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HOUSE HESS COMMITTEE MEETING

MARCH 15, 1976

Present: Sullivan Hackney
Beime Ose Osterback
Testifying: Dr. Pauls, Dept. H&SS, Public Health

Dick Block, Div. of Ins.
Sonya Johansen, Dept. H & SS HIS

HB 481 - Health Maintenance Organizations - HESS

Dick Block - Explanation of bill, HMO similar and mandatory to various types of
health insurance. Reasons why we need regulation on HMO 1. to keep high standard

of medical care 2 Since subscribers pay in advance, organization must be financially
sound.

Conmittee - How much money would be needed to assure solvency, Block had no definite
answer. Teamsters example as an HMO. Can this bill be redone to eliminate alot of
the unreeded regulations, Block thinks so.

Conmittee requests Dick to submit a draft of an alternative to this bill. Dr. Pauls
said Dept, will work along with him on this.

Dr. Pauls - did not have an official position paper on this bill from the Dept,
but feelings regarding it are that there are now other health bills which speak
to the same issue., for instance the Indian Health Service. So he doesn"t feel
this bill Is needed.

Conmittee decided not to take any action on this now.
HB 395 - Registry of Impairments - HESS

Sonja Johnson - Dept. H&SS, feels that there is sane problems with this bill,
relating mainly to mandatory signing and also confidentiality. But she also
feels that eventually everything will have to be on a registry.

Conmittee - If this is implemented what are the problems with it? Should this
bill speak to the problems of data processing at the same time, yes. Dept,

is now working to standardize procedures for data processing and will have done by
the end of April.

Hackney - Is this bill really needed or does everything spoken to in here redo
what is already in the regulations.??

Dr. Pauls - If it is done by regulations instead of a bill, there must be a public
hearing all over and then the regs. must be rewritten. This bill does not force the
regulations to be rewritten.

Sullivan concerned with whether sane of the confidentiality problems are unconsti—
tutional??, nobody seems to know.
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Beime - thinks this bill is much needed, but doesn®t want to take rights away
from individuals to choose to be on a registry.

Committee decided to hold bill.
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HOUSE HESS COMMITTEE MEETING

MARCH 15, 1976  7:00 P.M.

Present:
Ostrosky Parr Sullivan
Swanson Beime Hackney

HB 733 - Commitment procedures for mentally ill - HESS

Louise Ma - Research Analyist, Legis. Affairs Office - explained basis
and provisions for the bill

Parr - After 270 days what can be done with someone who cannot be helped
but 1is dangerous??

Gruening - have to be new circumstance to begin commitment procedures.

Jerry Schrader, Director, Div. of Mental Health - Presented the dept,
postiion regarding this bill. Basically in favor, but have a few
problems with i1t. Can make amendments to correct. See position paper.

Beirne wanted to know if it might be possible to combine into one facility
the function of crisis intake and mentally 1ill, alcoholics, drug addicts,
etc.??

Pat Spartz - Kodiak Aleutian Mental Health Center - Supports bill,
but would like to see some amendments. Hard to see how bill would actually
work until it is tried.

no action on bill
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Table 2. BASIC HEALTH tARE BENEFITS REQUIRED BY PROGRAM

Physician Services
Inpatient hospital
Outpatient hospital
Emergency services
Psychiatric inpatient
Short term mental health
Drug & Alcohol services
Skilled nursing
Intermediate nursing
Home health services
Laboratory & X-ray
Preventive Services
Drugs

Dental care

Wheelchairs, hearing aids,

ect.

HMO Act

X

X

X**

DHSS
HB 431 Amend.
X
X
X
X

X (children)

for persons over G5 and under 21 years.

minimum preventive services are family planning and fertility counceling,

and children®s eye exams.

Early periodic screening,

Model
(NAIC)

X

X

diagnosis and treatment for children

Legislation AS 47.07.

(Federal)
X

X

Medicaid

X

X

X*

X***

preventive dental

Medicaid Amend.
(AS 47.07.030)
SB 542

is required under Medicaid.

(AS 47.25.120)
General Relief
Medical
X

X

X

X (emergency,

care for children,
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MEMORANDUM March 10, 1976

SUBJECT: HB 481, The Health Maintenance Organization Enabling Legis—
lation (W.0.#2049)

T0: The Honorable Susan Sullivan

FROM: Brian L. Saylor
Research Analyst

The passage of House Bill 481 would make Alaska the 18th state to enact
enabling health maintenance organization legislation. In most states,
the HMO legislation was designed to counteract the inhibiting effects of
statutes regulating health insurance companies, hospital and medical
service corporations and professional licensure. HB 481 succeeds in
accomplishing this.

Major issues within HB 481 and the pages in this memo that refer to them
are:

1. Requirements for rate reviews for HMO"s
(18.18,030) p 5
2. Safeguards for consumers:
Surety bonds (18.18.030, 18.18.110)...... p 6, 9
Certificate of need (18.18.040)........... p7
Governing Boards (18.18.040).....ccccoan... p 7
Complaints system (18.18.100)....... . ..... p 9
3. Required benefit packages (18.18.250) p 11,12
Table 2
4. Open vs® closed enrollment .. ... .. i .. o... p 12

In addition to the above basic considerations* with the organization of
an HMO, there are problems with the administration of the program review,
and regulation of HMO"s are split between the Department of Health and
Social Services and the Department of Commerce and Economic Development.
Both departments are currently trying to find solutions to this problem.
As more information reaches us, we"ll pass it on.

BLS:jm
Enclosures



I. BACKGROUND

A "Healtl: Maintenance Organization” provides an alternative to the
present fragmented "non-system" of medical care. The term refers to the
organization of health care services organized along the lines of either
a group practice or a federation of individual medical practices. HMO"s
undertake the delivery of comprehensive medical services to a defined
population on a prepaid basis with a fixed charge for each person enrolled.
Thus, the term HMO can describe any alternative health care delivery
system which welds together a series of services required by its enrolled
population. 1/

The idea of prepaid health care is not new in the United States.

The theoretical model for the HMO type of health care delivery was
developed almost fifty years ago. A group of experts refinedthe idea
and published their recommendation., *n 1932 in a paper entitled Medical
Care for the American People. 2/ The oasic concept stated:
1) Groups of physicians, rather than solo practitioners, should
give necessary services, enforcing high standards through peer
evaluation.

2) All costs should be prepaid.

3) Disease prevention should be emphasized.
4) Facilities should be planned on a community basis.
5) Consumer groups should sponsor such health care delivery

systems and contract with provider groups.
These recommendations were developed by a large number of prepaid

practice plans during the next 20 years. One of the first applications



of the idea of prepaid group practice was developed in Oklahoma in a
small farming community about 1929. By 1950 there existed 24 similar
plans in farm cooperatives throughout the country.

Prepaid health care gained momentum i the urban areas with the
organization of Group Health Association of Washington, D. C. in 1937
and the New York Health Insurance Plan (HIP) in 1947. The idea continued
to be refined by Kaiser-Permanente in California and the Group Health
Cooperative of Puget Sound in Seattle and Tacoma. 3/

None of these programs had an easy time becoming self-sufficient or
gaining acceptance in the community. Most of them suffered from discrimina—
tion by organized medicine, which declared that programs in which patients
did not pay for services but rather were in the prepaid mold were unethical.
Physicians serving in such programs were refused access to professional
associations as well as to hospitals.

Law suits gradually eliminated the worst prohibitions against
prepaid group practices. By 1973 the number of states which effectively
prohibited HMO"s had been reduced from thirty to less than ten. 4/

Federal commitment to the concept first appeared in Presidential
White Paper in 1971. 5/ The Health Maintenance Organization Act of 1973
(P.L. 93-222) was signed into law at the end of that year, and provisions
to override restrictive state laws were included in it. The legislation
was considered a great advance toward bringing order, cost consciousness
and entrepreneurial spirit to the disorderly system of health care
delivery.

As of December, only four Health Maintenance Organizations in the
United States have been certified as an HMO qualified under the Act.

They are in Rhode Island, Connecticut, Illinois, and Pennsylvania.6/



P.L. 93-222 has been considered by some to be* too restrictive in a
number of areas. Among these are:

1) The benefit package required by law is too expansive and,

therefore, costly.

2) Because the package is set by law, the insurance carriers
cannot vary the benefits in response to community need.

3) The law requires HMO"s to community rate their health care
risks. This means that while an HMO will have to accept
anybody (open enrollment) other insurance carriers will be
able toskim all the good risks off the top through experience
rating mechanisms.

These provisions restrict the ability of HMO"s to compete with

other health insurance carriers in the open market. 13

In response to these problems, the National Association of Insur—
ance Commissioners developed model state legislation which would allow
states much more latitude in developing HMO®"s which meet their unique
needs. 8/ The federal government has proposed another approach which
is slightly more flexible in its proposed regulatory provisions.

Alaska®"s enabling HMO legislation (HB 481) makes use of the NAIC
model legislation. A comparison of the federal model Ilegislation and
Alaska®"s proposed legislation is presented section by section in narrative
form for greater applicability. Both the NAIC and the federal proposals
are attached. Table 1 shows how HB 481 compares with similar legislation
in other states. Table 2 compares benefit packages under public programs

within Alaska with those proposed under alternative HMO structures.



I1. SECTION BY SECTION ANALYSIS: HB 481

Section 18.18.010. A certificate of authority 1is required by any
person who wants to establish or operate a HMO. Existing
Alaskan HMO"s (there aren®t any now) are allowed 60 days to
comply with the law.

This section is consistent with NAIC model legislation.

Section 18.18.020. The application form, approved by the commissioner
of Commerce and Economic Development, will require:
1) a bvsic organizational document
2) bylaws for internal affairs
3) list of responsible persons
4) copies of all contracts between participating providers
5) description of health care plan includingservices
offered, and facilities and manpower used.
6) evidence of coverage for enrolled persons (see 18.18.070)
7) contract forms with enrolled persons
8) statement of HMO finances
9) marketing methods
10) power of attorney
11) geographic area served
12) complaint procedure used (see 18.18.100)
13) quality control procedures
14) methods of involving enrol lees in policy decisions
15) anything else the commissioner wants
Any modification c¢ " these statements must also be approved

by the commissioner within 45 days.



Comment: Public Law 93-641 requires the issuance of a certifi—
cate of need for HMO"s. The type of information required for the
HMO review should be coordinated with the information required by
the certificate of need review. Alternative certificate of need
proposals are now under consideration.

All provisions are consistent with recommended NICA model legislation.

Section 18.18.030 As soon as the application reaches the commissioner
of Commerce and Economic Development, a copy is given to the commissioner
of Health and Social Services. HSS is responsible for the first
review. Time for review is30days. Criteria for review are:

1) Adequacy of personnel, facilities and continuity of service
2) Availability and accessibility
3) Quality assurance (see 18.18.140)
4) Adequacy of statistical reporting systems

After the commissioner of Health and Social Services approves
the ﬂMO application, the commissioner of Commerce and Economic
Development begins a review of the HMO"s plan of operation. Criteria
for the second review are:
1) Approval of HSS
2) Appropriateness of HMO mechanism to provide services

Comment: The latitude in deciding what is "appropriate” seems
to be very wide. This clause could have the effect of preventing
innovative types of HMO"s from developing.
3) Financial responsibility in terms of

A) charges for services

Comment: The federal model legislation deletes any reference
to rate review. The drafters felt that it would be more appropriate
to rely on the free market mechanisms. Rate review may stifle

completion by promoting rate uniformity.

B) working capital



C) agreements with other insurance carriers
D) agreements with health care providers

E) surety bonds

Comment: Surety bonds are required. Specific dollar
figures are given in Sec. 18.18.110. These figures may be
insufficient to safeguard consumers. For example, it might
cost as much as $640,000 to provide necessary health care
services to 2,500 enrollees for one year. The surety bond
requires $10,000.

4) Opportunity for consumer involvement

5) Assurances that the project is in the public good.

6) Consistency of policy awards and termination are consistent
with other carriers

7 Problems in HSS review were corrected.
The entire review must be conducted within 60 days unless

there is a modification of a previous application. In that case

the review takes 45 days.

Comment: Time requirements for review are very long. Vhe
time aTlowed®™ for a HMO review is 60 days. If a certificate of need
is also required, the process could take 150 days. Concurrent DHSS
reviews at the state level could reduce this figure by at least 30
days.

Proposed Review Alternative Concurrent
Timeframe Review Timeframe

90 days concurrent review:

30 days HSS review 30 days HSS review
90 days cert, of need 60 days cert, of need
30 days Commerce review 30 days Commerce review

150 days 120 days



Secti

Secti

Secti

on 18.18.040. An HMO can:
1) Build
2) Loan money
3) Contract for services
4) Contract for marketing health plan
5) Contract to gﬁher carriers to underwrite HMO
6) Offer basic services
7) Accept public or private money
The HMO has to inform the commissioner of any intent to build
or loan money. There must be a response within 30 days.
Comment: A capital expenditure in excess of $100,000 will
probably require a certificate of need under new federal require—

ments. Processing a certificate of need application takes 90 days.
Only 30 days are allowed under this section.

on 18.18.050. establishes a governing body. There is no specification
of the proportion of consumers and providers.

Comment: Agrurnents against the inclusion of consumers on
the governing board include: (1) such participation is unnecessary
and perhaps even harmful to the efficient and professional delivery
of health care services, (2) a consumer role will impede the initia—
tion of an HMO since more people must be involved and (3) consumers
can always seek alternative health care. The arguments for a
consumer role include (1) consumer participation results in a more
responsive organization, and (2) consumer participation is not the
same as lay control over the rendering of professional service.

on 18.18.060 makes sure one person is responsible for financial

matters.

Section 18.18.070 itemizes the kind of evidence that must be given to



each enrollee regarding benefits. There can be no changes in
benefits without notice. Evidence of coverage should contain:
1) No misleading statements
21 A summary of

A) benefits

B) limitations of service

0) sources of information about how to get services

D) total payment for services

E) complaints systen

Forms for evidence of coverage must be approved by the commissioner

within 30 days of its submission.

