f e l t

th a t  $ 5 2 8 ,0 0 0  w as  to o  m u ch  m o n ey , ju s t  to  d e v e lo p  an  

HM O]

3. S in ce  th e y  h ad  a l r e a d y  b e e n  fu nded  fo r  tw o y e a r s  and  h ad  

no t b ec o m e  q u a li f ie d , it  sh o u ld  n o t be co n ti n u e d  fo r  an

a d d it io n a l y e a r .

T he  P r e s id e n t  of  G H E P a t te m p te d  to  o v e rc o m e  th e  a p p a re n t  la c k  of  b a s  

k n o w le d g e  of  HM O s ta tu to r y  r e q u i r e m e n ts ,  s t r u c tu r e ,  an d fu n d in g  p ro v is io n s  

by  e x p la in in g  th o se  a s p e c ts  of  HM O la w  to  th e  HS A m e m b e r s . A s e v id e n c e  

b y  th e  H S A 's  co n ti n u in g  in d e c is iv e n e s s , an  ad  hoc e d u c a ti o n  of  HS A m e m b e r s  

d o es  n o t m e e t th e  p ro b le m . F i r m  c r i t e r i a  m u s t be s u p p li e d  if  H M O 's  a r e  to

be a d e q u a te ly  e v a lu a te d  by  p la n n in g  a g e n c ie s .
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(b ) C o n f li c t of  I n t e r e s t  - -  P r o v id e r  h o s t i l i ty  of  H M O s.

T h e  C h a ir m a n  of  th e  P r o j e c t  R e v ie w  C o m m it te e  an d

th e  HSA is  a m e m b e r  of  th e  T r a n s - P e c o s  M e d ic a l F o u n d a ti o n ;

a s e p a r a te  e n t i ty  w h ic h  h a s  a p p li e d  fo r  a f e a s ib i l i ty  g ra n t

u n d e r  P . L . 9 3 -2 2 2 . F iv e  m e m b e r s  of  th e  B o a rd  s h a re  a

c o m m o n  o ff ic e  c o m p le x  a r e a ,  a s m e d ic a l  d o c to r s  on  th e

b o a rd  a r e  r e p r e s e n t e d  o u ts id e  of  th e  T ra n s -P e c o s  F o u n d a ti o n

fo r  M e d ic a l C a re .

A lt hough  th e  m e m b e r s  w it h  d i r e c t  c o n f li c t of  i n t e r e s t  u l t im a te ly

a b s ta in e d  f ro m  v o ti n g , th e  in f lu e n c e  s u s ta in e d  th ro u g h o u t th e  d is c u s s io n

w a s  u n q u e s ti o n a b ly  s u b s ta n t ia l .  T h e  p r o b le m  is  p a r t i c u l a r ly  a c u te  in  th is

c a s e  in  th a t  th e  c h a i r m a n  of  th e  HS A an d th e  P r o j e c t  R ev ie w  C o m m it te e ,

w h il e  co n c e d in g  to  a c o n f li c t of  i n t e r e s t ,  p ro c e e d e d  to  le a d  th e  d is c u s s io n

a t a l l  t im e s .
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F a m ily  H e a lt h  P la n ,  In c .
5413 S.  76 th  S t r e e t  
G re e n d a le , W is c o n s in  53129

BACKGROUND: Fami ly He alth Flan  Is preo pe ra t to n a l, pro ced tng  under the  HMO gr an t 
program. The HMO Is ente rin g the  In i t ia l  development phase, re qu ir in g  re ­
view  by the  Southeas tern Wisconsin He alth Systems Agency. The review process 
was compli ca ted  by rec ent passage o f c e r tl fI c a te -o f- n e e d  le g is la ti o n  In the 
State o f Wisconsin .

REVIEW PROCESS: Due to  the ce rt lf Ic a te -o f- n e e d  le g is la ti o n , FHP was subje cte d to  
two sep ara te rev iews -  one fo r the  program and one fo r  the  f a c i l i t y .  SEWHSA 
s ta f f  decided th a t the  rev iew  process  would be s im p li fi e d  by us ing  the  same 
rev iew  committee to  do both  revie ws .

Program review re sulted In few problem s. The necessary ap p lica tion  was aub- 
m lt te d In Ju ly  to  the HSA. A minor prob lem developed In asce rta in in g whether  
th e new le g is la ti o n  ap pl ied to  th is  p ro je c t.  SEWHSA was ne ithe r sure o f the  
law's  a p p li c a b il it y  nor were the y sure o f the  appr op ria te  forms th a t had to  
be su bm itted . I t  Is our  op in ion th a t th is  Is no t th e ir  fa u lt  sin ce  the  s ta te  
passage o f the  law was oc cu rr ing concu rrently and fi n a l re gula tions were 
somewhat ambiguous.

The program rev iew  took place on Ju ly  28, 1977, w ith  on ly a few minor ob jec­
tions by committee members. The s ta f f  recommendation was ve ry  fa vo ra b le . 
App roval o f the  program s p e c if ic a ll y  did no t Inc lude  the  f a c i l i t y  which was 
le f t  open u n ti l a subsequent rev iew  would take plac e.  The ex ec ut ive board 
con firm ed the program approval  on August 4, 1977-

F a c ll lt y  rev iew  under 1122 posed the  most se rio us  problem s. SEWHSA s ta f f  
rev iew  and recommendation on the  a p p lica tion  aga in was very fa vo ra b le . The 
review too k place September 22. During  the  d iscu ss io n,  a number o f ne ga tiv e 
po in ts  were brought up and re fu te d by FHP s ta f f  present a t the  revie w. The 
rev iew  committee f in a ll y  recommended appro va l by a margin o f one vo te , th a t 
bein g cast  by the  committee cha irman.

The ex ec ut ive committee o f the  SEWHSA subsequently turned down the  ap p lica tion  
on Octo ber 6,  c it in g  5 reasons fo r  the re je c ti o n . FHP s ta f f  f e l t  the ra tiona le  
was u n ju s ti fi e d . Two op tio ns  remained, - e it h e r seek an appeal or at tempt  to  
ge t the sta te  to  rev erse the commi ttee's  decis io n. The FHP Board took  the 
forme r ro ut e.  FHP s ta f f  subm itte d documentation to  re fu te  each o f the  fi v e  
reasons fo r di sa ppr ova l, and at a subsequent rev iew  on November 3, ob tained 
approval fo r  the  f a c i l i t y .

MAJOR DIFFICULTIES: From the  stan dp oint  o f an HMO, a number o f d i f f ic u lt ie s  w ith  
the  review process were pe rceive d.  These are:

1. In a b il it y  o f review committee members to  reasonably ev alua te  a program
li k e  an HMO. I t  Is the  co nte nt io n o f FHP s ta f f members presen t th a t
the  committee members do not re a ll y  understand what an HMO Is . Several  
committee members cont inu ed  to  pe rceiv e the HMO as a su bs id ized  pla n 
which Is to  serve  the  low-income po pula tio n. Lo ca tion o f f a c i l i t y  was 
a major Issue. Committee members wished the  HMO to  loca te  ve ry  clos e to  
the  low-Income po pu la tio n to  Inc rea se th e ir  access to  ca re . However, 
th is  would have had a s ig n if ic a n tl y  ne ga tiv e e ff e c t In at te mpt ing to  
reach the  pr imary  market the HMO Intends ser ving.  Committee members 
would ev alua te  "ne ed" fo r the  p ro je c t on ly on the  basis  o f pr ovid in g care  
to  an under-served popula tion.
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Page 2 -  Ma jor  D if f ic u lt ie s  Continued

?.  P ro te ct io n o f perso na l In te re s ts  by review committee members. Since 
the  review committee has ample re pr es ent at ion from  pr ov ider s o f he al th  
ca re , I t  appears th a t some view HMO's as a p o te n tia l th re a t.  Because 
o f th is  fa c t , and HMO w i l l  c e r ta in ly  fac e a hard core o f conm ltte e 
members who w i l l  be tr y in g  to  pro te ct the  "s ta tu s  qu o".  The most ou t­
spoken pla n c r i t ic s  were pr ov ider s o f he alth  ca re , espec ia lly  physi c ia ns, 
some o f whom were no t even clos e to  the  proposed se rv ice area . I t  goes 
w ithout saying th a t new programs such as th is  w i l l  always have to  
s trugg le  ag ains t es ta blis hed p a rt ic ip a n ts  In the he al th  care f ie ld ,  due 
to  the  committee s tr u c tu re .

3- Refusa l o f committee members to  deal  w ith  re leva nt  Iss ue s. Much o f
th is  can be a tt ri b u te d  to  the  p r io r  two po in ts . FHP s ta f f  succ essf u lly  
re fu te d the fi v e  ma jor  ob je ct io ns to  ap pr ov al . In the subsequent re - 
revle w,  almost  no mention was made o f the  Iss ue s; Instea d,  ot her  Issues , 
ma inly those o f personal op in io n , were brough t ou t.  Since the  revlewee 
Is unable to  speak a t an ex ec ut ive board revie w,  many Issues th a t could  
have been re fu te d went unanswered and swerved ot her committee members.

. Lack o f c le a r,  conc ise  standards by which an HMO can be ev alua ted. No 
c le ar c r i te r ia  e x is t to  gu ide HSA committee members In th e ir  decls Io n .
For example, I t  Is d i f f i c u l t  to  ev alua te  need fo r a p ro je c t,  when no 
standard s o f need have ye t been deve loped fo r  an HMO review.  Since 
there are no app lic ab le  gu ides , committee members use th e ir  own c r i te r ia .

SUMMARY: The whole rev iew  process was a stre nous  un de rta kin g fo r FHP s ta f f .  The 
process too k nearly  fi v e  months from begin nin g to  end and Involv ed subs tan ­
t ia l  time and e f fo r t .  The process cre ate d a gr ea t deal o f unce rta in ty  and 
se t the HMO's tim eta ble  back 60 days. While we could  ap pr ec ia te  the  coopera ­
ti o n  o f SEWHSA s ta f f ,  the  review process leaves a lo t to  be de si re d.  A ft e r 
a l l ,  the pr im ary o b je c ti ve  o f an HMO Is c o s t- co n tr o l,  wh ich Is , a ft e r  a l l ,  
one o f the ma jor goals  o f the  HSA.
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V a ll e y  H e a lt h  P la n  
P . O.  Box 227 
441 W est S t re e t
A m h e r s t , M a s s a c h u s e t ts  01002 
F . Q. R ic e  
E x e c u ti v e  D ir e c to r

V a ll e y  H e a lt h  P la n  (V H P) is  a HM O p r o g r a m  g r a n te e . In  J a n u a ry  
19 76 , V H P  s u b m it te d  i ts  a p p li c a ti o n  fo r  an  in it ia l d e v e lo p m e n t g r a n t  to  th e 
W e s te rn  M a s s a c h u s e t t s  H e a lt h  P la n n in g  C o u n c il  (W M H PC ) fo r  r e v ie w . An  
a d v e r s a r y  r e la t io n s h ip  q u ic k ly  d e v e lo p e d  b e tw e e n  V H P and  W M H PC . F ro m  
th is  e x p e r ie n c e  V H P 's  E x e c u ti v e  D ir e c to r  d re w  th e  fo ll o w in g  c o n c lu s io n s :

"1. N e it h e r  th e  s ta ff  n o r  th e  s u b - a r e a  a d v is o ry  c o u n c il  u n d e r ­
s to o d  a n y th in g  in  any  dep th  ab o u t H M O s.  W ha t th e y  th o u g h t 
th e y  k new  w a s  e r ro n e o u s  o r  s e v e re ly  b ia s e d  fo r  th e  m o s t 
p a r t .

2 . M an y of  th e c o n s u m e r  m e m b e r s  of  th e  c o u n c il , r e f le c ti n g  
th e  m o ti v a ti o n s  th a t le d  th e m  to  v o lu n te e r  in  th e  f i r s t  p la c e , 
h ad  s tr o n g  s o c ia l  a c ti o n  ag en d a  of t h e i r  ow n.  T h e y  co u ld  
not a c c e p t any  in t r in s ic  v a lu e  in  an  o rg a n iz a t io n  th a t v a lu ed  
f i s c a l  so lv e n c y  o r  sa w  it s  ro le  a s  d i f f e r e n t  f ro m  s e rv in g  th e  
p o o r  a s  i ts  to p  p r io r i t y .

3.  A ll ie d  to  th is  w as th e  la c k  of  p r a g m a t is m  on  th e  p a r t  of  m uch  
of th e  c o u n c il . F e w  w e re  w il li n g  to  ack n o w le d g e  th e  n e c e s s i ty  
of  th e  p o l i t ic s  of c o m p ro m is e  in  th e  d if f ic u lt  t a s k  of  HM O- 
b u il d in g . I s im p ly  c o u ld n 't  g e t th ro u g h  w hy th e  p h y s ic ia n  
g ro u p s  in te r e s te d  in  jo in in g  V H P d id  n o t f e e l  th e y  cou ld  
d o n a te  th e i r  t im e ,  o r  why  th e y  w ould  no t le a p  f ro m  v ir tu a ll y  
no  f o rm a l  q u a li ty  a s s u r a n c e  p r o g r a m  to  e x te r n a l  v ie w .

4. F in a l ly , I am  a f ra id  th a t th e  HSA s c o n ti n u e  to  b e  g r e a t ly  
in f lu e n c e d  by  th e  h e a lt h  c a r e  e s ta b l is h m e n t , w ho  f e a r  th e  
ch an g e  H M O s th r e a te n . T h is  is  b o th  by  t h e i r  d i r e c t  
r e p r e s e n ta t io n  on  th e  c o u n c il s , b u t a ls o  by  t h e i r  s tu d ie d  
c o u r ti n g  of  s ta ff  m e m b e r s . U n d e rp a id , yo un g p la n n e r s
c a n  a l l  to o  e a s i ly  be  tu rn e d  ju s t  enough  in  t h e i r  p e r s p e c t iv e s  
to  d i s t r u s t  th in g s  th a t  th e y  d o n 't  r e a l ly  u n d e r s ta n d , su c h  a s  
H M O s.  T h is  h a p p e n e d  in  o u r s i tu a t io n ."
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H e a lt h  C a re  P la n , In c .
66 4 E l l i c o t t  S q u a re  B u il d in g  
B u ff a lo , N ew  Y o rk  14 20 3 
A r th u r  G o s h in , M . D. 
P r o j e c t  D i r e c to r

T h e  W e s te rn  N ew  Y o rk  a r e a  i s  f o r tu n a te  in  h a v in g  a h e a l th  
s y s te m s  a g e n c y  w h ic h  is  w e l l - o r g a n iz e d  an d  p r o g r e s s iv e  in  i t s  c o n c e rn  
f o r  th e  e f f ic ie n c y  a n d  e f f e c t iv e n e s s  of  th e  h e a l th  d e l iv e r y  s y s te m  a s  w e ll  
a s  fo r  in n o v a ti v e  p r o g r a m  d e v e lo p m e n t.  T h e  a g e n c y  h a s  h ad  l i t t le  
p r e v io u s  e x p e r ie n c e  w it h  H M O -t y p e  o r g a n iz a t io n s , in a s m u c h  a s  th e  
H e a lt h  C a re  P la n  an d  th e  W e s te rn  New  Y o rk  H e a lt h  P la n n in g  C o rp o ra t io n , 
b o th  d e v e lo p in g  H M O 's , a r e  th e  f i r s t  in  th e  r e g io n . B e c a u s e  th e  HSA 
s ta f f  and  m e m b e r s  h a d  a m in im a l  e x p o s u re  to  HM O i s s u e s ,  th e  a g e n c y  
s p o n s o re d  a o n e -d a y  e d u c a t io n a l  s e s s io n  in  w h ic h  f e d e r a l  an d  s ta te  o f f ic ia ls  
a s  w e ll  a s  HM O e x e c u t iv e s  f r o m  o th e r  p a r t s  o f th e  S ta te  w e r e  in v it e d  to  
d i s c u s s  r e le v a n t  m a t t e r s .  S u ch  s e s s io n s  a r e  v a lu a b le  an d  sh o u ld  be  
e n c o u ra g e d .

T h e  H e a lt h  C a re  P la n  h a s  o b s e rv e d  c e r t a in  d i f f ic u l t ie s  w it h  th e  
p la n n in g  an d  r e v ie w  p r o c e s s ,  h o w e v e r . In  a r e c e n t  s e r i e s  o f e v e n ts  
c o n c e rn in g  th e  HS A r e v ie w  a n d  c o m m e n t on  th e  in i t i a l  d e v e lo p m e n t 
a p p l ic a t io n s  o f th e  tw o d e v e lo p in g  H M O 's , im p o r ta n t  d e f ic ie n c ie s  in  th e  
s t r u c tu r e  an d  p r o c e s s  o f s u c h  r e v ie w s  w e re  e n c o u n te r e d .

T he H e a lt h  C a re  P la n  and  th e  W e s te rn  N ew  Y o rk  H e a lt h  P la n n in g  
C o rp o ra t io n  a p p li e d  f o r  f e d e r a l  in i t i a l  d e v e lo p m e n t fu n d s a t  th e  s a m e  
t im e  an d  w il l s e r v e  p a r t i a l ly  o v e r la p p in g  g e o g ra p h ic a l  a r e a s .  By  th e  
u s u a l  f e d e r a l  p la n n in g  p a r a m e t e r s ,  th e  to ta l  a r e a  (E r ie  C oun ty  an d  p a r t s  
of N ia g a ra  C o u n ty ) i s  c a p a b le  of  s u p p o r t in g  m o r e  th a n  o ne  HM O . A t on e 
t im e  in  th e i r  r e s p e c t iv e  d e v e lo p m e n t,  th e  tw o o r g a n iz a t io n s  c o n s id e re d  th e  
p o te n t ia l  fo r  m e r g e r  b u t th ro u g h  a  c o u r s e  of  d i s c u s s io n s  c o n c lu d e d  th a t  an  
o r g a n iz a t io n a l  m e r g e r  w a s  n o t f e a s ib le .  T h e  HSA re v ie w e d  tw o in d e p e n d e n t 
a p p l i c a t io n s .

T he s ta f f  o f th e  HS A is  o p en  to  a d m it  th a t , g iv e n  t im e  c o n s t r a in t s  
an d  s ta f f  e x p e r t i s e ,  th e  on ly  f e a s ib le  r e v ie w  of  s u c h  a p p l ic a t io n s  i s  a  v e r y  
s u p e r f i c ia l  o n e . B o th  a p p l ic a t io n s  a r e  a p p ro x im a te ly  1 ,4 0 0  p a g e s  in  le n g th  
an d  c o n ta in  f in a n c ia l  an d  s t a t i s t i c a l  d a ta  w h ic h  c o u ld  n o t b e  a d e q u a te ly  
r e v ie w e d  in  d e ta i l .  M o r e o v e r , it  w a s  n o t p o s s ib le  fo r  th e  6 ta ff  to  d i s c e r n  
th e  s u b t le , u n d e r ly in g  d i f f e r e n c e s  an d  o b je c t iv e s . A lt h o u g h  th e  HS A s ta f f  
w a s  in v o lv e d  in  th e  p r e v io u s  m e r g e r  d i s c u s s io n s ,  th e  im p r a c t i c a l i ty  of  su c h  
a m o v e  w a s  n o t fu ll y  a p p r e c ia te d .  A t th e  s a m e  t im e , th e  H S A 's  an d  s ta te  
r e g u la to ry  o f f ic e s  a r e  o p e ra t in g  u n d e r  a  c r i t e r i a  of  r e d u c in g  o r  a v o id in g  
n o n -d u p l ic a t io n  o f s e r v i c e . .  H e n c e , th e  tw o a p p l ic a t io n s  w h ic h  p ro p o s e d  to
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im p a c t  on  th e  s a m e  g e o g ra p h ic a l  a r e a  w e r e  in t e r p r e t e d  a s  d u p l ic a t io n  
o f s e r v i c e .  A lt h o u g h  p r e v io u s  HS A re v ie w s  h a v e  d e m o n s tr a te d  a  la c k  
o f p r im a r y  c a r e  r e s o u r c e s  a n d  e v e n  th o u g h  no  o th e r  HM O o r g a n iz a t io n s  
c u r r e n t ly  e x i s t  o r  a r e  u n d e r  d e v e lo p m e n t in  th e  a r e a ,  th e  c r i t e r i a  
u s u a l ly  a p p l ie d  to  h o s p i t a l s  an d  n u r s in g  h o m e s  w e re  a p p l ie d  to  HM O 
d e v e lo p m e n t.  T he  r e c o m m e n d a t io n  w h ic h  th e  HS A s ta f f  in i t ia l ly  m a d e  
w a s  th a t  th e  tw o  o r g a n iz a t io n s  m e r g e  an d  th a t  th e  one o r g a n iz a t io n  b e  
fu n d ed .

T h e  p r o c e s s  o f s u b a re a  an d  e x e c u t iv e  c o m m it te e  r e v ie w  y ie ld e d  a 
d i f fe r e n t  i n t e r p r e t a t i o n  in  w h ic h  th e  o b je c t iv e  of  m a x im iz in g  f in a n c ia l  
r e s o u r c e s  to  th e  a r e a  b e c a m e  m o r e  im p o r ta n t .  T he e x e c u ti v e  c o m m it te e  
r e c o m m e n d e d  th a t  b o th  in d e p e n d e n t o rg a n iz a t io n s  b e  fu n d e d .

A t th e  c o n c lu s io n  o f th e  DH EW  re v ie w , th e  r e g io n a l  o f f ic e  n o ti f ie d  
b o th  o r g a n iz a t io n s  th a t  i t  in te n d e d  to  fu n d  on ly  one o r g a n iz a t io n . T h is  
a c t io n  on  th e  p a r t  o f DHEW  w as a p p a r e n t ly  ta k e n  w it h o u t n o ti fy in g  o r  
c o n s u lt in g  th e  HSA . T h e  HS A e x e c u ti v e  c o m m it te e  m e t  a g a in  a n d  a g r e e d  
to  m a in ta in  i t s  in i t i a l  r e c o m m e n d a t io n  fo r  th e  fu n d in g  of  b o th  o rg a n iz a t io n s .

T he p r o c e s s  w h ic h  H e a lt h  C a re  P la n  h a s  u n d e rg o n e  d e m o n s t r a te s  
c l e a r ly  th a t  m an y  H S A 's  do  n o t h a v e  a p p r o p r ia te  s ta f f  e x p e r t i s e  to  d e a l 
w it h  th e  u n iq u e  i s s u e s  o f HM O d e v e lo p m e n t.  T he  c r i t e r i a  o u tl in e d  in  th e  
f e d e r a l  r e g u la t io n s  a r e  to o  g e n e r a l  an d  c a n , in  so m e  c a s e s ,  b e  m is le a d in g . 
T h e re  is  a d e f in it e  n e e d  fo r  m o r e  s p e c if ic  c r i t e r i a  a n d  fo r  c r i t e r i a  w h ic h  
a r e  r e le v a n t  to  th e  m a jo r  i s s u e s  b e in g  a d d r e s s e d  by  HM O d e v e lo p m e n t.
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T h e  fo ll o w in g  o rg a n iz a t io n s  e n c o u n te re d  s e r io u s  p la n n in g  

d if f ic u l t ie s  w it h  th e  lo c a l  HSA d u rin g  th e  g r a n t  fu nd in g  p r o c e s s  

and  h a v e  no t b e c o m e  o p e ra ti o n a l:

1. N o rth  C e n tr a l  C o n n e c ti c u t HM O 
27 5 B ro a d  S t r e e t  
W in d s o r , C o n n e c ti c u t 06 09 5

2.  T he  G ulf  C o a s t F a m ily  H e a lt h  
F o u n d a ti o n , In c .

912 C o n v en t A ven ue 
P a s c o g o u la , M is s is s ip p i  39 56 7

3.  S o u th w e st M e d ic a l P la n  
S u it e  111 1
74 30 L o u is  P a s t e u r  D ri v e  
San  A n to n io , T e x a s  78 22 9

4 . S o u th e a s te rn  M o n ta n a  H e a lt h  P la n  
2101 C la rk  S t r e e t  
M il e s  C it y , M o n ta n a  59301

D o c u m e n ta ti o n  of  th e  p r o b le m s  e n c o u n te re d  b y  th e s e  o r g a n iz a ­

t io n s  is  on  f il e  w it h  H E W 's  D iv is io n  of  HM O D e v e lo p m e n t,  56 00  F i s h e r s  

L a n e , R o c k v il le , M a ry la n d .

2 7 -2 7 3  0  -  78  -  11
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TAB LE I I

F e d e ra l Em ploy ee s H e a lt h  B e n e f i ts  

S e l f  an d Fam ily  -

G ovem ce nt- W id e F la n s

S e rv ic e  B e n e f i t P la n

In d e m n it y  B e n e f it  P la n

Gro up  P r a c t i c e  P la n s

Gro up  H e a lt h  A s s o c ia ti o n , D.C.  

Group  H e a lt h , P u g e t So und 

Group  H e a lt h , S t .  P a u l 

HIP o f  G re a te r  New Y or k

K a is e r ,  H aw ai i

K a is e r ,  N o rt h e rn  C a l i f o r n ia

K a is e r ,  Orego n

K a is e r ,  S o u th e rn  C a l i f o r n i a

M et ro  H e a lt h  P la n , D e t r o i t

R oss -L oos M ed ic a l Grou p

I n d iv i d u a l  P r a c t i c e  P la n s

Group  H e a lt h  I n c . ,  New Yor k

H aw aii  M ed ic al S e rv ic e

W as h in g to n  P h y s ic ia n s  S e rv ic e s

P ro g ra n  In c re a s e  in  Pre mium  19 61 -1 97 8 

Hig h O p ti on  C ove ra ge

B iu e ek ly  Premiu m by

C o n tr a c t Yea r P e rc e n t In c re a se

1961 1978 1961 -  1978

$ 8 .9 4 $5 1. 55 47 6 .6 2

8.0 6 40 .4 1 40 1.37 .

1 3 .0 9 56.3 3 330 .7 2

1 0 .7 7 4 4 .6 4 314 .5 2

1 0 .5 2 4 5 .9 3 33 6 .6 2

1 2 .8 9 3 7 .3 3 1 8 9 .6 2

9 .5 1 39.8 6 31 9 .1 2

9 .5 5 39.7 6 3 16 .3 2

8 .4 7 41 .0 8 385 .0 2

9 .2 1 46 .6 3 40 6 .3 2

11 .4 5 6 1 .1 J 434 .0 2

8 .7 2 49 .9 7 4 7 3 .0 2

1 1 .7 8 42 .3 5 259 .5 2

1 0 .4 8 4 4 .6 3 '32 5. 82

10 .7 1 51 .1 3 377 .4 2

S o u rc e : U .S . C iv i l  S e rv ic e  C ouuai ss io n , B ur ea u o f R e ti re m e n t,  In s u ra n c e , 
an d O c cu p a ti o n a l H e a lt h , W ash in g to n , D.C.
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Senator  K ennedy. We will go to Mr. Graham now.
Mr. Graham. Mr. Chairman and Senator Schweiker, I am Roger 

Graham, assistant vice president  of health care services of the Blue 
Shield Association.

Today, I am also representing the Blue Cross Association. The 
Blue Cross and Blue Shield Association are the national coordina t­
ing agencies respectively of the 70-member Blue Cross plans in the 
United  States and Puerto Rico and the 70-member Blue Shield 
plans in the United  States and Puerto Rico.

I thank  you for the opportunity  to share with you our thoughts 
generally on amendments to the HMO Act, and on S. 2534 more 
specifically.

The views I shall present reflect the knowledge and experience 
gained by the Blue Cross organization, and the Blue Shield organi­
zation through the administration of both governmental and pr i­
vate underwritten health care financing programs, and through  in­
volvement in the HMO movement at the local, State, and national  levels.