Comment: The federal model legislation includes a provision
that enrol lees shall be told of service priorities in case of
epidemic or other emergency affecting the demand for medical services.
The inclusion of the provision would probably be an asset.

The Department of Health and Social Services has suggested
that two additional sections be added:

1. Add to (2) another subsection (F) requiring the inclusion

of criteria for disenrollment in the evidence of coverage
form.

2. Another section prohibiting the HMO from cancelling the
enrollment of a participant or refusing to transfer an

enrolled participant from a group for reasons relating to
age, sex, race or health status.

Section 18.18.080 requires an annual report submitted to the commissioner
containing:
1) a financial statement of receipts and disbursements

2) any changes in the original certificate of authority

3) number of persons enrolled

4) anything else the commissioner requires



Comment: The model federal legislation requires that the
annual report contain a statement disclosing the percent of enrolled
participants assisted by public funds. This clause can provide an
evaluation tool to see if public health care dollars are better
spent on HMO programs vs, traditional public assistance programs.

Section 18.18.090 requires a similar report to be submitted to all
enrollees containing:
1) a financial statement
2) a description of services

3) the method of resolving complaints

Section 18.18.100 describes the complaint system. The only requirements

are that it exist and maintain written records.

Comment: HB 481 requires that a system exist for handling
written complaints only. The Department of Health and Social
Services suggests that the language of the NAIC model legislation
be included. The change would require the HMO to keep records of

the underlying causes of such complaints, as well as the number and
resolution of all malpractice cases filed against the HMO.

Section 18.18.110 addresses requirements for surety bonding which
obligates the health plan to provide services. This provision is
not in the federal model legislation. Required dollar amounts are

specified (see "Comment™, 18.18.030(3)(E).

Section 18.18.120 allows joint operation with hospital service corpora—

tions (Blue Cross) and medical service corporations (Blue Shield).

Section 18.18.130 prohibits an HMO from issuing misleading statements,

cancelling a policy or using certain words in advertising.
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Section 18.18.140 requires a review of each HMO program every three
years.

Comment: Federal law (P.L. 93-641) requires a review of
institutional health services every five years.

Section 18.18.150 allows the commissioner to suspend a certificate of

authority if:

1) The HMO is not in compliance with its basic organizational
document (see Section 18.18.020).

2) Charges are not in line with tnose stated in the evidence
of coverage.

3) There is no consumer involvement in policydevelopment

4) There is no complaint system

5) Advertising is misleading, false or unfair

6) The commissioner determines that the HMO doesn®"t comply
-with the Ilaw.
The commissioner can go farther and revoke a certificate of

authority if:

1) The commissioner of HSS agrees that the HMO 1is unable to
continue providing services, or

2) The HMO 1is found to be financially unsound.
As soon as the decision to suspend or revoke a certificate of

authority is made, the HMO must stop functioning.

Section 18.18.160 authorizes the commissioner to write necessary regulations

Section 18.18.170 establishes administrative procedures for appeals.

These procedures are consistent with the Administrative Procedures

Act.



11
Section 18.18.180 sets fees for application and review processing.
Comment: The fees charged for review contain no provisions

for the equitable allocation of fees between the Department of
Commerce and the Department of Health and Social Services.

Section 18.18.190 itemizes sanctions against an HMO for non-compliance.
The fee 1is $100 to cover the administrative expenses of the department
and can go as high as the commissioner estimates the damages suffered

to be.

Section 18.18.200 requires all documents to be available for public

scrutiny.

Section 18.18.210 assures that medical or hospital service corporations
are still under separate laws. Advertising by an HMO does not

violate the Medical Practices Act.

Section 18.18.220 establishes confidentiality of medical records.

Section 18.18.230 allows the commissioner of Health and Social Services

to contract for review functions.

Section 18.18.240 requires all agents associated with the HMO to be

controlled by regulation.

Section 18.18.250 sets out definitions (See Table 2).

Comment: There is a great deal of controversy regarding the
required benefit package for an HMO. One side says that an overly
rigid benefit package might inn.bit competition among HMO®"s and
between HMO"s and other forms of health insurance. The federal
legislation (P.L. 93-222) has been criticised for this. Those in
favor of a structured and comprehensive benefit package argue that
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the package should assure enrol lees of a reasonable amount of
services to meet their basic health care needs. A more rigid
benefit structure could have the effect of either putting the HMO

out of business or promoting necessary changes 1in the health care
delivery system.

I11:  ADDITIONAL CONSIDERATIONS

Open Enrollment

The NAIC proposes a period of at least one month when anyone could
enroll in the HMO. The first open enrollment period begins after the
HMO has been operational for 24 months. Open enrollment allows people
access to the program who may not be eligible for other types of health
insurance, thereby encouraging a community rating rather than an experience
rating approach. Critics contend that open enrollment would make it

difficult for an HMO to compete with other types of insurance.

Liquidation Procedures
The NAIC.model HMO bill includes complex insurance type liquidation
procedures. Critics oppose increasing government involvement in the

internal workings of an HMO and prefer to rely on existing general bank—

ruptcy laws.
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(HB 481)

As ol
May 1974

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii

Idaho

lllinois
Indiana

lowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

TABLE 1. HEALTH MAINTENANCE ORGANIZATION

States With HMO Laws

States Without Specific HMO Laws

(primarily Blue Cross/Blue Shield provisions)

Financial
Require*
Form mtnts Form
Required Required
c “
0 o ©
?- ¢ 8 2 59 Q i o o
a 3 D] > U~ %
2 abd a o E'g 8 . £
C P o b o o W coo
S -roc g 11 5 4 £, «E uno 27
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X X
X X X X X X X X
~X
X X X
X X X X X
X X X X X
X X 25%
X X
X X maj. X
X
X X
X maj. X
X
X X X X X X
X X X X X
X X5 X
X maj. X
X X maj X
X X X
X X 33%
X X X X
X X
X X X
X X X
X
X X X 67%
X X
X X
X X
X  maj.
X X
X X X
33% X X
X
X1
X maj.
X XX
X
X X X X
X X
X
X
X

eInvestments restricted to those allowed insurance companies.
* -physicians or hospitol representatives.

Adapted from: Aspen Systems, Cojnpgration. M.M.O. Sourcebook - 1973 kditien and iH.1M.©. SowicHoek Supplemaent: Lenisljtiv*

| And non profit hospital "corporation” only.
May he-waived-by director or commissioner.

Develvpréits in 1973 (Reckville, Mi'd.m 8t8dlth Law Center, Aspen Systems Corporation 1973 and 1974)
Information also supplied by Interstudy, Minneapolis, Minnesota.

X X X



SECTION I - DEFINITIONS

(a) "Health Maintenance Organization™ means a public or
private organization, which is organized under the laws of
this State or the laws of another State or the District of
Columbia, which:

(1) provides or otherwise make available to enrolled
participants health care services, including at a minimum those
basic health care services which are~detenrined by the Admini —
strator to Le”generally available on an insured or prepaid ba-—
sis in the locality served by the organization;

) is compensated~fexcept for copayments™)” for the
provision of basic health care services to enrolled partici-
pa;ts solely on a predetermined periodic rate basis;

(3) provides physicians® services primarily (i)
directlyvthrough physicians who are either employees or
partners of such organization, or (ii) under arrangements with
one or more groups of physicians{Forganized on a group practice
or individual practice basis) under which each suchjgroup”
is compensated for its services primarily on the basis of an
aggregate fixed sum or on a per capita basis and (i) is pro—
vided with an effective incentive to avoid unnecessary 1in—
patient utilization, regardless of whether the individual
physician members of any such group are paid on a fee-for-

service or other basis; and



) assures the availability, accessibility and
(including effective utilization) of comprehensive health care
services through clearly identifiable focal points of legal and
administrative responsibility.

(b) "Basic Health Care Services" means usual physician
hospitalization, laboratory, X-ray, emergency and preventive
service, and out-of-area coverage.

(c) "Health Care Services" means basic health care services
and other services, medical equipment and supplies which may
include, but are not limited to, medical, surgical and dental
care 7 psychological, obstetrical, osteopathic, optometric, optic,
pediatric, nursing, physical therapy services and pharmaceutical

sstviscs: T¢IVl . o S Vom ot
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vices, extended care, nursing nome care, convalescent institu-
tional care, laboratory and a;nbulance services, appliances, drugs,
medicines and supplies; and any other care, service or treatment
of disease, the correction of defects of the maintenance of the
physical and mental well-being of.human beings.

(d) "Enrolled Participant”™ means a person who has entered
into a contractual arrangement or on whose behalf a contractual
arrangement has been entered into with a health maintenance

Tk
organization to receive health care services.

(e) "Person" means any natural or nrtifical person in—

cluding but not limited to individuals, partnerships, associations,

qu



or corporations or other business entities.
) "Provider" means any physician, hospital, or”iother
Ninstitution, organization o”person that furnished health care

services and is licensed or otherwise authorized to practice

in the State.



e e (g) "Administrator"™ "means the head of (name of _agency).

The Administrator may call upon any other State ancncy 1in

administering*(this Act. ; 3.

. *

SECTION* Il - APPLICATION* FOR CERTIFICATE OF AUTHORITY
(a) No person may operate a health maintenance organization

without obtaining a certificate of authority from the

*

Administrator. * \

(b) Applications for a certificate of authority shall be

m

made 1n the form required by the Administrator and shall be
verified by the individual who plans to operate a health
maintenance organization or an officer or authorized repre-

sentative of the applicant and shall set forth or be accompanied

by: *
(1) A copy of the basic organizational *documents ot

the applicant, if any, such as articles of incorporation,
L ] 5 ’f’.%
:* partnership agreements, trust agreements, or other
DG o % . o ' .
*** applicable documents. T = >-e

(2) A copy of-the bylaws, regulations or similar docu*
mcnt, 1f any, regulating the conduct of the internal
affairs of the applicant.. -

(3) A list of the names, addresses and official capacit)
with the organization of all the persons who are to be
0."*;#|n.f' io.«‘] o vee ! ‘V'# ", o«'lo‘tl DR :’i*4 0 ok “lo%l))’lt o*e0e . 1* . *
responsible for the conduct of its affairs, incl**.d:n® all ~

members of the. governing body, the officers and directors

in the case of aecorporation, and the partners or members

in the case of a partnership or corporation.

»
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R
; (4) A statement generally describing the organization,
its enrollment process, 1its operation, 1its quality assur—
ance mechanism, 1its internal grievance progedures, the
methods it proposes to use to offer 1its en{olled partici-
pants or public representatives an opportu;ity to partici-
pate i1n matters of policy and operation, tpg location of
the facilities at which health care serviczé will be
regularly availablé to enro;led participan{é, the type and
speciality of health care personnel eﬁgade&“'to provide

«%
health care services, the number of personnc in each
. m

Category and the medical records system prz;iding documen —
tation of utilization rates for enrolled participants.

(S) Copies of all contract forms the organization p|
poses to offer enrolled participants and the basis for
developiﬁg the:proposed or actual rates to be charged.

v (6) A statement of the financial condition of the
organization, 1including 1income statement, balance sheet
(assets and liabilities) and cash flow statement.

(7) A statement describing with reasonable certainty
the geographic area or areas to be served, and the hours

during which services will be provided.

et Y *[* gy 00

».(8) A description of the proposed marketing techniques
- 0

and copies of any proposed advertising materials.

(9) A power of attorney duly executed by such applicant

appointing the Administrator his successors in office,

"4



attorney of such applicant upon whom lawful process in.
any-legal -action against such-organizatioh on any cause
of action arising 1in this State may be served.

(10) Such other information as may be required by the
Administrator ti make the determinations required ?n

Section 111 of this Act. >

*SECTION 111 - ISSUANCE OF CERTIFICATE OF AUTHORITY m "

(a) The Administrator shall 1issue a Certificate.g} Authorii
to any person filing an application within sixty (60) days of
such filing unless he notifies the applicant within such time
that such épplication iIs not complete and the reasons theiefore
or that payment of the fees required by SecEion X1 has.not bcc:
made or that he is not satisfied that:" *

(1) The basic organization document of the applicant \)
combined with the-"powers enumerated in Section IV, permits the
applicant to conduct business as. a health maintenance organizal

(2) The organization has demonstrated the intent and

ability to assure that health care services will be pro—
vided 1in a manner to assure both their availability and
accessibility.

"(3) The organization 1is financially responsible and*
may be reasonably expected to meet 1its obligations toils*”
enrolled participants. In making this determination the
Administrator shall consider among other relevant factors:

(1) any agreements wjth an insurer, a medical



agency or any other organization paying "or
insuring payment-of health care services;

(i1) any agreements with providers for the pro—
vision of health care services;

(ii1) any arrangements for 1insurance coverage or an

*

.adequate plan for self-insurance to respond
to cl ims for injuries arising out of the
furnishing of health care services.

(@)) The procedures for offering health care service
and offering and terminating contracts to enrolled oartici
pants will not discriminate on the basis of age, sex, race

health or economic status. This requirement shall not

prohibit reasonable underwriting classifications for the
purpose of establishing rates nor shall it prohibit
experience rating. . \ .

“(5) Procedures,rsubject to the regulations of the

Administrator, are established to:

(1) monitor the quality of care provided by

"such organization, includﬁng, at a minimum,

internal peer review;
) %
(||) resolve complalnts and grlevances ini tlated

° *I:)dcf**c. 95 o**.oo. - V - .\ 1.

% ewo7py’ enrolled ‘participants; and

o

t

(111) "offer- enrolled participants or public
erepresentatives an opportunity to participa

in matters”of policy and operation.



(6) The organization will maintain a readily accessible
medical records system which is adequate to providg%an accurate
documentation of utilization rates for every enrolled partici—
pant, such system to clearly .identify, at a minimum, each patient
by name, number, age and sex and to clearly indicate the services
provided, when, where, and by whom, the diagnosis, treatment,
and drug therapy and to document the patient"s health s atus.