Today, Blue Cross and Blue Shield plans serve over 90 million 
subscribers under private programs and an additional 26 million 
people under Government programs.

Over the past 20 years, the Blue Cross and Blue Shield organ i­
zations have invested increasing amounts of financial resources and 
expertise in HMO’s, in order to provide additional choice for our 
subscribers with respect to community financing and delivery of 
health care services. Blue Cross and Blue Shield plan associated 
HMO’s now number 65, operat ing in 26 States and the Distr ict of 
Columbia and serving over 1.5 million people.

Generally, we support the majori ty of amendments proposed in 
S. 2534 as a means of fine tunin g certain existing provisions of 
title XTTT of the Public Health Service Act and furth ering the 
development of HMO’s into the next decade. Accordingly, for the 
sake of brevity, our statement will focus primarily on those pro­
posed amendments which cause us some concern.

SPEC IF IC  CO M M EN TS  ON  S. 2 53 4

First, we fully support as reasonable and needed changes sec­
tions 2. 3, 5, 6(a),  8, and 12, of S. 2534, which would respectively:

Clari fy that  only physician services offered bv an HMO must be 
provided through the medical staff, group, or IP A; clarify tha t 
out-of-area services must be emergency services to be compensible, 
and permit waiver on contracting limits for outside services in the HMO’s first 4 years of operation;

Increase the maximum overall and annual levels of financial sup­
port for individual HMO’s, which we believe reasonably reflects inflationary trends since the act’s inception;

Provide for reasonable limitations and exclusions on benefits as 
the Secretary  may approve, as a contingency—we presume—against 
such major catastrophies as nuclear disaster, war, et cetera;

Require employers maintaining  deduction systems to provide pay­roll deductions for employees electing HMO’s; and
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Extend the act through September 30, 1984. and increase the 
appropriations on a sliding scale from $50 million in fiscal year 
1978 to $95 million in fiscal year 1983; restore to the Secretary s 
discretion the assignment of HMO administrative  responsibilities.

Second, we generally support section 9, which establishes a na­
tional HMO intern program for HMO management personnel. M e 
believe tha t such a program would significantly enhance the quality 
of HMO administra tion. We have two recommendations for im­
proving this section. First, we recommend that  a national advisory 
committee, consisting of representatives of appropriate  health man­
agement disciplines, be established to guide the Secretary with re­
spect to the overall implementation of this program, particularly  
the curriculum content. Also, we recommend that section 9 provide 
for the development by the Secretary of standards for intern appli ­
cants and the HMO’s or other entities which may apply for grants 
under this section.

We oppose section 11, which would exempt HMO’s from Federal 
requirements for State certificate of need programs. We believe, as 
the Blue Cross Association recently stated in testimony on the 
Health  Plannin g Amendments of 1978, tha t HMO’s should be sub­
ject to no more, and no fewer, controls than are imposed on capital 
expenditures of providers in the trad itional health care delivery 
system or other alternative systems.

We recognize that  problems may arise where an HMO’s intent to 
use existing facilities on a contract  basis is thw arted for one reason 
or another. Such as HMO may be forced to propose a capital ex­
penditure to provide such services. To address this problem, we 
recommend tha t the act’s provision for “special consideration” re­
view crite ria with respect to HMO applications be maintained. This 
provision assures an opportunity  to examine the merits of the indi­
vidual circumstances of such entities.

We wholeheartedly support the intent of section 10, to insure that  
HMO’s are fiscally sound and do not engage in inappropr iate busi­
ness transactions. However, we have serious concerns with the spe­
cific requirements of section 10. The requirement to report transac ­
tions which “may have an adverse effect on the  fiscal soundness and 
reasonableness of charges to the HMO” is vague. Overzealous admin­
istration  of such a broad provision could place excessive admin istra­
tive burdens and costs upon HMO’s. To guard  against tha t potential, 
we recommend either (1) that reasonable do llar or percentage of the 
budget parameters be specified in the act for transaction reporting;  
or, even more preferably, (2) tha t existing health insurance indus­
try  report ing practices be adopted. These require a detailed financial 
statement, a list ing of parties  at interest, and a report of the  precise 
nature  and extent of any relationships with other organizations, 
including common ownership and control. Author ity should be given 
the Secretary to require fur ther informat ion on a case-by-case basis 
for investigative purposes.

Finally, we have a basic concern with sections 4 and 7 which 
would provide Federal financial support under the act to HMO’s 
which “demonstrate capabil ity for continued fiscal soundness” for 
the costs of equipping, constructing, acquiring, or renovating  ambu-
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latory care facilities and for the “improvement of services.” We 
recognize the need to assist those HMO’s which, although they are 
fiscally sound, are unable to obtain funds in the private  market 
either because of the significant amount of debt they incurred to 
begin initial operations or because thei r short term in operation 
places them at a disadvantage against borrowers with more estab­
lished credit records.

However, we argue against the provision of Federal funds to 
established IIMO's whose fiscal soundness makes them capable of 
service improvement or facilities expansion through  their  own debt 
structure.

We would hope that the committee’s report reflects the intent to 
provide Federal assistance only to those fiscally sound organizations 
unable to obtain financing in the private marketplace. Grant moneys 
to well-established IIMO ’s might well merit support when those 
HMO’s provide care to medically underserved areas.

Thank you again, Mr. Chairman and Senator Schweiker, for the 
opportunity  to present our views today.

Thank  you.
Senator Kennedy. Let me just ask you if I could on these, Mr. 

Graham, as I unders tand what you are saying, you favor the re­
quirements that  exist under SEC in terms of disclosure?

Mr. Graham. Essentially; yes.
We have talked about it in those terms.
Senator Kennedy. Is it comparable comparison between HMO 

and insurance companies?
It  seems to me tha t once providing services to a more complex, 

more complicated, more involved set of interests, their  potential for 
conflict may very well be-----

Mr. Graham. I agree with you that  they are different.
But the insurance indust ry has been through a number of com­

parable things.
I am thinking back to the days of management contracts which is 

abuse of a self-dealing tvpe that  we are now concerned about in 
HMO’s. and I really think  there are some things tha t could be 
crossed over effectively.

Senator Kennedy. Mr. Lane, do you support financial disclosure?
Mr. L ane. Yes.
Mr. Coiielan. Yes, Senator.
Senator  K ennedy. The staff informs me that  we have been over a 

number of times in terms of those par ticu lar provisions, and we 
are open to suggestions, and we are fully convinced tha t you arc 
sincere in trying to deal with this issue as well, and will ask the 
staff to sit down with you and review them and find out again and 
see what suggestions you have.

Mr. Graham. We would appreciate that opportunity.
Senator Kennedy. Mr. Graham, in cases where Blue Cross/Bluc 

Shield create an HMO. and tha t HMO is in competition with the 
existing Blue Cross or Blue Shield plan, do you see any danger of 
conflict of interest which may arise?

Mr. Graham. I think  there can be. I do not think there has to 
be, and I think  we have built into this program perhaps inad-
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vertently some things  which tilt the balance toward the creation of 
a conflict-of-interest situation, the separate entity requirements 
and the concern over self-dealing, which we got burned pret ty badly 
in California , and the concern is justifiable, but we should not let 
it make us paranoid.

Let us use your friendly Buick dealer as an example. lie  has got 
everything from an Opel to a Limited on the floor. And what he 
wants to do is sell you a car as an alternative to your buying it 
from the Chrysler dealer.

He will tell you what kind of car  you want. The Blue Shield plan 
I was with has converted a third of their  membership from con­
ventional coverage to HMO coverage, using again the model you 
are fami liar with because it was cited in the conference report of 
1973.

In that kind of situation there is no conflict of interest. In fact, 
the plan is pushing the HMO expansion. If  we create situations 
where there must be virtually adversary  relationships between the 
two entities, then to t ry and b ring the strengths of the private sector 
to bear on HMO problems does create some kind of conflict of 
interest.

I think the problem reaches back beyond conflict of interest, 
though.

Senator Kennedy. Ts it not different from the local car distributor 
in that the fact that the insurance company has heavy influence in 
terms of doctors themselves tha t would be involved in these pro­
grams?

Mr. Graham. Well, we are sometimes given credit for having 
more influence than we do. T do think that  the Blue Shield plans 
particularly  can influence doctors’ attitudes toward such things as 
TTMO’s. and we have got a flock of them to demonstrate that.

Senator Kennedy. Mr. Lane, how many maintenance organiza­
tions are on hospitals or have exclusive use of hospitals?

Mr. Lane. There are five Kaiser Regions—we have six Regions— 
five of them own and operate their  own hospitals.

Senator Kennedy. How many ITMO’s would take advantage of 
the provision excluding certificate of need for hospitals?

Mr. Lane. I t is a little difficult to say.
We think at the present time our organization would because we 

are planning either to buy or build new hospitals depending upon 
the economics of the situation.

Group Health Association here in Washington probably would. 
They have a serious problem. They have had difficultv in certificate 
of need. It  does not appear  that  Group Health would in the near 
future.

The major development would be in southern California where we 
are growing rapid ly and closed at the present time because we can­
not cet faciHties on line. Also, in Hawaii.

Senator Kennedy. This is what T was interested in. what you 
could tell us about the numbers that had been turned down by 
certificate-of-need panels for hospital construction.

Mr. Lane. My basic knowledge in that  area is Group Health As­
sociation here in Washington, our own experience, and to date we 
have not been turned down.



163

We have come very close in about three cases within one vote, 
one of them lasting over a year, and the vote had to be reversed; 
we had to do some work.

It  is a political process. I t was not based on the merits of the case.
We have had to date no adverse experience in our own program.
I would like to give you a couple more illustra tions of the kinds 

of things we are facing.
In Orange County, which you are probably fami liar with, we 

have a t the present time over iOO.OOO members, and we do not have 
a hospital. We need to get one there.

The HSA  there has indicated very strongly that they would op­
pose our construction of the hospital.

We have had a site there-----
Senator Kennedy. What is the occupancy ra te of the hospital?
Mr. Lane. Very low. About 50 percent.
There are a lot of little proprieta ry hospitals in that  area, many 

of them inadequate, so the proposal by HSA  is for us to purchase 
a hospital instead of building our own, and you would be surprised  
what that  does to the price of hospitals.

We have had a number of proposals to sell hospitals to us at 
prices above any conceivable worth—one of them in bankruptcy 
two or three times.

Senator Kennedy. Well, isn’t there another side of that  coin, too, 
that  if you exclude the HMO’s. they come in and increase the beds? 
We’ve seen in the past very unimaginative way of dealing with un­
used beds. Maybe you could do it better and cheaper in the one 
sense, and we are going to find unused beds in the other tha t we 
can’t do anything with, in effect ending up in the totality paying  a 
good deal more.

Now, how do we deal with that?
Mr. Lane. Well, there are two questions. The first is whether the 

total community really ends up paying more, and we have a study 
here by TCF, Inc., for IIE W—we did not do, but we have looked 
at it—which indicates tha t even where an HMO develops its hos­
pital, where there are excess beds, there is a total savings to the 
community. Now, that is based on some studies and premises which 
may be questioned—and what we have proposed in our amendments 
is an alternat ive for your consideration, because we realize tha t’s an 
important question.

And tha t alternative basically says tha t if an HMO in an area 
where there are excess beds can’t make use of those beds in a manner 
tha t makes sense—and we have outlined what we think that  is: cost 
effective, get the positions on the staff—then in tha t case it should 
he allowed to build , because if you don’t do that , what you are doing 
is placing  in the hands of the existing hospitals and their  reluctance 
to deal with the HMO the ability  to stop it. It ’s essentially what you 
are doing.

So what we are proposing is to say if tha t occurs, then free the 
THIO and let it go ahead.

Senator Kennedy. Well, what do we do—look at it from our 
point of view—if we give you an exclusion, what about other groups 
that are going to come in and ask for an exclusion?
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Mr. Lane. Well, we will help you resist them. I think  you have 
to look at each on their  merit. Th at’s why we have presented an 
alternative. If  you would ask us what we like, we would like an 
exclusion.

But we are also proposing an alternat ive, and we think tha t alter ­
native is defensible. It is in the California law now. We are using 
it in California and testing it. For  example, we have a CT scanner 
application before the Californ ia State agency, in that we have 
estimated that  it’s costing us over $350,000 more a year to buy scans 
on the outside than to have our own scanner. We have 1.4 million 
people in northern California without a scanner.

Senator Kennedy. Hoy many scanners do you have for your whole 
population?  Relatively few, isn’t i t?

Mr. L ane. We have one.
Senator Kennedy. As I remember, there are 75 in Los Angeles 

County.
Mr. Lane. There’s a large number. I don’t know tha t anybody 

knows exactly how many there are, because many of them don’t 
have to go through the planning process.

Senator Kennedy. I think it is interesting that  you have been 
able to provide a high degree of quality care and have still, in the 
part icular area of technology, been able to keep the care from-----

Mr. L ane. Well, we do use outside resources.
Senator Kennedy. Yes.
Mr. Lane. We used Hr. Shumway for open heart in California. 

The th ing that  we are concerned about. Senator, is basically we have 
a fairly sophisticated organization, and we have been fairly success­
ful. That  is not true of practically any other ITMO in the country.

And unless the Federa l Government really lays down guidelines 
and has proper criteria, those IIM O’s are going to be in real trouble 
when it comes to getting approval. And it is just as simple as that.

And they just don’t have the ability to put  on the political capabil­
ity, the lawyers and everything else, on top of the manager capabil­
ity. I t’s a tremendous drain on the managers in an TIMO to have to 
go through  a process like this. It  has to get approval to build an 
ambulatory clinic, to go to nigh t meetings, and the whole business. 
So we think very strongly on the ambulatory side your bill moves 
in the right  direction. It  just needs to go fur ther  and require States 
to do the same.

On the inpatient side we have offered two alternatives.
Mr. Cottelan. Senator, adding  to the eloquent testimony of Mr. 

Lane, there will be a panel following this one where some of these 
developing programs will be testifying.

Senator Kennedy. Senator Schweiker.
Senator Scitwetker. Thank you. Mr. Chairman. Fir st, I would like 

to commend this panel. I know they have worked very hard  with 
other members of the “consensus group” on ITMOs to try to define 
their differences and reach some common agreements on where the 
program should go. And I know that isn’t easy in a group that  has 
such diversity as yours. I think  that you have made great efforts for 
the benefit of the IIMO concept, and I  think you should be commended 
for that.
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I would like to ask you, Mr. Anderson, following up on our earlier discussion, what your views are concerning the need for some sort of fraud  and abuse provision, in addition  to the present law, in order to prevent recurrences of the type of abuses and occurred in California ?
Mr. Anderson. I do have a prepared statement.
Senator Kennedy. That’s right , I don’t think  we have given you a chance to deliver that . I am sorry, I apologize.
Senator Sciiweiker. Please go ahead.
Mr. Anderson. Mr. Chairman and Senator  Schweiker, my name is James Anderson, I am counsel of Connecticut General Life Ins ur­ance Co., and appear today on behalf of the Health Insurance  Asso­ciation of America.
The companies I represent, who provide health insurance pro­tection for over 100 million Americans, have long been concerned with the health delivery system, and in that connection have lent active support to HMOs. Our companies have invested approxi ­mately $80 million in IIMO development.
Fifty-five insurance companies are involved in 79 development projects nationwide. Twenty-two such companies are involved in fifty operational ITMOs located in 25 States. Twelve of these HMOs have received HEW qualification.
Connecticut General has been involved in the development of closed-panel group practices for some 10 years. Our first plan was eGtpblished in conjunction with Johns  Hopkins Medical School in Columbia, Md„ in 1969, and our second plan, the Arizona Heal th Plan,  was established in Phoenix, Ariz., in 1972. We currently have enrolled over 60,000 prepaid members.
Mr. Chairman, I think it obvious from what I have said tha t commercial insurers support the development of HMOs. Accord­ingly I want to express our approval  of your and Senator  Schweik- er’s efforts to stimulate the development of HMOs and express our support with qualifications that  I will mention of S. 2534, the Heal th Maintenance Organization Act amendments of 1978. This legislation will assist ITMOs to develop in the market place and give the Department of HEW the wherewithal to implement a pro­gram that will constructively assist HMOs to develop.
Today I would like to comment specifically on section 10 of S. 2534, which adds a new section, section 1318, to title  13, to impose certain financial reporting requirements on HMOs. Subsection 1318 (a )(2)  is intended to address financial abuses which have arisen with certain prepaid health plans by requiring tha t so-called party - in-interest transactions be reported to HEW . Such reports would serve to advise H EW  of situations which they may wish to investi­gate relative to possible noncompliance with the act, would enable HEM to report to Congress concerning the consequences of these transactions, and, through  public disclosure, would hopefully deter transactions which are grossly unfa ir to the IIMO. We agree tha t some abuses have taken place and that the approach of addressing this situation  through appropriate disclosure is sound.
I lie problem is to adequately define those transact ions which would be reported for this purpose. Obviously an overbroad or
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vague definition may impose an unnecessary and complex reporting 
burden on the HMO, but it may also frus trate  the purpose of the 
repor ting requirement. The report should serve the practical pur­
pose of being a red flag as to transactions which bear looking into
bv HEW . ' , „

Accordingly, section 1318(a)(2) report ing requirements should 
not be overly broad.

HE W is much less likely to identify and follow up on a par ticular 
suspicious transaction if it is buried in a report containing many 
other unexceptionable transactions. The general concept T have de­
scribed—what we might call the “red flag'’ approach—seems to be 
intended in the existing bill, since only transact ions which “may 
have an adverse effect on the fiscal soundness of and reasonableness 
of charges to the Health Maintenance Organization” need be re­
ported.

I would suggest, however, that  this language be made more spe­
cific. Our parti cular concern is that  the present language may result 
in filing requirements which have more to do with the happenstance 
of the organizational structure of the part iclar HMO than with the 
existence of transactions which constitute  a red flag in any meaning­
ful sense. This point may best be made through a specific example.

Assume, in case A. a staff model HMO which is owned bv the 
fulltime staff phvsicians who provided the equity capital. Their 
provision of medical and other services to the HMO would not 
create any reportable transact ions since there is only one entity 
involved. In case B, assume that these physicians own the HMO 
and devote their energies to it full time, but that  they chose to 
operate under a medical group model. These two cases may be 
equivalent for all practical purposes, and yet in case B the repo rt­
ing of various transac tions between the medical group and the HMO 
mav be required simply because an additional entity exists.

How would such transact ions be defined? Suppose, for example, 
that the HMO pays the medical group for its services monthly. Is 
each monthly payment a reportable transaction? Tf so. how detailed 
need the report be as to the medical and other services for which 
compensation is being paid?

The solution to this problem is to somehow distinguish between 
transactions involving ordinary activities of the HMO and tran s­
actions which are exceptional in nature. For  example, if the HMO 
were to buy a piece of land on which to build a facility  or contract 
with a construction company or engage a management consulting 
firm to perform a parti cular consulting contract, these would all 
be extraordinary  transact ions which would be subiect to the report­
ing requirement i rrespective of the organizational form of the HMO.

What it really comes down to is th at there are certain basic func­
tions which must be accounted for in order for any HMO to oper­
ate. Under  the act. the risk-bearing function must basically be as­
sumed by the HMO entity itself. Apart from this constraint, so long 
as the operational criteria mandated in section 1301 are effectively 
met. it is the policy of the act to allow flexibility as to how the HMO 
is organized. Tt is unnecessary and inadvisable to allow section 1318 
(a) (2) to conflict with this basic policy.
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If  such a conflict is to be avoided, it should be made clear tha t 
the transactions which are subject to report ing under section 1318 
(a) (2) are somehow extrao rdinary, that is, that they arc not the 
kind of services, et cetera, which the principa l parties  involved in 
any HMO would normally be expected to provide, whatever the 
organizational format.

We would be more than happy to work with the committee and 
its staff in attem pting  to dra ft appropriate language such that the 
definition of reportable transactions accomplishes its purpose of 
constitu ting a red flag in a meaningful sense.

We have one additional suggestion, namely, that  there be a spe­
cific minimum size criterion as to transact ions which would be re­
portable. Since the purpose is to identi fy transactions which might 
have a significant adverse effect on the IIMO, some sort of sliding 
scale would seem appropriate. We would recommend tha t this mini­
mum be expressed as a percentage of annual operating revenues of 
the plan. Five percent, for example, might be a reasonable minimum 
reporting amount.

In 1967 the National Advisory Committee on Health Manpower 
in its attempt to assess the primary causes of what they conceived 
as a crisis in the American medical care system concluded tha t a 
structural change in the  delivery of medical care was needed, s tatin g:

Unless we improve the system through which hea lth care  is provided, care  
will continue to become less sati sfac tory , even though there are  massive in­
creases in cost and in numbers of hea lth personnel.

The 1973 Health Maintenance Organiza tion Act, the 1976 amend­
ments, and these proposed amendments are large steps towards 
effectuating tha t 1967 recommendation.

That’s the end of my prepared statement, and now perhaps I 
should answer your question.

Senator Schweiker. Well, I think  you did through your statement.
Mr. Lane, what does the available data  show about the effect of 

health care costs in a community where an IIMO hospital is 
introduced?

Mr. Lane. There isn’t a lot of very good information on the 
subject, but the best we have been able to find is the study by ICF, 
Inc., for HEW , and I have included an excerpt from tha t statement. 
And essentially they have determined tha t over a reasonable period 
of time, when an IIMO gets to be about 60,000 members, i f it builds 
its own hospita l, even though there are surplus beds in the commu­
nity, there is a general savings to the total community and tha t re­
sults essentially in lower utilization  by the IIMO membership.

They obviously determined also that if the ITMO can have satis­
factory relationships with the hospitals in the area tha t there is an 
even greater savings to the community. And that is one of the rea­
sons why we proposed the alternative.

But there has not been a lot of work in this area. There are 
only about 38 HMO hospitals in the country and nobody is really 
very interested in studying them very much that  I can determine.

Senator Schweiker. All right.  Are there any other panelists who 
would like to make a statement?

Mr. Hoffheimer?
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Mr. Hoffheimer. Thank you. Senator. Mr. Chairman, my name 
is Larry  Hoffheimer, 1 am counsel to the American Group Practice 
Association.

The AGPA  represents medical group practices across the country. 
Our membership includes groups practicing totally on a fee-for- 
service basis, some totally on a prepaid basis, and some which oper­
ate in a mixed form, both prepaid  and fee fo r service.

The American Group Practice Association supported the original 
enactment of the HMO Act in 1973, most of the 1976 amendments 
to that law, and we are in substantial agreement today with the 
proposed amendments being testified on here.

However, we are concerned, as we have been in the past, with the 
law’s treatment of fee-for-service medical groups which desire to 
convert a portion of their  practices to federally qualified prepay­
ment or HMO plans. Because we feel that our country’s group medi­
cal practices offer one of the most ferti le grounds for ITMO develop­
ment. and because of our support of HMO development, we would 
like to address this issue in more detail with staff and by a written 
submission.

We appreciate the opportunity  to be here today. Thank you.
Senator Schweiker. Thank you. Are they other comments?
Mr. E pstein. Senator Schweiker, I have a short statement which 

T will just give to the record in the interest of time.
Senator Schweiker. Fine. I thank you all very much for your par ­

ticipation. I am sure that on some of these issues we will probably 
need to continue discussions to see if we can’t resolve some of the 
issues you have raised. We appreciate your assistance and interest in 
this legislation.

Thank you very much.

STATEMENT OF ROGER W. BIRNBAUM, EXECUTIVE DIRECTOR,
RUTGERS COMMUNITY HEALTH PLAN, NEW  BRUNSWICK, N.J.,
ACCOMPANIED BY ELI  EGERT. PRE SIDENT. PENN GROUP HEAL TH
PLAN, PITTSBURGH, PA .; ROBERT RASMUSSEN, EXECUTIVE
DIRECTOR, PRIM E HEALTH, KANSAS CITY, MO.; AND FRED ERICK
RICE, EXECUTIVE DIRECTOR, VALLEY HEALTH PLAN, AMHERST.
MASS., A PANEL

Senator Schweiker. Now we will call a panel consisting of Roger 
Birnbaum, executive director of the Rutgers Community Health 
Plan . New Brunswick, N .J .: Eli Eger t, Penn Group Health Plan , 
Pittsburgh, Pa. : Robert Rasmussen, executive director. Prime. 
Health, Kansas City. Mo.; Frederick Rice, executive director, Val­
ley H ealth Plan, Amherst, Mass.

In view of our time constraints, T wonder if you limit your oral 
presentation to five minutes, so that we have a little  more time for 
questions. We, of course, will insert your complete statement in the 
record.

Mr. Birnbaum?
Mr. Birnbaum. Thank you. Senator. Mr. Chairman and members 

of the committee. T am Roger W. Birnbaum. executive director of 
the Rutgers Community Health  Plan located in New Brunswick.
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N.J. With me today are Eli Egert, Robert Rasmussen, and Richard 
Rice, executive directors respectively of the Penn Group Health  
Plan in Pittsburg h, Prime Health  in Kansas City, Mo., and Valley 
Health Plan  in Amherst, Mass.

The four nonprofit HMO’s we represent, serving varied popula­
tion groups in different parts  of the country, are perhaps  typical 
of the many and new developing plans whose existence is the  direct 
result of the support provided under the federal IIMO Act of 1973 
and the HMO amendments of 1976.

The Rutgers Community Health  Pla n’s development was an out­
growth of interest on the par t of Rutgers Univers ity faculty, staff 
and adminis tration in making available to the university community 
alternative health benefit and service arrangements. With a broad­
ened involvement of area management, labor and community inter­
ests, the plan incorporated as an independent nonprofit entity in 
1975. RCHP opened its doors for service as a federally qualified 
HMO on July 1. 1976, currently serves 21,000 members in a cen­
trally located health center and expects to reach a break-even enroll­
ment of 32.000 in about 1 year. With a total service area population 
of 1.3 million, the potential for growth beyond the 35,000-member 
capacity of the plan’s current facilities is significant.

The Penn Group Health  Pla n’s development represents an al­
liance of Pittsburg h area labor and corporate interests. The plan 
started service in June  1975 and became federally qualified in No­
vember of that  year. Penn Group currently serves 18,000 members 
in two leased facilities, and expects to reach a break-even enrollment 
level of 23.000 to 25,000 this summer. Serving a two-county area 
with a combined population of 1.6 million, Penn Group also has 
significant potential for future growth.

HMO field development activities conducted by GHAA in the 
early 1970’s, combined with Federal financial support in 1974 and 
1975, led to the initiation of Prime Health  under joint labor-man­
agement sponsorship in November of 1976. Prime Health  currently  
serves 12.000 members in a centralized health center, and expects to 
reach a break-even level of 20,000 members in January of 1979. 
The plan serves the southern part of Kansas City, Mo., with a popu­
lation of 850.000, but future  expansion could enable it to reach a 
total metropolitan area population of 1.3 million.

The Valley Health  Plan  has brought together consumer interests, 
the Univers ity of Massachusetts Health Service and a private phy­
sician group in a unified HMO that started serving enrolled mem­
bers in October of 1976. AITP’s 7,500 members are treated  in either 
the univers ity’s or the medical group’s facilities. The area served bv 
the plan has a population of 125,000, and future expansion would 
enlarge the service area by an additional 60,000 residents.

T would like to briefly comment on prospects for and what we see to be obstacles to future  growth.
All four HMO’s have a short but successful track record in ful ­

filling the congressional intent embodied in the Federal HMO Act and its amendments.
Like the more mature HMO prototypes they have demonstrated 

their  ability to offer accessible quality health care to their  enrolled
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members with greate r reliance on diagnostic and treatment services 
in ambulatory health centers, fewer days of haspita lization, and 
lower overall health care costs than tradi tional fee-for-service ar­
rangements.

All four plans, and others like them around the country, have 
the potential to offer these advantages to substantia lly larger num­
bers of enrollees than their current resources permit, but still face 
formidable obstacles in doing so. Clearly, it is in the national in­
terest to assist in the further expansion of young successful HMO’s 
to assure a maximum return on the investment already made in their 
development.