The Administrator may in accordance with regulations permit
an organization to contract potential enrolled participants
prior to the granting of a Certificate of Authority, to discuss
the health care services such organization proposes to offer is

a certrircate or Authority wore granted.
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"The powers.of a holder of a-certificate or authority
issued pursuant ,to Section 11l of this Act shall include, in

addition to any powers conferred by the law under which the healt

maintenance organization is organized, the following*.

(a)~The purchase, lease, construction, renovation,
operation,or maintenance of  hospitals, medicalfacilities,

or both, andtheir-"ancillary equipment, and such property
# m

as nay reasonably be required for its principal office ,or

for such other purposes as- nay be necessary in the trans—
action of the business of the organization;

0>) The furnishing of health care services on a prepaid
basis through providers which are under contract with, other—

wise associated with, or employed oy mu hc.-tu.lu exinLtucuicc

Ui " LWii, * .
*

Cc) Marketing, enrollment and administration or the
v
contracting with any person for the performance on 1its

behalf of such functions;

(d) The contracting with an insurance company licensed
] *
in this State, or with a hospital or med;cal service
corporation authorized to do business 1in this State, for
the provision;of insurance, 1indemnity, or reimbursement®
]

against the cost of health care services provided by the
health maintenance organization;

Cc) The offering, 1in addition to health care services,

JHOX

of indemnity benefits-covering out-of-. :ca or emergency

services;

*



< - V*
(f) Receiving and accepting from governmental or

“private aeencies nr any persons, payments or grants
covering all or part of the cost of the services provided
or arranged for by the organization.

f -
SECTION V - CONTRACT FORM

* »

GO All forms of contracts 1issued by the organization to
enrolled participants or other marketing documents purporting
to describe the organization ™ health care services shall con—
tain clear and complete information indicating:

(1) The health ccrz servicer cr.d other “tn

V.0 rnr\l 1 naTtiKiQair i entitled:

« .

VvV (2 Whefe and 1in Whatwmanner services may be obtainea;

(3) The predetermined periodic rate of‘payment for health
carc services and "other benefits, if any, which the enrolled
participant is obliged to pay;

m | * L & ¢

(4) Any exclusions or any limitations on services Or any
.Sther benefits to be provided 1including any deductible or
A copayment feature or any restrictions relating to prc-existi
Conv'i tions: * '

(5) All criteria relating to disenrollncnt or denials of

re-enrollmcnt; - - . :
K A \

(6) Service priorities”™ in"case of epidemic, or other

emergency conditions affecting demand for medical services.”



(b) No ho" h maintenance organization authorized under
this Act shall cancel the enrollment of a participant or refuse
to transfer an enrolled participant from a group to an indivi—
dual basis for reasons relating to age, sex, race, or health
status. However, nothing contained herein shall prevent can-—
cellation of a contract with enrolled participants who violate
any published policies of the organization which have been ap-—
proved by the Administrator.

(c) No health maintenance organization authorized under
this Act shall contract with any provider requiring enrolled
participants to guarantee payment (other than copayments and
deductibles) Lu such provider if the health maintenance organi—
ze tion®™ shall fail or refuse to pay the provider for any costs
related”™to benefits to which the enrolled participant is entitled.

(d No contract form or amendment to an approveu contract
form shall be issued unless the same is filed with the
Administrator. Such contract form or amendment shall become
effective within thirty @) days of. such filing unless the
Administrator finds that such contract form does not comply with

the requirements of Section 11l () or Subsection(a) above.

SECTION VI - ANNUAL DISCLOSURE
(a) Every health maintenance organization shall provide

annually to its enrolled participants and make available to

the general public:



\ " §3) A statement*of financial condition including a
balance sh”et and summary of receipts and disbursements.
. (2*r*A .description of the benefit packages available
* eand their rates. .
(3) A descriotion of the accessibility and availabilit
of services including where and how to obtain them.
(4) *\ statement disclosing by category the percent of
enrolled participants assisted by public funds.
(5) Such other®""information as the Administrator may by
regulation prescribe. X
‘ (b) Such information shall be presented in clear, readab
and concise form and shall 1include, at a minimum,, all of the

material elements required of contracts with enrolled partici—

pants. ] .o

O rmT iy %mh s _ nenwypre g fwEg S ALY TR TE0 it
(a) Every organization subject to this Act shall annually,
on or bLfore a , File a report with the
Administratcr, verified by an appropriate official of the
org%nization, showing its financial condition on the last day
b
of the preceding calendar year. )i
(b) Such report shall be filed on form?- prescribed by the
""Administratcr and® shall 1inclide: * - m Ty
(G.) financial statement of the organization
including its balance sheet and statement
of" income and expenditures for the pre-

ceding ycai\ccrt®"i fled by an independent

public accountant;



.(i1) any changes in the information submitted pursuant
téISection Il of this Act;

(i11) «-such other information relating to the performance
of the organization as the Adninistraloi may require

to enable him to carry out his duties under this Act.-

SECTION VIIT - EXAMINATIONS

(a) The Administranr shall make an examination of the affairs
of any health maintenance organization and provider™s with whom
such organization has contracts®, agreements, or other arrange-

r .
inents as often as he deems it necessary but not less frequently

than once every three (3) years.

(L) The Administrator shall make an examination concerning th<

quality health care services of any health mr.int""nance organi-

%
)

zation and providers with whom such organization has contracts,
agreements, or other arrangements as often as he deems it
nhecessary but not less frequently than once every, three (3)
years. .

(©) Every health maintenance organization and provider .shall
submit its books and records relating its operation to sitch
examinations and in every way TfTacilitate them. Medical records
of-individuals and records of physicians providing service Iiir.de

cont*av't to the health maintenance organization® shall® be" subj cc

to such examination, but the 1identity of patients shall not be
disclosed by the Administrator. For the purpose of examination

* N \

the Administrator may 1is.suc isubpbor.as, administer oaths to, an



examine the officers and agents of the health maintenance

organization and the principals of such providers concerning

* *

their business. 3

SECTION IX - SANCTION®S

(a) Upop- satisfactory evidence that any health maintenan
organization has:
(1) Operated significantly in contravention of 1its.

- basic organizational documents and the authorities conferred

by this Act; Yo > * *

« 0 . .

(2) Has failed to fulfill i1ts obligations to furnish
the health care services specified In its contracts with
"enrolled participants;

(3) Violated any prevision ot this Act, or any regula-

tionspromulgated hereunder;

*

(4) Made any false statement with respect to any
report or statement required by this Act or by the

Administrator under this Act;

» .

CS) Advertised or marketed, or attempted to market,
its services 1iIn such a manner as to misrepresent its
services or capacity for service, or has engaged 1in
f\ Vv "deceptive, misleading-or *unfair practices with, .respect-"YY'*

to advertising or marketing;

13



(("mPrevented the Administratcr from the performance of
* " -%5‘* ° .-)7 :
ij'a!

t
any duty imposed by this Act; 40T

(7) Fraudulently procured or fraudulently attempted to
procure any benefit under this subtitle;

the Administrator may, 1in his discretion, pursue any one or more

of the following courses of action: - .
<? .
(1) suspend or revoke the certificate of author

to o"pebate as a health maintenance organization

Under this Act: ; [  «

(A) when the certificate of authority 1is
Suspended, the organization shall not,
during the period of such suspension,
enroll any additional enrolled partici- -
pants except newborn children or other =«

enewly acquired dependents of existing ¢

enrolled participants, and shall not

° kY i
.V [ . engage 1in any advertising or solicitation
. whatever;, . .

(B) when the certificate of thhority is
revoked,- such organization shall proceed
under the supervision of the Administrator,

ey;\-inunediatcly following .the-,.effective .date, 03
x . %
the order ci revocation, to wind up 1ts~
affairs, and shall conduct no further
business except a-, nay be essential to the

orderly conclusion of the affairs of such



organization. It shall engage 1in no

£ further advertising or solicitation whatso—
ever. The Adninistratcr nay, by written
order, permit such further operation of the
*organization as he may find to be in the
best interest of enrolled participants, to
the end that enrolled participants will be
"afforded the greatest practical opportunity
to obtain continuing health care coverage.”

(g J 1mpose a penalty of not more than ten
thousand dollars ($10,000) for each and
every unlawful act committed;

(i11) 1ssue an administrative order requiring

Vite/ qiC thd- 11 li*el-Li* wC MIT4HCivVF UL VAUITTA«LY %Ac/ike

I/A\ 5 anrn A rl*-F?K noER_vn*p_,.n'_l N ron -

Y v.*
.duct or practices by it or any of the
, personnel employed or associated with
* it; d
(B) to fulfill 1its contractual obligations;
(C) to provide a service"which has been

improperly denied; or

* o~ .™D) to” take appropriate steps to; restore
cva, VR0 ovfs v € Fea o LA :

iIts ability to provide a contracted -

for service.

(iv) apply to any Court for such legal or
% \

equitable relief as the Administrate: deems

i
appropriate. . °

" 15



(b) Bcfcrc Athe Administrate* taV.es.any action as Set forth

in (1), (@r1)> (iir) or (iv) above, he shall give written notice

*

to the organization its agent or officer thereof, accused of a
violation, stating specifically the nature of such alleged
violation and fixing a tine and place, at least ten days
thereafter, when a hearing of the natter shall be held. After
a hearing or upon failire of the accused to appear at the

hearing, the Administrator nay inpose any of the above penalties

as he deens advisable.
(c) (Insert here provisions regarding administrative

hearings and review, 1including but not limited to the judiciary,

consistent with State"s existing law.)

AN 0 *
resorny, voo_ prpe % .

m t

F.vrtry organization subject to this chapter shall pay to

the Administrator the following .fees: ' =

u CD for filing\a copy of 1ts"application fora

certificate of authorlty or amendment thereto $

(2) For filing each annual report pursuant to
-

Section , $ . .

- *Z (3) The expenses of any examinations conducted pursuant

e - KL*F K- ® @@ i» e

- % Section VI . o Iy H .
SECTION XI - STATUTORY CONSTRUCTION AND RELATIONSHIP TO OTHER
LAV/S
(a) Provisions of the insurance law and provisions of

¢ \

hospital or medical service corporation laws shall not be

16



applicable-to*<-.ny health maintenance organization granted a
certificate of authority under this Act; provided that, no
health maintenance organization shall 1include in 1its name the
words “Ansurer,"* "casualty,"” .surety," "he 1lth and accident”
or any words generally regarded as descriptive of the 1iInsurance
industry; provided further, that this provision does not apply
to an insurer or hospital or medical service corporation
licensed and regulated pursuant to the insurance laws or tjie

« ' . '
hospital or medical service corporation laws of this State,
except with respect to its health maintenance organization
activities authorized ané regulated pursuant to this Act.

(b) The provision of factually accurate information
regarding coverage, loc«tiw;iz and hours of
names uf affiliatgd institutions, rmwlmn.ials of partici-
patingvproviders by a health maintenance organization® or its
personnel to potential”™ enrolled participants shall not be
construed to be viola;ive of any provision of law relati?g to
solicitation or adyertising by health professionals.
+

«

(c) Any health maintenance organization authorized under

* °

State law citation®) prohibiting the practice .of ..medicine by
s *k "ok * o] *eolj

corporations, associations, or athcr organizations.
(d) Any health maintenance organization authorized under
this act which contracts with a health facility or-enters 1into

\ .
arrangements with one of more groups of physicians ®rganized



Virtue, of such contracts or arrangements be deemed to have
entered iInto a "conspiracy.in restraint of trade”™ 1in violation

mof (insert proper State law citation) the State ® antitrust.

e (¢) No lav: or regulation of this State shall be applied to
prohibit or unreasonably interfere with the ability of any heal”
maintenance organization or provider or group of providers, unde
crranscmcnts with a health maintenance organization to provide
eny healt.h care service to the enrolled participants of such
health maintenance organization, from employing or-otherwise

gpppciatinn with any provider of such health care service.

SECTION XII - MULTIPLE CHOICE *

(a) Every public or private employer or emplo>ee benefit fur.
tviihi_it uiij: State having more than employees or members
must m%ke available_tq_every employeP to which 1t offers a
health benefit program of any kind the opportunity in accordance
with regulations promulgated by the Administrator (1) to partici-
pate in a plan which does not restrict an e@ployee % choice of
physician or hospital and (2) to obtain health care services
from health maintenance organizations which are representative
of =*11 significantly d[fferent health maintenance organization dc
Crv systems available in the employment areé; provided that no

employer or fund may be required to select more than one health

\



NO employe:
fund shall be required to pay ar.y health maintenance organirati
ear.amount 1in excess of payments required under the applicable
collective-bargaining agreement or any other agreement providir.
hjea.Ith care benefits. * *

(b)JThc provision of this.section may be enforced by the

Administrator or by any aggrieved party in civil litigation.

SECTION X111 - IMPLEMENTING REGULATIONS

The.Administrator may, after notice and hearing, promulgate
reasonable rules and regulations as are necessary or proper to
carry out the provisions of this Act. Nothing in this Act
shall. be construed to prohibit the Administrator from requiring

changes 1in procedures previously approved by him. ; o o

(yrpTTnv vty VIR TN N

LIS AT P17 I
Xf any term cr prevision of this Aui. shall be

adjudged inva]}d-for any reason, such judgment shall ngi affect,

impair, or invalidate any other section, term, or provision of

this: Act, but the remaining section, terms, and provisions, shall

bo: and remain in full Tforce and effect.

SECTION XV - FEDERAL LEGISLATION

4 °

...... Nothing 1in this Act shall prohibit any health maintenance

LigoctvZoexrgjinifzntion from Mmeeting the requirements of-&ny federal®, law*

»(

. which would authorize such health maintenance organization to

receive federal financial assistance or enroll beneficiaries

V
* * f I
assisted by federal funds. > {e
I
-, @\ 19
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T0 Assistant General Counsel, Legislation
THROUGH : Assistant- Secretary for Health
FROM Deputy Assistant Secretary for Health Policy Development
« L)
SUBJECT: HMC Model State Legislation

. 0 ¢
We hereby request that the attached model State HMO
Enabling Act be included as an addendum to the Depart—
ment"™s model State lav; submissions to OMB and the Coun—
cil of State Governments. The bill has been developed
pursuant to the mandate contained in the President®s
1971 Health Message and subsequent policy directives
issued by former Secretary Richardson. It v;as drafted
by the staff of the HMO Service with assistance from*
"Interstudy,” a private, non-profit policy development
center on contract to the HMO Service, and the staff
of the Office of the Deputy Assistant Secretary for
.Health Policy Development. Informal review sessions
have been held with representatives of the Office of
the General Counsel ar.d the Assistant Secretary for
Legislation (Health).