The HMO amendments of 1978 embodied in S. 2534 represent a 
logical extension of earlier Federal  initiatives to reduce obstacles 
and provide encouragement to fur ther  HMO expansion. T would 
like to briefly address the four issues tha t we regard as most sig­
nificant in the legislation.

Fir st, development grants and initial  operat ing loans. By in­
creasing the maximum amount authorized for development grants 
from $1 million to $2 million per HMO, and by permitting HMO’s 
to continue to receive grant  money afte r they become operational 
for purposes of continued development, the proposed 1978 amend­
ments properly  recognize both the impact of inflation since the 
original limits were authorized in 1973, but, more significantly, the 
needs for expanded development activity  as demonstrated by the 
four relatively young HMO’s represented here today.

As in the case of grants  for continuing development, the larger 
operating loan sums should be considered as p roviding the potential 
to support the further development of successful plans.

Second, I would like to comment on the ambulatory care facility 
issue. Ownership and control of ambulatory  facilities are important 
to an HMO’s ability to maximize its cost containment potential. 
However, even the more successful of the new and developing plans 
lack the eouitv base and the track record of many years’ standing  
to successfully generate capital in the private financial community. 
The program of loan and loan guarantees provided in S. 2534 are 
necessary to meet the clear needs of HMO’s for facility capit ali­
zation.

On the subject of health planning amendments, HMO’s are cur- 
recently required under Public Law 93-641 to submit to local, re­
gional. and State health planning reviews in order to secure cer­
tificates of need for development and for facility construction. 
Despite the. nominal majori ty of consumer representatives  on HSA 
Boards, HMO’s are confronted by vocal and influential providers 
who are antagonistic  and unsympathetic  to the increased competi­
tion in the health care marketplace that  HMO’s present. The result 
is too often a subversion of the intent of the legislation imder which 
the health planning process was established. And. in addition, it is 
clearly ineouitable to require of HMO’s what is not required of 
competing fee-for-service providers.

The demonstrated achievements of HMO’s, a fter  all. are primar ily 
a product of that  system’s internalized planning mechanism that  
utilizes financial incentives in balancing  resources to needs. If
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IIMO ’s are to be encouraged to develop, they clearly require the 
kind of exemption from the certificate-of-need process contemplated 
in S. 2534. The amendments must provide an affirmative statement 
of exemption from all State CN laws as well, however, to avoid 
continued entanglement with various State  s tatutes tha t will be very 
difficult to modify on a State-by-State  basis.

Finally, with regard to managerial train ing. Management is sec­
ond only to facility  capital as the critical resource limitation  to 
fur ther  IIMO development, and it may even be first. There is a 
paucity of experienced IIMO management in the country, and the 
health care sector generally has not been considered an attractive 
career setting for well-trained and experienced managers. Resources 
are desperately required to support the same programs of manage­
ment development that  can produce individuals with the manage­
ment skills and knowledge necessary to assure the most effective use 
of  limited HMO resources.

We thank you for your consideration of these issues tha t are so 
vital to the future  development of this promising pattern of health care delivery in our country.

A more complete statement. Senator, has been made available to 
committee staff. Any or all of us would be pleased to respond to your questions.

TThe prepared statement of Mr. Birnbaum and additional mate­rial for the record follows:]



S T A T E M E N T  B E F O R E  T H E

SU B C O M M IT T E E  ON H E A L T H  
AN D S C IE N T IF IC  R E SEA R C H

O F TH E

C O M M IT T E E  ON HU M AN R E SO U R C E S

U N IT E D  S T A T E S  SE N A T E

S U B M IT T E D  BY

R U T G E R S COM M U NIT Y H E A L T H  P L A N , IN C. 
PE N N  G R O U P H E A L T H  PL A N  

P R IM E  H E A L T H  
V A L L E Y  H E A L T H  P L A N

M ARCH 3, 1978
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M r. C h a ir m a n  an d M e m b e rs  of  th e  C o m m it te e , I a m  R o g e r  W.

B ir n b a u m , E x e c u ti v e  D i r e c to r  of  th e  R u tg e r s  C o m m u n it y  H e a lt h  P la n  (R C H P )

in  N ew  B ru n sw ic k , New  J e r s e y .  W it h  m e to d a y  a r e  E li  E g e r t , R o b e r t

R a s m u s s e n  an d R ic h a rd  R ic e , E x e c u ti v e  D i r e c to r s  r e s p e c t iv e ly  of  th e

P e n n  G ro u p  H e a lt h  P la n  in  P i t t s b u r g ,  P r im e  H e a lt h  in  K a n s a s  C it y , M is s o u r i ,

and  V a ll e y  H e a lt h  P la n  (V H P) in  A m h e r s t , M a s s a c h u s e t t s .

N ew  an d  D eve lo p in g  P la n s

T he fo u r  H M O s we r e p r e s e n t  s e rv in g  v a r ie d  p o p u la ti o n  g ro u p s  in

d if fe r e n t  p a r t s  of  th e  c o u n tr y , a r e  p e rh a p s  ty p ic a l of  th e  m an y  ne w an d

d e v e lo p in g  p la n s  w h o se  e x is te n c e  is  a d i r e c t  r e s u l t  of th e  su p p o r t p ro v id e d

u n d e r  th e  F e d e r a l  HM O A ct of 197 3 an d  th e  HM O A m e n d m e n ts  of  197 6.

T he R u tg e r s  C o m m u n it y  H e a lt h  P l a n 's  d e v e lo p m e n t w as  an  o u tg ro w th

of i n t e r e s t  on th e  p a r t  of  R u tg e r s  U n iv e r s i ty  f a c u lt y , s ta f f  and  a d m in is t r a t io n

in  m ak in g  a v a il a b le  to  th e  U n iv e r s i ty  c o m m u n it y  a l te r n a t iv e  h e a lt h  b e n e f it  and

s e r v ic e  a r r a n g e m e n ts . W ith  a b ro a d e n e d  in v o lv e m e n t of  a r e a  m a n a g e m e n t

la b o r  an d  c o m m u n it y  i n t e r e s t s ,  th e  P la n  in c o r p o ra te d  a s  an  in d e p e n d e n t

n o n -p ro f i t  e n ti ty  in  19 75 . R C H P o p en ed  it s  d o o rs  fo r  s e rv ic e  a s  a F e d e r a l ly -

Q u a li f ie d  HM O on  Ju ly  1, 19 76 , c u r r e n t ly  s e r v e s  21, 00 0 m e m b e r s  in  a c e n t r a l ly

lo c a te d  h e a l th  c e n te r  an d  e x p e c ts  to  r e a c h  a b r e a k e v e n  e n r o l lm e n t  of  32 , 00 0

in  a b o u t on e y e a r . W ith  a to ta l  s e r v ic e  a r e a  p o p u la ti o n  of  1. 3 m il li o n  in  a

m ix ed  u rb a n  an d su b u rb a n  a r e a  w it h  a s t ro n g  an d  g ro w in g  a c a d e m ic  an d

in d u s t r i a l  b a s e ,  th e  p o te n t ia l  fo r  g ro w th  b ey o n d  th e  35 , 00 0 m e m b e r  c a p a c it y

of  th e  P l a n 's  c u r r e n t  f a c i l i t i e s  is  s ig n if ic a n t .

2 7-2 73  0  -  78  -  12
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T h e  P e n n  G ro u p  H e a lt h  P l a n 's  d e v e lo p m e n t r e p r e s e n te d  an  a l l ia n c e

of P i t t s b u r g h  a r e a  la b o r  and  c o r p o ra te  i n t e r e s t s .  T h e  P la n  s t a r t e d  s e rv ic e

in  Ju n e  1975 an d b e c a m e  F e d e r a l ly  Q u a li f ie d  in  N o v e m b e r  of  th a t  y e a r . P e n n

G ro u p  c u r r e n t ly  s e rv e s  18, 00 0 m e m b e r s  in  tw o  l e a s e d  f a c i l i t i e s ,  an d  e x p e c ts

to  r e a c h  a b r e a k e v e n  e n ro l lm e n t  le v e l o f 2 3 -2 5 , 00 0 th is  s u m m e r . S e rv in g

a tw o -c o u n ty  a r e a  w it h  a c o m b in e d  p o p u la ti o n  of  1 .6  m il l io n , P e n n  G ro up  a ls o

h a s  s ig n if ic a n t p o te n ti a l f o r  fu tu re  g ro w th .

HM O f ie ld  d e v e lo p m e n t a c t iv i t i e s  co n d u c te d  by  th e  Gro up  H e a lt h

A s s o c ia t io n  of A m e r ic a  in  th e  e a r ly  1 9 7 0 's , c o m b in e d  w it h  F e d e r a l  f in a n c ia l

s u p p o r t in  1974 and  19 75 , le d  to  th e  in i t ia t io n  of  P r im e  H e a lt h  u n d e r  jo in t

m a n a g e m e n t- la b o r  s p o n s o r s h ip  in  N o v e m b e r  o f 19 76 . P r im e  H e a lt h  c u r r e n t ly

s e r v e s  12 ,0 0 0  m e m b e r s  in  a c e n t r a l i z e d  h e a l th  c e n te r , an d e x p e c ts  to  r e a c h

a b r e a k e v e n  le v e l of 2 0 ,0 0 0  m e m b e r s  in  J a n u a ry  of  19 79 . T he  P la n  s e rv e s

th e  s o u th e rn  p a r t  of  K a n s a s  C it y , M is s o u r i  w it h  a p o p u la ti o n  of  850, 00 0,

bu t f u tu re  e x p a n s io n  co u ld  e n a b le  it  to  r e a c h  a to ta l  m e t r o p o li ta n  a r e a

p o p u la ti o n  of  1. 3 m il li o n .

T h e  A m h e rs t H e a lt h  P la n  h a s  b ro u g h t to g e th e r  c o n s u m e r  i n t e r e s t s ,

th e  U n iv e r s i ty  of  M a s s a c h u s e t t s  H e a lt h  S e rv ic e  an d tw o p r iv a te  p h y s ic ia n

g ro u p s  in  a u n if ie d  HM O th a t s t a r t e d  s e rv in g  e n r o l le d  m e m b e r s  in  O c to b e r

of  19 76 . A H P 's  7,  50 0 m e m b e r s  a r e  t r e a t e d  in  e i th e r  th e  U n iv e r s i ty  H ea lt h

S erv ic es?  o r  th e  A m h e r s t  M e d ic a l A s s o c ia te s ' f a c i l i t i e s .  T he  A m h e r s t /

N o r th h a m p to n , M a s s a c h u s e t ts  a r e a  s e rv e d  b y  th e  P la n  h a s  a p o p u la ti o n  of

125, 000, and  fu tu re  e x p a n s io n  w ou ld  e n la rg e  th e  s e rv ic e  a r e a  by  th e  a d d it io n a l

6 0 ,0 0 0  r e s id e n ts  of  G re e n f ie ld .
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P r o s p e c t s  f o r , an d O b s ta c le s  to , F u tu re  G ro w th

A ll  fo u r  H M O s h av e  a  s h o r t  b u t s u c c e s s fu l  t r a c k  r e c o r d  in  fu ll in g

th e  C o n g re s s io n a l  in te n t e m b o d ie d  in  th e  F e d e r a l  HM O A c t and  i ts  A m e n d m e n ts .

L ik e  th e  m o re  m a tu r e  HM O p ro to ty p e s  th e y  hav e  d e m o n s tr a te d  th e i r  a b i l i ty  

to  o f fe r  a c c e s s ib le ,  q u a li ty  h e a lt h  c a r e  to  t h e i r  e n r o l le d  m e m b e r s , w it h  g r e a t e r  

r e l ia n c e  on  d ia g n o s ti c  and  t r e a tm e n t  s e r v ic e s  in  a m b u la to ry  h e a lt h  c e n t e r s ,

f e w e r  d ay s  of  h o s p i ta l iz a t io n , an d lo w e r  o v e r a l l  h e a lt h  c a r e  c o s ts  th an

t r a d i t io n a l  f e e - f o r - s e r v i c e  a r r a n g e m e n ts .

A ll  fo u r  p la n s , an d o th e r s  li k e  th e m  a ro u n d  th e  c o u n tr y , h av e  th e

p o te n t ia l  to  o f fe r  th e s e  a d v a n ta g e s  to  s u b s ta n t ia l ly  l a r g e r  n u m b e rs  of  e n r o l le e s  

th a n  th e i r  c u r r e n t  r e s o u r c e s  p e r m i t ,  b u t s t i l l  f a c e  fo rm id a b le  o b s ta c le s  in

do in g  so . C le a r ly  it  i s  in  th e  n a ti o n a l  in t e r e s t  to  a s s i s t  in  th e  f u r th e r

e x p a n s io n  of  yo un g s u c c e s s fu l  H M O s to  a s s u r e  a m a x im u m  r e tu r n  on  th e

in v e s tm e n t  a l r e a d y  m ad e  in  t h e i r  d e v e lo p m e n t.

C o n g re s s io n a l  a c t iv it y  in  e n c o u ra g in g  HM O g ro w th  h a s  b e e n  s te a d il y  

r e s p o n s iv e  to  th e  b a r r i e r s  c o n f ro n te d  in  a tt e m p ts  a t t h e i r  d e v e lo p m e n t o r

e x p a n s io n . T he  F e d e r a l  HM O A c t of  1973  p ro v id e d  f in a n c ia l  a s s i s t a n c e ,  a c c e s s  

to  m a r k e t  an d s u p e r s e s s io n  of  c e r t a in  r e s t r i c t i v e  s ta te  la w s an d  re g u la t io n s ;  

b u t a t th e  s a m e  ti m e  i t  im p o se d  c o v e ra g e  an d open  e n r o l lm e n t  p r o v is io n s  so  f a r  

in  e x c e s s  of  th o se  o f fe re d  by  t r a d i t io n a l  p la n s  th a t  th e  a b i l i ty  of  H M O s to

s u rv iv e  in  a c o m p e ti ti v e  m a r k e tp la c e  w as  j e o p a r d iz e d . T h e  HM O A m e n d ­

m e n ts  of  197 6 c o r r e c t e d  th e  s h o r tc o m in g s  of  th e  1973  A ct an d m ad e  p o s s ib le  

a s u b s ta n t ia l  in c r e a s e  in  th e  n u m b e r  of  e n r o l le e s  in  F e d e r a l ly  Q u a li f ie d  

H M O s.  B a r r i e r s  r e m a in ,  h o w e v e r , to  a c c e le r a t in g  th e  d e v e lo p m e n t an d
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g ro w th  of  H M O s and , t h e r e f o r e ,  to  r e a l iz in g  th e  c o s t  c o n ta in m e n t p o te n ti a l

of su c h  h e a lt h  c a r e  d e l iv e ry  s y s te m s . The  HM O A m e n d m e n ts  of  1978

e m b o d ie d  in  S. 25 34  r e p r e s e n t s  a lo g ic a l  e x te n s io n  of  e a r l i e r  F e d e r a l  in i t ia t iv e s

to  re d u c e  o b s ta c le s  an d p ro v id e  e n c o u ra g e m e n t  to  f u r th e r  HM O e x p a n s io n .

I w ould  li k e  to  b r ie f ly  c o m m e n t on  fo u r  i s s u e s  a d d r e s s e d  in th is  le g is la ti o n :

d e v e lo p m e n t g r a n ts  an d in i t ia l  o p e ra t in g  lo a n s ; a m b u la to ry  c a r e  f a c i l i t i e s ;

h e a lt h  p la n n in g  a m e n d m e n ts ; and  m a n a g e r ia l  t r a in in g .

1. D ev e lo p m en t G ra n ts  an d I n i t ia l  O p e ra ti n g  L o a n s .

By  in c r e a s in g  th e  m a x im u m  am o u n t a u th o r iz e d  fo r  d e v e lo p m e n t 

g r a n ts  f r o m  $1 m il li o n  to  $2  m il l io n  p e r  HM O an d  by  p e r m i tt in g  H M Os to  

c o n ti n u e  to  r e c e iv e  g r a n t  m o n ey  a f t e r  th e y  b e c o m e  o p e ra t io n a l  f o r  p u rp o s e s

of  c o n ti n u e d  d e v e lo p m e n t,  th e  p ro p o s e d  1978 A m e n d m e n ts  p r o p e r ly  re c o g n iz e

bo th  th e  im p a c t of in f la ti o n  s in c e  th e  o r ig in a l  l im its  w e re  a u th o r iz e d  in  1973

and  th e  n e e d s  fo r  ex p a n d e d  d e v e lo p m e n t a c t iv i ty  a s  d e m o n s tr a te d  b y  th e  fo u r

r e la t iv e ly  yo un g H M Os r e p r e s e n te d  h e r e  to d a y .

S .2 5 3 4  w is e ly  r e q u i r e s  th a t  g r a n ts  m a d e  f o r  in i t i a l  and  co n ti n u in g  

d e v e lo p m e n t no t in  th e  a g g re g a te  e x c e e d  th e  m a x im u m  s u m s  a u th o r iz e d  p e r

H M O , p ro v id in g  an  in c e n ti v e  fo r  e a c h  p la n  to  e x p en d  it s  in i t ia l  d e v e lo p m e n t

g r a n t  c a r e fu l ly  th u s r e ta in in g  a s  m u ch  a s  p o s s ib le  fo r  c o n ti n u in g  d e v e lo p m e n t

a t  a l a t e r  d a te . T he a m e n d m e n t p ro v id in g  th a t  c o n ti n u in g  d e v e lo p m e n t g r a n ts

m a y  be  m ad e  on ly  to  an  e n ti ty  w h ic h  d e m o n s tr a te s  th e  c a p a b i l i ty  of  m a in ta in in g  

c o n ti n u e d  f i s c a l  s o u n d n e ss , r e q u ir in g  th a t  HEW  ap p ly  ti g h t f i s c a l  s ta n d a rd s ,

sh o u ld  s e rv e  to  s a fe g u a rd  th e s e  in c r e m e n ta l  a u th o r iz a t io n s  an d a s s u r e  th e i r
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e f fe c ti v e  u t i l iz a t io n . R e c o g n iz in g  th e  r i s k s  in h e re n t  in  an y  new  p r o je c t , 

d e v e lo p m e n t fu n d s in v e s te d  in  f u r t h e r  d ev e lo p in g  a s u c c e s s fu l  HM O hav e

g r e a t e r  p r o s p e c t s  f o r  s u c c e s s fu l  r e tu r n  th a n  th o s e  in v e s te d  in  a d d it io n a l

new  H M O s,  a lt h o u g h  b o th  a r e  c l e a r ly  n e e d e d .

S im i la r ly , in c r e a s in g  th e  m a x im u m  in i t ia l  o p e ra ti n g  lo an  a v a il a b le

p e r  HM O f ro m  $2 . 5 m il li o n  to  $5  m il li o n  w ould  a s s i s t  H M Os in  co p in g  w it h  

th e  e f fe c ts  of  in f la ti o n , a s  w e ll  a s  th e  n e e d  to  s u p p o r t th e  s e c o n d -s ta g e

o p e ra t in g  lo s s e s  in c u r r e d  a s  a r e s u l t  of  th e  e x p a n s io n  of  in i t ia l  f a c i l i t i e s .

A s in  th e  c a s e  of  g r a n ts  fo r  c o n ti n u in g  d e v e lo p m e n t,  th e  l a r g e r  o p e ra ti n g

lo a n  su m s  sh o u ld  b e  c o n s id e re d  a s  p ro v id in g  th e  p o te n t ia l  to  su p p o r t th e

f u r th e r  d e v e lo p m e n t of  s u c c e s s fu l  p la n s , n o t th e  b a il o u t of  w e a k e r  o n e s ,

n e c e s s i ta t in g  m o n it o r in g  fo r  c o n ti n u e d  f i s c a l  so u n d n e s s .

2 . A m b u la to ry  C a re  F a c i l i t i e s .

G ro u p  P r a c t i c e  H M O s r e q u i r e  a m b u la to ry  h e a lt h  c e n te r s  to

c o o rd in a te  a ra n g e  of  d ia g n o s ti c  an d  t r e a tm e n t  r e s o u r c e s  an d to  s e rv e  a s

p r i m a r y  d e l iv e ry  s i t e s .  W he n th e  o r ig in a l  S e n a te  and  H o u se  HM O b i l l s

w e re  r e c o n c i le d  in  c o n fe r e n c e , th e  r e s u l t in g  A ct  of  1973 fa i le d  to  re c o g n iz e

th e  n e c e s s i ty  f o r  c o n s tru c t io n  c a p i ta l . T he fo u r  p la n s  r e p r e s e n te d  h e r e  to d a y

m a n a g e d  th ro u g h  v a r io u s  a p p ro a c h e s  to  o v e rc o m e  th a t  o b s ta c le  in  th e i r  in i t ia l

d e v e lo p m e n t,  a lt h o u g h  in  so m e  in s ta n c e s  to  th e i r  e c o n o m ic  d e tr im e n t;  a l l  fo u r

p la n s ,  h o w e v e r , in  sp it e  of  th e i r  a b i l i ty  to  d e m o n s tr a te  f in a n c ia ll y  s u c c e s s fu l

p r o g r a m s  la c k  th e  eq u it y  b a s e  an d th e  t r a c k  r e c o r d  o f m a n y  y e a r s  s ta n d in g ,

to  s u c c e s s fu l ly  g e n e ra te  c a p i ta l  in  th e  p r iv a te  f in a n c ia l c o m m u n it y .
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• T he R u tg e r s  C o m m u n it y  H e a lt h  P la n  h a s  p e rh a p s  b e e n  u n iq u e

am ong th e  n e w e r  p la n s  in  a s s e m b lin g  a  c o n s o r t iu m  of  lo c a l b a n k s  to  fi n a n c e

th e  e x p a n s io n  of  i ts  in i t ia l  h e a lt h  c e n t e r .  G iv en  i ts  n e g a ti v e  n e t - w o r th  p o s it io n ,

h o w e v e r , it  w il l la c k  th e  b o r ro w in g  c a p a c it y  to  f in a n c e  th e  fu tu re  f a c i l i ty

g ro w th  it  w il l r e q u i r e  in  ab o u t 15 m o n th s  if  it  is  to  c o n ti n u e  to  m e e t  th e

d em an d  fo r  m e m b e r s h ip  in  i ts  s e r v ic e  a r e a .

O w n e rsh ip  an d c o n tro l  of a m b u la to ry  f a c i l i t i e s  a r e  im p o r ta n t  to

an  H M O 's  a b i l i ty  to  m a x im iz e  i ts  c o s t  c o n ta in m e n t p o te n t ia l . T h e  p r o g ra m

of lo a n  an d  lo an  g u a ra n te e s  p ro v id e d  in  S.  25 34  a r e  n e c e s s a r y  to  m e e t th e

c le a r  n e e d s  of  HM Os f o r  f a c i l i ty  c a p i ta l iz a t io n .

3. H e a lt h  P la n n in g  A m e n d m e n ts .

H M Os a r e  c u r r e n t ly  r e q u i r e d  u n d e r  P . L . 93-6 41  to  s u b m it  to  lo c a l,  

r e g io n a l  and  s ta te  h e a lt h  p la n n in g  re v ie w s  in  o r d e r  to  s e c u re  c e r t i f i c a t e s  of

need  fo r  d e v e lo p m e n t and  f a c i l i ty  c o n s t ru c t io n . D e s p it e  th e  n o m in a l m a jo r it y

of  c o n s u m e r  r e p r e s e n ta t iv e s  on  H e a lt h  S y s te m  A g en cy  B o a rd s , H M O s a r e

c o n f ro n te d  by  v o c a l an d in f lu e n ti a l p r o v id e r s  w ho  a r e  a n ta g o n is ti c  an d

u n s y m p a th e ti c  to  th e  in c r e a s e d  c o m p e ti ti o n  in  th e  h e a lt h  c a r e  m a rk e tp la c e

th a t H M O s p r e s e n t .  T he  r e s u l t  is  to o  o ft en  a s u b v e rs io n  of  th e  in te n t of  th e

le g is la t io n  u n d e r  w h ic h  th e  h e a lt h  p la n n in g  p r o c e s s  w as e s ta b l is h e d .  In  

a d d it io n , i t  is  c l e a r ly  in e q u it a b le  to  r e q u i r e  of  H M O s w h a t is  no t r e q u i r e d  of

'c o m p e ti n g  f e e - f o r - s e r v i c e  p r o v id e r s .

T he R u tg e r s  C o m m u n it y  H e a lt h  P la n  fa c e d  c o n s id e ra b le  o p p o s it io n

in  i ts  e f fo r t s  to  s e c u re  a p p ro v a ls  f o r  it s  f a c i l i ty  e x p a n s io n  f ro m  th e  p r o v id e r
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in t e r e s t s  on  c o u n ty  an d  re g io n a l  p la n n in g  b o d ie s , g a in in g  a p p ro v a l f r o m  th e

s ta te  body  on ly  a f te r  lo ng  and  c o s t ly  d e la y s . W e,  an d  m o s t of  th e  o th e r  p la n s

h e r e  to d a y , e x p e c t to  e n c o u n te r  s im i l a r  r e s i s t a n c e  in  th e  fu tu re  a s  p r o v id e r

g ro u p s  th r e a te n e d  b y  o u r  a t te m p ts  a t f u tu re  e x p a n s io n  e x e r t  p r e s s u r e  on

lo c a l and  re g io n a l  p la n n in g  b o d ie s .

T he d e m o n s tr a te d  a c h ie v e m e n ts  of  H M O s,  a f t e r  a l l , a r e  p r im a r i l y

a p ro d u c t  of  th a t  s y s t e m 's  in te r n a l iz e d  p la n n in g  m e c h a n is m  th a t  u t i l i z e s

f in a n c ia l  in c e n ti v e s  in b a la n c in g  r e s o u r c e s  to  n e e d s . If  H M Os a r e  to  b e

e n c o u ra g e d  to  d e v e lo p  th e y  c le a r ly  r e q u i r e  th e  k in d  of  e x e m p ti o n  f ro m  th e

c e r t i f i c a t e - o f - n e e d  p r o c e s s  c o n te m p la te d  in  S.  2 534 . T he  A m e n d m e n ts

m u s t  p ro v id e  an  a f f i r m a t iv e  s ta te m e n t  of  e x e m p ti o n  f ro m  a l l  s ta te  CN  la w s

a s  w e ll , h o w e v e r , to  a v o id  co n ti n u e d  e n ta n g le m e n t w it h  v a r ie d  s ta te  s ta tu te s

th a t  w il l be v e r y  d if f ic u lt  to  m o d if y  on  a s t a te - b y - s ta te  b a s i s .

4 . M a n a g e r ia l  T ra in in g .

M a n a g e m e n t is  s e c o n d  on ly  to  f a c i l i ty  c a p i ta l  a s  th e  c r i t i c a l

r e s o u r c e  l im ita t io n  to  f u r th e r  HM O d e v e lo p m e n t,  and  it  m ay  ev en  be  f i r s t .

T h e re  is  a p a u c it y  of  e x p e r ie n c e d  HM O m a n a g e m e n t in  th e  c o u n tr y , and  th e

h e a lt h  c a r e  s e c to r  g e n e r a l ly  h a s  n o t b e e n  c o n s id e re d  an  a t t r a c t iv e  c a r e e r

s e tt in g  f o r  w e l l - t r a in e d  and  e x p e r ie n c e d  m a n a g e r s .