The bill represents non-restrictive HMO Enabling Legis—
lation which would encourage a full range of HMO mo-

e dels to compete both with each other and with the fee-
for-service sector. It provides basic authority for
HMO organization and regulation, while .t the same
time invalidating a number of the traditional State
legal barriers to HMO development and growth.

The bill does not address the 1issvies of comprehensive
health planning, personnel licensure or Medicaid con—
tracting, which are more easily addressed 1in other
legislation, or the issues of medical claims subroga—
tion and coordination of benefits which can be handled
in enrollee contracts, at least in most States. Nor
does it address specifically the issues of special tax
benefits for "charitable”™ non-profit HMOs or premium
taxes for HMOs. In principle we oppose provisions
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that discriminate against certain hinds of HMQs, or
against HMOs as a class. (We have included provisions
for licensure fees to help finance regulatory activities.

The regulatory style utilized in the hill focuses,
wherever possible, on public disclosure and information
as opposed to government control. In this regard, it
differs from the model bill developed by the National
Association of Insurance Commissioners which relies
more heavily on government action rather than private
competition, made effective through public disclosure,
as a means of assuring product adequacy.

There are several significant specific differences be —
tween our bill and the NAIC bill which are as Tfollows:

(1) Exclusivity.

The NAIC bill 1is designed to be the

.exclusive regulatory vamcie. No pre—
paid health delivery system which does
not meet the regulatory standards des-

v cribed in the bill, or implementing re—

gulations, would be permitted to exist.

In contrast, our bill would provide on—
ly that a organization which does not
meet standards imposed by the bill could
not be called an HMO. Vihether the State
would choose to permit such organizations
to exist,or to regulate them through
other means, would be left to State by
State determination.

(2) Delegation of regulatory authority to
the Insurance Commissioner.

The NAIC bill delegates regulatory respon—
sibility to the Insurance Commissioner.
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3)

“)

€))

Our bill says nothing on this 1issue.
Again, we believe that, the choice of a
regulatory vehicle should be a deter —
mination of the State, not the Federal
government. ;1 some States, it may be
best to sele~"- the Health Department,
or an entirel!* new agency rather than
delegate authority to the Insurance

Commissioner.

Approval of rates.

The NAIC bill includes insurance type

rate approval. In contrast, we believe
it would be more appropriate to rely on
the free market. It is doubtful whether
rate regulation would provide an effec—
tive control on costs. Indeed, it rnav
be - because of limited HMO experience

that rate regulation would actuallv oro-
mote rate uniformity, and thus stifle
price competition. (Of course, the fi-—
nancial responsibility requirements of
our bill would insure that any rate cho—
sen by an 1D10 would be adequate to pay
incurred costs.)

Definition.

The definition contained in the NAIC
bill does not make clear that the HMO
is responsible for the provision or
arrangement for medical care services
rather than simply payment for such
services. OQur bill does.

Benefit package.

The benefit package contained 1in the
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NAIC bill 1is overly rigid and compre —
hensive and, thus, may make HMOs un—
competitive with traditional insurance.

(6) Different standards for insurance run
HMOs .

Under the NAIC bill, HMOs controlled
eby insurance companies are subject to
different standards than other kinds
of HMOs. Our bill makes no such disr

tinction.

(7) Open enrollment.

The NAIC bill contains open enroll —

ment provisions which could make it

more difficult for HMOs to compete

with traditional insurers which, typi-
ee callv. are not subject to such renuire-

ments.

(8) Restrictions on investments.

The NAIC bill contains insurance type
restrictions on HMO investments. Our
bill contains no such restrictions.

We would prefer to rely solely on dis—
closure and general Tfinancial respon-—
sibility standards.

(9) /approval of contract changes.

The NAIC bill would require advance

approval of any contract changes. In
contrast, our bill requires only noti—
fication.- Of course, the regulatory

authority would remain free to subsequently
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challenge any modification which ad-—
versely and materially, alters a con—
tract.

(10) Insurance liquidation provisions.

The NAIC bill includes complex insur- .
ance type liquidation and rehabilita.-
tion provisions which we believe may
encourage unwarranted government in-
.cu"rsions into the internal affairs of

HMOs. Our bill includes no specific
liquidation or rehabilitation provi—
sions. We would rely more heavily

on HMO management, and on the general
bankruptcy law where HMOs do fail.

(11) Liquid reserve requirement.

The NAIC bill includes liquid reserve

w requirements which are 1inappropriate,
ineffective, and inhibiting to certain
kinds of HMOs. In contrast, our bill

utilizes a variety of different criteria
for determining financial responsibility

(12) Multiple Choice.

While the NAIC bill includes no manda—
tory multiple choice provision, our
bill currently does. It may be, how-—
ever, that this provision is not con—
sistent with present Administration
policy. The arguments 1in favor of

the prevision are:
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(1) that mandatory Multiple choice
is essential to rapid HMO develop—
ment and,

(2) that in this case it is the State
rather than the Federal government
which is levying the requirement.

The arguments against the provision are:

(1) that it is inappropriate until the
results of Federal demonstration
efforts are evaluated and,

(2) that, as it applies only to compan—
ies presently oJraring neaitn .insur—
ance coverage, it is discriminatory
in its impact. Moreover, it couid
be argued that such discrimination
will encourage employers, and parti—
cularly small employers, presently
offering coverage to cease to do so
because of the added administrative
burdens, or alternatively, inhibit
employers who would otherwise begin
to offer coverage.

On balance, we would prefer-to retain
this provision.

We believe that the Department®"s posture toward the

NAIC bill should be basically supportive as that bill
also adopts a non-restrictive, competitive approach.
However, Tfor the foregoing reasons, we believe that

our bill is substantially superior to the bill developed
by the NAIC. Moreover, we do not believe that the
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introduction of our bill will harm chances of passage
of meaningful HMO legislation. ,Existing experience
suggest that it wou]d simply improve the quality of
the bills which are finally enacted.”

Scott Fleming

Attachment (1)

cc: Mr. Rubel
Dr. Zapp
t'r. rvciyjoa
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STATEMENT OF FINDINGS AND DECLARATION OF PURPOSE
- 4
(@) The legislature finds that -- e I*

X e *
(1) The medical care system in this State 1s not organized
in a manner.}hich encourage; the provision of medical
. "care at reasonable costs.

(2) The medical care system in this State 1is oriented toward;
providing caro® once a health need has %ccurred rather
than towards providing health mainten;Lce and pre—
ventive health services.

(3) Experience of prepaid group health organizations

operating 1in various areas across the Nation indicates

that such organizations have great potential for

ong e AT civaxw T T e T AL
T* ~ tHev'C 0 nnrnnco =P +w~c N\~X on Juitinfiti 7.0, siid
r 1 am
facilitate the establishment of Health Maintenance Organi-
Y . *

zations, and to regulate their operation to insure that
high quality health services are provided to all enrolled

participants of such organizations throughout the State.
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Public L.?.v; 93-222
93rd Congress, S. 14
December 29, 1973
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<, 1> A health m&intenar.cv or?.uiz-tior. >Imtl provide, willico’.

limitation* as m time or ¢ > othcr’tha". liiOi-: prescribed by or unc v
this tale, I'.sic vid supplemental health serv:.es to its numbers tt
the followi::? manner:

i1 ir.er.il-cr is :0 e pro.idea basic health services foi it
basic 'm tc:c.s payment which (A) is to be paid on a pe-i-
die basis without regard to the d-tc* health services (within tie
basic health s. rvbvs) arc ptovidcd; (1>) is fixed without re?:! 'd
to ti c intjuenev, extent, or kind of health service (within the bai ie
health «v:vices) actually furnished: (C) is fixed under a comm a-
nitv ratio? svstein; ar.d (I>) tr.ay be supplemented by adi i-
tioivil ncu'ir.al payments which may ba rMuircd for the provisi m
of .proiiiu :vr> Ires (within the basic health services), except tl at
such payments it,ay not bo inquired where or in such u mam ar
that tin.> .-me (ex. determined under regulations of the Seciu-
tary) us a barrier to tic delivery of health services. Such udi i-
tional nominal payments shall be fixed in accordance with 1>
regulation® of the. Secretary.

"(2) For such payment or payments (hereinafter in this ti 1
referred to as ‘supplemental lieulth services payments’) us 11-
health maintenance organization may require in additiott to tc
basic health tervices pavment, the organization shall provide to
each, of its tueirilxirs each health service (A) which is included ,n
supple meetal health services (osdefined bisection 1i’02(t!)), (]i
for which the required health manpower arc available in the nt u
Bcmd by tlio organization, and (C) for thu provision of whid
tho incinL r has contracted with the organization. Supplemeieal
health services payments which arc fixed on u prepayment ha.it
shall bo fixed under acommunity rating system.

“(:)) Ti.a aeitices of health professionals which arc provided as
hitsic health services shall bo provided through health prof b*
sionnls witn ato member* of the stv.V of the health niaiutcmn
organization or through .. medical group (or groups) or ini.i-
vidual practice luuiociutioii (or associationa). except that this pi r
agruph shall not apply in tho case of (A) health profcssionn'r
services which the. organization dctenrines, 1 conformity with
regulations of tlio Secretary, are unusual or tnf, uiently used, ir
(1>) any basic health semco provided a member of tho heallli
mutntcuitucu organization other than by such a health pro/e«siot al
because it wr.s medically necessary that the m'vico I*: provided to
the member before ho could have it provided by such a heal n
professional. For purposes of this iiarngmph, the term ‘herd h
professionals' ii'uuns physicians, dentists, nurses, nodiatris s
optometrists, nnd such other individuals engaged in tlio dtdive =
of health services us (lie Secretary triay by regulation designs <

” (1) Risic heith iservices (nnd supplemental health services in
tho case of tlie members who havu contracted therefor) sh I*
within the area served by the health maintenance organization ie
avrtihthlu and aoce-sibie to each of its meiriliers promptly as appt )
prie.to and in u innnner which assures continuity, nnd wh a.
medically m-wr.-ary he avr.iiah'.e und nreesdblo twenty-four hoi
a day mid seven fi»y» a week. A member of a health mainten.ni v
organization shall bo re.imhurs.>d by the organization for 1is
e.vpem.ea in securing basic or supplemental Imallh services oth;r
than through the organization if it was medically necessary tint
tho services In* provided before lift could secure them through 1 0
organization.
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“(c) Each health maintenance organization shall—

“ (1) have a fiscally sound operation and adequate provision
against the risk of insolvency which is satisfactory to the
Secretary;

“(2) assume full financial risk on a prospective basis for the
provision of basic health services, except that a health mainte-
nance organization may obtain insurance or make other arrange-
ments (A) for the cost of providing to any member basic health
services the aggregate value of which exceeds $3,000 in any year,
(B) for the cost of basic health services provided to its members
other than through the organization because medical necessity
reqmred their provision before they could be secured through the
organization, and (C) for not more than 00 per centum of the
amount by which its costs for nny of its fiscal years exceed 115
per centum of its income tor such fiscal year;

“(3) enroll [arsons who arc broadly representative of the vari-
ous age, social, and income groups within the area it serves, except
that in the case of a health maintenance organization which has
a medically lindorservod population located (in whole or in i‘art)
in the area it serves, not more than 75 |>er centum of the members
of tin' organization may lie enrolled from the medically under-
served population unless the area in which such population resides
is also a rural area (as designated by the Secretary);

‘e(4) have an open enrollment period of not less than thirty
days at least once during eacli consecutive twelve-month period
duri ig which enrollment period it accepts, up to its capacity,
indlvicl- ,ds in the order in which they apply for enroliment,except
that if the organization demonstrates to the satisfaction of the
Secretary that—

“(A) it lias enrolled, or will be comijielled to enroll, n
disproportionate number of individuals who ate likely to
utilize its services more often than an aetunrially determined
average (as determined under reguhitions of the Secretary)
und enrollment during an open enrollment jieriod of an addi-
tional number of such indivdnnls will jeopardize its economic
viability, or

“ fit) if it maintained nn open enrollment period it would
not be able to comply with the requirements of paragraph (3),

the Secretary may waive compliance by the organization with
tho open enrollment requirement of this paragraph for not more
than three consecutive twclvo-ninnth periods nnd may provide
additional waivers to that organization if it makes the demon-
stration required by subparagraph (A) or (14);

“(5) not expel or refuse to re-enroll nnv member because of his
health statu or his requirements for health services;

“(C) lie organized in such a manner that assures that (A) nt
least one-third of the membership of tho policymaking hotly of
the health inainteuaneo organization will be members of the orga-
nization, nnd (B) there will lie equitable representation on such
bodv of members from medically umlerserved populations served
by tho organization;

“(7) Irkkorganized in such a manner that provides meaningful
procedures for hearing anil resolving irrieva. s between the
health maintenance organization (including tin  edical group
or groups and other health delivery entitles providing health serv-
ices for the organization) and tho motnliers of the organization:

“ (8) have organizational arrangements, established in accord-
ance with regulations.of tho Secretnry, for nn ongoing quality
assurance program for its health services which program fA)
stresses health outcomes, nnd (1) provides review by physicians
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and other health professionals of the process followed in the p o-
vision of health services;

“ (&> provide medical social services for its members and
cttcourage and actively provide for its sneinhers health education
services, education, in the appropriate use of health services : nd
education in the contribution each member can make to the i: rv.i-
tenance of his own 1"aich;

“(10) provide, o. make arrangements for, continuing et.rca-
tion for its health professional rial:; and

“ (111 provide, i:i accordance with regulations of the Seen faty
(including safeguards concerning the confidentiality of the do :tor-
putient relationship), an effective procedure for developing, tom-
piling, evaluating, and reporting to the Secretary, statistics and
other information (which tho Secretary shall publish and dis-
seminate oil an annual basis and which the health ntaintct anco
organization shall disclose, in a manner acceptable to the S -cro-
tary, to its members and the genera! public) relating to (.V the
cost of its operations, (11) tho patterns of utilization of its serv-
ices™ (C) tho availability, accessibility, and acceptability cf its
services, (D) to the extent practical, developments in the h i Itli
status of its members, and (E) such other matters as the Seen tary

maj require. “ o
t»:nXITIoKs

“Sit. IHO2. For purposes of this title:
“(1) The term ‘basic health services’ means—

“(A) physician services (including consultant and ref rral
services by a physician);

“(11) inpatient and outpatient hospital services;

“((.") ir.odirallv necus-euy emergency health services;

“(D) sho.i-torm (not to exceed twenty visits), outpa iont
evaluative and crisis intervention mental health services;

“(E) medical treatment and referral services (including refer-
ral services to npiiioprinto ancillary services) for tho abuse i f or
addiction to alcohol and drugs;

“(F) diagnostic laboratory and diagnostic and therap utic
radiologic services:

«=(G) home health services; and

“(11) preventive health senices (including voluntary fa oily
planning service... infertility services, preventive dental car or
children, au.l children’s eye examinations conducted to deter i na
the need for vision correction).