W hil e e x p e r t i s e  is  a v a il a b le  f ro m  th e  e s ta b l is h e d  b a s e  of  s u c c e s s fu l

o p e ra ti n g  p la n s , p r e m iu m  c h a r g e s  to  e n r o l le d  m e m b e r s  c a n n o t be e x p e c te d  to

s u p p o r t  th e  c o s t  of  t r a n s m i t t in g  th a t  e x p e r t i s e  to  o th e r s .  R e s o u r c e s  a r e

r e q u i r e d  to  s u p p o r t  s u s ta in e d  p r o g r a m s  of  m a n a g e m e n t d e v e lo p m e n t to

p ro d u c e  in d iv id u a ls  w it h  th e  m a n a g e m e n t s k i l l s  an d  k n o w le d g e  n e c e s s a r y
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to  a s s u r e  th e  m o s t e f fe c ti v e  u s e  o f l im ite d  HM O r e s o u r c e s .  A se g m e n t of

th is  t r a in in g  c an  be s e c u re d  th ro u g h  s p e c ia l iz e d  a c a d e m ic  p r o g r a m s ;  th e  

m a jo r  s h a re  c a n  b e s t  b e  p ro v id e d  b y  th e  p r o g ra m a t ic  f ie ld  in te r n s h ip s  of 

th e  ty p e  p ro v id e d  f o r  in  S . 2534 .

We th an k  yo u f o r  y our c o n s id e ra t io n  of  th e s e  i s s u e s  th a t  a r e  so  

v i ta l  to  th e  fu tu re  d e v e lo p m e n t of  th is  p ro m is in g  p a t t e r n  of h e a l th  c a r e  

d e l iv e r y  in  o u r c o u n tr y . A ny  o r  a l l  of  u s  w ould  be  p le a s e d  to  r e s p o n d  to

y o u r  q u e s t io n s .
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V A L L E Y  H E A L T H  PL A N

A M H E R ST , M A SS A C H U SETTS

V a ll e y  H e a lt h  P la n  w a s  p ro p o s e d  in  th e  la te  '6 0 's  by  th e  F a c u lt y

S e n a te  of  th e  U n iv e r s i ty  of  M a s s a c h u s e t t s . It  w a s  p la n n e d  an d d e v e lo p e d  in

th e  '7 0 's  by  a c o a li ti o n  of  c o n s u m e r s  an d  p r o v id e r s  in  th e  A m h e r s t  a r e a ,

m o s t  n o ta b ly  th e  U n iv e r s i ty  H e a lt h  S e rv ic e s  of  U M ass  and  A m h e r s t  M e d ic a l

A s s o c ia te s ,  a p r iv a te  g ro u p  p r a c t i c e .  V H P w a s  in c o rp o ra te d  in  1975 a s  a

n o n -p ro f i t  c o r p o ra t io n ,  g o v e rn e d  by  a b o a rd  of  p r o v id e r s  (6) and  c o n s u m e rs  (9 ) 

V H P w as p la n n e d  and  d e v e lo p e d  b y  f e d e r a l  g r a n ts  u n d e r  P .  L . 9 3 -2 2 2

to ta li n g  $648 , 000. I t b e g a n  s e rv in g  m e m b e r s  in  O c to b e r , 19 76 . A s of  

M a rc h , 19 78 , V H P h a s  a p p ro x im a te ly  7,  50 0 e n r o l l e e s ,  of  w hom  60%  a re

e m p lo y e e s  o r  t h e i r  d e p e n d e n ts  a t U M a ss .

V H P is  a m e d ic a l  g ro u p  H M O . T he tw o  V H P  g ro u p s  a r e  th e  U n iv e r s i ty

H e a lt h  S e rv ic e s  and  A m h e r s t  M e d ic a l A s s o c ia te s .  V H P  a p p li e d  fo r  f e d e r a l

q u a l i f ic a t io n  in  M ay, 197 7; th a t  a p p li c a ti o n  is  p e n d in g  w it h  DHEW . V H P

h o ld s  l ic e n s e  N o.  3 a s  an  HM O u n d e r  M a s s a c h u s e t t s  la w  e n a c te d  in  19 76 .

V H P h a s  o p e ra te d  a t b r e a k e v e n  s in c e  it  b e g a n  o p e ra t io n s  in  19 76 .

I t h a s  no  c u r r e n t  in d e b te d n e s s , a lt h o u g h  th e  fu tu re  li k e li h o o d  of  c a p i ta l

n e e d s  fo r  e x p a n s io n  w il l p ro b a b ly  ch an g e  th is  s i tu a t io n .
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PRIIVEWEA1JH
Comm unity G roup H ea lth  Plan

The optimum in coordinated medical services: individualized concern and specialized care.

PRIME HEALTH: A Brief Description

PRIME HEALTH, a not-for-profit, community-sponsored health mainte­
nance organization, can trace its beginnings to the early 1970's, 
when a group of interested citizens, with the support of Group 
Health Association of America, Inc., combined to demonstrate the 
feasibility of a prepaid group practice in Kansas City. Grants 
in 1974 and 1975 from the Department of Health, Education and 
Welfare allowed the planning and development of PRIME HEALTH to 
be completed.
In November, 1976, PRIME HEALTH received notice from the Department 
of Health, Education and Welfare of its Qualification under the 
HMO Act of 1973 and opened its doors to members. Acceptance by the 
community has been good for this new concept. Sixteen months after 
opening, PRIME HEALTH enjoys a membership of over 11,300 through 
the participation of some 75 different employers. The Plan con­
tinues to grow ahead of schedule, with current projections indi­
cating that a membership of 24,000 members can be anticipated by 
July 1, 1979.
The PRIME HEALTH medical staff, numbering over 25 full and part- 
time physicians, provides services in a modern 32,000 sq. ft. 
medical center. The center is designed to provide care for over 
24,000 members and includes services such as laboratory, X-ray, 
pharmacy, eye care and mental health, in addition to pediatrics, 
internal medicine and obstetrics.
PRIME HEALTH is located in the southern portion of Kansas City, 
Missouri, close to 1-435, a major highway encircling the urban 
area of Kansas City. Indications are that expansion will soon 
be required to provide services to other regions of the Kansas 
City area.
PRIME HEALTH enjoys a broad base of consumer and provider support.
It is no longer supported by grant funds and has made good use of 
the federal monies invested in the program. The Board of Directors, 
composed of management, labor, health professionals, and Plan 
members, is dedicated to assuring that high quality health care 
is provided to citizens of Kansas City in a cost-effective manner.

373 WEST 101»t TERRACE 
KANSAS CITY, MISSOURI 64114 

TELEPHONE (816) 942-8200 3/1/78
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Senator  Schweiker. Thank you. Are there other statements ?
Mr. Rasmussen. I think we can respond to questions.
Mr. Birnbaum. This is a joint statement, Senator, by the four 

plans, and we are all available to respond to questions.
Senator  Schweiker. Very well. In your statement, you say, “In 

addition,  it is clearly inequitable to require of HMO’s what is not 
required of  competing fee-for-service providers.”

I wonder i f you could just elaborate  on that.
Mr. Birnbaum. Yes, Senator. Fee-for-service providers could de­

velop facilities, resources, with equipment identifical in scope to 
those proposed by IIMO ’s, but would not be subject to certificate- 
of-need requirements as HMO’s are. Tha t is, they are considered to 
be in the private  sector; they are not institutiona l health services; 
they are subject to no controls whatsoever.

To tha t exent, subjecting IIMO ’s to these requirements represents 
an inequity.

Senator  Schweiker. I would like to ask you, Mr. Birnbaum, what 
is your estimation of the  need for  fr aud and abuse provisions such as 
section 10 in our bill ?

Mr. Birnbaum. Well, I think I speak for all of the developing 
plans sitting here in suppo rting the fraud-and-abuse provisions. We 
all represent nonprofit IIMO ’s. We have an interest in seeing tha t 
the IIMO’s that  develop, whose experience will certainly contribute 
to or detract  from our reputa tion, not be troubled by the few but 
troublesome fraud-and-abuse problems that  have come to the public 
attention.

So we would support those provisions.
Senator Schweiker. Do you have any observations on the difficulties 

HMO’s have had in getting money for ambulatory  care facilities? 
Why you would find th is provision of  our bill necessary ?

Mr. Birnbaum. Well, I think it’s primarily necessary because we 
are dealing with a group of nonprofit IIMO’s. By definition these 
are programs that do not have an equity base. They cannot go into 
the financial community; they cannot demonstrate positive net 
worth ; they do not represent bankable propositions, at least not 
during thei r second and third stages of continuing growth.

I think until they have an opportunity  to demonstrate tha t they 
have long-term potentia l, they are not going to be attrac tive in the 
financial community.

Now. in our part icular setting, we were successful in getting a 
consortium of banks to advance funds to expand our initial  health 
center, but as we look 18 months down the road to the need for 
additional expansion, we have no more borrowing capacity to draw 
upon.

So the need in our part icular case—and I think we are typical of 
a number of successful plans that  want to capitalize on our early 
success, make th is program to the larger  number of potential mem­
bers who would take advantage  of it—we really would have no 
place to turn.

The combination of our long-term Federal loan, and what private  
capital facility we have been able to venerate, leaves us no further  
borrowing capacity to draw upon in the private sector.
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Senator Schweiker. Now, you mentioned your concern about the 
planning process, and discrimination against  I IMO’s. I wonder if you 
could give us a specific example il lustr ating  your concern with certifi­
cate of need review with respect to IIMO's.

Mr. Birxbaum. Senator. T have left with committee staff a docu­
ment that  describes the problems encountered by some six or seven 
TTMO’s in securing certificates of need. But in general response to 
your question, T think the problems are twofold.

No. 1 is the problem of delays, inevitable delays in handl ing the 
bureaucratic  process of securing an ITMO-----

[The informat ion referred to follows:]
Question. Can we give examples of third  party  and self-dealing relation­

ships?
Answer. AVe found that  six IIMO’s had thi rd par ty an d/or  self-deal ing re­

lationships.
E xample 1

From the time the HMO opened its doors, it  has  been leasin g an outpat ien t 
hea lth care faci lity with  a capaci ty which fa r exceeds reasonable expecta­
tions of its  membership growth dur ing the forseeable future . In our opinion, 
this has  occurred mainly because of inad equ ate  planning  by persons who had 
no prio r experience in IIMO management and partia lly  because of self-deal­
ing rela tionship s involving officers of the  IIMO.

Three  persons on the HMO’s board of dire ctor s are  members of a partn er­
ship, which is separat e from, but exi sts because of. the HMO. One partn er is 
the  HMO’s pres iden t and medical director . Another pa rtn er is the HMO’s 
execut ive vice president and medical cen ter adm inistrato r, and the  thi rd pa rt­
ner serves as secre tary and tre asurer  of the  HMO and represe nts it as its 
general counsel.

In 1973 the  par tne rsh ip leased a tra ct  of land from the pa rtn er  who is the 
president  of the HMO, and the partnership  borrowed abou t $1.1 million to 
build a hea lth cente r large enough to serve about 40.000 members. However, 
the IIMO estimates that  its membership at the end of 1931 will be only 20,400.

In mid-1974, the HMO leased the build ing from the par tne rsh ip and agreed 
to pay all costs associated with ma intain ing  the building,  includ ing taxes, 
insurance , maintenance, and principa l and intere st on the build ing mortgage. 
The HMO estim ates  that  these costs will amount to over $200,000 for  calen dar 
year 1973.

As of .Tune 30, 1970, the IIMO’s balan ce sheet showed that  it  had fur niture  
and office equipment  which had been purchased with  Federal  gra nt funds at  
a cost of about $13,000. All medical equipment and some office equipm ent used 
by the HMO had been leased from the  pa rtn er sh ip ; however, neither the HMO 
nor the par tne rsh ip could provide to us an equipment inve ntory list ing which 
segregated equipment purchased with gra nt funds from the  partnership ’s 
equipment.

E xample  2
The HMO’s organ izatio n cha rt indicate s that  it is an independent entity 

which obta ins certa in services through a con trac t w’th Blue Cross-Blue Shield 
tBC-BS) ; however the IIMO interr ela tes  with  BC-BS in seve ral ways.

BOARD OF DIRECTORS

BC and BS elect the  HMO’s Board  of Direc tors. In addi tion,  5 of the 25 
members on the HMO’s 1976 Board were also on either the  BC or the BS 
Board of Directors.

EXECUTIVE DIRECTOR

For  a period of about 3 weeks in Feb ruary 1977, BC’s President  also served 
as the  HMO’s Execu tive Director.  ITe told GAO that  the HMO’s Board of 
Directors felt  that  a full-time Executive  Dire ctor  was no longer needed. 
There fore, the Board’s Executiv e Committee recommended h’s anno’ntm ent 
as the  HMO’s Execu tive Dire ctor  contingent upon a legal dete rmination that  
there would be no conflict of int ere st between these  two positions.
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At its  February  1977 meeting, the Executive  Committee apparen tly recog­
nized that  the re would be a conflict and promoted the  Associa te Executive  
Dire ctor  of the  IIMO to Exec utive  Direc tor. Before coming to the  HMO in 
1972, he had about 17 years experience with  ano ther Blue Cross organiza tion.

Senator Schweiker. You feel it is deliberately directed at HMO's 
or jus t “normal” bureaucratic delays ?

Mr. Birxbaum. I think  it’s a combination of the two, but I think 
the provider elements on the USA Boards can deliberately coin­
pound the bureaucratic process and use the bureaucratic process in 
a way that  makes it more difficult for the HMO.

The HMO is the new boy in town. To the extent tha t providers 
on HSA  Boards cooperate with one another in working out what 
they mutually  hope to achieve through the process, the HMO repre­
sents an outsider tryin g to come into the process. So the provider 
indirectly  can make the bureaucrat ic process a more formidable 
obstacle, but the examples indicated in the materials  left with the 
committee staff provide very specific illustra tions of overt hostility  
on the par t of providers who just don’t want to welcome competition 
in the health care sector. And even though they may not in all cases 
represent a major ity on the board, thei r persistence, their  vested 
interest in the planning process as such—that they tend to by and 
large represent the prevail ing viewpoint of the health planning 
agencies.

Senator Schweiker. I would be glad to have any other responses 
to my questions from any of the other panelists.

Mr. Rice. Thank  you. Senator, I am Frederick Rice—I didn’t get 
a nameplate. I think one of the other things tha t you ought to keep 
in mind is the consumers on most USA’s are relatively new to what 
is a relatively new process. And that most of the ones tha t T have 
been involved with are pretty conscientious about their  responsibili­
ties, but they are focusing on a mandate which really doesn’t apply 
to HMO’s. They are trying to deal with an allocation of resources 
in a market which doesn’t allocate its own resources. And their  per­
spective on what thei r job should be is very difficult for them to 
give up when they come to something like an ITMO, which is basic­
ally dealing with interna l allocation of resources.

I think  if you see some of the plans tha t have been produced by 
the USA ’s over the recent past, and you see their—what they are 
intending to do in terms of providing service to under-served areas 
in terms of regula ting resources in an area, vou will see that there 
isn’t much place for HMO’s in that  process. There is not much con­
sideration of HMO’s except as an afterthought.

So our experience has been not necessarily tha t the providers arc 
antagonistic, but tha t the consumers really don’t understand.

Senator Schweiker. Mr. Ege rt ?
Mr. Eoert. Yes; I would like to respond to your question con­

cerning the ability to att rac t capital.
Firs tly, ambulatory  care facilities for an HMO are generally a 

single-purpose building which has potential, great potential risk to 
a venture-capital  developer putt ing it up and leasing it to an or­
ganization which does not have a balance sheet that  is bankable. 
Th at’s one thing.
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The second area that  I would like to suggest consideration upon 
in relation to the loan program for ambulatory facilities is some 
consideration of considering in the bill the effects of inflation on the 
$2.5 million ceiling. Two and a half  million might be very adequate 
presently, but if the legislation is going to continue for a long period 
of time? perhaps  you want to build in a similar escalation as you 
have in the health planning act on the minimal levels of requirement 
for consideration by agencies.

Mr. Rasmussen. Senator Schweiker, I would like also to address 
this need for capital.

I think  we stand on the opportunity to really rapid ly expand our 
capacities, all four of these plans here, if we have the resources. Now. 
if we don’t have the entry into the capital market, this process will 
take place, but it will take place over a much longer time. And our 
impact on the health care system will be delayed. And I think that 
the point that  we are trying to make, this additional capital, we 
will be able to take advantage of the market, which we see the mar­
ket swinging more and more to recognizing HMO’s among the gen­
eral population we serve.

Senator Schweiker. Well, thank you all very much. I certainly 
apprecia te your participation  and your comments th is morning, and, 
because you people are the ones on the fir ing line, your comments will 
weigh very heavily in our deliberations.

At this point I order printed all s tatements of those who could not 
attend  and other pertinent material submitted for the record.

[The materia l referred to follows:]
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The American Nurses' Association is pleased to have the opportunity to 

submit comments on S. 2534, the Health Maintenance Organization Amendments of

1978.

Since 1971 the American Nurses' Association has been on record in 

support of health maintenance organizations as means to help make comprehensive 
health care accessible and acceptable to all people ^by offering preventive, 

health maintenance, diagnostic, treatment, restorative and protective

services through an integrated delivery system.

It is from this perspective that the following comments are made regarding 

S.2534, intended to revise and extend the provision of Title XIII of the Public 

Health Service Act relating to health care organizations.

HMO Fiscal Arrangements

ANA supports the proposed changes in fiscal arrangements for HMO's 

including: Section 3 which doubles the amounts available for development 

grants and initial operating loans; Section 4 which provides for federal 

loan guarantees for funds borrowed for facility equipment, construction, 

acquisition or renovation; Section 7 which permits grants for improvement of 

services; and Section 8 which authorized appropriations for grants and loan 

guarantees. These measures broaden and extend support for an alternative 

mode of health care delivery which is no longer experimental but the mode 
2of choice for 6.5 million Americans. Section 6 will allow subscribers to
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prepaid health care a convenience, hitherto unprotected by law, of electing 

to have their employers deduct premiums from their paychecks.

Training of Administrators

ANA has consistently advocated advanced preparation for nurses in 

managerial positions. Hopefully nurses can avail themselves of the type 

of training addressed in this bill.

Certificate of Need

ANA has concern about the exemption of HMO's from certificate of need 

provisions in the Health Planning Act. We recommend that integrated systems 

for delivery of comprehensive health care be developed through and subject to 

local health planning mechanisms in which consumers are involved, and which 

include certificate of need requirements.

The responsibilities of health planning agencies, which include 

increasing the accessibility, acceptability, continuity, and quality of health 

services and preventing unnecessary duplication of health resources, cannot 

be fully met when a growing segment of the health care delivery system does 

not fall within their purview. The need for this country to contain its 

health care costs and utilize its finite health care resources effectively 

supersedes the need for health maintenance organizations to be exempt from 

health planning control.

Nurses in HMO's

We also have some concern about Section 2 of S 2534. It appears to 

attempt to give HMO's greater flexibility in hiring professionals; however,

-2-
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we believe the section should be clarified to protect the consumer who 

may be prevented from accessibility to nursing services, because an HMO 

determined to hire only or primarily physicians.

Nursing is an integral part of the HMO, and in order for the HMO to 

provide comprehensive health care services, nurses must participate in 

the planning, operation and evaluation of the health care program.

Nurses' involvement is crucial in providing the following essential 

components of an organized health maintenance system:

1. Health education programs to develop the health capability of 

individuals, families and populations and encourage their

knowledgeable participation in the management of their own

health problems.

2. Identification, mobilization and coordination of appropriate 

medical, community and self help resources for dealing with

health threats and health problems.

3. Analysis of socio-cultural and economic barriers to the use

of health resources and assistance aimed at the development of

desirable health practices.

4. Promotion of consumer representation at the decision-making level.

5. Evaluation of the quality of nursing care and total health care

services offered to the members of the HMO.

6. Development and more effective utilization of manpower.

7. Provision for continuity of care through long range planning.

Nursing care in the HMO is directed toward helping patients and their

families to identify health needs and to assist them in planning preventive, 
4supportive, therapeutic and rehabilitative services.

-3-
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For these reasons, we believe it is vital that Health Maintenance

Organizations strengthen the accessibility and availability of nursing

services for the health care consumer.

In summary, the American Nurses' Association supports changes in fiscal 

arrangements that will enhance the viability of health maintenance organizations 

and strongly urges that HMO services be subject to the Health Planning Act as are 

other community health care agencies. We also believe that any changes must 

safeguard the consumer's access to nursing services.

We ask that this statement be made part of the hearing record.

REFERENCES

1. ANA Statement on S. 1182 - Health Maintenance Organizations presented 

to the Subcommittee on Health of the Senate Committee on Labor and 

Public Welfare, November 2, 1971.

2. Statement by Hale Champion, Under Secretary of Health, Education and 

Welfare before the Committee of Human Resources, Subcommittee on Health 

and Scientific Research, United States Senate, March 3, 1978.

3. Public Law 93-641 Part B, Section 1513 National Health Planning and 

Resources Development Act of 1974.

4. ANA's Division on Community Health Nursing Practice Statement on 

Nursing in Health Maintenance Organizations.
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My name is Mario Obledo. I am the Secretary of California's Health and 
Welfare Agency and have overall responsibility for our State's Title XIX 
Medical Assistance Program, which we call Medi-Cal. Currently, the Medi-Cal 
program makes services available to approximately 2.9 million eligibles per 
month. Annual expenditures are in the neighborhood of $3.1 billion, inclusive 
of government's administrative overhead (State/County administration, and 
claims processing costs). Approximately 4.6 percent (124,000) of our eligibles 
are provided services through Health Maintenance Organizations (HMO) type 
operations known as prepaid health plans (PHPs) at an annual cost of $55 
million.

PHPs have been a part of the Medi-Cal program since 1971, providing services 
to an indigent population on an at-risk prepayment contract basis. PHP 
members receive the same services as they would through straight fee-for- 
service Medi-Cal. The past seven years have gained us considerable experience 
in the HMO/PHP field as a puchaser and overseer of health care services, and 
it is with this perspective that my comments are offered. While California 
has had its full share of problems, we are tenacious in our belief that the 
HMO delivery model can and does represent a system truly capable of providing 
good quality health care at a reasonable price. I am convinced that the time 
has come to move cautiously forward in encouraging the nationwide growth of 
HMOs.

Since our experience with HMOs has been strictly limited to Medicaid services 
(and all of the responsibilities and requirements attached thereto), the 
reader should understand that most of the following commentary uses govern- 
mentally funded health programs as its base. Discretion should be used when 
applying these comments to the private sector HMO market.

Perhaps the best place to begin is with a brief exploration of our perception 
of the advantages of HMOs in Title XIX programs. The overriding consideration 
historically has been cost. In California, we are statutorily obliged to 
keep PHP per capita costs at or below the equivalent fee-for-service (read 
"regular non-PHP Medi-Cal") per capita cost. Our experience to date shows 
that PHPs save from 10 to 17 percent when compared to Medi-Cal fee-for- 
service. It should be noted that in California, with the exception of hospital 
costs, all levels are controlled by the State. Medi-Cal fee-for-service 
noninpatient payments and PHP payment levels are not truly reflective of an 
open market place. While the impact of a 17 percent savings pales in the 
light of a cost controlled system, it is our belief that HMO prepayment rates 
can, and do, represent a better deal than conventional pay-as-you-go medicine.

The other component of the cost issue is administrative expense. By 
contracting with HMOs on a per capita, at-risk basis, California escapes 
nearly all of the administrative expense associated with the claims processing 
and utilization control necessary in the fee-for-service system. These 
responsibilities are transferred to the PHP contractor and become part of the 
administrative costs for which he is also at risk.
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In addition to fiscal considerations, there are other major advantages to 
prepaid at-risk contracts insofar as the State of California is concerned:

. PHPs are mandated to provide a comprehensive medical care system which 
not only provides the full scope of services but also urges continuity 
of care through specialty referral mechanisms, follow-up care where 
appropriate, and comprehensive medical records which include 
documentation of all care provided to the member.

. Contractors are required to institute a program of preventive health 
care services including patient education.

. All services are organizationally tied, so that members may receive 
any covered service through the PHP, without having to seek out a 
provider who will treat them.

. Contractors are required to operate and maintain systems for peer 
review, grievance resolution, and consumer representation, all 
overseen by the Department, which serves to ensure protection of 
the member.

. Contractors are subjected to constant scrutiny by the State in 
the areas of organizational capability, financial integrity, 
marketing practices, and service availability. This scrutiny 
is accomplished in much greater depth and frequency than in the 
fee-for-service program.

Having stated what we believe are the major advantages to the State, as a 
party to an HMO/Title XIX contract, I would like to broach some of the 
problems which we encounter in the current HMO/Title XIX field.

A. Membership Diversity

Current law requires that an HMO's membership be comprised of not more 
than 50 percent Medicare/Medicaid members. This requirement has as its 
goal the inclusion of Title XVIII and XIX patients in a mainstream, 
community medical care setting, while embargoing HMOs set up to deal 
exclusively with "welfare medicine". While the goals are admirable, we 
have found that, as a practical matter, such a requirement can be 
extremely difficult for us to enforce and for contractors to comply 
with. Many PHPs and HMOs operate within a service area which is either 
uniformly low in socioeconomic status, or is reflective of some other 
demographic quirk. In these cases it is unreasonable to expect the 
operator to successfully market his services to private pay members or 
to commercial groups which may, in fact, not exist. For example, one of 
our older PHPs in the Watts area of Los Angeles has a service area 
population 98 percent of which is at or below the poverty level. It 
would be impossible for this contractor to meet the 50 percent rule, 
even if all of the population in the service area were to be enrolled. 
This plan is an established, highly respected health care service plan 
providing crucial services to an exceptionally needy community. It 
would be an unconscionable error for government to eliminate this 
service on the basis of the 50 percent rule.

-2-
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Another example of difficulties brought about by the 50 percent rule is 
the situation of the county PHP. Currently, we have one PHP run by 
county government. Its facilities are all those hospitals and health 
centers existing within the county's medical services system. By 
requiring that this PHP maintain a 50 percent mix, several negative 
consequences accrue.

1. We put county government into direct competition with local 
health plans for commerical memberships.

2. We disenfranchise those eligibles who wish to enroll in the 
PHP but cannot because the 50 percent balance would be 
undone.

3. We limit the full exploitation of any HMO advantages.

4. We force the county to maintain the duality of fee-for-service 
medicine and HMO medicine.

5. We encourage the escalation of administrative costs by mandating 
nonfruitful marketing efforts.

Strict compliance with the 50 percent rule can have the effect of 
denying HMO access to Medicare/Medicaid eligibles who wish to join, 
since aggressive marketing to these individuals cannot proceed apace 
without a head-for-head match in the private sector. We have seen 
situations in California where plans have virtually abandoned Medicare/ 
Medicaid marketing in order to concentrate on the commercial membership.
This is a garish example of the cure being worse than the disease. 
Consequently, I agree with Mr. Pepper's position that the 50 percent 
rule be waived for qualified contractors in certain types of service 
areas. However, I suggest taking it a step further, recommending that it be supplanted totally by a requirement which, by recognizing the 
diversity of discrete service areas, requires "service area-specific parity" to become the rule. This would preserve the stated goals of the 
50 percent rule, but accomplish them in a different manner. Plans 
would, as a condition of their HMO qualification, design a plan to reach "parity" as that term fits their circumstances.