If n service of a physician described in the preceding sentence may
also be provided under applicable State law by a dentist,optoma r.st,
or podiatrist, a health maintenance organization may provide inch
service through a dentist, optometrist, or podiatrist (as the case nay
be) licensed to provide such service. For purposes of this pnragt iph,
the term ‘home health services’ means health services provided n e
member’s home bv health care personnel, as prescribed or dircctr 1by
the responsible physician or other authority designated by the lunith
maintenance organization. A health maintenance, organization is
authorized, in connection with tho prescription of drugs, to maitfcin,
review, and evaluate (in mx. edance with regulations of the Secret iv)
a drug use profile of its mem ntrs receiving such service, evaluate p.it-
terns of drug utilization to as mre optimum drug therapy, and provide
for instruction of its members and of health professionals in the u e of
prescription and non-prescription drugs.
“(2) The term \supidementsd health services’ means—
“(A) services of facilities for intermediate nnd long-term cam;
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“(B) vision cure not included as a basic health service under
paragraph (1)(A) or (1)(H):
“(C) dental services not included as a basic health service
under paragraph (1)(A) or (1)(H);
“ (D) mental health services not included as s basic health serv-
ice under paragraph (1)(D):
“(E) long-term physical medicine and rehabilitative services
(including physical therapy): and
“(F) the provision of prescription drugs prescribed in the
course of the provision by the health maintenance organization
of a basic health service, or a service described in the preceding
subparagraphs of this paragraph.
If a service of a physician descrilied in the preceding sentence may
also be provided under applicable State law by a dentist, optometrist,
or podiatrist, n health maintenance, organization may provide such
service through an optometrist, dentist, or podiatrist (as the rase
may be) licensed to provide stteh service. A health maintenance orga-
nization is authorized, in connection with the proscription or provision
of prescription drugs, to maintain, review, und evaluate (in accordance
with regulations of the Secretary) a drug use. profile of its members
receiving such services, evaluate patterns of drug utilization to rs.-uro
optimum drug therapy, and provide for instruction of its members
and of health professionals in the us? of prescription and non-prescrip-
tion drugs.

“(3) The term ‘member' when used in connection with a health
maintenance organization means nn individual who inis entered into
a contractual arrangement, or on whose behalf a contractual arrange-
ment lias been entered into, with the organization unde: Vv'.iich the
organization assumes the responsibility for the provision to such
individual of basic health services and of surii supplemental health
services us may be rout:acted for.

“(4) Tlio term ‘medical group’ menus it partnership, association, or
other group—

“(A) which is composed of health professionals licensed to
practice medicine or osteopathy nnd of such other licensed health
professionals (including dentists, optometrists, and podiatrists)
as are necessary for the provision of health services for which tlio
group is responsiblei

“ (It) a majority of-tlie members of which are. licensed to prac-
tice medicine or osteopathy: und

“(C) the members of which (i) as their principal professional
activity and as r. group responsibility engage in the coordinated
pm :ico of t.heir profession fora hoaltn maintenance organization:
(ii  pool their income from practice as members of the group and
distribute, it among themselves according to a prearranged .-alary
or drawing account or other plan: (iii) share medicalnmt other
records r.nd substantial portions of major Pipiipnient and of pro-
fessional, technical, nnd administrative staff:’ (i\) utilize such
additional professional personnel, allied health professions per-
sonnel, and other health personnel (as specified in regulations of
the. Secretary) ns nr? available nnd appropriate, for the effective
and efficient delivery of the services of the members of the group:
and (v) arrange, foe mid encourage continuing education in tin*
field of clinical medicine and related areas for the members of tho
croup.

“(5) 'lhaterm mindividual practice association’ moan? a partnership,
corporation, association, or other legal entity which lias entered into
a services arrangement (or arrangements) with person-; who are
licensed to practice medicine, osteopathy, dentistry, podiatry, optomc-
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try, or other hc-.th profession in a State and a majority of whom are
licensed to practice medicine or osteopathy. Such an arrangement
shall provide—

“ (A) that such persons shall provide their profession™ services
in accordance with a compensation arrangement esta,. shed by
the entity; and

‘e(B) to the extent feasible (i) that such persons shall utilize
such additional professional personnel, allied health professions
personnel, and other health personnel (as spec;Hod in regulations
of tho Secretary) asarc available and appropriate for the elective
and efficient delivery of the services of the persons who are parties
to the urringoment, (ii) for the sharing by such persons of med-
ical and oth.or records, equipment, and professional, technical,
and administrative stall, and (iii) for the arrangement and
encouragement of the continuing education of such persons in the
field of clinical medicine and related .'.reas.

“(0) The term ‘section 111(it) citato health planning agency’ means
the agency of a State which administers or supervises the administra-
tion of a State’s health planning functions under a State plan appu .ed
under section 314(a) (hereinafter in this title referred to as a 'section
314(a) plan’) ; and the term 'section 314(b) areawide health planning
agency’ means a public or nonprofit private agency or organization
which’ has developed a comprehensive regional, metropolitan, or other
local nica plan or plans referred to ir. section 314(b) (hereinafter in
this title tvfurred to as a 'suecion 314(h) plan’).

"(7) The term ‘medically un.i.rserved population’ means the popu-
lation of an urban or rural area designated by the Secretary as an urea
with a shortage of personal hesdth srrvi vs or a population group
designated by the Secretary as having a shortage or such services.
Such a designation may be mede, by the Secretary only after con-
sideration of the comments (if any) of (A) each toction 3’4(a) State
health planning agency who** section 314(a) plan covers (in whole
or in part) such urban or ruin! area or the urea in which such popu-
lation group resides,'altd (Bl each suction 314(b) areawide heaiib
planning agency whose section 314(b) plan covers (in whole or in
part) such urban or rural area or the urea in which such population
group resides.

“(s) The term Yommunifv rating system' means a system of fixing
rates' of payments for health services'. Ctider such a system rates of
payments may lie determined on a per-person or per-family basis nnd
nny vary with the number of persons i:i a family, but except as other-
wise authorized in thu next seuteirv. Mieh rates must be equivalent for
all individuals and for all families of similar enrnposition. The follow-
ing dillereiitials iti rates of payments may be established under such
system; . . o ) .
*(X) Nominal djit'ereniinisin sncli rates may be established to
reflect” [lie_djilerenl ndniinistrntive costs of cdllecting payments

from the foIIow_lng categories of niemlsns:
(il Individual membi rs tincluding their i'antilies).
es(ii) Small groups of members (us determined under tvgu*
lotions of the Secivtiiry).
* ""(iii) Large groups of men.tiers fa-' determined under regu-

lations of the Secretary. .

"(I11) Ditle.vntial- in such rates may be established for mem-
bers enrolled in a health maintenance nrgaiii/iitiou Ymrsuani ton
eomriKt with a roveiomental authority under section I('7> or
lost; of title |n. 1'nired Sta'es gode, or under any other govern-
mental program ﬂother, than r|e» health benefits grogram author-
i/.ed by eliapter Ml of title 3, 2'nited Suites (‘ode) or any health
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benefits program for omploj’ccs of States, political subdivisions
of States, and other public entities.

“(9) The term hton-inetropolitan area’ means an area no part of
which iswithin an area designated as a standard metropolitan statisti-
cal area by the Office of Management and Budget and which dees not
contain a city whose population exceeds fifty thousand individuals.

“grants and contracts for rKAsSimuTY svrvf.ys 4

“Sfc. 1303 (a) The Secretary may make grants to and enter into
contracts with public or nonprofit private entire's for projects for
surveys or other activities to determine, the feasibility of developing
nml operating or expanding tlio operation of health maintenance
organizations.

“(>) An application for a grant or contract under this section
shall contain—

. “(l) assurances satisfactory to the Secretary that, in conduct-
ing surveys or other activities with assistance under a grant or
contract under this section, the applicant will (A) cooperate with
the section 311(b) aroawido health planning agency (if any)
whose section 314(b) plan covers (ill whole or in part) the area
for which the survey or other activity will be conducted, and
(B) notify the. medical society serving such area of such surveys
or other activities; and

_“(-2) such other information as the Secretary may by regula-
tion proscribe.

"(e) In considering applications feu grants und contracts under
this section, tinlSecretary shall give priority to an application which
contains or is supported hy assurances satisfactory to tho Secretary
that at the time ihc health maintenance organization for which such
application or proposal is submitted first heroines operational not less
than “iil per centum of its members will hr ntciuhces of a medically
imdrrsetweii population.

"(d)(1) Kxrcpt as provided ill paragraph (2). the following limi-
tation.s apply with respect to grunts and contracts made under this
section:

"4A) If a project lias hern assisted with is grant or contract
under sulcu'rfion (a), the Secretary iniiv not make any other grant
or enter into any other routine! under this section for such pi ojret.

"11>> Any project for winch agnr tis made or contract entered
into must he completed within twelve months from the date the
grant is made or contract entered into.

“(2) The Scerctan may make not mole thin one mldii-oea’ grant
or enter into not more than one additional contract for a project for
which a grant has prcvionslv hern made or a contract previniislv
entered into, and he uciv pel mu additional time (up to twel .< months)
for completion of the project if lie determines that the additional
grant or contract (as the ease may he), or additional time, or both, is
needed to n<le<|iiately complete the project,

"(e) TIf Amount to tc paid by the |’nileil States under a grunt
made, or contract entered into, under sub-ccti-m (a) shall be deter-
mined hv the Secretary, except that (1) the iiiiuuini to la-paid hv the
I’niieil Stsit'-sHmder any .-ingle grant or contract for miv project may
not exceed i4M.iMBi, and (g) tin- aggregate of the uuiouiits to be paid
by the | nitcd States for any project under such -nhsection under
grants or contracts, or both, may not exceed lie- greater of (A) W
per centum of the cost of such project fas lie' -riniu’-d under regula-
tions of the Secretary), or 111) in the ea-e of a project for a health
maintenance organization which will serve a medically undeserved

eo stai, nn;
84 Stnt. 130t
42 use 245.
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population, such greater percentage (up to 10f> per centum) of such
coat as the Secretary may prescribe if lie cletcrmir.es that the ceiling
on tho grunts and contracts tor such project should he determined by
such greater percentage.

‘e(f) Payments under grants under this section may lie mnde in
advance or by way of reimbursement und at such intervals and on
such couditio:is as the Secretary finds necessary.

<(r ‘"’-intracts may be e.iterc] into under this section without,
rega. sections 3018 nnd 3703 of the Hevised .Statutes (31 U.S.C.
529;41t S.C.0).

“(h) Payments under grants and contracts under lids section shall
bo made from appropriations tnado under section 1300(a).

“ (i) Of the sums appropriated for any fiscal vtar under section
1309(a) for grants and contracts under this section, not less than
20 per coulutn shall be set aside and obligated in such fiscal year
for projects (1) to determine tho feasibility of developing and operat-
ing or expanding the operation of health maintenance organise lions
which the Secretary determines may reasonably be expected to have
after their d./ejnpmcnt or expansion not less than (iii joe> centum of
their membership drawn from residents of non-metropolitan areas,
and (2) tho applications for which meetthr rciptircmeuts of this title
for approval. Sums set aside in tlio fiscal year ending Juno 30, 1974, or
June 30, It>75, for projects described in the preceding sentence hut not
obligated in such fiscal year for grants and contracts under this section
because of a hick of applicants for projects meeting the requirements
of such sentence shall remain available for obligation under this sec-
tion in tho succeeding fiscal year for projects other than those described
in clause (1) of such sentence.

“Emnvrs, roxmcrs, ani»joan ouahanvkis ton clansSino ami rou
1.VITIAL. UKVKI.OI"MKNT COSTS

==5a'. 130L (a) Tlie Secretary may—

“(1) make grants' to and enter into contracts with public or
nonprofit private entitle.? for planning projects for the establish-
ment of lu-alth maiiitrruu.'o organizations or for the significant
expansion of tho inet.iberiiiip of, or ureas served by, health main-
tenance organizations: and

“(2) guarantee to non-Federal lenders payment of tho prin-
cipal of and the interest nti loans made to private, entities (other
than nonprofit private entities) for planning projects for tlio
establishment or expansion of health maintenance organizations
to serve medically tiiidurserved populations.

Plunning projects assisted under this subsection shall include devel-
opment of plaits for th >marketing of tho services of tho health main-
tenance organization.