B. Elimination of Title XVIII Disincentives

Current law regarding the disposition of Medicare funds paid to HMOs 
removes any monetary incentive to provide economical care. Such a 
situation seemingly limits the amount of interest in procuring Medicare 
memberships. Assuming that the Federal Government is desirous of making 
HMO care an option to Medicare eligibles, it is imperative that there be a "carrot" (profit or retainable earnings) at the end of the stick.
When a contractor voluntarily assumes the financial risk for providing 
services, the required counterbalance is some sort of reward for effi­cient performance. I support the general concept included in the Pepper 
bill which allows an HMO to share in the savings that they are able to 
realize. This is a complex area, however, and must be dealt with carefully.
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HMO-Medicaid Involvement

California is one of 14 or so states which contract with HMOs to provide 
Medicaid services. Despite a long history of program problems, we are 
still convinced that the prepaid, at-risk contract model is a valid 
vehicle for medical care. Mr. Pepper's bill would require states to 
offer the option of HMO membership to Title XIX eligibles. While I am 
in support of such a concept, I want to be cautious about supporting 
this provision without a full delineation of the duties of the State and 
DHEW. Currently, the State has the responsibility to ensure that Medicaid 
services are available, accessible, of reasonable cost, and of adequate 
quality. On the other hand, HEW is largely responsible for the control 
of HMOs. I would encourage Congress to delegate the same responsi­
bilities to the states for Title XIX services provided through HMOs.
This would require some essential changes to the current HMO system, 
including some state involvement in deciding which HMOs will be Title 
XIX certifiable, and giving the states the right to monitor the care 
provided in such a setting. Mr. Pepper's provision also requires some 
deep thinking about the responsibility for Title XIX-HMO rate setting.
Will this be incumbent upon DHEW or the State?

Loans and Grants

To foster HMO growth, it has been proposed that the Federal Government 
institute a broadened program of grants and loans for construction of 
ambulatory care facilities. I am in favor of this concept; however, I 
am not sure of its potential effectiveness in light of the restrictions 
imposed by P.L. 93-641 (Certificate of Need Requirements). If DHEW is 
desirous of making seed money available, it would behoove them to give 
special consideration to HMO building and expansion efforts at the 
health planning level. California has done so while remaining in general 
compliance with P.L. 93-641. California comprehensive group practice 
prepayment health care services plans are allowed some special statutory 
and regulatory considerations which short-circuit some, but not all, of 
the present CN review and approval criteria. I agree with the need for 
cautious health planning efforts, however, I would urge that HMOs be 
given special consideration if the Federal Government is truly interested 
in supporting HMO growth nationwide.

Restrictive State Law

The Pepper Amendment would allow federal statutes to supersede state law 
with regard to qualified HMOs. This provision will be acceptable only 
if the State is left the flexibility to fully execute its duties and 
responsibilities.

HMO Tax-Exempt Status

The final portion of Representative Pepper's remarks to the House 
addresses the advisability of allowing nonprofit HMOs to qualify as tax- 
exempt organizations under Section 501 (c) (3) of the Internal Revenue

-4-
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Code. I concur with this provision of his amendment, if solely to make 
the HMO more attractive to financial donors, physician providers, and 
to the operators themselves. I will address the issue of incentives a 
bit later.

Having concluded my comments regarding the Pepper Amendment, I would like to 
proceed with some short exploratory discussions of situations which have 
been, in varying degrees, irritants to the HMO model of delivery in California 
and perhaps elsewhere.

A. Multiple Regulatory Authority

As the HMO concept bloomed in the late 60s and early 70s both Federal 
and State Governments began to enact laws, regulations, and guidelines 
which purported to control this "new and innovative" delivery system.
As the industry grew, problems arose which had been unforeseen. The 
reaction of government was to enact more statutes and regulations to 
fill in the apparent voids. This escalation has proceeded apace until, 
today, we have a bewildering number of rules. The following is only a 
partial listing of such codifications relating to California PHPs:

. Title XIX of the Social Security Act

. Title XVIII of the Social Security Act

. HMO Act of 1973 (Title XVIII, Public Health Service Act)

. 1975 Amendments to the HMO Act

. 1976 Amendments to the HMO Act

. 1975 Medicaid Amendments

. 1972 Medicare Amendments

. California Health and Safety Code (Knox-Keene)

. California Welfare and Institutions Code (Waxman-Duffy)

. California Business and Professions Code

. California Administrative Code (regulations)

. 45 CFR 249.82 (now 42 CFR 449.82)

. 45 CFR 228.110

. Clean Air Act of 1970

. Civil Rights Act of 1964

-5-
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To enforce these provisions there are at least four very active agencies; 
California Department of Health, California Department of Corporations, 
the Department of Health, Education, and Welfare's Region IX adminis­
trators, and the Public Health Service. You can well imagine the 
complexities of doing business as an HMO in 1978 and the difficulties in 
regulating HMOs from a government standpoint. Much can be done to 
simplify the process. As a starting point we should move to consolidate 
authority (if not the laws) into one body. This could take the form of 
absolute federal control, or delegation of authorities to the states.
The obvious benefits are greater consistency of operation, quicker 
response and elimination of duplicative efforts. There probably would 
be some savings to accrue if the regulation of HMOs could be streamlined. 

B. Overly Strict Participation Requirements

Existing qualification requirements effectively dissuade the partici­
pation of some potentially valuable organizations such as Kaiser, 
Ross-Loos, and county governments. (These restrictive provisions 
appear at both the state and federal levels). For example, a current 
requisite demands that HMOs have consumer representatives seated on the 
governing boards of the organization. In the case of a county govern­
mental body this is unrealistic since the governing board is the panel 
of democratically elected supervisors. The governing board is, at once, 
wholly representative of the consumer populace, yet out of compliance 
with the letter of the requirement. Another impediment to county 
participation is a requirement that the corporate entity maintain 
certain minimum tangible net equity levels and working capital ratios to 
demonstrate its fiscal integrity. Such a requirement discourages the 
inclusion of county government in the HMO field.

Overly strict requirements have also stifled the participation of 
large, experienced prepaid group practices such as Ross-Loos and Kaiser 
in Title XIX programs. This irony stems from strict requirements in the 
areas of emergency services reporting, subcontract requirements, 
mandatory minimum benefit packages, noncommunity-based rates, hospital 
bed ratios, dental care, EPSDT services, working capital ratio (1:1), 
medical records, and employment physicals. The point to be made here is 
that we are limiting the growth of HMOs by setting standards which are 
not flexible enough to allow the participation of either the pioneers in 
the industry or the local governmental entity responsible for the 
welfare of its constituency. Significant progress might be made in 
easing this situation by first granting broad waiver authority and 
eventually by changing statutes and regulations.

C. Incentives for Participation

Incentives for HMOs to participate in federally funded medical programs 
are few. It has even been said that the complexities involved in such 
participation outweigh the advantages. To some extent the same might be 
said for consumer participation. In order to promote HMOs, government 
will have to make the programs more attractive to their participants. 
Loans and grants as proposed in the Pepper Amendment are good ideas.
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Minimization of red tape and unnecessary governmental intervention are 
others. Rate structuring can always be used to attract operators, as 
can governmental assistance in marketing the HMO concept to potential 
members. Members can be attracted to HMOs through packages which offer 
the gamut of medical services "under one roof", and by offering addi­
tional services not normally available (alcohol or drug detox), or those 
not thought of as strictly medical services (social work, occupational 
and speech therapy, rehabilitation, home care including domestic services 
which allow the patient to remain at home, etc.). All of these ideas 
have been discussed before and could be made a reality but for our 
existing philosophies and the statutes which reflect them.

D. Beneficiary Eligibility Problems

One of the significant problems for California PHPs has been the mercurial 
nature of beneficiary eligibility. Linkage of PHP eligibility to public 
assistance (cash grant) status which is redetermined monthly allows 
patients to be eligible one month and ineligible the next. This is a 
nonoptimal situation for the patient, the plan, and the State. The most 
severe consequence is the possible interruption of care to patients.
Cash flow problems and associated administrative complexities, though a 
reality, must be considered secondary to those concerning continuity of 
care. This problem is resolvable by guaranteeing eligibility; however, 
the associated cost could be enormous. In the short run I would suggest 
some pilot studies funded by grant and research money to test the 
solutions to this problem.

E. State/County Medicaid Cooperation

Prior to California's implementation of a Medicaid program in 1966, 
health care was provided to low-income recipients by the 58 county 
medical services systems. Most of these systems are still functioning 
(as providers); however, they manage the care of only a very small 
percentage of county eligibles with the at-large medical community 
assuming the brunt of the business. We believe that the county medical 
systems are a fertile and abundant resource for medical care delivery 
which is going begging in the State's Medicaid system. To synopsize the 
problems extant in county/Medicaid involvements we can itemize the HMO 
qualification requirements and California PHP participation requirements 
which are seen as barriers:

1. Consumer policy-making positions on the governing board.

2. Tangible net equity and working capital ratio requirements.

3. Fifty percent mix requirements.

4. Tax exemption questions.

5. Conflicting licensing laws.

6. Subcontract problems.
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7. Rate level problems.

8. Financial security.

On the other hand, there are a number of real advantages to utilizing 
county medical service systems which make them prime candidates for 
prepayment contractors:

1. Providers are almost invariably salaried. This condition 
eliminates the tendency to overutilize services which is
so prevalent in fee-for-service operations. Underutilization, 
a problem unique to prepayment situations, is also minimized 
because of the lack of decision-making authority in the hands 
of a corporate profit-minded entity.

2. Medical services are organizationally linked to patient 
eligibility and to other nonmedical services allowing both 
rapid communications and the possibility of a more compre­
hensive approach to caring for county residents' needs.

3. By involving counties intimately with the provision of medical 
services, the philosophical need for control is satisfied, and 
the county is better able to plan and synthesize a rational 
universe of services for its constituency.

4. County prepaid systems would allow the development of service 
planning on a geographically large scale. Normal PHP develop­
ment has been tied, heretofore, to a circumscribed base of 
influence reflective of the organization's operational capacity.
The resulting network of PHPs then appears to be somewhat of a 
patchwork of rather parochial and functionally small health 
service systems.

5. The financial position of county government virtually assures 
the reasonableness of costs both on the administrative side 
(especially salaries) and on medical services. Another related 
advantage is the possibility of volume purchasing of needed 
supplies and equipment and the built-in advantages of county 
government access to federal and state funds through revenue 
sharing and grants.

The points add up to a need for at least a relaxation of participation 
requirements, if not an actual endorsement of county HMO development 
through waivers or special legislation.

In summary I see a number of areas in which legislation might be pursued 
in order to further the cause of the Health Maintenance Organization. 
They are:

1. Modification of membership diversity requirements to truly 
reflect the marketplace in which the organization has chosen 
to operate.
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2. Modification of rate-setting methodologies to allow full 
exploitation of an HMO's ability to operate economically.

3. Full scale expansion of HMO operations into Medicaid and 
Medicare programs through a mandatory HMO option.

4. Expansion of loan and grant programs to HMOs for construction 
and rehabilitation of ambulatory care facilities, with special 
consideration given to HMOs at the health planning level.

5. Allowance of tax-exempt status for certain organizations with 
assurances that the advantages are not abused.

6. Elimination of duplicative and superfluous regulatory 
authorities by streamlining and coordinating existing statutes 
and regulations.

7. Loosening qualification requirements to allow participation of 
existing prepaid group practice plans and other organization 
entities.

8. Building incentives for participation for organizations, 
providers, and consumers.

9. Stabilizing eligibility of the membership to ensure continuity 
of care and to minimize associated administrative disruptions.

10. Involving county medical systems in direct patient care under 
prepayment contracts.

I appreciate this opportunity to present these remarks to the Committee and 
I am hopeful that the receptive spirit of these hearings is indicative of a 
willingness to explore the advantages of the Health Maintenance Organization 
in providing high quality health care at a reasonable cost to the consumer.

AHSD-9 -9-
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A M E R I C A N  D E N T A L  A S S O C I A T I O N
WASHINGTON OFFICE • SUITE 1004 1 101 — 17TH STREfc? NW  • WASHINGTON 0 C 20 03 6 • PHONE 202 83 3 3036

March 24, 1978

The Honorable Edward M. Kennedy 
Chairman
Subcommittee on Health and Scientific 
Research

Committee on Human Resources
4230 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Senator Kennedy:

I am writing on behalf of the American Dental Association to comment 
on S. 2534 and S. 2676, proposals which would amend and extend the 
Health Maintenance Organization Act. I request that these comments 
be included as part of the record of the hearinqs which your Subcom­
mittee held on S. 2534.

As you know the Association has testified and offered written comments 
on both the oriqinal Health Maintenance Orqanization Act and the 1976 
Amendments to that law.

It has been the position of our Association from the first consideration 
of health maintenance organization legislation that HMOs should compete 
with the more traditional forms of health care delivery on an equal ba­
sis. An impartial evaluation of such competition would provide the 
public with valuable experience data on which to make choices regarding 
the delivery of health care.

For the purpose of testing an experimental delivery system, it was 
determined that some support by the federal government for these organi­
zations in their developmental stage was not inappropriate although 
numerous questions were, and continue^ to be raised because of the com- 
petitive advantages provided to HMOs by this assistance.

The Association has always maintained that the HMOs supported by federal 
assistance should conform to the commonly accepted definition of an HMO
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as a structured system for the delivery of comprehensive health care, 
both ambulatory and institutional, on a prepaid capitation basis in 
which the health care providers are at risk. Without such conformance 
it is difficult to justify the expenditure of public funds in support 
of an experimental alternative to the present system.
Based on this understanding of the rationale for federal support to 
HMOs, we have strong objections to the approaches taken in both S. 2534 
and S. 2676.

Each of the bills before you would double the amount of federal assistance 
which could be received by an HMO for initial development and for initial 
costs of operation. In addition S. 2534 would provide continuing sup­
port for costs of operation rather than limiting this support to an ini­
tial period. Although the proDosed increases in the levels of assistance 
which could be provided to HMOs do not aooear to bear anv relationshio 
to recent inflationarv rates, we do see the oossible necessitv for in- 
creasina uDoer fundina limits to reflect inflationary pressures. We do 
not object to such increases. But we do object to the limits proposed 
in the bills because of their lack of relationship to actual cost in­
creases and because of the overall context of the legislation. It is 
clear that these proposed increases are a necessary part of an appar­
ently qrowinq attempt to insure that HMOs succeed throuqh the quarantee 
of continuinq availability of larqe amounts of federal funds rather than on their merits.

We also object to the chanqe proposed in S. 2534 which would permit con­
tinuinq assistance for the costs of operation of an HMO rather than 
assistance only for initial operating costs as at present. Certainly 
the entire history and intent of the federal program of support to HMOs 
was to develop an experimental program with assistance at the initial 
stages in order to determine whether HMOs could become self-sufficient 
in the long run. A change in the law permitting continued assistance to 
an HMO beyond an initial development stage appears to concede that many 
HMOs may lack the potential for independent operation. Further, a change 
of this kind would be plainly contrary to the intent of Congress to fos­
ter true competition among alternative delivery systems.
The proposed authorization in both bills of support to HMOs for the 
construction and equipping of ambulatory care facilities and in S. 2534 
for improving health services of the HMO and for the training of HMO 
management personnel seem to us simply to be additional mechanisms for 
justifying potentially large new expenditures to help assure the econo­
mic success of HMOs. It would appear to us that the provision of ambu­
latory care is a basic element in the HMO concept and that special addi­
tional funding is inappropriate to provide these services.
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Also we would hope that all providers of health care would constantly 
be attempting to improve their health services. We do not think there 
should be a special subsidy to carry out this very basic and necessary 
obligation.

As with many of the other forms of assistance authorized under the HMO 
law, the authority to provide funding for the training of management 
personnel would apply to HMOs but not to other health care delivery sys­
tems. New personnel constantly are needed in all health delivery sys­
tems and to authorize special funding for training of those who will 
enter one form is extremely inequitable.

There are provisions in each bill which would authorize HMOs, with the 
approval of the HEW Secretary, to limit the services which are offered. 
This includes authority for an HMO not to offer one or more basic health 
services.

We cannot state too strongly our concerns with the apparent and continuing 
erosion of the original concept of the health maintenance organization 
which was to provide comprehensive high quality services to all eligible 
persons in an efficient and cost saving manner. It is untenable to main­
tain that it is this comprehensive system which is to be provided fed­
eral funds when there are provisions to authorize HMOs to eliminate basic 
health services from those which should be available to their enrollees. 
Provisions which allow exclusion of some of these services invalidate 
the entire concept of the HMO effort.

The Administration bill also would make a series of amendments relating 
to priorities for federal assistance to HMOs and to general requirements 
which must be met before federal assistance can be provided. In parti­
cular the Administration bill would repeal current provisions which give 
priority to assistance for entities serving medically underserved and 
rural populations. With the continuing concerns expressed by Congress 
and others with the availability of services to individuals in medically 
underserved areas we cannot understand why such a provision would seriously 
be proposed.

S. 2676 also would delete current provisions which require that before 
federal assistance can be provided to an HMO, or an entity attempting to 
become an HMO, there be a determination that the project applied for could 
not be completed without this federal assistance. The Administration bill 
also would repeal the current provision that stipulates that only funds 
appropriated under the HMO law could be used to assist HMOs. Under the 
Administration bill's new provision, funds available under other Public 
Health Service Act programs could be provided to HMOs.
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It would seem totally improper to delete the requirements in the existing 
law that before federal assistance be provided there be a showing that 
this assistance is in fact necessary for completion of the project. We 
are aware of the major efforts on the part of the Administration and others 
to induce greatly expanded development of health maintenance organizations. 
However to authorize the expenditure of federal funds as an incentive to 
major, economically sound corporations for example to begin HMOs is im­
proper. The HMO concept must stand or fall on its own merits when cor­
porations or other major entities are considering their development. It 
is an invalid use of federal taxpayer funds to make monies available to 
such entities as an incentive to adopt the HMO concept.

With regard to the funding procedures of HMOs we also are extremely con­
cerned with the authority in S. 2676 which would permit funds other than 
those under the HMO law to be used to assist in the development of health 
maintenance organizations. You may recall that one of the reasons for 
initial enactment of the HMO law in 1973 was concern with the expenditures 
for support of HMOs which were being made from general funds available 
to the Department of HEW. The loss of accountability of expenditures for 
HMOs alone should prevent the Congress from adopting such a provision.
The issue of an HMO exemption from health planning law requirements, as 
proposed in both bills, is complex and is being addressed in legislation 
which would extend the National Health Planning and Resources Development 
Act. It is within the context of that legislation that this issue should be addressed.

The Administration proposal also makes a series of suggested changes in 
medicare policy for reimbursement to HMOs. These provisions also are 
complex and should be thoroughly studied in order to insure that they do 
not in fact increase costs under the medicare and medicaid programs.
We believe that the provisions relating to financial disclosure of trans­
actions by HMOs as proposed in both bills would be beneficial in assuring 
the integrity and proper public perception of HMO activities.
In conclusion we stress again that the Association support of the existing 
private delivery system does not indicate a reluctance to test alternatives 
We do however object strenuously to legislation which would effectively 
override competitive market place realities thereby misleading the puhlin. 
in its consideration of options available to it with regard to health 
care services. We believe that significant alterations of the approach 
now being proposed for federal assistance to HMOs must be made in order 
to equitably and effectively allow full competition among all viable 
health care delivery systems.

Sincerely,

Sidney R. Francis, D.D.S. 
Chairman
Council on Dental Care Programs

SRF:cs
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MEDSERCO Inco rporate d
University Club Tower • Suite 1400 - 1034 South Brentwood Boulevard
Saint Louis, Missouri 63117 - (314 )726 -040 0 • Telex 44-7125

March 6, 1978

David C. Main, Jr.
Subcommittee on Health 
Minority Staff
Senate Office Annex Courts Bldg. 
Washington, D.C. 20510
Dear Mr. Main:
Many thanks for your advice during our recent phone conversa­
tion regarding the Seante public hearing on S.2534, the HM0 
Amendments of 1978.
I also appreciate the summary of S.2534 as well as the bill 
itself, which you were kind enough to send me.
Enclosed is a copy of Dr. E.J. Cunningham's remarks on HMO 
legislation. Please have these remarks made part of the offi­
cial public hearing record.
Many thanks,

Thomas J. Ernst 
Vice President

TJE:lde
Enclosure
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B  Uplan

(To  be p u b li s h e d  i n  S t .  L o u is  C ou nt y M ed ic a l 
S o c ie ty  J o u r n a l ,  S p r in g  19 78)

KEY FACTORS TO HMO SUCCESS

As a p r i v a t e ,  p r a c t i c i n g  p h y s ic i a n ,  I  s h a r e  th e  c o n c e rn s  o f  th o u s a n d s  o f  
d o c to r s  a b o u t th e  r i s i n g  c o s t - p l u s  s p i r a l  w hic h  c o n t in u e s  to  p la g u e  th e  
econ om y an d h e a l t h  c a r e  i n d u s t r y  in  th e  U n it e d  S t a t e s .  P h y s ic ia n s  c a n , 
s h o u ld  and  m ust  p la y  a  r e a l  l e a d e r s h ip  r o l e  i n  r e d u c in g  and  r e v e r s i n g  t h i s  c o s t - p l u s  s p i r a l .

F o r ty  o f  S t .  L o u is ' l e a d in g  p r i v a t e  p h y s ic ia n s ^  v ie w ed  t h i s  ec onom ic  s i t u ­
a t i o n  a s  an  o p p o r tu n i ty ,  n o t  a p ro b le m . My f e l lo w  p h y s i c i a n s  jo in e d  me in  
d e v e lo p in g  a  p o s i t i v e  a l t e r n a t i v e  to  e x i s t i n g  m e th o d s  o f  h e a l t h  c a r e  f i n a n ­
c in g .  S t .  L o u is  p h y s ic i a n s  p e r s o n a l l y  have  c o m m it te d  $ 2 5 0 ,0 0 0 .0 0  to  s t a r t  
a  p r e p a id  h e a l t h  p la n .  T hese  d o c to r s  c l e a r l y  re c o g n iz e d  t h a t  th e  key  i s s u e  
i s  b a s i c  econom ic s an d t h a t  th e  c o s t - p l u s  s p i r a l  c a n  o n ly  be  r e v e r s e d  i f  
th e  s e l f  i n t e r e s t s  o f  e v e ry o n e  a r e  to  r e v e r s e  th e  s p i r a l  and  re d u c e  th e  
c o s t s .  P r i v a t e  p h y s ic i a n s  d id  n o t w an t to  as su m e th e  r i s k  o f  h o s p i t a l i z a t i o n  
a lo n e .  Th e p h y s ic i a n s  w ere  w i l l i n g  to  a c c e p t  th e  t o t a l  r i s k  o f  l i m i t i n g  th e  
c o s t  o f  p h y s ic i a n  c a r e ,  i n  o u t p a t i e n t  h o s p i t a l  c a r e  an d  p r o v id in g  th e  
p r o f e s s i o n a l  c o n c u r re n t  u t i l i z a t i o n  re v ie w  o f  s e r v i c e s ,  b u t w an te d  a  p ro gra m  
w h ic h  a ll o w e d  a l l  t r a d i t i o n a l  h e a l t h  in s u ra n c e  c a r r i e r s  and  e v e r y  em plo yer 
th e  o p p o r tu n i ty  to  p a r t i c i p a t e .  Th e r e s u l t  i s  a  p ro g ra m  w h ic h  a ll o w s  e ac h  
in s u r a n c e  c a r r i e r  to  p a r t i c i p a t e  by  s e l l i n g  th e  p la n  to  t h e i r  e x i s t i n g  
c l i e n t s  an d  s h a r in g  w it h  th o s e  c l i e n t s  an d th e  p h y s i c i a n s  th e  f i n a n c i a l  
r i s k  and re w a rd s  o f  d e v e lo p in g  a p p r o p r i a t e  c o n t r o l s  o f  th e  u t i l i z a t i o n  o f  
i n p a t i e n t  an d o u t p a t i e n t  s e r v i c e s .

T h is  o p e n  p a n e l ,  m u l t i - s i t e  I n d iv i d u a l  P r a c t i c e  A s s o c i a t i o n  p r o v id e s  e v e ry  
em p lo y e r th e  o p p o r tu n i ty  w it h  h i s  e x i s t i n g  in s u r a n c e  c a r r i e r  to  o f f e r  a l l  
e m p lo y e es  t h e i r  i n d iv id u a l  c h o ic e  o f  in s u ra n c e  p ro g ra m s w i th o u t  h a v in g  to  
ch an g e  p h y s ic i a n s .  In  t h i s  m anner,  th e  b e s t  e le m e n ts  o f  th e  t r a d i t i o n a l  
r e l a t i o n s h i p s  w it h  w hic h  e a c h  p a r t i c i p a n t  i s  f a m i l i a r  an d a c c u s to m e d  a r e  
sav e d  and a  new  common i n t e r e s t  to  r e v e r s e  c o s t s  i s  i n t r o d u c e d .0

Q u it e  s im p ly , in  th e  b e s t  t r a d i t i o n  o f  A m eri ca , i t  i n t e r f e r e s  w i th  no  o n e 's  
r i g h t s .  E v ery  in s u r a n c e  comp an y may c h o o se  to  p a r t i c i p a t e .  E v e ry  co nsu m er  
may e l e c t  to  j o i n  th e  P la n .  E very  p h y s ic i a n  may p a r t i c i p a t e .  E v ery  in d u s ­
t r y  may o f f e r  t h i s  a l t e r n a t i v e .  The  r o l e  o f  th e  p r i v a t e  i n s u r a n c e  c a r r i e r  
i s  p r e s e r v e d .  B ut th e  P l a n 's  em p h a sis  on  o u t p a t i e n t  c a r e ,  p r e v e n t iv e  c a r e ,  
c o s t  c o n t r o l s  an d h e a l t h  c a r e  e d u c a t io n  w i l l  d r a m a t i c a l l y  re d u c e  th e  t o t a l  
c o s t  o f  c a r e .  E q u a ll y  im p o r ta n t ,  th e  P la n  h a s  b e e n  d e s ig n e d  so  t h a t  
e v e ry o n e  s h a r e s  in  th o s e  s a v in g s .

^ P h y s ic ia n s  s p o n s o r in g  th e  S a in t  L o u is  M et ro  H e a lt h  P la n  in c lu d e :  P r e s i d e n t -  
E l e c t  o f  th e  S t .  L o u is  C ounty  M ed ic a l S o c ie ty ;  P r e s i d e n t  o f  M is s o u r i  S t a t e  
B oar d  o f  H e a li n g  A r t s ;  P a s t  P r e s id e n t  o f  F i l i p i n o  P h y s ic ia n  A s s o c ia t io n ;  
P r e s i d e n t - E l e c t  o f  S t .  C l a i r  C ounty ; F iv e  H o s p i t a l  S t a f f  P r e s i d e n t s ;  P a s t  
P r e s id e n t  o f  th e  N a t io n a l  M ed ic a l A s s o c ia t io n ;  M is s o u r i  D e le g a te  to  
A m eri can  M ed ic a l A s s o c ia t io n ;  P r e s i d e n t ,  S o u th w e s te rn  S u r g i c a l  C o n g re ss  
an d t h i r t y  o th e r  l e a d in g  p h y s ic i a n s .
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CURRENT AND SUCCESSFUL ACTIONS:

To a s s u r e  p h y s ic i a n  p a r t i c i p a t i o n  a  p la n  m u s t:

(1 ) P r e s e rv e  th e  f e e - f o r  s e r v i c e  c o n c e p t ,  i n  t h a t  re im b u rse m e n t 
• s h o u ld  b e  ma de f o r  e ac h  s e r v i c e  r e n d e re d .

(2 ) Accom modate  a l l  ty p e s  o f  m e d ic a l p r a c t i c e ,  fr om  t h e  s o lo  o r  
s m a l l p a r t n e r s h i p  to  th e  l a r g e  m u l t i - s p e c i a l t y  g ro u p .

(3 ) A ffo rd  th o s e  e n r o l l e d  f r e e  c h o ic e  o f  p a r t i c i p a t i n g  p h y s i c i a n ,  
r e g a r d l e s s  o f  s p e c i a l t y  o r  p r a c t i c e  s e t t i n g .

(A) Pa y in  f u l l  f o r  n e a r ly  a l l  m e d ic a l ly  r e l a t e d  e x p e n s e s , w h e th e r  
f o r  i n p a t i e n t  o r  o u t p a t i e n t  c a r e .

(5 ) P ay  f o r  p r e v e n t iv e  a s  w e l l  a s  c u r a t i v e  s e r v i c e s .