“(b) (1) Tim Secretary may—

“(A) make grant.-, to and enter into contracts with public, or
nonprofit private entities for projects for the initial development
of health maintenance or ganizations; nnd

“(it) guarantee to no.i hvdcrnl lenders payment of the princi-
pa! of ami the intorest o.i loins made to any private entity (other
than a nonprofit private entity) fur a project for the initial devel-
opment of n health maintenance! organization which will serve a
medically nmicrservod copulation.

“(2) For purposes of this seelion, the term 'initial development’
when used to describe a project for which assistance is authorized hv
this subjection includes significant expansion of the membership of,
or the area served by, a health maintenance organization. Funds under
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grants and contracts under this subsection and undei loans guaranteed
under this subsection may only le utilized for stirh purposes as tlio
Secretary may prescribe in regulations. Sm-h purp.ises may include
(A) the. implementation of an cmollmcut campaign for such an orga-
nization, (li) tho derailed design of and arrangements for the health
services to he provided by such an organization, (C) the development
of administrative and internal organizational arrangements, including
fiscal control nnd fund accounting procedures, and the development of
a capita! financing program, (1)) the recruitment «f personnel for such
an organization and the conduct of training activities for such person-
nel, and (E) the payment of architects' nnd engineers' fees.

=«(}) A grant or contract under this subsection may only be made
or entered into for initial development costs in the one-year period
lloginning on the first day of the first month in which sneh grant or
contract is made or entered into. The tuimher of grants made for any
initial development project under this subscettot when atlded to the
number of contracts entered into for such project under this subsection
may not exceed thror. A loan guarantee under this subsection may only
tmmad" f r aloan (or loans) for sneh costs incurred in a period not to
exceed tint eyears.

"(c)(1) An application for a grant, routmet, or loan guarantee
under subsection (a) for a planning project shall contain assurances
satisfactory to the Secretary that in carrying out llie planning project
for which tin* grant, contract, of loan guarantee is sought, the appli-
cant will (A) cooperate with the section :tl 1(h) nronwidc health plan-
ning agency (if any) whose section 311(1.) plan covers (in whole or
in part) tin* area proposed to he served by the health imiinieimnce
organization for which the planning project will In- conducted, and
(It) notify the medical society serving such area of tiie planning
project.

“*(2) if the Secretary makes a grant or loan guarantee or enters into
a contract under subsection (a) for a planning project for a health
maiiileiiancc organization, lie may. within the periol in which the
planning project must he completed. make n grant or loan guarantee
or enter into a routmet under subsection (It) for llie initial develop-
ment of that health maintenance organization: but un grant or loan
. guarantee may lie made or contrite! enteicd into under subsection (li)
for initial development ol a health maintenance organization unless
tile Secretary determines (lint (A) sufficient planning for its estab-
lishment or expansion (a> the ease may lie) has been conducted hv the
applicant for the grant, contract, or loan guarantee, and (It) the
feasibility of establishing ami operating, nr of expanding, the. health
maintenance organization has been established by the applicant.

*(d) In considering applications for grants and contracts under
this section, the Secretary shall give priority to an application which
contains or is supported by assurances satisfactory to the Secretary
that at the lime the health maintenance organization for which such
application is submitted lit-t becomes operational not. less than 30
| hw eetil tint of its members will be members of a medically underscrved
pnnulatinn.

“ (e) (11 Except as provided in paragraph (2), the following limita-
tions iipnl.v with respect tognmts. loan guarantees.nndcnutractttmade
under subsection (a) of this section:

“(A) If a planning project lias been assisted with grant, loan
guarantee, or contract under subsection (n), the Secretary may not
make any other planning grant or loan guarantee or enter into any
other planning contract for such project under this section.

“(It) Any project for which a grant or loan guarantee is made
or contract entered into must he completed within twelve months

3? S7TAT. 027

bo St.it. liaij

as btnt, 1304,

47 052 24C.
[tatlona.



Pub Law 93-222 - 10 - December 29, 1973

front the date .he grant or loan guarantee is made or contract
entered inn).

*“(d) The Secretary may not make more titan one additional grant
or loan guarantee or enter into not more than one additional contract
for a planning project for which a grant or loan guarantee has pre-
viously been made or n contract previously entered into, and lie may
permit additional time (up to twelve months) for completion of the
project if he determines that the additional grant, loan guarantee, or
contract (as the case may be), or additional time, or both, is needed to
adequately complete the project.

‘e(f)(1) The amount to be paid by the United States under a grant
made, or contract entered into, under subsection (a) for a planning
project, and (except as provided in paragraph (3) of this stmseetion)
the amount of principal of a loan for n planning project which may Im
guaranteed under such subsection, shall be determined by the Secre-
tary, except that (.V) the amount to ke paid by the. United States under
any single grant or contract, and the amount of principal of any
single loan guaranteed under such subsection, tnuv not. exceed $l:50,()fl(),
n:ul (15) tim aggregate of the amounts to In' paid for any project by
the. United States tinder grants or contracts, or both, under such sub-
section, and the aggregate amount of principal of loans guaranteed
mule." such subsection for any project, may not exceed the greater of
(i) fat per centum of the cost of such project (its determined under
regulations of tho Secretary), or (ii) in the cas» of a project for u
health maintenance organization which will serve a medically itnder-
scrved population, such greater percentage (up to 10) per centum) of
such cost as the Secretary may prescribe if he determines that the ceil-
ing on the grants, contracts, and. loan gunrantcos (or tiny combination
thereof) for such project should he determined by such greater
percentage.

*&=’) Tho aniomit to he paid by tim United Stales under a grant
made, nr contract entered into, under subsection (b) for an initial
development project, and (except us provided in paragraph (15 of this
subsection) the amount of principal of a loan for un initial develop-
ment project which may lie guaranteed under such subsection, shall lie
decci mined by the Secretary; except that the amounts to he paid by the
United States for any initial development project under grants or
contract's. or Itofti, under such subsection, and tbc aggregate amount of
principal iif loans guaranteed under fe |l subsection for any project,
lliay not exceed the lesser of —

“(A) $L1till),01)0, or

"(15) an immiiitt equal to the greater of (i) ")) par centum of
the cost of such project (as determined under regulations of the
Secretary), or (ii) in the cast' of a project for a health mainte-
nance organization which will serve a medically undorscrvcd
population, such greater percentage (UP to [PO p»r centum) of
miii'li cost as the. Secretary may prescribe if he determines that
the ceiling on five grants, contracts, and loan guarantees (or any
combination thereof) for such project should Imdetermined by
such greater percentage.

“f3) The cumulative total of the principal of the loans outstanding
at any tune with respeel to which giuvra'itcv.H have been issued under
(his section m.iv not exceed sneh limitations w, may he specified in
nptiropriiifinn Acts.

«=(g) Payll nits under grants under this section may he made in
advance or In Way of reimbursement and at such intervals and on
sneh condition: as the Secretary lInds necessary.

“(h) Contr Is may lie entered into under this section without
regard to sections 3518 and 3700 of the Revised Statutes (31 U.S.C.
M2> 11 Ib.s.U. o).
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“ (i) Payments under grants and contracts under this section shall
be made from appropriations under section 13fO(i\).

“(j) Loan guarantees under sulwec.tion (a) (it) ftir planning projects
may be made rhroucl the fiscal ycaf ending Jutie 30, It'TC; and loan
guarantees under subsection ,(I>) (1) (11) for initial development proj-
ects may bo made through the fiscal year ending June "853 1077.

‘o(k) (yl) Of the sums appropriated for any fiscal year under section
1300(a) forg jits and contracts under subsection (a) of this section,
not less than u per centum shall bo set aside and obligated in such
fiscal year for projects (A) to plan the establishment or expansion
of health maintenance organizations which the Secretary determines
may reasonably bo expected to have after their establishment or expan-
sion not less than 60 per centum of their membership drawn from
residents of non-metropolitan areas, nnd (B) the applications for
which meet tho requirements of 'his titic for approval. Slims set aside
in the fiscal year ending June 30, 1074, or June 30, 1975, for projects
described in the* preceding sentence but not obligated in such fiscal
year for grants nnd contracts under subsection (a) of this section
because of n hick of applicants for projects meeting the requirements
of such sentence shall remain available for obligation under such sub-
section in the succeeding fiscal year for projects other than those
described in elause(A) of such sentence.

“(2) Of tlic sums appropriated for any fiscal year under section
1303(a) for grants and contracts under subset tion (b) of this section,
not less timn 20 per centum shall e set aside and obligated in such
fiscal year for projects (A ) for the initial development of health main-
tenance organizations which the Srrrelar.v dctcrmuics may reasonably
he. expected to have after their initial development not less than fiii
per centum of their membership drawn from residents of non-
metropolitan areas, and (li) the applications for which meet the
requirements of this title for approval. Sums set aside in the fiscal year
ending June 30. 1074, or in either of the next two fiscal years’ for
projects described in the preceding sentence but not obligated in sneh
fiscal year for grants nnd contracts under subsection (b) of this section
because of a lack of applicants for projects meeting the requirements
of sucli sentence shall remain available for obligation under such
subsection in the succeeding fiscal year for projects other than those
descKIHul in clause (A) of such sentence.

“1.OAXK AND L.IIAX m'AUANTUIS KA! IM'I1AL. OI'MIATIOX 10s'lS

“SkA 1303. (a) The Secretary may—

"(1) make loans to public or nonprofit private health mainte-
nance organizations to assist them in meeting the amount by which
their operating costs in the period of the first thirty-six months
of their operation exceed their revenues in that period:

“(2) make loans to public or nonprofit private health mainte-
nance organizations to assist them in meeting the amount liy which
their operating costs, which the Secretary determines are attribut-
able to significant expansion in their tm-mltershiii or area served
and which are incurred in the period of the first thirty-six months
of their operation aftei such expansion, exceed their revenues in
that period which the secretary determines are attributable to

i such e.vfpausion: nnd

‘«(3) guarantee to non-Federal lenders payment of the principal
of and the interest on loans made to any private health mainte-
nance organization (other than a private nonprofit health nmin-
fenanee organization) for the amounts referred to in paragraph
(1) or (2). hut only if such health maintenance organization will
serve a medically underset red population.

Post, p.930.
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Xo loan or loau guarantee may be made under this subsection for the
operating costs of a health maintenance organization unless the Secre-
tary determines that the organization has made all reasonable attempts
to meet, such costs.

*(b) (1) Except 85provided in paragraph (2), the principal amount
of any loan made or guaranteed under subsection (a) m any fiscal year
for a health maintenance organization may not exceed $1,000,000 nnd
the aggregate amount of principal of loans made or guaranteed, or
both, under this section for a health maintenance organization may not
exceed $2,500,000.

"(2) The cumulative total of tin* Principal of th.c loans outstanding
cf any time which have been directly made, or with respect to which
guarantees have been issued, und'w subsection (a) may not exceed such
limitations as may bo specified in appropriation Acts.’

<(e) lamas under this section shall be made from the fund estab-
lished under section 1303(e).

e=(d) A loan or loan guarantee may be made under this section
through the fiscal year endingJune ”>0,107S.

“(e) Of the sums used for loans under this section in any fiscal year
from the loan fund established under section 1308(e), not less than
20 per centum sliali be used for loans for projects (1) for the initial
operation of health maintenance organizations which the Secretary
determines have not less than Gd per Centum of their membership
drawn from residents of r.onmet:opolitan areas, and (2) the applica-
tions for which meet the requirements of this title for approval.

“am'i.icATioN [tKgi'iitKMKxrs

==Sir. 130‘. (a) Xo grant, contract, loan, or loan guarantee may lie
ma le under this title unless an application therefor has been sub-
mitted to, and approved by, the Secretary.
“(b) The .Secretary may not approve an application for a gran*,
contract, loan, or loan guarantee under this title unless—
“(1) in the cast- of nn application for a—i.-tnniv under sectinn
1303 or 13D1, such application meets the application requirements
of Mirii section ami u. the ease of an application for a loan or loan
g_ugz;\ntee, such application meets the. remiireiiieuts of section
[ K< >
<(2) lie determines that the applicant malting the application
would not be able tocomplete the pi‘ojeer nr iiiidcrlahing for which
the application is submitted without the assistance applied for;
==(‘¢) the application contains satisfactory specification of the
served |,y |'u> proposed nr existing health maintenance organiza-
tion described in the application. (It) membership of such orga-
nization. ((') methods, terms, and periods of the eiieolliiient of
members of such organization. (|»i estumifed costs ter member
of the health and educational services to be provided by such
organization and the nature of such costs, (E) sourevs of profes-
sional services for .such organization, and organizational arrange-
menls of such organization for prov iding health ami educational
* services. (F) organizational arrangements of sneh organization
for an ongoing gttalitv avuirnncc program in conformity with tin*
requirements of* section |:*t*JI»=. liii sources of preoivnicut and
other forms of navinent for ilie services to lie provided hv such
organization. (I1) facilities. and additional capital investments
and sources of fiiiauring therefor, available to such organization
to provide tin' level and scope of «cn iecs proposed. (1) adminis-
trntiie. managerial, and financial arrangements and capabilities
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of such organization, (J) role for members in the planning and
policymaking for such organization, (K) grievance procedures
for members of such organization, and (i,) evaluations of the
support for and acceptance of such organization by the popula-
tion to be served, the sources of operating support, nnd the pro-
fessional groups to be involved or affected thereby;

“ (4) contains or is supported by assurances satisfactory to the
Secretary that the applicant making the application will, in
accordance with such criteria as the Secretary .'=hall by regulation
prescribe, enroll, nnd Inaintain nn enroliment of the maximum
number of members that its available and potential iv.vmrccs
(as determined under regulations of the Secretary) will enable
it to effectively serve;

“(5) the section 314(h) arenwide health planning agency whose, aostat, liaij
section 314(b) plan covers (in whole or in part) the area to In' &stat. 1304.
served by tho health maintenance organization for which Midi <2 use 246.
application is submitted, or if there is nn such agency, the section
314(a) State health planning agency whose section 3H(u) plan
covers (in whole or in part) such area. lias, in accordance with
regulations of five Secretary under subsection (e) of thjs section,
been provided an opportunity to review the application and to
submit, to the Secretary for his consideration its recommendations
respecting approval of the application or if under applicable
State law such an application may not lie submitted wit limit the
approval of the section 3H(b) nroawido health planning agency
or the. section 314(a) State health planning agency, the required
approval has liecn obtained:

«*(fl) in the case of an application made for a project which
previoti'lv received a grant, contract, loan, or loan guarantee
under tins title, such application contains or is supported by
assurances satisfactory to the Secretary that the applicant making
the application has the financial capability to adequately carry
out the purposes of such project and lias developed and operated
such project in accordance with the requirements of this title and
with the plans contained in previous applications for such assist-
ance; and

~=(*) toe application is submitted in such form and nmniter,
and contains sudsadditional information, as the Secretary shall

1 prescribe in regulations.

An organization making multiple applications for more than one Multiple
grant, contract, loan.or loan guarantee under this title,simultaneously cppUwUor.s.
or over tl.e course of time, aluil! not be required to submit duplicate or

redundant information but shall Is* required to update the specifica-

tions (required hv paragraph (3)) respecting the existing or proposed

health maintenance organization in such manner and with such fro- -

giteney as the Secretary may by regulation prescribe.

*<®) The Secretary shall by regulation establish standards and
procedures for section 314(h) nrcawidc health planning agencies and
section 311(a) State health planning agencies to follow in reviewing
and commenting on applications for grants, contracts, loans, ami loan
guarantees under this title.

| "AnNMixi-Ti: vimx nr \ssisT\xir. riau.n\mh

“Sri.1307. ia) (1) Mach iccipiciit of a grant, contract, loan, or loan Rccot-d-
gnaranter under this title shall keep such records its the Secretary shall kcopln,;.

position by such recipient of the proceeds of the grant, contract, or
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loan (directly made cr guaranteed), tha total cost of the undertaking
in connection with which such assistance v as given or used, tho amount
of that portion of the cost of the undertaking supplied by othei
sources, and such other records as will facilitate an eiTcctive audit.

“ (i'> 'Aha Secretary, or any of iris duly authorized representatives,
shall have access for tha pa-pose or aiulin and examination to any
books, documents, papers, end records of the recipients of a grant, con-
tract, loan, or loan guarantee under this title which relate to such
assistance.

‘e(b) Upon ixpiration of the period for which .1 grant, contract
loan, or loan guarantee was provided an entity under thi> title, such
entity shall make n full and complete report to the. Secretary >" such
manner as he may by regulation prescribe. Each such renor. shall
contain, among such ether matters as the Secretary rnav by regula-
tion require, descriptions of plans, developments, and operation!
relating to the matters referred to in section 1300(b) (8).

“(c) If in any fiscal year the funds appropriated under scctior
1309 are insufficient to fund ell applications approved under this title
for that fiscal year, the Secretary shall, after applying the applicabli
priorities under sections |;io3aiin 1301, give priority to tliu funding o:
applications for projects which the Secretary determines arc the inos
likely to be economically viable.

“(3) An entity which provides health services to a defined popula
tion on Il prepaid basis and which has members who arc entitled t<
insurnncu benefits tinder title X V 11! of the Social Security Act or t<
medical assistance under a State plan approved under title X 1X 0
such Act may b= considered as a health maintenance organization fo.
purposes of receiving assistunco under this title if—

"(1) with ivspcet to its members wlio are entitled to such
insurance benefits or to such medical assistnnoo it (A) provide.!
health services in accordanee with section 1301(b), except thn
(i) it docs not furni .u to those tnenibcrs tiie liealtli services (with
in the basic health service*) for which it may not be compensate!
under such title X V Il or sneh State plivn, and (ii) it does no
fix the basic or Rtinplcuncnttd health services jwvment for sue!

December 29. 1973

nnd ope-r’el in the manner prescribed by section 13tH (=m). ex ep
that it tlo'.v not ayonie full financial risk on a prospective Imsii
for tiie provision tw 'itch members of basic or supplemental henlll
services with respect to which it i~ not rvxpiircd under such tit 1l
XV Il or swli .Stale plan to assume such financial risk; nnd

“(;1) with respcet to i;s other members it provides liealtli serv
ices in accordance with section 1801 (b) and is organized and opor
nted in the manner prescribed by section 1301(e).

“(e.) In any fiscal year 110 loan guarantee may be made under thi.
title if tinlmaking of mteh guarantee would cause the etiniiiliitive tofu!
of the principal of tb «loann guaranteed under this title in such fi-eu
year to exceed the amount of grant and contract fund:; obiigal 'O unde =
this title in siidi fiscal year; except that (bissubsection,-liail i.at nppl.
if the amount of grant and contract funds obligated under this till m
hi such fiscal year equals the sums appropriated under section 1309 fo «
grants nnd contracts for such fiscal year.

“(ir.sun.M. ecuvisions rkiavinv; tii u wwx nr.viuxTKur anii t.n.vxs

“Site. 180S. (a)(1) Thu Secretary may not. approve an npplicatio,.
for h loan guarantee under this tiilu unless ke determines that (A
the terms, conditions, security (if any), and schedule and amount o’
repayments with rospeer to ‘he loan are sufficient to protect the finnn
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cial interests of the United States and arc otherwise reasonable, includ-
ing u determination that the rale, of intcr-st does not exceed sueli per
centum per annum on the pri»"ii>-.1 obligation or.tsiamling as the Sec-
retary determines to be rcasoii.dde, taking inro icenunt cite range of
interest rates prevailing it, the privnto market for similar loans and
the risks assumed by the United States, and (It) the loan would not
bo available on reasonable terms and conditions without the guarantee
under this title.

“Id)(A) The United States shall he entitled to recover from the
applicant for a loan guarantee under this tirU the amount of any pay-
ment made pursuant to such guarantee, uul.-ss tho Secretary for good
causa waives such right of rocou ry; and, uihiii making any such pay-
ment, the United States shall he subrogated to ad of the rights of the
recipient of the payments with ivsjnvt to which tiie guarantee was
made.

‘e(H) To the extent permitted by subparagraph (C), any terms and
conditions applicable to a loan guarantee under this title* (including
toipis and conditions imposed under subparagraph (1))) may lie
modified by the Secretary to the extent he determines it to be consistent
with the liiituu-inl interest of the United States.

‘e(C) Any loan guarantee made by the Secretary under this title
shall lie incontestable (i) in the liandsof an applicant on whose la half
such guarantee is unde unless the applicant engaged in fraud or mis-
ropivscntation in securing such guarantee, and (ii) as to any person
(or his successor in interest) who makes or coutracrs to make a loan
to such applicant in reliance then-on unless such pcivm (or his succes-
sor in iiitoivsl) engaged in fraud or misivprescntntioii in making or
contracting to make such loan.

“(D) (iiiiunutecs of loans under this title shall he subject to such
further terms nnd renditions as the Secretary determines to lie neces-
sary to assure that the pm poses of this | it!e will boachieved.

“(I>) (1) The Scrutiny limy not approve an application for n loan
under tliis title unless—

“(A) the Secretary is reasonably satisfied that the applicant
, therefor will be aide to make payment* of principal nnd interest
thereon when due. ami
‘e(H) the applicant, provides the Secretary w.th reasonable
assurances that there will lie neuiluhh- to it sueli additional funds
as may lie necessary to complete the project or undertaking with
respect to which such loan is rcipirstrd.

‘«(«2) Atiy loan made under this title shall (A) have such security,
(It) have sneh maturity date, ((') lie repayable in sueli installments,
(1> bear interest at a rule cotnliarahle to the current rate, of interest
prevailing, on the date the loan is made, wi’h < _iect to loans guaran-
teed under this title, and (K) lie subject to s iherten isund condi-
tions (including provisions for recovery in ease of default), as the
Secretary determines to he necessary to carry out the pm noses of this
title while mleipmtoly protecting the financial interests el the United
States.

“(:1) The Secretary may. for good cause luit with due legiwd to the
financial interests of the United Slates, waive any eight of recovery
which he has by reason of the, failure of a borrower to tn.ikc payments
of principal of and interest on a loan made under in *title.except that
if such loin is sold nnd guaranteed, any such waiver skill have no
effect upon the Secretary's guarantee of timely payment of principal
and interest.

“(e) (1) The Secretary may from time, to time,hut ivitl. due regard
to the financial interests'of the United States, sell loans made by him
under this title.

87STAT. 928
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“(2) The Secretary may agree, prior to his sale of any such loan,
to guarantee to the purchaser (und any successor in interest of the
purchaser) compliance by the borrower with the terms and conditions
of such loan. Any such agreement shall contain such terms and condi-
tions as the Secretary considers necessary to protect the financial inter-
ests of the United States cr as otherwise appropriate. Any such
agreement mav (A) provide that the Secretary shall act as agent of
any such purchaser for the purpose of collecting from tho borrower
to which such loan was made and paying over to such purchaser, any
payments of principal and interest payable by such organization under
such loan: and (15) provide for the" repurchase by the Secretary of
any such loan on such terms and conditions as may bo specified in
the agreement. The full faith and credit of the United States is pledged
to the payment of all amounts which may be mptircd to be paid under
any guarantee under tbis paragraph.

“(;t) After any loan under this title to a public health maintenanco
organization has been sold and guaranteed under this subsection, inter-
est paid on such loan which is received by the purchaser thereof (or
his successor in interest) shall bo included in the gross income of the
purchaser of the loan (or hi .successor in interest) for the purpose of
chapter i of the Internal Revenue (‘ode of 1014

“ (=) Amounts received hv the Secretary as proceeds from the sale
of loans under this subsection shall he deposited in the loan fund
established under subsection (e).

“(d) (!) There is established in the Tieasury nloan guarantee fund
(hereinafter in this subsection referred to its the =fund*) which shall
be available to tho Secretary without fiscal year limitation, in such
amounts as may bo specified from time to time in appiopriacon Ads,
to enable him to discharge his responsibilities under loan guarantees
issued by him under this title. There are authorized to be appropri-
ated from time to time such amounts us may L> necessary to provide
the sums required for the fund. To the extent aurlmtized in appro-
priation Acts, there shall also b& deposited in the fund amounts
received by the Secretary in connection with loan guarantees under
this title and other property or assets derived by him from his opera-
tic,its respecting such loan guarantees, including any money derivei.

' from tinsciliaof assets.

~¢ii) IFat any time the sums in the funds ate insufficient to enable
the Secretary to discharge his responsibilities under gmmiutee.x issued
by him under this title, l.e is authorized to issue to the Secretary of
tho Treasury notes or other obligations in such forms and denomina-
tions, bearing such maturities, and subject to such terms and condi-
tions, as may be prescribed by llia Secretary with the approval of the
Secretary of the Treasury. Such notes or other obligations shall bear
interest at a into determined by the Secretary of the Treasury, taking
into eoasiderat'on the current average market yield on outstanding
marketable obligations of the United States of comparable maturities
during the month preceding the issuance of the notes or other obliga-
tions. The Secretary of the Treasury shall purohaje any notes and
other obligations issv, d under this paragraph and for that purpose lie
m»y use. as a public < ebt transactio*' tlio proceeds from the sale, of any
securities issued nude <the S and i.iborty Rond Act, and tiie. purposes
for which the securities may be is- ied under that Act are extended to
include any purchase of such not., and obligations. The Secretary of
the Treasury may at any time sell any of the notes or other oldig.it ions
acquired by him under this paragraph. All redemptions, purchases,
and sales by the Secretary of the Triusury of such notes or other obli-
gations ahull be treated us public debt transactions of the United States.
Sums borrowed under tins paragraph shall bo deposited in the fund
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anti redemption of such notes and obligations shall be made by flic
Secretary from the fund.

“ (c> There is estahlished in iln: Treasury a loan fund (hereinafter
in this subsection inferred to as the =<fund'.) which shall lie available to
tlu: Secretary without fiscal year limitation, in such amounts as may be
specified from time to time in appropTution Acts, to enable him to
make loans under this title. There shall also be deposited in the fund
amounts received by the Secretary as interest payments and repayment
of principal on loans made under this title and other property or assets
derived by him from his operations respecting such loans, from the
sale of loans under subsection (c) of this section, or from the sale of
assets.

“autmoiii/atioxs of AiTiiornm ioxs

“Ske. 130> (a) For the purpose of making payments under grants
and contracts under sections 1303, 1301(a). and 1304(h), there are
authorized to lie appropriated $-.25,000,000 for the fiscal year ending
Jijno 30, Ili74, $55,000,000 for the (iscal year ending dune 30, 1075,
and $55.000,000 for the fiscal year ending June 30, 1070; and for the
purpose of making payments under grants nnd contracts under sec-
tion !13n4(h) for the fiscal year ending dune 30,1077. there is author-
ized to he appropriated $55,000,000.

“(b) There is authorized to be appropriated to the loan fund estab-
lished under section 1305(e) $73,000,000 in the aggivgrate for the fiscal
years ending June 30,1071, and dime 30,1075.

uK»tri.ovnKs' iiKAiru mtxr.riTS rt.vxs

“Sue. 1310. (a) Knelt employer which is required during any calen-
dar quarter to pay its employees the minimum wage specified by sec-
tion O of the Fair Labor Standards Act of 103S (or would be required
to pay his employees such wage hut for section 13(a) of such Art), and
which timing sneh calendar quarter employed an average number of
employees of not less than twenty five, shall, in aeceordanee with regu-
lations which the Secretary shall prescribe, include in any health
benefits plan ottered to its employees in the calendar year beginning
after such calendar quarter the option >f membership in qualified

v health maintenance organizations which are engaged in the provision
of basic and supplemental health services in the ureas in which such
employees ivside.

"(h) If there is more than one qualified health maintenance organi-
zation which is engaged in the provision of basic and supplemental
liealtli services in (lie area in which the employees of un employer sub-
ject to subsection (a) reside and if—

“(1) one or more of sueli organizations provides basic health
services through professionals who are members of the stall of the
organization or a medical group (or groups), and

“(2) one or‘more of surft organizations provides such services
through an individual practice association (or associations),

then of the qualified health maintenance organizations included in a
liealtli benefits plan of such employer pursuant to subsection (a) at
least, ono shall he an organization which provides basic health services
as described in clausa (1) .and at least one shall be an organization
which provides basic health services as described in danse (2).