(6 ) S t r e a m li n e  a d m in i s t r a t i o n  an d e l im i n a t e  p a t i e n t  b i l l i n g  and  
c o s t l y  p a p e rw o rk .

To a s s u r e  i n d u s t r y  and  l a b o r  s u p p o r t ,  th e  p la n  m u s t:

(1 ) P ro v id e  t h e  c r e d i b i l i t y  o f  p a r t i c i p a t i o n  by  m a jo r h e a l t h  i n s u r ­
a n c e  c a r r i e r s .

(2 ) P ro v id e  e m p lo y e rs  an d u n io n s  t h e  o p t io n  o f  r e t a i n i n g  t h e i r  
p r e s e n t  h o s p i t a l i z a t i o n  c a r r i e r .

(3 ) P ro v id e  em p lo y ees  th e  o p t io n  to  r e t a i n  t h e i r  p r e s e n t  p h y s i c i a n .

(A)  R ed uce  th e  c o s t  o f  a d m in i s te r in g  t h e i r  h e a l t h  b e n e f i t  p ro g ra m .

(5 ) N ot  r e q u i r e  e m p lo y e rs  to  d e te rm in e  th e  a p p r o p r i a t e n e s s  o f  c a r e .

To a s s u r e  e v e r y o n e 's  s u p p o r t ,  we u rg e  t h a t  th e  p la n ,  th ro u g h  th e  u s e  o f  th e  
f r e e  e n t e r p r i s e  s y s te m , s h o u ld  s e t  t h e  e x i s t i n g  f a c i l i t i e s ,  hu man  r e s o u r c e s  
an d f i n a n c i a l  r e s o u r c e s  o f  th e  in d u s t r y  i n t o  an  eco nom ic  dynam ic  w h ic h  w i l l  
r e v e r s e  th e  p r e s e n t  in c e n t iv e  w hic h  r e s u l t s  in ^ a  c o s t - p l u s  s p i r a l .

No am ou nt  o f  co m m un ity  p la n n in g ,  govern m en t r e g u l a t i o n  o r  c o n t r o l  w i l l  be  
a s  e f f e c t i v e  in  r e d u c in g  c o s t  a s  a  ec onom ic  dynam ic  b a se d  on  t h e  s e l f  i n t e r e s t  
o f  a l l  c o n c e rn e d . Th e v i a b i l i t y  an d r e s p o n s i b i l i t y  o f  th e  f r e e  e n t e r p r i s e  
sy st em  a r e  b e in g  t e s t e d  a n d , in  S t .  L o u is , p h y s ic i a n s  an d i n d u s t r y  h a v e  
c l e a r l y  d e m o n s tr a te d  a d e s i r e  to  r i s e  to  th e  c h a l l e n g e .  We w ant o u r c h i l d r e n  
an d t h e i r  c h i l d r e n  to  h a v e  th e  same  fr eed o m  to  c h o o se  t h e i r  d o c t o r ,  b u t we 
a l s o  w ant th em  to  b e  a b le  to  a f f o r d  th e  c a r e  th e y  n e e d . To m ee t th e s e  
m e d ic a l n e e d s , th e  r e s p o n s i b i l i t y  i s  n o t f o r  govern m en t to  p r o v id e  u s  th e  
s o l u t i o n ,  b u t  f o r  p h y s ic i a n s  an d i n d u s t r y  to  p ro v id e  th e  s o l u t i o n .
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By providing existing carriers the appropriate role of marketing, risk 
assumption and claims processing, and by utilizing a health management firm with experience in dealing with the problems of physicians as well as with the development and management of alternate health care delivery systems, we feel we are maximizing our utilizations of existing human resources in the 
management of the Plan. This straight foward, non-threatening approach is meeting-with the enthusiastic support from every major segment of the health care providers in the community.

By utilizing existing facilities and community physicians, NO provider is excluded and each provider can participate to the extent they wish. By developing the program with the participation of the community's leading 
physicians, hospitals, insurance carriers and employers, the self interest of all will assure continual provider support. Marketing responsibilities will be shared by the Management^ Company which has proven ability to 
develop and sell the prepaid alternative in other markets. The community's largest insurance carrier has agreed to agressively market the Plan to 
existing customers and to participate with any employer whose present carrier does not want to assume their appropriate resonsibilities by partici­pating in the Plan.

Numerous Corporations and Unions have indicated their desire to participate and encourage their employees and members to participate. Existing closed panel HMO's in St. Louis operating from single sites have not been able to 
cope with the demand for prepayment. This community wide program will help meet the existing demand. Through inclusion of a wide spectrum of physician leaders as founders, we have been able to receive strong support of our fellow practitioners.

Why has such a unique response been experienced in St. Louis, known as a conservative bastion of private medicine? Can such a response be developed in other communities? We believe it can, but only with a non-threatening approach which clearly recognizes the importance of providing everyone an opportunity to participate and a reward for their participation. Because physicians both provide and determine the proper course of care, they are in effect both the provider and the consumer. The other key parties are labor and industry, who pay for the care.

PAST EXPERIENCE:

St. Louis physicians know arid HEW knows why HMO's have developed very slowly:
(1) lack of commitment by sponsors

(2) lack of management capability

(3) lack of providers

(A) failure to supply marketing support 

(5) strong physician opposition

2Medserco Incorporated. Its Primary Care Systems Division, directed by
Mr. James Dyer who managed five successful I.P.A. operations in Wisconsin, is responsible for all management support.

2 7 -2 7 3  0  -  78  -  15



CONCLUSION

If the continual support and development of federally funded programs are 
needed to stimulate an appropriate response, then so be it. In St. Louis, 
this is not the case, and it need not be in other communities. We hope by out 
example we will help others to recognize the opportunity.

BY E. J. Cunningham, M.D.

Wednesday February 8,19 78 ST. LOUIS MEDICINE

Guest Ed ito ria l
IPA Proposed

by Francis  X. Lieb.  M.D.

Recently,  the  physicia ns of  St. 
Louis were introduce d to th e St. Louis 
Metropo litan  Prepaid Hea lth Plan , a 
deve lopin g alte rnat ive to trad itional 
inde mni ty insuran ce protection .

The program  rep res en ts an o rgan ­
ized ef fort by phys icians in Metropo­
lita n St. Louis which will prove tha t 
physicia ns can p rovide the  necessa ry 
leadersh ip to hel p solve an imp ortant 
economic problem in our  community  
- the  risin g cost of hea lth care . The 
Plan  prov ides  a promising opp ortu­
nity to dem ons tra te tha t a phys ician  
solution, ra ther than a political 
solution, can make  the  free en te r­
prise system work.

Industry has  bee n, and  will con­
tinu e to be, involved with the deve­
lopm ent o f the  P lan.  Since the  cos t o f
Dr , Cun ning ham  i s  a p r a c t i c in g  S t .  Lou is  p h y s ic ia n  s p e c ia l ­
i z in g  in  in te r n a l m e d ic in e . He i s  a ls o  P r e s id e n t- E le c t 
o f  th e  S t .  L ou is  Co un ty  M ed ic al  S o c ie ty , D ele ga te  to  th e  
M is so uri  S ta te  M ed ic al  A s s o c ia ti o n  as v e i l  a s  P r e s id e n t 
o f  th e  S a in t L ou is  M et ro  H ealth  P la n.____________________
Dr. L ie b  i s  a p r a c ti c in g  p e d ia tr ic ia n  and im m edia te  p a s t
p r e s id e n t o f  th e  S t .  L ou is  C it y  M ed ic al  S o c ie ty .  He ha s
a ls o  served  as a D ele gate  to  th e  Am er ica n M ed ic al  A sso - Tvit te urt i cfieFrEiM.c ia t io n  and Chairm an o f  th e^ Board  o f  th e  Am er ican  Academ y 
o f  P e d ia tr ic s . He i s  c u r r e n tl y  C h ie f o f  P e d ia tr ic s  f o r  
S t .  Jo hn s H o sp it a l in  S t .  L o u is .

hea lth care is an important issu e for 
industry,  the  Plan  is struc tured  so 
tha t physicians, who del iver care, 
and employers,  who fina nce  care, 
become a team  to rev ers e the  hea lth 
care cost spiral.

The Plan is an  “ Individual Practice 
Associa tion” of  physici ans . Unlike 
Group Practice  Plans,  the St. Louis 
Metro Hea lth Plan will utilize  exis­
ting faci lities  and  prac ticing phy si­
cians in the are a. Since the pa tients  
who enrol l will have the freedom to 
select any par tic ipa ting  physicia n, 
the re  will be  no disr upt ion  of the  
norma l phy sici an-p atient relation­
ship. In addit ion, par tic ipa ting  physi­
cians need accept pa tie nts only as 
the ir appoin tment cal endar permits.

This is an a mbi tious an'd inte llig ent

program  which will pre ser ve  the 
fee- for-service practic e of  medicine  
while assuring tha t health care  
con tinu es to be affo rdab le. The 
program  will acco mmoda te all types 
of medical practice, from solo physi­
cian or  small pa rtn ers hip to th e large 
multispecia lty gro up.  The Plan will 
elim inate a numb er of the adm inis ­
tra tive  prob lems  now exi stin g in the 
hea lth care  ind ust ry,  such  as pa tient 
billing with the  accompanying ac­
counts  rece ivab le and oth er costly 
pape rwork.

For enrolle es,  the Plan  will ma in­
tain free choice o f0  part icip atin g 
phys ician  and will provide full pay ­
ment for near ly all medically rel ate d 
exp enses , w hether  for inpatie nt ca re,  
outpa tient care, preven tive  or th er a­
peu tic serv ices . It also contains an 
ongoing program  of health and plan 
educaton so vital to preven tive  care.

The  St. Louis Metro Hea lth Plan  
rep res ents a very  real  opportun ity for 
physicians to provide a workable 
solution to the  economic rea lities of 
health care  delive ry. The sys tem  will 
enc ourage  "fin ancia l responsibli ty”  
and  will not be  tie d to a single  
insurance  carrie r or employer.  The 
St. Louis Metro  Heal th Plan des erv es 
you r support  and  part icipation. It i s a 
program  which addresses a physician 
solution to the fu tur e of h ealth care.
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E p s t e in  & B e c k e r

STE VEN  B. EP STEIN  
JE FTR E Y H. B ECKER  
W ILLIAM  G. KOPI T

VE R N O N

ATTORNEYS AT LAW 
SU IT E 7 3 0

' 9 0 0  M STR EET. N.  W. 

W A S H IN G T O N , D.  C . 2 0 0 3 6

ED W IN  N. E P S T E IN *

JO E L  L M IC H A E LS  
SU SA N  L. R O B B IN S  ♦ 
ROBER T D. R E IF  •  •

(2 0 2 )  6 3 3 - 9 5 2 0

NEW  YO RK  O F F IC E  
SU IT E 2 * 0 2  

IO  EA ST  4 O T H  S T R E E T  
NEW  YO RK , N . V. 1 0 0 1 6  

(21 2) 6 8 9 - 3 6 2 0

Testimony of Steven Epstein on Behalf of 
the American Association of Foundations 

for Medical Care in Connection with S.B. 2534

will be brief.

My name is Steven Epstein and I am counsel for the American Association of Foundations for Medical Care ("AAFMC"). AAFMC is a nonprofit national association con­sisting of approximately 90 member foundations representing approximately 120,000 physicians. Many of our foundation members consist of existing and developing state and fed­erally qualified individual practice association-type health maintenance organizations. AAFMC appreciates this Commit­tee's continued efforts to encourage the growth and develop­ment of HMOs, and to make the federal HMO effort more equit­able and workable. In this connection, AAFMC supports Senate Bill 2534 as beneficial to the continued development of health maintenance organizations and urges the Committee to act favorably on such Bill.
AAFMC will also submit to the Committee, at a later date, a brief letter for the record concerning two issues specifically affecting individual practice association-type health maintenance organizations under P.L. 93-222, as amended, which we feel should be brought to the attention of the Committee.
I thank you for your kind attention.
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ENCLOSURE

The 37 positions will be used as follows:
-- Qualification - (13 positions)

This function entails the review of applications sub­
mitted by prospective HMDs for Federal qualification.
The applications are reviewed for: legal and admin­
istrative aspects, marketing realism and capabilities, 
financial viability, and adequacy of the health care 
delivery and quality assurance systems of the HMO. The 
review process is both thorough and extensive, consist­
ing of the following six elements: (1.) Screening for 
application completeness, (2.) Desk review, (3.) Site 
visit to project, (4.) Post-site visit analysis,
(5.) Qualification determination, and (6.) Report 
preparation and file completion
Due to the comprehensive nature of the review process 
and recent interest in HMD development throughout the 
country, the current staff of only 12 employees has 
not been able to review qualification applications as 
rapidly as they have been received.
There is currently a backlog of 32 qualification appli­
cations, which we expect will increase to about 47 by 
the beginning of fiscal year 1973 if additional posi­
tions are not made available.

-- Compliance (+19 positions)
As the total number of qualified HMOs increases, the 
workload required to ensure that these projects continue 
to meet statutory and regulatory requirements also 
increases. The HMO Compliance Function consists of:

1. Evaluating reports submitted by qualified HMOs 
on a quarterly, annual, and, when necessary, 
ad hoc basis.

2. Site visits to qualified HMOs to verify 
compliance

3 Site visits to qualified HMOs when specific prob­
lems are detected that require on-site assess­
ment and verification.

4. Responding to HMO requests for changes in the 
approved plan.
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5.  R espond in g  to  in q u i r ie s  p e r ta in in g  t o  HMDs.

6 . H a n d li n g  HMO q u a l i f i c a t i o n  h e a r in g s  an d HMO 
c o m p lia n c e  la w s u i ts  a g a in s t  th e  D e p a rtm e n t.

A t o t a l  o f  51 HMOs ha ve  be en  F e d e r a l ly  q u a l i f i e d  to  
d a te .  T h is  number i s  e x p e c te d  to  in c re a s e  by ab ou t 
50$, t o  75 , by  th e  end o f  th e  c u r r e n t  f i s c a l  y e a r .  
F u r th e r ,  we w i l l  be r e s p o n s ib le  fo r  m o n it o r in g  com ­
p l ia n c e  o f  a p p ro x im a te ly  125 HMOs by  th e  end o f  
f i s c a l  y e a r 1979 . I t  w i l l  be n e a r ly  im p o s s ib le  to  
f u l f i l l  th e  r e s p o n s ib i l i t y  to  e n su re  c o m p lia n c e  o f  
t h i s  in c re a s e d  numiber o f  HMO p r o je c t s  w it h  th e  9 
p o s i t io n s  c u r r e n t ly  a l lo c a te d  to  th e  c o m p lia n c e  
f u n c t io n .  The re p ro g ra m m in g , t h e r e f o r e ,  in c lu d e s  
19 p o s i t io n s  f o r  t h i s  a c t i v i t y  in  19 78 .

D ua l C h o ic e  P r o v is io n  (E m plo ye r C o m p lian ce ) (4 
p o s i t io n s )

S e c t io n  13 10 o f  th e  FKS A c t r e q u ir e s  th e  S e c re ta ry  
t o  e n su re  t h a t  e m p lo y e rs  a f fe c te d  by  th e  d u a l 
c h o ic e  p r o v is io n  ( th e  m a n d a to ry  o f f e r in g  o f  th e  HMO 
a l t e r n a t i v e  when 25 o r more o f  t h e i r  em p lo yees r e ­
s id e  in  th e  s e r v ic e  a re a s  o f  a q u a l i f i e d  HMO) com p ly  
w i th  th e  re q u ir e m e n ts  o f  t h i s  p r o v is io n .  Ko p o s i ­
t io n s  a re  c u r r e n t ly  p ro v id e d  f o r  t h i s  f u n c t io n ,  ev en  
th o ugh  a p p ro x im a te ly  4 0 0 ,0 0 0  e m p lo y e rs  a re  now 
a f f e c te d  by  th e  l e g i s l a t i v e  re q u ir e m e n ts .  M o re o v e r, 
as  more HMDs a c h ie v e  F e d e ra l q u a l i f i c a t i o n  s t a t u s ,  
we e x p e c t th e  nu mbe r o f  e m p lo y e rs  wh ose em p lo yees 
r e s id e  in  th e  HMO ca tc h m e n t a re a s  to  in c re a s e  
s u b s t a n t ia l l y .  To h a n d le  th e  e m p lo ye r c o m p lia n c e  
w o rk lo a d ,  4 p o s i t io n s  a re  re q u e s te d  in  f i s c a l  y e a r 
19 78  th ro u g h  th e  re p ro g ra m m in g- re q u e s t .
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T H E  S E C R E T A R Y  O F  H E A L T H .  E D U C A T IO N .  A N D  W E L F A R E  
W A S H IN G T O N .  D- C - 2 0 2 0  1

mas m u/ij

The Honorable Edward M. Kennedy 
Chairman, Subcommittee on

Health and Scientific Research 
Committee on Human Resources 
United States Senate 
Washington, D.C. 20510

Dear Mr. Chairman:

This letter is in response to your letter of February 23 regarding the 
Department's policy on HMO development. At the Senate hearings to be 
held this week, the Department plans to express a strong commitment to 
HMO development. We anticipate having a frank discussion of the potential 
problems of fraud and abuse which are of understandable concern to your 
Committee.

Your letter raised two specific questions. The first dealt with our 
policy regarding HMO compliance. During the past few months, the Depart­
ment has developed a comprehensive plan for HMO compliance. Currently, 
we plan to issue proposed regulations within the next ten weeks. These 
regulations will be based upon the following principles:

1. The qualification process should ensure that only reasonable 
financial risks are approved, that self-dealing relationships 
are disclosed, and that all HMOs have a viable quality assur­
ance system.

2. To the extent possible, routine reporting requirements should 
be minimized and targeted to detect problems of financial 
instability and poor quality.

3. Other reports should be required on an exceptions basis only.
For example, reports should be provided if an HMO changes the 
composition of its board.

4. Emphasis should be placed upon site visits.

The proposed HMO compliance system will contain four primary functions:

1. Intelligence--Information will be gathered on the status of 
qualified HMOs through a) revised routine reports dealing 
with financial stability, marketing, utilization, and quality 
assurance. The frequency of reporting would be a function of 
an HMO's financial status; b) special reports provided in the 
event that an HMO diverges from its proposed plan; c) annual 
questionnaires; d) site visits; and e) complaints investigation.
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2. Analysis— This would include a) the use of explicit standards 
and criteria; b) compilation of data; c) identification and 
analysis of deviations; and c) formal communication with the 
HMO regarding a potential problem (through written reports 
from the HMO, site visits, or public hearings, if necessary).

3. Determination (positive or negative)--This would include
a) formal assessment of conformance with qualification require­
ments and b) identification of deficiencies and deadlines for 
correction.

4. Remedies —  In the event that a negative determination is reached, 
the following steps would be taken: a) the HMO would be issued
a notice of intent to suspend qualification. Technical assistance 
would be offered to the HMO and a plan of corrective action 
proposed. If this is unacceptable, the HMO may request a 
reconsideration and a hearing to appeal the determination;
b) in the event that a negative determination is reached after
a hearing and the HMO fails to comply, the Department may suspend 
qualification, bring legal action to compel compliance, or revoke 
qualification; c) suspension of qualification would be time 
limited and lead to a revocation of qualification unless appro­
priate corrective actions were taken. Also, during this time 
period, the HMO would not be permitted to exercise "the dual­
choice option" to open new markets; and d) revocation of quali­
fication would mean the HMO would be prohibited from exercising 
the "dual-choice option"; the HMO would be required to notify 
its members in writing of the Secretary's determination; and 
the Department could prohibit any additional Federal subsidy.

Resources required to implement this plan are a function of the number of 
qualified HMOs, productivity of staff, and the type of system finally 
implemented. Currently, there are nine staff assigned to the compliance 
branch. Our expectations are that there will be 114 qualified HMOs by the 
end of FY 1979. To meet this demand, we plan to expand the staff resources 
in the compliance area. As you know, we have just been granted permission 
by the Congress to reprogram $2 million from HMO grant funds. A portion 
of this money will be used to underwrite 37 new positions for the HMO 
program. Special preparations are being made to hire these people quickly 
so that they can bolster our qualification and compliance activities in a 
timely manner. More details regarding our staffing plans are included in 
the reprogramming letter to Senator Magnuson which is enclosed.

The second question raised in your letter dealt with the issue of fraud 
and abuse. We share your concern that the fraud and abuse evidenced in 
the prepaid health plans in California not recur. However, we are also 
very concerned that HMOs not be regulated to the point where long-term 
development potential is severely constrained. We are in substantial
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agreement with the anti-fraud and abuse provisions of S. 2534 and will 
propose similar provisions in our bill. We share your view that the best 
way to reduce undesirable self-dealing without discouraging appropriate 
corporate relationships is to require open disclosure of all such trans­
actions and to monitor them for abuse.

Legislation alone cannot solve these problems. As a result, we plan to 
build a vigilant, effective, and yet reasonable qualification and compli­
ance program. Our efforts will be based upon the assumption that we can 
protect the Federal interest and the HMO enrollee without constructing 
requirements that would burden HMOs and hinder growth.

The primary thrust of the Medicare and Medicaid amendments is to promote 
the enrollment of Medicare and Medicaid beneficiaries in HMOs. As you 
know, we believe these services will be more comprehensive and of higher 
quality than traditionally available. Increasing Medicare and Medicaid 
enrollment in HMOs is unlikely to increase the incidence of fraud or 
abuse, because, under this circumstance, HMOs must sign contracts and 
become subject to the Medicare-Medicaid anti-fraud and abuse amendments 
(P.L. 95-142).

Thank you for your interest in the I W  program. I know that Under Secretary 
Champion looks forward to discussing the issues raised by your letter at the 
hearing to be held on March 3.

Sincerely,

Enclosure
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A. WILLIAMS. JR.. N.J.. CHAIRMAN
JENNINGS RANDOLPH. W. VA. 
CLAIBORNE PELL. R.l.
EDWARD M. KENNEDY. MASS. 
GAYLORD NELSON. WIS. 
THOMAS P. EAGLETON. MO. 
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C O ' / M i T l f t  ON H J M  AN HTSOUwCLS  

W A S H IN G T O N  D C  20510

F e b ru a ry  2 3 , 1Sj78

The H o n o ra b le  Jose ph A. C a l i fa n o ,  J r .
S e c re ta ry
D epartm en t o f  H e a lt h ,  E d u c a t io n , and W e lf a re  
Room £>15 F H u b e rt  H. Hu mph rey B u il d in g  
200 In dependence  Ave nue, S.W .
W a s h in g to n , D .C . 20201

Dear S e c re ta ry  C a l i fa n o :

On F e b ru a ry  10 , 1978 we w ere  p le a s e d  to  in t ro d u c e  S. 2 5 3 ^ , 
a b i l l  w h ic h  w ou ld  amend th e  T i t l e  X I I I  o f  th e  P u b li c  H e a lt h  
S e rv ic e  A c t to  p ro m o te  HMO d e v e lo p m e n t,  im pro ve  th e  a d m in is t r a t io n  
o f  th e  fe d e ra l HMO p ro g ra m , an d en hance  th e  le v e l  o f  m a n a g e ri a l 
e f f e c t iv e n e s s  in  th e  HMO f i e l d .  As yo u a re  a w a re , we w ere  
p r im a ry  s p o n s o rs  on  p a s t HMO le g i s la t i o n  and w h o le h e a r te d ly  
s u p p o r t f u r t h e r  deve lo pm e n t o f  t h i s  im p o r ta n t h e a l th  ca re  
re fo rm .

As  S enate  c o n s id e r a t io n  o f  t h i s  l e g i s la t io n  p ro c e e d s , 
how eve r,  we re m a in  s e r io u s ly  co nce rn e d  a b o u t a nu mbe r o f  
abu se s and i n e f f i c i e n c ie s  in  th e  HMO p ro g ra m  w h ic h  ha ve  come 
to  l i g h t  in  re c e n t y e a rs .  P ast p r a c t ic e s  o f  a s m a ll  numbe r o f  
p re p a id  h e a l th  p la n s  in  C a l i f o r n ia  c o n t in u e  to  s t ig m a t iz e  th e  
HMO m ov em en t, d e s p it e  th e  pass age in  1978 o f  s i g n i f i c a n t  
p r o v is io n s  aim ed a t e n d in g  su ch  a bu se s . P a s t in a d e q u a c ie s  in  
th e  a d m in is t r a t io n  o f  th e  HMO p ro g ra m  -  p a r t i c u l a r l y  th e  la c k  
o f  e f f e c t i v e  c o m p li a n c e  p ro g ra m s -  ha ve  caused th e  s p e c te r  o f  
th e s e  abuses to  l in g e r  in  th e  m in ds o f  many w o u ld -b e  HMO 
p ro p o n e n ts  an d th re a te n  to  e ro d e  e s s e n t ia l  C o n g re s s io n a l 

d s u p p o r t  f o r  e x p a n s io n  o f  th e  fe d e r a l  p ro g ra m .

We a re  aw are  o f ,  and a p p re c ia te  y o u r  e n th u s ia s m  fo r  HMO 
deve lo pm e n t an d y o u r d e d ic a t io n  to  a c o m p le te  r e s t r u c t u r in g  
o f  th e  a d m in is t r a t io n  o f  th e  p ro g ra m  by HEW. We kn ow  th a t  yo u 
ha ve  a lr e a d y  ta k e n  s te p s  to  im p le m en t th e s e  p o l i c ie s .  As S enate  
o v e r s ig h t  h e a r in g s  a p p ro a c h , how e ve r,  i t  i s  e s s e n t ia l  th a t  
le g i t im a t e  c o n c e rn  a b o u t p o t e n t ia l  abuse s o f  th e  p ro g ra m  be 
re sponded  to .
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In  p a r t i c u l a r ,  we w ou ld  ask yo u to  p ro v id e  us  w i t h  th e  
fo l lo w in g  in fo rm a t io n  p r io r  to  upcom in g S enate  h e a r in g s  on  HMOs:

1.  D e ta il e d  in fo rm a t io n  on  th e  D e p a r tm e n t' s  p la n s  f o r  
im p le m e n ti n g  th e  c o m p li a n c e  p ro gra m  re q u ir e d  u nd e r s e c t io n  
1312 o f  th e  PHS A c t and th e  a n t ic ip a te d  c a te  r e g u la t io n s  u nde r 
th a t  s e c t io n  w i l l  be p ro m u lg a te d . We a re  in te r e s te d  in  know in g  
th e  num bers , f i e ld s  o f  e x p e r t is e ,  and ta s k s  o f  v a r io u s  p e rs o n n e l 
to  be  a s s ig n e d  to  c o m p li a n c e  a c t i v i t i e s ,  as  w e ll  as  th e  numbe r o f  
s i t e  v i s i t s  to  be co n d u c te d  a n n u a ll y .  We a re  a ls o  in te r e s te d  
in  know in g w ha t c r i t e r i a  w ou ld  be us ed  to  d e - q u a l i f y  an HMO 
s h o u ld  th a t  become n e c e s s a ry . We w ou ld  l i k e  to  kn ow  o f  an y 
p a s t in s ta n c e s  w here  d e - q u a l i f i c a t i o n  was c o n s id e re d  an d th e  
outc om e o f  th o se  d e l ib e r a t io n s .  F i n a l l y ,  we a re  p a r t i c u l a r l y  
in te r e s te d  in  th e  D e p a rtm e n t' s  p la n s  f o r  im pro ve d  m o n it o r in g  o f  
th e  q u a l i t y  o f  c a re  in  fe d e r a l  HMOs.