“(c) No employer shall lie required to pay more, for health kmiiTils
as a result of the application of Ibis section than would otherwise lie
required by any prevailing collective bargaining agreement or other
legally enforceable contract for the. provision of health henelits
between the employer and its employees. Failure of any employer to

97 STAT. 930
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comply with the requirements of subsection (a) shall be considered a
willful violation of section 15of the Fair Labor Standards Act of 1938.

“(d) For purposes of this section, the term ‘qualified health mainte-
nance. organization’ means (1) a health maintenance organization
which has provided assurances satisfactory to tho Secretary that it
provides basic and supplemental health services to its members in the
manner prescribed by section 1301(b) and that it is organized and
operated in the manner prescribed by section 1301(c), and (2) an
entity which proposes, to become a health maintenance organization
and Which the. Secretary determines will when it becomes operational
provide basic and supplemental liealtli services to its members in the
mariner prescribed by section 1301(b) and will.be organized and
operated in the manner prescribed by section 1301(c).

“KEsriuernT. state i.aws am»chacti'ts

“Sec. 1311. (a) In thecaseof any entity—

“ (1) which cannot do business as a health maintenance, orga-
nization in a State in which it proposes to furnish basic and sup-
plemental health services because, that State by law, regulation, or
otherwise—

“(A) requires as acondition to doing business in that State,
that 1 medical society approve the furnishing of services by
the entity.

‘e(1$) requires that physicians constitute all ora percentage
of its governing body,

“((") requires that all phy. ieians or a percentage of physi-
cians in the locale participate or be permitted to participate
in »ho provision of services for the entity, or

"(1)) requites that the entity meet requirements for insur-
ers of healtli cure services doing business in that State inspect-
ing initial capitalization and establishment of liuaiteial
reserves against insolvency, and

"(2) foi which a grant, contract, loan, or Ipan "imrnntee was
made under this title or which is a qualified health nmintcmiiicr
organization fo: purposes of s.ecMou 1310 (relating to employees’
liealtli benefits plans)-. ’

such requirements shall not apply to that entity so as to prevent it
from operating as a health maintenance organization in accordance
with section bail. )

“(h) No State may establish or enforce any law which prevents a
liealtli maintenance organization foi which a grant, contract, loan, or
loan gum.eintie was made under this titleor which is a qualified health

irganization foi purposes of section 1310 (iclatiiig to
employees' health henrhts plans), from soliciting members through
advertising its services, charges, or other nonprofessional aspects of
its operation. | his subsection does not authorize any advertising which
identities, refers to, Ol makes any qualitative judgment enueeriiiug. any

health gr.ofessional who provides scrv:-cs for a liealtli maintenance
organization.

«\/o.viixvr.ii Kt.oVLATtox or health maintf.xano: ocoanizatioxs

“Set. 1312. (a) If the Secretary determines that nn entity which
received a grant, contract, loan, nr loan guarantee under this title as
a health maintenance organization or which was included in a health
benefits plan ottered ‘0 cmploycos pursuant to section 1310—

“ (1) fails to provide basic and supplemental sg-vices to its
inemlrors,
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“(b) Tng Comptroller Genera! shall also conduct a study of tho
economic effects on employers resulting from their compliance with,
the requirements of section"1310. The Comptroller Generalshall report
to the Congress the results of such study not later thin thirty-six
montiis aftér the date of tiie enactment of this title.

“(c) The Comptroller General shall evaluate (1) tiio_operations of
distinct categories of health maintenance organisations in comparison
with each other, (2) health maintenance organizations as a group in
comparison with alternative forms of health caro delivery, and (3) tho
impact that health maintenance organizations, individually, by cate-
gory, and as n group, have on the health of the public. The Comp-
troller General shall report to the Congress the results of such
evaluation not later than thirty-six months after the date of the enact-
ment of this title. .

“&nvcat, hkiort

“Sec. 1315. (a) The Secretary shall periodically review tho pro-
grams of assistance authorized by this title and make an annual report
to tho Congress of a summary of the activities under each program.
The Secretary shall include in such summary—

“ (1) nsummary of each grant, contract, loan, or loan guarantee
made under this title in the period covered by the report and a
list of the health maintenance organizations which during such
period became qualified health maintenance, organizations for
purposes of section 1310;

“(2) the statistics and other information reported in such
period to tlio Secretary in accordance with section 1301(c) (11);

“(3) finding's with respect to the ability of the health main-
tenance organizations assisted under this title—

“ (A) to operate on a fiscally sound basis without continued
Federal financial assistance,

“(31) to meet the requirements of section 1301(c) respect-
ing their organization find operation,

“ (<) to provide basic and supplemental health services in
the manner prescribed by section 1301(b),-

“(1)) to include indigent nnd high-risk individuals in their
memis-rship. and

“ (K) to provide services to medically underserved popula-
tions; and

“(4) findings with respect to—

“(A) the operation of distinct categories of health main-
tenance. organizations in comparison with each other,

“ (It) health maintenance organizutions as n group in com-
parison with alternative forms of health care delivery, and

“(C) the impact that health maintenance organizations,
individual] v, by category, and as a group, have on the health
of the public.

“(b) Tie* Office of Management and Budget may review the Secre-
tary’s report under subjection (a) before its submission to the Con-
gress. but the Ofiicc mnv not revise the. report or delay its submission,
and it may submit to the Congress its comments (and those of other
departments or agencies of the Government) respecting sueli report.1

cjvmjtv ASsriuxcB

Sr.r. 3. Title I IT of the Public Health Service Act

amended by
adding at the end thereof the following new part:
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"Ski'. :B3lle. (n)Cl) The Secretary, thnm"h tlio Assistant Secretary a«s«nrch ar.d
lor Health,shall conduct ivstarch and evaluation prn;;ruins :csp,-ctin evaluation
the effectiveness, administration. anil oiifnroomoiit of quality assurance progr.vis.
prop'ram™*. Sueli reseaivh and evaluation pii.erams shall  carried out
in cooperation with the entity within the Department wliieh aihniuis-
tms the in-op-ains of assistance nutlerscctinnfiOL . hi seat. 534.

~(m2) For She purpose of earivino out J)a|n<!ra|>,h tii. there are 42 rsc 24'p.
nrthorized to be appropriated slotm.tkio for tho tis-al year eliding Appropriation.
une 0t), 174, ssoim'Hv) for (he fiscal year emliujr sune "=t INTTI.

Sii.OtHi.Giii) for the fiscal year eiulinj: June ;= Ili7(i. sjil.noii.ooo for the
fiscal year eudinjr June tin, U»77, ami sjiUt,(H>0.in)0 for the fiscal year
ending June JO, I7h.

"(h) The Secretary .shall make an annual report to the Cnnj'rrss Anr.usl report
and the I'resident on (1) the quality of health rare in the t'uileil to President
States'. (J) the operation of quality assurance proem:.is. and (J) and Confess,
advances made through ivs'eareli and evaluation of the clVctivcness,
administration, and enforcement of quality assui‘ailei-'p;,ieinus. The
first annua! tejiort under this subsection shall k= made with rc*pect to
ealendaryear 1!1>74uml shall he suhmittcd not later than March J, 1H7.V
The Oliicc of Management and IInduct may review the Secretary's
report under this subsection before its submission to the (‘otiirress, hut
the Ollice may not revise the report or delay its suhmission to the (‘on-
ftress, and if may siibpiit to the Secretary and the Coiioivss its
comments (and those of oilier'departments and agencies of the (inv-
ermnciit) with respect to such rrport,”

m.Airit I'MK gi'AitTY asM 'iiaxik nex.uv.us stiiiy

Skec. 4. (a) The Secreta v of Health, Kiiueaiion, ami Welfare shall

(1) analyze past and present mechanisms (both required by
v law and voluntary) to assure the qualityof health care, identify
the strengths and weakiiesses of current major prototypes of
health care quality assurance systems, ami identify on a'compa-
tahle has.s tin* insts of such prototypes:

12) provide a set of basic principles to he followed ly any
effectjvc health care quality assurance system, iueludiiio principles
affecting the scope of the system, methods for nssessitio care, ilata
requirements, speeilieations for the development of criteria ami
standards which relate to desired outcomes of care, and means for
assessing the responsiveness of such care to the needs ami percep-
tions of the consumers of such eaie:

(J) provide an assessment of programs for imprnv in;t the ini-
fotmnnce of health practitioners and institutions in in-ovidiu®
hifrh-gimlily health euro, ineludinjr a study of the effect|renes* of
sanction* and educational programs;

(4) define the specific needs fora projiram of researeli and eval-
uation in health care quality assurance methods, including the
design of prospective i\Il)Il:11intis protocols for health cure qual-
ity assurance systems: and

(8) provide methods for assessing the quality of health care
from the point of view of consumers of such care.

(b) The Secretary shall contract for the conduct of the study <Or.inot with
rqiiiivd by siilisi-etmn '(a) with a mmprolit private organization privau orav.I-
I
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(1) luts ii lintimiiil reputation for objectivity in the conduct o'
studios for the Federal Government;

(2) has the capacity to readily marshall the widest possibl ,
range of expertise and ndvicc relevant to rhe conduct of such
study;

(3) lias a membership und rompetcnt staff which have back-
grounds in government, the health sciences; nud the social sciences;

(4) has u history of interest and activity in liealtli policy issuci
related to such study; und

(5) Ims extensive existing contracts witli interested public am
private agencies and organizations.

The Secretary shall enter into such contract within 00 days of the dnt i
of the enactment of the first Act making an appropriation under sub
section (d).

(c) An interim report providing a plan for the study required b-
subsection (a) shall be submitted by the organization conducting tin
study to tliii Committee on Interstate nnd Foreign Commerce of tin
Kouso of Representatives and the Committee on Labor and |’'ubli:
Welfare of the Senate by June 30,1974; and a final report giving th =
results of the study und providing siss-ifieatioim for an effective qual-
ity assurance! system simll Iks submitted by such nr-'iiuizi.tion to th m
Committee on Interstate and Foreign Commerce of the House, of Rep
resentutivM and the Committee on Labor and Public Welfare of th =«
Senate by January 31,1D/C.

(d) There is authorized to be appropriated $10.(H).04H). which shall
Ik- availahln without fiscal year limitation, for the conduct of (lie stud;
required by subsection (n) *

liKIHirrS KKM-MTtNtl MKDH'ALLV VXtKKSKItVU) AIIKAS AN> [IU-I'l.ATIn:
OlIOI'T'S AND NOX-MKTftMIHL.ITAX AlIKAS

Sw. 3 Within three months of the date of the enactment of (hit
Act, thu Secretary of liealtli, Kdiication, and Welfare shall report In
the Congress the criteria used by him in the designation of medicall,"
undciwirved areas and imputation groups for tin- purposes of seetini
1303(7) of the Public Health Service Act. Within one year of sucl
date, the Secretary shall report to the Congress (1) the areas and pnpu
lation groups designated by him under such section 130:1(7) as liavhq
a shortage of personal health sendees. (J) the comments (if uny
submitted by State and areawidecomprehensive health planningagen -
eies under such section with ivsik-ct to any such design:'lion. ami (3
the areas which meet the definitional standards under sg, .ion 1303(9
of such Act for iinn-mrtro|H>litnn ureas. The Office of Munugcmcn
and Budget may review tlio Secretary's report under this section
In-fore Its submission to the Congress, hut the Office may not revise tii «
report or delay its submission lievond the dale pivscriis'd for its sub
mission, and it may submit to (‘ongress its comments (anil those o'
other departments and agencies of the Government) respecting suel
report.

IIKALTIt SKIIVIIK8 Mill INDIANS AND DOXKSTII" AtUIUTL.TI'IAIL.
MIIttATOItY AND SKASONAL. WOIIKKISK

Sir. It (a) The first section of the Act of August 3.1934 (43 C.S.C,
391)1), is amended by inserting "(a)" after “That" and by adding a.
the end thereof the following new subsection:

"(b) In carrying out his functions, responsibilities, authorities, mu.
duties under tiiis Act. the Secretary is authorized, with the cmisen .
of the Indian people rewed, to conti-nct with private or other non
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Fcder.il health agencies or organizations for the provision of health
services to such people on a fco-for-se.rvicc basis or on n prepayment
or otlicr similar basis.” .
(b) The Secretary of Health, Education, and Welfare, in connec-
tion with existing authority (except section 310 of the Public liealtli
Service Act) for the provision of health services to domestic agricul-
tural migratory workers, to persons who perform seasonal agricultural 76 stat. ac.
services similar to the services performed by such workers, and to the 42 use 24.-is.
families of such workers and persons, is authorized to arrange for the
provision of health services to such workers and persons and their
families through health maintenance organizations. In carrying out
this subsection tho Secretary may only use sums appropriated after
the date of tlio enactment of this Act.

COXWIIMINO AMENDMENTS

7. (n) Section 1of tho Public Health Service Act is amended 3B s"wt. 63>
to read os follows: 86 st&*.. 137.

<suoirr TITN! 42 Ul~ 201 asto.

87 STAT. 936

“Section 1 This Act may lks cited us the "Public Health Service
Act’."
(b) Title X 111 of the. Act of July 1, It)11 (AS Stat. (1S2) (as so R«pt&i,
designated I»v section J (’i) of tiie Eineigeiicy Medical Services Sys-
tems Actof 1373 (Public l.aw.IM-151)) is repealed. p. soa.
(c) Section 300(g) of the Federal National Mortgage Vssociation
Act (I*3 U.S.C. 1731(g)) is amended by inserting or which ore & stat. 542.
guaranteed under title X111 of the Pubic Health Service Act” after
‘echapter 37 of title. 88, "nited States Code". 3B use looi.

Approved December 29, 1973.
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