2 . The D e p a r tm e n t' s  assessm ent o f  th e  c o n t in u e d  dan g e r o f  
HMO fra u d  and abuse  su ch  as  o c c u r re d  in  c o n n e c ti o n  w i t h  PHPs 
in  C a l i f o r n ia  as doc um ente d in  th e  197** an d 197& r e p o r ts  on 
th a t  s u b je c t  by  th e  G enera l A c c o u n ti n g  O f f i c e .  We have p ro posed  
new a n t i - f r a u d  and abuse  p r o v is io n s  in  S.  253** w h ic h  we hope , 
when adde d to  e x is t in g  la w , w i l l  p ro v id e  HEW w it h  am ple  m o n it o r in g  
a u t h o r i t y .  We w ou ld  a p p re c ia te  h a v in g  th e  D e p a r tm e n t' s  v ie w s  on  
w h e th e r th e se  a u t h o r i t i e s  w i l l  be  s u f f i c i e n t  t o  p re v e n t re c u r re n c e  
o f  abuses in  th e  c o n te x t  o f  th e  fe d e ra l p ro g ra m , p a r t i c u l a r l y  i f  
th e  D e p a r tm e n t' s  p ro posed  r e v is io n s  o f  M e d ic a re  an d M e d ic a id  la w s 
r e la t i n g  to  HMOs sh o u ld  be e n a c te d .

We a p p re c ia te  y o u r  co m m itm en t to  a c o m p le te  r e v i t a l i z a t io n  
o f  th e  fe d e r a l HMO a c t i v i t i e s  and lo o k  fo rw a rd  to  r e c e iv in g  th e  
D e p a r tm e n t' s  te s ti m o n y  a t  S enate  h e a r in g s  in  th e  nea r f u t u r e .

Ed wa rd Ml 
Cha i rm an 
S ubcom m it te e  on  H e a lt h  and 

S c i e n t i f i c  R esearc h

R ic h a rd  S.  S ch w e ik e r 
R ank in g  M in o r i t y  Member 
S ubcom m it te e  on H e a lt h  and 

S c i e n t i f i c  R esearc h
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STATEMENT
on

HEALTH MAINTENANCE ORGANIZATION ASSISTANCE ACT AMENDMENTS (S . 25 34 ) 
f o r  su b m is s io n  to  th e

SUBCOMMITTEE ON HEALTH AND SCIEN TIF IC RESEARCH 
o f  th e

SENATE COMMITTEE ON HUMAN RESOURCES 
f o r  th e

CHAMBER OF COMMERCE OF THE UNITED STATES 
by

J a n  P e t e r  Oz ga*
Marc h 3 1 , 1978

Th e Ch am ber o f  Comm erce  o f  th e  U n it e d  S ta t e s  i s  p le a s e d  t o  h av e  th e  

o p p o r tu n i ty  to  com men t on  S.  2534  on  b e h a l f  o f  i t s  7 3 ,0 0 0  m em be rs , w hic h  in c lu d e  

b u s in e s s  f ir m s , a s s o c i a t i o n s ,  an d s t a t e  an d l o c a l  ch am ber s o f  co m m er ce .

Th e N a ti o n a l Ch am ber s u p p o r ts  H e a l th  M ain te n an ce  O r g a n iz a ti o n s  (HMOs) 

a s  a com p eti n g  a l t e r n a t i v e  to  o th e r  h e a l t h  c a re  d e l iv e r y  s y s te m s . We b e l i e v e  

t h a t  th e  HMO p ro v id e s  an  o p p o r tu n i ty  t o  c o n t r o l  h e a l t h  c a r e  c o s t s  w h il e  p ro v id in g  

q u a l i t y  c a r e .  We a l s o  b e l i e v e  t h a t  i t  i s  a p p r o p r i a te  to  p ro v id e  f e d e r a l  fu n d s  

a s  seed  money  to  en c o u ra g e  HMO e x p e r im e n ta ti o n . H ow ev er , S . 2534  e x te n d s  th e  

f e d e r a l  g o v e rn m e n t' s  p a r t i c i p a t i o n  be yond t h i s  l i m i t e d  r o l e ,  c r e a t i n g  w hat  co u ld  

be co me an  i n d e f i n i t e  p e r io d  o f  HMO dep endency  on  f e d e r a l  s u b s i d i e s .  The se  

s u b s i d i e s  a l s o  have  c r e a te d  th e  i l l u s i o n  t h a t  som e HMOs a r e  s a v in g  mo ney  when 

h e a l th  c o s t s  a r e  m e re ly  b e in g  t r a n s f e r r e d  fr om  th e  p r i v a t e  to  th e  p u b l ic  s e c t o r .

T h e re fo re , th e  N a ti o n a l Chamber rec om men ds  o n ly  a  l i m i t e d  e x te n s io n  o f  

th e  e x i s t i n g  f e d e r a l  p ro gra m  to  s u p p o r t HMOs, w it h  th e  hope t h a t  p r i v a t e  s u p p o r t 

f o r  HMOs w i l l  e n a b le  th em  to  f l o u r i s h  an d be  t r u l y  c o m p e ti ti v e  in  t h e  m a rk e tp la c e .

We s u p p o r t s e v e r a l  p r o v i s io n s  o f  th e  b i l l ,  b u t  we oppose  th e  b i l l ' s  u n w arr an te d  

an d p o s s ib ly  c o u n te r p r o d u c ti v e  l e v e l  o f  p u b l i c  fu n d in g  f o r  p r e p a id  h e a l t h  c a re  p la n s  

w hic h  a r e  d e s ig n e d  to  e x i s t  w it h o u t g o v e rn m e n ta l f i n a n c i a l  s u p p o r t .

BUSINESS AND HEALTH CARE

B u s in e s s ' i n t e r e s t  in  h e a l t h  c a re  i s  u n d e rs c o re d  by  th e  f a c t  t h a t  i t  i s  

th e  l a r g e s t  p r iv a t e  p u rc h a s e r  o f  h e a l t h  c a re  in  th e  U n it e d  S t a t e s .  L a s t y e a r

* A s s o c ia te  D i r e c t o r ,  H e a lt h  C a re , Ch am ber o f  Com merce o f  th e  U n it e d  S ta t e s
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business invested about $60 billion in health care.

This figure Includes some $33 billion spent by employers on group health 
insurance for employees and their dependents and workers* compensation medical 
benefits.

Over the last quarter century employer contributions for health-related 
benefits have risen so that now 80 percent of all private health insurance is 
bought through the workplace. About 70 percent of this Insurance is paid for by 
employers. In 40 percent of the cases, employers pay for the entire cost of 
health insurance. In only 10 percent of the cases is the employee required to 
pay the entire bill. This is the reverse of the situation about 25 years ago.

Although wages increased 85 percent between 1965 and 1975, health- 
related benefits rose nearly 200 percent during the same time period. Health 
benefits now represent about six percent of employer costs.

Business spends another $27 billion in taxes for public health programs 
(e.g. Medicare, Medicaid), company-sponsored health programs (e.g. drug abuse 
treatment, mental health counseling and physical fitness projects) and 
corporate philanthrophy for health.

All told, business pays for about 40 percent of the Nation's $160 
billion health bill. Clearly, business has a major stake in American health 
care.

NATIONAL CHAMBER POSITION ON HMOs
The National Chamber supports the development and operation of HMOs 

as a competing alternative to other forms of health care delivery, including solo 
or group practice fee-for-service modes. HMOs appear to save scarce health care 
dollars while maintaining quality health care services. The federal government, 
through incentives, and employers and insurance carriers should encourage 
expansion and improvement of existing methods for providing health care services, 
and the-development of new delivery arrangements.

Also, through health care benefit programs, employers should enable 
employees to have a choice of delivery arrangements, such as prepaid, group 
practices where available. Numerous studies have shown that competition in 
health care— as with other sectors of the economy—  tends to improve service and 
lower cost.

- 2 -
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BUSINESS AND HMOs
B u s in e ss  s u p p o r t f o r  p re p a id  h e a l t h  c a re  c a n  be  t r a c e d  to  th e  o r ig i n s  

o f  th e  A m er ic an  HMO mov em en t. For  exam p le , o v e r  40  y e a rs  a g o , K a is e r  I n d u s t r i e s  
an d f ir m s  a s s o c ia te d  w it h  th e  T en n esse e  V a ll e y  A u th o r i ty  h i r e d  p h y s ic ia n s  to  
e f f e c t i v e l y  kee p  i s o l a t e d  em pl oy ee s h e a l t h y ,a s  w e l l  a s  to  t r e a t  them  wh en th e y  
became  i l l  o r  i n j u r e d .

W ith a few n o ta b le  e x c e p t io n s , th e  s p re a d  o f  th e  HMO ph en om enon  was  
sl ow  in  t h i s  c o u n t r y , u n t i l  th e  e a r l y  1970 ' s  wh en th e  f e d e r a l  gover nm en t 
em br ac ed  HMOs a s  a m ajo r metho d o f  c o n t r o l l i n g  r i s i n g  h e a l t h  c o s t s .  S in c e  t h a t  
ti m e , th e  f e d e r a l  gover nm en t h a s  s p e n t ab o u t $1 00  m i l l i o n  to  d e v e lo p  HMOs, th ro u g h  
th e  fu n d in g  o f  f e a s i b i l i t y  s t u d i e s ,  p la n n in g  an d dev e lo p m en t g r a n t s  an d d e f i c i t  
lo a n s .  As a  r e s u l t ,  th e r e  a r e  now a b o u t 180 HM O-li ke  p la n s  in  th e  U n it e d  S t a t e s  
w it h  a t o t a l  e n ro l lm e n t o f  sev en  m i l l i o n  p e r s o n s .

A lt hough  t h i s  gro w th  re c o rd  se em s im p r e s s iv e , th e  c u r r e n t  c e n su s  o f  HMOs 
i s  f a r  l e s s  th a n  th e  1 ,7 0 0  p r e d ic te d  f o r  19 80,  w hic h  w er e to  be  a v a i l a b l e  to  
some 90  p e r c e n t o f  th e  A m er ic an  p e o p le . I r o n i c a l l y ,  on e o f  th e  m a jo r d e t e r r e n t s  
to  th e  w id e r p r o l i f e r a t i o n  o f HMOs was th e  o r i g i n a l  HMO la w , a  s i t u a t i o n  w hic h  
has  been  c o r r e c te d  p a r t i a l l y  by  P .L . 9 4 -4 6 0 . I n  e f f e c t ,  t h i s  c o r r e c t i v e  
l e g i s l a t i o n  mad e HMOs mo re c o m p e ti ti v e  w it h  e x i s t i n g  h e a l t h  p la n s ,  by  re d u c in g  
th e  r e q u i r e d  package  o f  s e r v ic e s  an d c e r t a i n  o r g a n i z a t i o n a l  s t a n d a r d s .

C u r r e n t ly , th e r e  a r e  o v e r  1 ,0 0 0  f ir m s  w h ic h  a r e  o f f e r in g  HMOs a s  an  
o p t io n  to  t r a d i t i o n a l  h e a l th  in s u ra n c e  p la n s .  A lt hough  some o f  th e s e  f ir m s  a r e  
r e q u i r e d  to  o f f e r  HMOs u nder th e  p r o v is io n s  o f  P .L . 93-2 22 a s  am en de d,  many o f  
th e s e  b u s in e s s  e n t e r p r i s e s  hav e v o l u n t a r i l y  o f f e r e d  th e  HMO o p t io n ,  p r im a r i l y  
b e c a u se  o f  i t s  a b i l i t y  o r  p o t e n t i a l  to  c o n t r o l  r i s i n g  h e a l t h  c a re  c o s t s .  T hese  
s a v in g s  a r e  th e  r e s u l t  o f  th e  HMOs em phasis  o n  p r e v e n t iv e  c a r e  an d  red u ced  
h o s p i t a l i z a t i o n .

One im p re s s iv e  ex am ple  o f  c o s t  s a v in g s  by  HMOs i s  r e p o r te d  by  Em pl oyer s 
In s u ra n c e  o f  Wa usa u (W is c o n s in ) . A cco rd in g  t o  th e  p la n ,  64  b u s in e s s  f ir m s  
a c h ie v e d  a  21 p e r c e n t s a v in g  in  t o t a l  h e a l th  c o s t s ,  p r im a r i l y  fr om  c o n t r o l s  an d 
in c e n t i v e s  f o r  h o s p i t a l s  an d p h y s ic ia n s  p ro v id e d  by  th e  HMO a rra n g e m e n t.

A n o th e r c o s t  s a v in g  f e a t u r e  o f  HMOs i s  s u g g e s te d  by a r e c e n t  s tu d y  by  
th e  F e d e ra l T ra de  Co mmission  sh ow in g t h a t  th e  p re s e n c e  o f  an  HMO a l s o  lo w e rs  
pr em iums o f  o th e r  h e a l th  p la n s  in  th e  sam e co m m un ity.

-  3 -
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At th e  sam e ti m e , c o s t  s a v in g s  by  HMOs w hic h  a r e  b e in g  h e a v i ly  s u b s id iz e d  
by  th e  f e d e r a l  go ver nm en t a r e  i n  a c t u a l i t y  n o t c o s t  s a v in g s  b u t c o s t  t r a n s f e r s  
fr om  th e  p r iv a t e  to  th e  p u b l i c  s e c t o r .  For  ex am p le , th e  prem ium o f  a f e d e r a l l y  

s u p p o r te d  HMO may be lo w er th a n  t h a t  o f  a t r a d i t i o n a l  h e a l t h  in s u r a n c e  p la n  o r  
a n o th e r  HMO, b u t t h i s  s a v in g  may d is a p p e a r  a s  so on a s  gover nm en t s u p p o r t i s  
w it h d ra w n . I n  th e  m ean ti m e,  t r u e  c o m p e ti ti o n  am ong  h e a l t h  p la n s  i s  im p a ir e d .

I t  a p p e a rs  t h a t  p r i v a t e  s u p p o r t h o ld s  th e  m os t p ro m is e  f o r  e s t a b l i s h in g  
s e l f - s u f f i c i e n t  HMOs. In d e e d , th e  r e c e n t  c o n fe re n c e  on  HMOs f o r  b u s in e s s  an d 
la b o r  l e a d e r s  sp o n so re d  by  DHEW h ig h l ig h te d  th e  need  f o r  n o n -g o v e rn m en ta l 
i n i t i a t i v e s  to  pro m ote  an d  s u s t a i n  th e  HMO mov em en t. To t h i s  en d , th e  N a ti o n a l 
Ch am ber F o u n d a ti o n  (a n  a f f i l i a t e  o f  th e  U .S . Cha m be r)  h a s  been  s p o n so r in g  
a  co m p re h en siv e  s tu d y  on  b u s in e s s  an d h e a l t h .  T h is  s tu d y  w i l l  p ro d u ce  a s e r i e s  
o f  m ono gr ap hs  on  a v a r i e t y  o f  h e a l t h  c a re  i s s u e s ,  in c lu d in g  HMOs.

NATIONAL CHAMBER POSITION ON S.  2534
The N a ti o n a l Ch am ber s u p p o r ts  HMOs a s  a co m p eti n g  a l t e r n a t i v e  fo rm  o f  

h e a l t h  c a re  d e l iv e r y  an d f e d e r a l  s u p p o r t to  ex p e ri m e n t i n  th e  gro w th  an d 
dev e lo p m en t o f  th e s e  p re p a id  h e a l t h  p la n s .  A c c o rd in g ly , we fa v o r  a l im i t e d  
e x te n s io n  o f  th e  f e d e r a l  HMO p ro g ra m . B u t,  we oppose  s u p p o r t in g  t h i s  pro gra m  
f o r  a n o th e r  f i v e  y e a r s  an d a t  th e  l e v e l  o f  fu n d in g  p ro p o sed  in  S . 253 4.

Our o r i g i n a l  s u p p o r t f o r  HMOs was  b ased  on  th e  o p p o r tu n i ty  to  ex p e ri m e n t 
w it h  a l t e r n a t i v e  d e l i v e r y  sy ste m s  a s  a  means  o f  c o n t r o l l i n g  h e a l t h  c a r e  c o s t s  an d 
im p ro v in g  th e  h e a l th  c a r e  d e l i v e r y  sy s te m . A f te r  a r e a s o n a b le  am ou nt  o f  f e d e r a l  
f i n a n c i a l  a s s i s t a n c e ,  HMOs w er e su p p o se d  to  be a b l e  t o  co m pet e in d e p e n d e n tl y  in  
th e  h e a l th  c a r e  m a rk e tp la c e — th e  t r u e  t e s t  o f  t h e i r  a b i l i t y  to  o f f e r  an  a l t e r n a t i v e  
to  e x i s t i n g  d e l iv e r y  m od es . S u p p o rt f o r  HMOs beg an  i n  th e  v e ry  e a r l y  197 0 ’ s 
b e f o r e  th e  f i r s t  HMO la w  wa s p a s s e d . S in c e  t h a t  ti m e  o v e r  $1 00  m i l l i o n  h a s  bee n  
s p e n t by  th e  f e d e r a l  gover nm en t on  th e  p ro gra m .

S. 2534  wou ld  ad d a n o th e r  $400  m i l l i o n  to  t h i s  e x p e n d i tu r e .  Th e am ou nt  

i s  e x c e s s iv e  an d sh o u ld  be  re d u c e d . A ls o , th e  l i f e  o f  th e  p ro gra m  s h o u ld  be ex te n d ed  
o n ly  f o r  a n o th e r  two  y e a r s .  T h is  wou ld  p e rm it  a  r e a s o n a b le  nu mbe r o f  new HMOs to  be  
d e v e lo p e d , so  t h a t  mor e A m er ic an s c o u ld  have  th e  o p t io n  o f  s e e k in g  su ch  c a r e .
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The N a ti o n a l Chamber a ls o  op po se s S. 2534 '8  p ro v id in g  a d d it io n a l 
g ra n t mo nie s to  HMOs a f t e r  th ey  become o p e ra ti o n a l,  ev en  I f  th e se  p la n s  d id  
n o t exp end  p re v io u s  g ra n t fu nds.  S im il a r il y , we op po se  S.  2534 's  p ro v is io n  
to  e s ta b l i s h  a $40 m il li o n  re v o lv in g  lo an  fu nd , fro m which  an  HMO co ul d 
re c e iv e  up to  $2 .5  m il li o n  fo r c o n s tr u c ti o n  and guara n te ed  lo a n s .

We o f f e r  th e  fo ll ow in g  comments on  o th e r  p ro v is io n s  o f S.  253 4:

T ra in in g  Prog ram fo r HMO D ir e c to rs
The N a ti o n a l Chamber su p p o rt s  S. 2 534 's  p ro v is io n  to  he lp  t r a i n  both  

m ed ic al  an d e x ec u ti v e  d i r e c to r s ,  so  th a t h e a l th  p ro fe s s io n a ls  a re  a v a i la b le  who 
a re  kn ow le dg ea bl e about th e  uniq ue o p e ra ti o n s  o f p re p a id  h e a lt h  c a re  p la n s . 
H ere to fo re , a maj or  c r i t ic i s m  o f HMOs c en te red  on  t h e i r  la c k  o f s u f f i c ie n t  
m anager ia l e x p e r t i s e .  Such t r a in in g  wou ld a l l e v i a t e  much o f t h i s  pr ob le m . 

Bro ad er  D is c re ti o n  in  HMO App ro va l
The N a ti ona l Chamber su p p o rt s  S.  2 5 3 4 's  in c o rp o ra ti n g  re a so n a b le  

l im i ta t io n s  an d ex c lu s io n s  in  th e  HMO b e n e f i t  pack ages,  to  make th e se  p la n s  
more co m p e ti ti v e  w ith  t r a d i t io n a l  h e a lt h  in su ra n ce  and o th e r h e a lt h  c a re  p la n s . 
Fo r ex am ple,  HMOs sh ou ld  n o t be  re q u ir e d  to  p ro v id e  p ro te c ti o n  a g a in s t 
u n in su ra b le  r i s k s ,  j u s t  as  o th e r h e a lt h  p la n s  a re  exe mp ted  fro m p ro v id in g  su ch  
cover ag e . Th us , HMOs w il l be  a b le  to  co mpe te  w it h  o th e r h e a l th  p la n s .

A d m in is tr a ti v e  an d Re imburse me nt Reform s
The N ati ona l Chamber su p p o rt s  S. 2 5 3 4 's  p ro v is io n s  to  improve th e  

a d m in is tr a ti o n  o f th e  fe d e ra l HMO pr og ram. The b i l l  wo uld  a ll o w  fo r th e  
u n i f i c a t io n  o f a l l  phas es  o f th e  fe d e ra l HMO o p e ra ti o n s , in c lu d in g  th e  b le nd in g  
o f th e  q u a l i f i c a t io n  and  co m pl ia nc e s e c ti o n s  o f th e  pr og ram. A ls o , th e  b i l l  
would re q u ir e  d is c lo s u re  an d re p o r ti n g  by f e d e ra ll y  fund ed  HMOs in  o rd e r to  
dem onst ra te  t h e i r  f i s c a l  so un dn es s and  to  c l a r i f y  any su sp ic io u s  t r a n s a c ti o n s . 
Thi s re qu ir em en t appea rs  c o n s is te n t w it h  th e  in te n t  o f P .L . 95 -1 42 , wh ich se ek s 
to  e li m in a te  fr au d  an d ab use  in  th e  M ed icare and M ed icaid pr og ra m s.  Many HMO 
e n ro ll e e s  a ls o  co ul d be  b e n e f ic ia r ie s  of th e se  two p u b li c  h e a l th  pr og rams and  
th i s  re p o r ti n g  re quir em en t would  e li m in a te  o r re duce  many in s ta n c e s  o f paymen t 
fo r f r a u d u le n t o r ab usi ve  p ra c ti c e s .

Th ese re fo rm s w i l l  improve th e  e f f e c ti v e n e s s  an d e f f ic ie n c y  o f th e  
fe d e ra l pr og ram re sp o n s ib le  fo r  th e de ve lo pm en t o f HMOs.
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Planning Act Exemption
The National Chamber opposes S. 2534 's exemption of HMDs from 

certlficate-of-need and project review authorities. Again, to be truly 
competitive In the health care market, HMOs should be subject to the same 
fiscal scrutiny as other health providers, to avoid wasteful and duplicative 
spending on facilities and equipment. Unnecessary capital investment should 
be avoided by all health service organizations, including HMOs.

Contracting for Services
The National Chamber opposes S. 2534's provision to restrict 

contractual services to physicians. Even as care provided in-house by the HMO 
professional staff includes non-physician services, so should services sought 
outside the plan allow for multiplicity of providers to assure patients the 
freedom to choose their own type of practitioners.

Employer Deductions for HMO Premium
Last but not least, the National Chamber opposes S. 2534's provision 

to require employers to deduct the employees' share of the HMO premium (from 
the employee's salaries if the employee agrees and the employer is able). The 
need for the provision supposedly is based on the contention that some employers 
a re not deducting this contribution from workers* wages. However, we must 
assume that these employers are in the minority, considering the number of 
firms which offer the HMO option. Also, there is no such requirement for 
Blue Cross/Blue Shield or commercial insurance premiums. In short, the need 
for mandated salary deductions for HMOs is unnecessary.

SUMMARY
The National Chamber supports the growth and development of HMOs and 

has urged its members to consider involvement in these prepaid health care plans. 
We support limited federal financial assistance to these types of plans on an 
experimental basis and favor a limited extension of the federal program.

However, we oppose S. 2534 in its present form. If the extension of the 
act were limited in time and in the amount of funding and if there were no 
planning act exemption, no restriction of contractual services, and no 
mandatory requirement for employer deductions, we could support the bill.

- 6 -
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Sta temen t

o f  the

Amer ican  Med ical  A s s o c ia ti o n

Sub mitt ed to  th e

Su bc om mittee  on H ea lth  and S c ie n t i f ic  Resea rch 
C om nitt ee on Human Resources

U nited  S ta te s  Se na te

Re: S. 253*1 * H ea lth  M ainten an ce  O rg a n iz a ti o n  A ct  

Amendments o f  1978

and

S. 2676 -  H ea lth  Mainten an ce  O rg a n iz a ti o n  
Amendments o f 1978 

March 30 , 1978

The Am er ica n M edica l A s s o c ia ti o n  wo uld l ik e  to  ta ke  th is  o p p o r tu n it y  to  p re sen t 

i t s  comnents on S. 253*», th e  H ea lth  Mainten an ce  O rg a n iz a ti o n  A ct Amendments o f  1978 

and on th e  A d m in is tr a ti o n 's  pro posa l S. 26 76 , th e  H ea lth  Mainten an ce  O rg a n iz a ti o n  

Amendments o f  1978.

Ba ckgro und

B efo re  o f fe r in g  our fo rm al comments on th e  le g is la t io n ,  we wou ld  l ik e  to  make 

c le a r  th e  p o s it io n  o f  th e  AMA on p re pa id  grou p p ra c t ic e  pr og ra ms.  The AMA has long  

re cogniz ed such p re p a id  prog rams as one fo rm  o f h e a lt h  care  d e li v e ry .  Pre paid  

prog rams have an a p p ro p r ia te  ro le  in  th e  d e li v e ry  o f h e a lt h  care  and as such th e ir  

pr es en ce  in  a co mmun ity  p ro v id es g re a te r  cho ic e  to  th e  in d iv id u a l p a t ie n t as to  how 

h is  o r he r h e a lt h  ca re  w i l l  be d e li v e re d , whe th er i t  be th ro ugh such an o rg a n iz a ti o n  

th ro ugh fe e~ fo i—s e rv ic e , o r  th ro ugh some o th e r fo rm  o f m edica l ca re  d e li v e ry .
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The h is to ry  o f  p re pa id  prog rams in  th is  c o u n tr y  is  ra th e r  le n g th y , and in  

many ar ea s pre pa id  o rg a n iz a ti o n s  have e x is te d  s id e ~ b y s id e  w it h  fe e ~ fo r~ s e rv ic e  

and  o th e r o rg a n iz a ti o n s  fo r  a long p e ri o d  o f tim e .

However, s in ce  1973 a g re a t de al o f c o n fu s io n  has a r is e n  in  th e  p u b li c  m in d, 

and pe rhap s even in  th e mind o f  Con gr es s,  as to  th e  p o s it io n  o f th e AMA concern in g  

p re p a id  pro gram s and th e "H e a lt h  Mainten an ce  O rg a n iz a ti o n " . I t  was in  1973 th a t 

Cong ress  en ac ted th e  H ea lth  M ain te na nc e O rg a n iz a ti o n  A c t.  A t th a t tim e Congres s 

dete rm in ed th a t i t  was more  a p p ro p r ia te , s in ce  many d i f f e r in g  p re pa id  program s were 

a lr e a d y  in  e x is te n ce  and had been fo r  a long  p e ri o d  o f ti m e , to  enact  le g is la t io n  

des ig ned  and in te nded to  c re a te  a new and sp e c ia l prog ram and e s ta b li s h  i t  a lo ng 

th e  li n e s  o f  an expe rim enta l prog ram.

C on fu sion aro se  when le g is la t io n  was in tr od u ce d  e n t i t l i n g  th is  "n ew " e n t i t y  

a H ea lth  Mainten an ce  O rg a n iz a ti o n . When i t  d id  so , pro ponents  so ug ht  to  id e n t i f y  

th e  HMO w it h  p ro to ty p e  p re pa id  gr ou p p ra c t ic e  o rg a n iz a t io n s , such as K a is e r-  

Pe rm anen te. Dur in g th e  c o n s id e ra ti o n  o f th e  A ct  th e  AMA was a c ti v e  in  p o in ti n g  ou t 

th a t un le ss th e  A d m in is tr a ti o n  and o th e r pro ponen ts  we re in  fa c t  p ro posin g  a fe d e ra l 

fi n a n c in g  prog ram fo r  a new ty pe  o f  e n t i t y  th e re  was no j u s t i f i c a t i o n  fo r  any  fe d e ra l 

fu n d in g . En actment o f a prog ram to  suppo rt  a lr e a d y  e x is t in g  d e li v e ry  syste ms  could  

e v e n tu a ll y  e f fe c t iv e ly  e li m in a te  cho ic e  from  in d iv id u a ls  s in ce  no o th e r h e a lt h  d e li v e ry  

method could  com pete a g a in s t an o rg a n iz a ti o n  whi ch  was a llo w ed  both  to  ch arge  

premiu ms to  in d iv id u a ls  to  co ve r s e rv ic e s  and to  re c e iv e  an in f lu x  o f  s p e c ia l fe d e ra l 

fu nds.

However, we su pported a t th a t tim e th e HMO prog ram as an experim enta l prog ram 

as i t  evo lved in  th e  le g is la t iv e  pro ce ss  and was f i n a l l y  in te nded by Con gres s.  I t  

was no t th e  in te n t o f  th e  Con gr es s,  a t th a t tim e , nor was i t  th e  recommenda tion o f 

th e  AMA, th a t an e x te n s iv e ly  expan ded  syste m o f  p re pa id  gr ou p p ra c ti c e s  o f  a ty pe 

long e s ta b li s h e d  be a s s is te d  th ro ugh fe d e ra l fu n d in g .
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Howe ver, le ss  th an  two ye ars  ag o,  th e HMO A ct  was amended and in  th a t amend­

ment th e e xpe ri m en ta l program  was s u b s ta n t ia ll y  l ib e r a li z e d  by mo vin g the program  

fu r th e r  to war d what a p re pa id  prog ram had always  been and d e t ra c ti n g  s u b s ta n t ia ll y  

from  the expe ri m en ta l na tu re  o f th e  HMO.

The p re se n t amendments o f  S. 2534 and S.  2676 move th e  HMO even fu r th e r  away 

from  an expe ri m en ta l concep t,  and move i t  to  support  o f wha t one  wou ld  o n ly  la b e l 

p re pa id  prog rams th a t have long  e x is te d  w it h o u t s p e c ia l fe d e ra l fu n d in g . However, 

n o tw it h s ta n d in g  th ese  changes in  th e  HMO pro gra m s,  th e  c u r re n t b i l l s  even c a ll  fo r  

e x te n s iv e  in cre ases in  fe d e ra l fu n d in g . M ore ove r,  th e  fu n d in g  a u th o r it y  un de r S. 2534 

s e t a t  f i v e  years  evin ce s a permanent prog ram.

RECOMMENDATIONS

We b e li e v e  th a t in  t h e ir  p re sen t fo rm  S. 2534 and S. 2676 sh ou ld  not be adopte d.

Under S. 2534 th e  HMO prog ram — s t i l l  te m pora ry  a t p re sen t — wou ld  be ex tend ed  

fo r  f i v e  ye a rs . New p ro v is io n s  wou ld  be added to  a ll o w  th e  HMO sp e c ia l f in a n c ia l 

a s s is ta n c e  in  e s ta b li s h in g  am bu la to ry  ca re  f a c i l i t i e s .  The h e a lt h  p la n n in g  law  

wo uld be amended to  re q u ir e  th a t " d ia g n o s ti c  and th e ra p e u ti c  equ ip m ent" , ir re s p e c ti v e  

where  lo ca te d  (even in  a p h y s ic ia n 's  o f f i c e ) ,  wou ld  be s u b je c t to  c e r t i f i c a t e  o f need. 

Given p r e fe re n t ia l tr e a tm e n t,  ho wev er , equ ipmen t o f an HMO wou ld be exc luded exc ep t

un de r un us ua l c ir cum sta nces.

The amendments o f S. 2676 c o n ta in  many chang es s im il a r  to  th ose  o f S. 2534.

Th ere a re , ho wev er , two  s ig n i f ic a n t  a d d it io n a l amendments on whi ch  we w i l l  comment. 

One wou ld  remove th e p re sen t p r io r i t y  fu n d in g  c o n s id e ra ti o n  fo r  th ose  HMOs in te nd ed  

to  se rv e  m e d ic a ll y  un ders erv ed  a re as. The o th e r  a d d it io n  wou ld  amend th e  re im ­

bu rsem en t d e te rm in a ti o n s  fo r  HMOs re cogn iz ed un de r M edica re  and M edic a id .

In  li e u  o f fu r th e r  amendments to  th e HMO program s a t th is  ti m e , we su gg es t th e 

co m p le tio n  o f  th e e v a lu a ti o n  o f  th e e x is t in g  HMO prog ram conte m pla te d un de r c u rre n t
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law  so  as to  assu re  a c le a r  e v a lu a ti o n  o f  i t s  im pa cts upon h e a lt h  c a re . Such a 

s tu dy sh ou ld  ana ly ze  th e tr u e  co s t o f  p ro v id in g  care  th ro ugh th e  HMO, in c lu d in g  p re ­

miums paid  by th e  in d iv id u a l as w e ll  as fe d e ra l fu n d in g  to  th a t e n t i t y ,  in  co mpa ris on  

w it h  co s ts  o f  h e a lt h  care  p ro v id ed  th ro ugh o th e r  h e a lt h  ca re  d e li v e ry  metho ds . In  

a d d it io n ,  Cong ress  sh ou ld  e x e rc is e  i t s  o v e rs ig h t o f  th e  HMO prog ram and HEW sh ou ld  

deve lo p  i t s  s tu d ie s  o f HMOs c a ll e d  fo r  un de r th e  law.

We b e li e v e  a ls o  th a t an a n a ly s is  sh ou ld  be made o f  p a t ie n t e v a lu a ti o n  o f m edi ca l 

ca re  re ce iv ed  th ro ugh  an HMO as compared w it h  o th e r  fo rm s o f  ca re . The e v a lu a ti o n  

should  a ls o  in c lu d e  an a n a ly s is  as to  whe th er fu r th e r  fe d e ra l fund s sh ou ld  be used 

to  s ti m u la te  HMOs. By th is  we do not mean w heth er use  o f  fe d e ra l fu nds wo uld  

en co urag e HMOs to  deve lo p  a t a fa s te r  pace but ra th e r  an e v a lu a ti o n  as to  w he th e r,  

in  o rd e r fo r  an HMO to  be i n i t i a l l y  e s ta b li s h e d  in  a fr e e  m ark et  s o c ie ty , fe d e ra l 

fu nds a re  in  fa c t  needed. The fa c t  th a t i t  becomes e a s ie r fo r  an HMO to  be 

e s ta b li s h e d  by th e  use  o f ,  o r  i t  is  conven ie n t to  use , fe d e ra l fu nds does not in  

our v ie w  j u s t i f y  a lo ne th e use o f  fe d e ra l fu nds. The h e a lt h  care  p r io r i t i e s  in  our 

s o c ie ty  a re  to o  dem anding to  p e rm it  mas sive  fe d e ra l fu nds to  be co mmitted  to  a 

prog ram whi ch  may be foun d not to  need such fu nds.

I t  is  o n ly  a f te r  such an e v a lu a ti o n  ta ke s p la c e , an e v a lu a ti o n  whi ch  has ne ve r 

f u l l y  o c cu rr e d , th a t Cong ress  w i l l  hav e th e  fa c ts  on w hic h to  bas e any  a d d it io n a l 

changes to  th e  HMO A c t.  To do o th e rw is e  wo uld r e s u lt  in  eac h new Congres s c o n s id e r in g  

new amendments  to  th e HMO prog ram and to  move i t  fu r th e r  and fu r th e r  from  th e 

li m it e d  experim enta l pro ce ss  to  one w hi ch  is  in  d ir e c t  c o m p e ti ti o n  w it h  a l l  o th e r 

p ro v id e rs  o f ca re  but w hi ch  has th e added p r e fe re n t ia l adv an ta ge  o f  mas sive  fe d e ra l 

fu n d in g . We do no t b e li e v e  th a t th is  is  d e s ir a b le  nor  th a t th e  p u b li c  t r u l y  d e s ir e s  

such  a fe d e ra l prog ram.

We w i l l  now comment on s p e c if ic  p o r t io n s  o f  S. 2534 and S. 2676 .
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SPECIAL COMMENTS

B e n e fi t Changes

One s ig n i f ic a n t  change  th a t th e  b i l l s  wou ld  make wo uld be to  m o d if y  th e p re sent 

l im i ta t io n s  on co s ts  and b e n e fi ts  re q u ir e d  un de r th e  A c t.

Under th e  p re sen t law th e  HMO must p ro v id e  s e rv ic e s  and b e n e fi ts  w it h  no 

r e s t r ic t io n s  on co s t o r tim e l im i ta t io n s  except as s p e c i f ic a l ly  s ta te d  in  th e  law.  

However, th e amendments wo uld  change th is  p r o h ib it io n  to  a ll o w  th e S e cre ta ry  to  

e li m in a te  s e rv ic e s  fro m bas ic  covera ge, and to  e s ta b li s h  l im i ta t io n s  and e xc lu s io ns  

on co s ts  and e x te n t o f tim e d u ri n g  which  b e n e fi ts  must be g iv e n  by th e HMO.

These amendments go to o  fa r  in  p e rm it t in g  th e  S e c re ta ry 's  a u th o r it y  to  re la x  

HMO re qu ir em en ts . As a m a tt e r o f f a c t ,  un der th e d is c re t io n a ry  lan gu ag e o f th e 

amendment i t  wou ld  be p o s s ib le  fo r  co n tiguous HMOs to  have v a ry in g  ty pes o f copayments  

and e x tr a  payments fo r  th e same s e rv ic e s  and to  have va ry in g  le n g th s  o f tim e th a t 

s e rv ic e s  wou ld  o n ly  have to  be p ro v id e d . We b e li e v e  th a t such an a u th o r it y  on 

th e  p a r t o f th e  S ecre ta ry  cou ld  un de rm ine th e  e n t ir e  HMO A c t.

Could  no t th e  S e cre ta ry  on h is  own, f o r  in s ta n c e , a ll o w  a fe d e r a ll y  funded 

HMO to  be id e n t ic a l to  any  o th e r p re pa id  h e a lt h  p la n  th a t does not re c e iv e  such 

fu nd in g?  Why sh ou ld  Congres s e s ta b li s h  in  th e  law  what th e b e n e fi ts  and cos t 

l im i ta t io n s  must be and th en  a ll o w  th e S e c re ta ry  to  va ry  them in  th e  manner he 

please s?  We th in k  such a p ro v is io n  is  e n t i r e ly  in a p p ro p r ia te  and sh ou ld  not be 

ap prov ed  by th is  Comm itte e.

Req ui remen ts  fo r  HMO

The b i l l s  wo uld make c e r ta in  HMO s ta f f in g  and c o n tr a c tu a l l im i ta t io n  m o d if ic a ti o n s  

The e f fe c t  o f  th ese  m o d if ic a ti o n s  w ou ld , in  our o p in io n , be a fu r th e r  movement away 

fro m  th e expe rim enta l na tu re  o f  th e HMO as d e fi n e d  un de r th e  a c t and as o r ig in a l l y  

conc eived by Con gres s.
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We do not unders ta nd th e  ra t io n a le  fo r  th ese  prop os ed  chang es and b e li e v e  th ey 

a re  in a p p ro p r ia te  and wou ld  no t serv e as a bas is  fo r  p ro v id in g  th e needed data  to  

dete rm in e  whe th er an HMO as co nceiv ed by Co ngres s is  in  fa c t  a p re fe rr e d  fo rm  o f  h e a lt h  

ca re  d e li v e ry .

The p re sen t p ro v is io n  o f law p e r ta in in g  to  HMO s ta f f in g  and c o n tr a c tu a l l im i t s  

sh ou ld  n o t be changed.

Develop me nt G ra n ts , I n i t i a l  O pera ting  Loan s, and A u th o r iz a ti o n  o f A p p ro p r ia ti o n s

Und er th e b i l l s  we note  th a t i n i t i a l  de ve lopm en t g ra n ts  and i n i t i a l  o p e ra ti n g  

lo ans fo r  in d iv id u a l HMOs wou ld  be dou bled  from , re s p e c t iv e ly  $2.5  to  $5. 0 m i l l io n  

and from  $1. 0 m i l l io n  to  $2.0  m i l l io n .  A ls o  un de r S. 2534 to ta l  prog ram appro ­

p r ia t io n s  wo uld be ex tend ed  fo r  an a d d it io n a l f iv e  f is c a l  years  and wou ld be more  

th an doub le d , from  $45 m i l l io n  to  $95 m i l l io n ,  and fu nds wou ld  be a v a il a b le  to  fund  

expansi on o f HMO s e rv ic e s .

We b e li e v e  th a t th e  d o u b lin g  o f  th ese  fu nds and th e  e x te n s io n  o f f i v e  ye ars  o f 

th e  prog ram as co nt em plate d un de r th e  b i l l s  a re , un de r e x is t in g  c ir cum sta nces , 

pre m atu re  and sh ou ld  not be supported .

The re  has been no j u s t i f i c a t i o n  to  show th a t an in d iv id u a l HMO needs tw ic e  th e  

amount o f  money fo r  whi ch  i t  can  now q u a l i f y  o r  th a t th e prog ram sh ou ld  be ex tend ed  

fo r  f i v e  years  w it h  a d o u b lin g  o f a u th o r iz a t io n s .  The HMO i t s e l f  is ,  un de r th e 

b i l l s ,  co nte m pla te d to  be changed s ig n i f i c a n t ly .  To a ll o w  e n t i t ie s  th a t a re  le ss  than  

HMOs as o r ig in a l l y  in te nded by Co ngres s to  use  fe d e ra l fu nds to  show th a t th ey can 

d e l iv e r  wha t o th e r  e n t i t ie s  have long  d e li v e re d  (w it h o u t fe d e ra l fu n d in g ) is  f u t i l e .  

Fu nd ing sh ou ld  be re s t r ic te d  to  l im i t s  w hic h are  p re s e n tl y  un de r th e  law  and an 

a n a ly s is  sh ou ld  be made as to  whe th er even th ese  sums a re  a p p ro p r ia te  fo r  su pp o rt in g  

e n t i t ie s  th a t may not need such s u p p o rt .
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In  a d d it io n ,  we do  no t b e li e v e  i t  is , a p p ro p r ia te  a t th is  tim e to  exten d th e 

prog ram fo r  f i v e  f is c a l  ye ars . The HMO pr og ra m, in  our o p in io n , sh ou ld  be s tu d ie d  

and eva lu a te d  ve ry  c lo s e ly  as we in d ic a te d  e a r l ie r  in  our s ta te m en t.

Am bula to ry  Ca re F a c i l i t ie s

The b i l l s  wou ld  add a new p ro v is io n  th a t wou ld make a v a il a b le  to  HMOs and to  

e n t i t ie s  loans and loan guara nte es to  a s s is t  in  m eet ing th e  co s t o f  e q u ip p in g , 

c o n s tru c ti n g , a c q u ir in g  and re no va ti n g  am bu la to ry  care  f a c i l i t i e s .  S pecia l fund s

wou ld  be a u th o r iz e d  un de r th e  WHO A c t.

We do  no t b e li e v e  th a t th e  am bu la to ry  care  f a c i l i t i e s  p ro v is io n  sh ou ld  be 

added to  th e  HMO a t  th is  tim e . T h is  wo uld compound th e u n d e s ir a b i li t y  o f 

fu r th e r  p r e fe re n t ia l tr e a tm e n t.  Mor eo ve r,  th e  b i l l s  wo uld  re v is e  th e  c u rre n t 

l im i ta t io n  w hic h  p ro h ib it s  th e fu nd in g  o f HMOs fro m fund s o u ts id e  th e  HMO A c t.

H ea lth  P la nn in g  Amendments

S. 253^ wou ld  re q u ir e  e x te n s io n  o f c e r t i f i c a t e  o f need to  th e p h y s ic ia n 's  o f f ic e  

by c o ve ri n g  pu rcha se s o f "d ia g n o s ti c  and th e ra p e u ti c  equ ip m en t. "

Such a s te p  re p re sen ts  a d ra m a ti c  e x te n s io n  o f  th e  h e a lt h  p la n n in g  law  and must  

be examined mo st c a r e f u ll y .

Any hasty  a c ti o n  cou ld  have long  rang e unin te nded e f fe c ts .  For  ex am ple,  r e s t r i c ­

t io n  o f th e  p h y s ic ia n 's  use  o f new m edica l te chno lo gy could  c le a r ly  impede or even 

un de rm ine dev elop m en t.

The re  is  as y e t l i t t l e  evidence  to  support  th e n o ti o n  th a t c e r t if ic a te -o f - n e e d  

re s u lt s  in  s ig n i f ic a n t  co s t sav in gs , even fo r  th ose  s e rv ic e s  p re s e n tl y  covere d. U n t il  

such evid ence  is  com piled , c o n s id e ra ti o n  o f e x te n s io n  o f c e r t i f ic a te -o f - n e e d  as 

pr op os ed  wo uld  be in a p p ro p r ia te . M ore ove r,  we a l l  must re cogn iz e  th a t cos t co n­

s id e ra ti o n s  ca nn ot  be is o la te d  fro m th e  n e ce ss it y  o f m a in ta in in g  q u a l i t y .
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We a ls o  not e th a t S. 253*» wou ld  re d e fi n e  th e  ph rase  " in s t i t u t i o n a l  h e a lt h  s e rv ic e s "  

so as to  in c lu d e  not o n ly  c e r ta in  "d ia g n o s ti c  o r  th e ra p e u ti c  equip m ent"  ( ir r e s p e c t iv e  

where  lo ca te d ) and s p e c i f ic a l ly  in c lu d e  such eq uipm en t used in  th e d e li v e ry  o f se rv ic e s  

by "a ny pers on, in s t i t u t io n ,  o r o th e r e n t i t y , "  but a ls o  to  in c lu d e  "h e a lt h  s e rv ic e s  

p ro v id ed  th ro ugh h e a lt h  care  f a c i l i t i e s  as d e fi n e d  in  re g u la ti o n s  o f  th e S e cre ta ry  

in c lu d in g , but no t li m it e d  to , p r iv a te  and p u b li c  h o s p it a ls  and n u rs in g  homes"

(emphas is added).

T h is  d e f in i t io n  is  so broa d th a t th e  S e c re ta ry  m ig h t seek to  assume a u th o r it y  

to  in c lu d e  v i r t u a l l y  any s e rv ic e  de pe nd ing s o le ly  upon h is  d e f in i t io n  o f  "h e a lt h  

ca re  f a c i l i t i e s . "  Under th e propos ed  d e f in i t io n  th e re  a re  no c r i t e r ia  e s ta b li s h in g  

" h e a lt h  ca re  f a c i l i t i e s . "  Experience  has shown th a t th e  S ecre ta ry  w i l l  seek to  

d e fi n e  te rm s in  th e b ro adest sense  p o s s ib le . T h e re fo re , th e propos ed  d e f in i t io n ,  

we b e li e v e , m ig ht be used as an attem pte d bas is  by HEW as in c lu d in g  s e rv ic e s  in  

p hy s ic ia n s  o f f ic e s .  C la r i f ic a t io n  sh ou ld  be made in  b i l l  lan gu ag e to  p re c lu d e  such 

r e s u l t .

Furtherm ore , th e b i l l  co n te m pla te s th a t th e  c e r t i f i c a t e  o f need wou ld no t be 

a p p li c a b le  to  " d ia g n o s ti c  and th e ra p e u ti c  equip m ent"  pu rcha se d by an HMO "e xce p t in  

un us ua l c ir cu m s ta n ce s ".  Such an ex em pt ion wo uld a ll o w  v i r t u a l l y  a fr e e  hand in  

pu rc ha se  o f eq uipm en t pe rhap s d u p li c a t iv e  o f e x is t in g  equip m en t. We a ls o  note  th a t 

such an e x c lu s io n  wou ld app ly  to  HMO pu rcha se  o f  eq uipm en t ir re s p e c t iv e  o f whe th er  

eq uipm en t was to  be used on an in p a ti e n t o r  o u tp a t ie n t b a s is . We b e li e v e  such an 

e x c lu s io n  s u b je c t o n ly  to  unde fined  "u nusu al c ir cum sta n ce s" wo uld p ro v id e  an un­

j u s t i f i e d  and u n fa ir  ad va ntag e to  th e HMO and sh ou ld  n o t be supported .

We urg e th a t p ro v is io n s  r e la t in g  to  e x te n s io n  o f  c e r t i f ic a te -o f - n e e d  to  

p h y s ic ia n s ' o f f ic e s  be d e le te d .
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Repeal o f Shortage  Area  P r io r i t ie s

S. 2676 wo uld  re pea l p re sen t p ro v is io n s  o f law  g iv in g  p r io r i t y  c o n s id e ra ti o n  

o f c e r ta in  fu n d in g  fo r  HMOs in te n d in g  to  se rv e m e d ic a ll y  un de rs er ve d ar ea s and 

ru ra l a re as . We b e li e v e  th a t th e o r ig in a l  in c lu s io n  o f th e  p ro v is io n s  o f th e law  

was b e n e fi c ia l in  th a t i t  in te nded to  e s ta b li s h  p r io r i t i e s  as to  are as in  which  

experim enta l HMOs cou ld  have an e s p e c ia ll y  s ig n i f ic a n t  im pact . These p ro v is io n s  

are  s t i l l  b e n e fi c ia l and sh ou ld  be re ta in e d .

M edic are /M edic a id  Amendments

S. 2676 wou ld make se vera l s ig n i f ic a n t  changes to  M ed ic a re /M ed ic a id . Among 

th e  chang es th a t wou ld be made is  one  p e r ta in in g  to  payments to  HMOs on th e  basis  

o f  a new mechanism. Th is  wo uld  a ll o w  HMO per  c a p it a  pay ments  a t 95% o f  an "a d ju s te d  

av erag e per  c a p it a  c o s t" .  T h is  " c o s t "  wou ld  be based  on th e  av erag e per  c a p it a  amount 

th a t M ed icar e o r  M edi ca id  wou ld have expended  fo r  s e rv ic e s  ( in p a t ie n t  and o u tp a t ie n t)  

fu rn is h e d  "b y  o th e r th an " an HMO.

We b e li e v e  th a t th is  p ro v is io n  wou ld  hav e th e e f fe c t  o f p ro v id in g  an u n ju s t i f ie d  

w in d fa ll  to  th e HMO. The A d m in is tr a ti o n  co nt end s th a t HMOs can genera te  s ig n i f ic a n t  

sav in gs . Yet  th e  A d m in is tr a ti o n  he re  prop os es  th a t th e HMO w i l l  be p a id , not on a 

basis  o f c o s ts  and no t on a bas is  o f charg es, as are  a l l  o th e rs  un de r M ed icar e and 

M edic a id , but on th e  basi s o f 95% o f wha t ch arge s and co s ts  wo uld be i f  se rv ic e s  

we re no t p ro v id ed  by an HMO.

Moreo ve r un de r th is  pro posal th e  maximum th e HMO wo uld save ove r o th e r form s 

o f d e li v e ry  wo uld  be 5%, a t th e  m ost , y e t c la im s  a re  made o f th e  HMO a b i l i t y  to  

save  much g re a te r am ounts. Where are  th e  sa vings?  To whom do th e savin gs go? How 

w i l l  av erag e pe r c a p it a  amounts sp en t fo r  o th e r th an  HMO d e li v e ry  be de te rm in ed?
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What k in d  o f  tr u e  co mpa ris on  between HMOs and o th e r fo rm s o f  d e li v e ry  o f  s e rv ic e  

can be made?

I t  wou ld  be o n ly  p ro per fo r  th e  A d m in is tr a ti o n , in  p ro posin g  th is  me chan ism , 

to  s ta te  c le a r ly  th a t e it h e r  th e HMO prog ram ca nn ot genera te  s ig n i f ic a n t  sav in gs 

fo r  p ro v id in g  s e rv ic e s  o r  th a t th e  A d m in is tr a ti o n  in te n d s  to  p ro v id e  fe d e ra l re im ­

bu rsem en t in  ex ce ss  o f re a l co s ts  o r  ch ar ges to  th e  b e n e f it  and p re fe re n ce  o f th e  

HMO. We b e li e v e  th a t i f  in  fa c t  th e re  a re  s ig n i f ic a n t  sav in gs (30% to  60% re d u c ti o n  

in  h o s p it a l co s ts  a lo ne a re  a lle g e d  by HEW) th ese  sh ou ld  b e n e fi t th e  M ed icar e prog ram 

and no t th e  HMO. M edica re  and M edic a id  ( to  th e d e tr im e n t o f care  fo r  th e  aged and 

th e  poor)  wo uld  th us be used to  e n r ic h  th e  HMO and fi n a n c e  care  fo r  a ) 1 e n ro ll e e s  

o f  th e  HMO.

T h is  pro posa l is  u n f a ir ,  wou ld  tw is t  fr e e  m ark et  c o m p e ti ti o n , and sh ou ld  be 

d e le te d .

Oth er  Amendments

Th ere are  a ls o  severa l amendments made un de r S. 2534 th a t we b e li e v e  wou ld  be 

q u it e  b e n e f ic ia l to  th e pr og ram. Howe ver, i t  sh ou ld  be no ted th a t th e  n a tu re  o f 

th ese  amendments wo uld  n o t chang e th e th ru s t  o f  th e p re sen t prog ram but wo uld m ere ly  

make more  e f f i c ie n t  th e o p e ra ti o n  o r th e  a d m in is t ra ti o n  o f th e prog ram. B e n e fi ts  

we th in k  sh ou ld  be ad op ted in c lu d e  th e  one p ro v id in g  fo r  th e em ploy er  to  de duct  

HMO premium fro m th e s a la ry  o f  th e  e n ro ll e d  em plo yee and p ro v is io n s  re q u ir in g  d is ­

c lo s u re  o f c e r ta in  busi ness tr a n s a c ti o n s  between HMOs and o th e rs . As to  th e 

em ploy er  d e d u c ti o n , ho wev er , we do  not b e li e v e  th is  sh ou ld  be man da to ry  as S. 2534 

wo uld re q u ir e .
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Conclus ion

In  conclu s io n, we again  re it e ra te  ou r su pp or t o f a p lu r a l is t ic  system o f he al th  

ca re d e live ry  w it h in  which prepaid  programs have long exi st ed successfu lly  w ithou t 

fe dera l su bs idy,  and ou r supp or t o f the  HMO program as an ex pe rim en ta l prog ram.

We are concerned about the  In cr ea sing  s h i f t  In  the HMO Ac t away from  the 

expe rim en tal  program o r ig in a ll y  intended by Congress. The HMO would become me rely 

the  image o f lo n g -e x is tin g  prepaid  programs w h ile  re ce iv in g  ex te ns ive fe dera l fu nding . 

We do no t be lie ve  th a t such a changed program is  d e s ir ab le , nor would  i t  a llow  a 

tr u e  eva lu a tion  o f the e ff e c ts  o f an HMO as compared w ith  o th er means o f d e liv e ri n g  

health  ca re . The le g is la ti o n  removes the  HMO from fr e e  market com peti tion and 

accords  i t  a d d it io n a l a r t i f i c ia l ,  p re fe re n ti a l treat m ent .

In  th e ir  pres en t form,  S. 2531* o r S. 2676 should no t be adopted . The amendments 

are in  fa c t q u it e  s ig n if ic a n t and would fu r th e r  d e tr a c t from the  cen tra l na tu re  o f 

the  HMO program as o r ig in a ll y  ad vocated . The Sec re ta ry  should no t be give n the  

broad d is c re ti o n a ry  a u th o r it y  proposed.  Amendments in  S. 2676 would  even pr ov ide 

p re fe re n ti a l Me dlc are /Med ica id "w in d fa ll "  payments to  HMOs. The HMO program should 

be maintaine d as an expe rim en ta l program a t th is  tim e.  In a d d it io n , we again  

recommend th a t inde pth eva lu ation and stud y o f the  e ff e c t o f the p re sen tl y  funded 

HMOs be made p r io r  to  any fu r th e r  amendments to  the HMO Act .
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Senator Sciiweiker. This concludes our hearing  this morning on 
HMO legislation. The Senate Subcommittee on Health and Scientific 
Research stands adjourned subject to the call of the chair.

[The committee adjourned at 11:45 a.m.]
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